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GENERAL ORDERS - ELECTRICITY 

DOCKET NO. E-1OO, SUB 72 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Revision of Conmission Rule RB-14 
Governing Electric Meter Testing 

) ORDER ADOPTING 
)- REVISED RULE RB-14, 

BY THE COMMISSION: On March 8, 1994, Duke Power Company filed a Motion for 
a ch�nge in NCUC Rule RB-14 governing meter testing at the request of a customer. 

Duke proposed that the period within: which a customer may request an 
additional meter test be revised from six mo·nths to 12 months fo paragraph (b). 
Duke also proposed that the specific fees outlined fo paragraph (b) be 
eliminated, and that paragraphs (b)'and (c) be revised to require that utilities 
obtain Conmisslon approval of respective schedules of fees for various types of 
meter tests. Duke further proposed that paragraph (f) be revised In order to 
allow the utility to provide meter test results to the customer informally except 
where �he customer requ_ests a written report. 

By Order issued M��ch 31, 1994, the Conmission established a rule-making 
proceeding and published',the proposed revised-rule for conment. CP&L, Vepco (NC 
Power), Nantahala and the Public Staff filed conments; Duke-did not file further 
corrments. 

All·parties who filed conments agreed'with the proposed revisions, except 
as follows: 

CP&L proposed that the period between free meter tests be three (3) years 
Instead of the. one (l)' year proposed by Duke. CP&L described the improvements 
in the manufacture and accuracy of meters as well as the results of its 
statistical meter sampling program to support its contentfon that ver'y few meters 
are ever discovered to register tDo fast, and that required testing at company 
expense more frequently than once every three.years is unwarranted. 

NC Power proposed that the period ,between free meter tests be at least two 
(2) years Instead of the one (1) year proposed by Duke. NC Power described the
results of its meter testing program to support its contention that meters rarely
register too much usage, and that it is unnecessary to test meters as frequently
as once each year.

The Public Staff proposed: (1) some minor wording .changes for clarity; 
(2) addition of a sentence specifying that the utility shall Inform the consumer
that he has a right to request a written copy of the utility's report of the
meter test; and (3) addition of language specifying that the Initial meter test
within the period of time defined in the rule is free to the ·customer. The
Public Staff observed that it believed the utilities were already performing the
initial meter test at no charge to the customer even though the existing rule
does not require it.

On June 17, 1994, ,the Attorney General filed its response to conments filed 
in the docket, in which it supported the revised rule as modified by the Public 
Staff. 

I 



GENERAL ORDERS - ELE�TRICITY 

The Comnission is of the opiniim that its Rule RB-14 should be modlf.ied at 
this time as proposed by the Public Staff. 

IT IS, THEREFORE, ORDEREO·as follows: 

I. That the revised Rule RB-14, attached hereto as Appendix A, ls hereby
adopted effective the·date of this Or�er. 

2. That the Chief Clerk shall mail a copy of this Order to all regulated
electric utilities operating .in North Carolina. 

ISSUED BY ORDER OF THE COMMISSION. 
This the.22nd day of June 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S: Thigpen, Chief Cl.erk

APPENDIX A 

Rule RB-14 Heter. testing at request of consumers. 

(a) Upon reasonable .notice, when requested in writing by the
consumer, each utntty shall test the' accuracy of'the meter in use by
the consumer.

(b) No deposit or payment shall be required from the consumer for a
meter test, except when the consumer has· requested, within the
previous twelve months, that the same meter be tested, in which case
the consumer shall be required by the utility to deposit with it·an
,amount ·as determined by-,the Co1I1I1ission to. cover the reasonable-cost of
s1:,1ch test.

(c) A schedule of deposits or fees for testing
classifications of meters shall be.·filed- with 1 and approved 
Conrnission. 

various 
by, the 

(d) The amourit so ,deposited with 'the utility shall be refunded or
credited to the consumer (as a part of the settlement in the case of
a disputed account) if the meter-is found, when tested, to register
·more thari 2% fast; otherwise the deposit shall be retained by the
utility.

(e) The·consurner may, if he so requests,. be present when the utility•
conducts the test.on•his meter, or if he desires, may provide (at his
expense) an. expert, or other ,rep,esentative appointed 'by him to be
present at the time of the meter test.

2 



GENERAL ORDERS - ELECTRICITY 

(fl A report of the results of the meter test shall be made . within a 
reasonable time after the· completion of the test, This report shall · 
give the name of•the consumer .. requesting the test, the .date of the 
request, the location of the premises where the meter is installed, 
the tYPe, make, s-ize and serial number of the meter, ,the date of 
removal, the date tested, and the results of the test, a coj>y of which 
shall be supplied. to the consumer upon request., The·.utiHty shall 
inform the.consumer that he has a right·to request such:written copy 
of the report of, the meter test.• . : "' · 

DOCKET NO. E-1OO, SUB 73 
-· 

BEFORE.THE NORTH.CAROLINA UTILITIES. COMMISSION
'· In the Matter of 

lnvestigat·ion of Self:.Generation Defe�ral, · 
Rates, Dispersed Energy Facilities 
and Economic ,ncent i �,e Rates 

) • · ORDER ADOPTING INTERIM 
). · GUIDELINES AND 
J, REQUESTING FURT�ER CO.MMENTS 

' ' . ' .\' : ; . . 

BY .THE COMMISSION: on April 22,- 1994, ·.the.Public Staff filed a petition 
requesting that a generic proceeding be initiated to consider the regulatory and 
policy implications of certain changes currently underway in the electric uti.Jity 
industry, As a .part of its .. petition,- the Public Staff .proposed interim 
guidelines for addressing self-generation deferral rates pending'the conclusion 
of the generic proceeding, 

,, The Public Staff petition; described three mechanisms by whi�h electric 
utHities are increasingly offering rate discounts to industrhl •customers for 
the purpose of retaining industrial load or f'or attracting new industrial load •. 
They are: (!) self-generation deferral rates - a discounted rate,offered to a 
customer to encourag� ·t�e customer not to -install its own electriC generation 
.facilities; (2) dispersed energy facilities - whereby the utility constructs a 
new generation facility on the property of a customer, or acquires the existing' self-generation facilities of the customer,.as a,means of retaining the customer 
and/or ,obtaining· the. economic benefits of. cogeneration; and (3) economic 
incentive· rates - a discounted rat_e offered to,new. industrial _load� to encourage
industrial development that is beneficial to the utility and/or to the State. 

,On May 1:i; 1994, the Conmission issued its Order initiating an Investigation' 
into certain changes currently occurring• in the el.ectric utility industry, the · 
regulatory and policy implications of such changes, and. the framework for 
addressing such changes. The Order also requested initial and reply co11111ents on, 

i• the . .,interim guidelines • proposed by the Public Staff for . addressing 
self-generation deferral•rates, such co11111ents to be filed prior to June 27, 1994. 

On May 29, 1994, the Co11111ission issued its order clarifying that·the scope 
of the proceeding was intended to· focus •on three particular changes in the 
electric ·utility industry as. ,identified in the Order of May, 13, .1994: (I) 
self0generation deferral rates, (2) dispersed·energy facilities; and (3) economic 
incentive rates, The·Order also clarified that the co11111ents requested by the 
order of May 13, 1994, should address: (!) the merits of the proposed interim 
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guidelines for self-generation deferral rates (with a view toward adoption of 
interim guidelines based on the written comments alone), and (2) recommendations 
as to what procedures the Corrmission should follow in considering the remaining
issues raised. - · 

on July·l·, 1994, the Public Staff filed a motion requesting that the interim 
guidelines it had proposed earlier be modified, and requesting that the modified 
interim ·guidelines tje adopted. expeditiou�ly. Also on July l, _1994, the 
Coll'lllission issued its Order directing that responses to the· Public Staff motion 
of July 1, 1994, or comments on the modified proposed interim guidelines be filed 
by July 11, 1994. 

Comments and/or reply comments were filed by the Public Staff, CP&L, Duke, 
NC Power, NC Natural Gas, the Attorney General, CIGFUR, CUCA, Southern 
Environmental Law Center, Cogentrix, Peregrine Energy, the N.C: Board of Econofflic 
Development, and the N.C. Department of Corrmerce. 

HIGHLIGHTS OF COMMENTS 

The Public Staff commented that the generic proceeding should be based 
initially on written comments/briefs and reply comments/briefs on the appropriate 
issues, after which it could -be determined· if there is· a need for ·,expert
testimony or public hearings. The thrust •of the Public Stafffs procedural 
recommendations is that the legal and·policy requirements for dealing.with the 
cOmplex issues in this ·docket are better· addressed prior to the CoD111ission's 
being confronted with a specific proposal that needs a relatively quick 
resolution. 

The Public Staff recommended that the Commission expeditiously adopt the 
proposed interim guidelines for self-generation deferral rates; that comnents 
and/or briefs on issues ;regarding• economic incentive rates be requested 
i1m1ediately and be due in early August; and that coT1111ents and/or briefs on issues 
regarding dispersed energy facilities be due approximately mid-September • 

. The Public Staff collll\ented that CPU's recommendation to apply the proposed 
interim guidelines to economic incentive rates and to dispersed energy faci.lities 
without•further comments or policy review was unacceptable. It said that the 
proposed guidelines wer! never �nte�ded to apply to othe! ·rate options. 

The Public Staff commented that adopting Duke's proposed interim guidelines 
would essentially eliminate as a criteria that any self-generation deferral rate 
be in the long-term best interest of the ratepayers. 

The Public Staff agreed that the waiver clause proposed by'NC Power has 
merit, and incorporated a version of it in its modified interim guidelines filed 
on July -I, 1994. · 

Carolina Power & Light-Company (CP&L) commented that the interim guidelines 
proposed by the Public Staff adequately address the applicable issues associated 
with the three mechanisms discussed in this :proceeding, and that the guidelines 
should.be made permanent, effective immediately, and applicable to all three 
mechanisms. ·As a result, no further action by-the Commission in this docket 
would be necessary. 
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CP&L pointed out certain information-in the guidelines that may be difficult 
to develop or obtain, or may be cost prohibitive or irrelevant,. such as the 
requirement to assess the impact of self-generation deferral .. 1'!8.tes on the 
customer's .use of an· alternative •Jenergy. sour�e (irrelevant and data not 
available), or the requirement .to perform. an embedded .cost study showing the 
effect of self-generation deferral rates on the remaining retail rates of the 
utility and on the rates of each customer class (cost prohibitive and difficult 
to obtain,data). 

. Duke Power Company �omnented that .th�. interim guidelines proposed. by the 
P_ublfc Staff are excessively burdensome and n�ed to!be simpler and more general 
in nature. Duke proposed its own version of interim guidelines, and rec011111ended 
that they be adopted in lieu of the guidelines proposed by the Public Staff. As 
an alternative; Duke suggested that a broadly defined set of pol icy guidelines 
would be even better. · , 

Duke recomnended that the guidelines should contain a maximum 30-day review 
period, with provisions to. lengthen it or shor.ten it when appropriate, instead 
of the 90-day maximum review period proposed by the Public Staf,f. Duke also 
recomnended that the-length of contract.be determined on a·case-by-case basis 
rather than be limited to the maximum 5-year,contract term proposed by the Public
Staff.. ·. ,.. ' , . 

Duke also comnented that matters involving dispersed energy facilities and 
economic incentive rates. should be considered on a casesby-case basis rather than 
developing rules or guidelines for unknown situations in• a dynamic and 
co�petitfve environment. 

 

North Carolina Power (NC Power) commented that the• proposed interim 
guidelines should include a provision indicating that the guidelines are 
recomnended, and not mandatory, filing requirements and that non-compliance with 
any particular requirement should be explained but should not necessarily
invalidate an application .for a self-generation deferral rate. NC Power 
recomnended·a waiver clause for insertion into the,guidelines. • 

NC Power also recomnended that the effective date of a. self-generation 
deferral rate be no later than 30 days after filing instead of the 90 days 
recommended by the Public Staff, and it ,painted out that the -Comnission may 
suspend the effectiye date of the ra�e-on,its own motion or the niotian of any 
party pursuant ta G,S. 62-134(b). 

NC Power suggested revised language for the modified interim guidelines 
proposed by the Public Staff that would eliminate references indicating that 
self-generation deferral rates assume-the ultimate loss of the affected load. 
It also. suggested eliminating references -indicating that the economic 
consequences of self-9enerating.deferral rates will be shared between r�tepayers 
and shareholders. 
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NC Power coIJJJ1ented that generic proceedings would be of little benefit to 
the Corrm1ssion· in addressing dispersed energy factlities or economic development 
rates, given the fact-specific inquiry that would be necessary ·for each such
request. Instead, the Company suggested·that such proposals could·be addressed 
under the proposed interim guidelines discussed herein (as modified with its 
recolJlllended "waiver"

. 
clause): 

· · 

North Carolina Natural G�s (NCNG) comnented that self-generation deferral 
rates should not be allowed at the expense of natural gas loads, NCNG pointed 
out G.S. 62c2(9), which states that the policy of the State is to. encourage 
expansion of natural gas into unserved areas. -,. 

NCNG also recomnended that the interim guidelines require.a description of 
the fuel ·intended to be used fol' self-generation, including annual, seasonal- and 
daily usages, so as to reveal any impact the rate would have on natur"al gas 
expansion. 

The Attorney General (AG) comnented that it would not go so far as NCNG's 
suggestion that s"elf-generation deferral rates not be allowed at the expense of 
natural gas expansion. However, the AG•did support a requirement in .. the -interim 
guidelines that a proposed self-generation deferral rate's contribution to the 
overall energy effiCiency of the State's economy be evaluated when investigating 
such a rate. 

The AG also suggested that the scope of the g�neric inquiry should include, 
especially 111 r_egard tO dispersed energy facilities and economic incentive rates, 
some consideration of the risks and benefits of competition. For example, all 
customers should benefit from the proposed innovative rates; costs of such 
innovative rates shou_ld be assigned equitably tQ the various customef classes; 
and revenue shortfalls resulting from the innovative rates should be shared 
between ratepayers and shareholders. 

The AG also suggested that the maximum contract term of any-self-generation 
deferral rate be established in the interim guidelines, and ·that a utility be 
required to specify in detail the adjustments in its Integrated Resource Plan 
necessary to account for the ultimate loss of the customer. 

Carolina In.dustrial Groups for Fair Utility Rates (CIGFUR) comnented that 
the proceeding should include consideration of cost-allocation methodologies and 
variations in customer class r_ates of ret·urn, as well as other issues. CIGFUR 
recomnended that the Comnission reconsider its Hay 26, 1994, Order limiting the 
sc�pe of this proceedi�g. 

• CIGFUR contended that the proposed interim guidelines are too rigid,
bufdensome, or time consuminQ to deal with a dynamic compe�itive market. 

Carolina Utility Customers Association (CUCA) comnented that this 
proceeding should include consideration of the fact that industrial customers are 
subsidizing other retail customers. CUCA cited the Cost allocation methodologies 
utilized and the resulting relative customer class rates of return in recent 
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,electric_ general ra_te. cases as evidence of Such subsidies� CUCA expressed 
concern over Public Staff statements indicating that high load factor customers 
might not necessaril.Y. be g'ood (or the utility system at all times, and that such 
cust.omers might a.ctua·l.ly accelerate .the need for additional �a.se load plants 

.
.

CUCA also stated.that detailed gufdelines could lead to Commission micro
managemen_t of the issu� of competitive rates, which would be inefficietit and 
Inappropriate. CUCA urged simpler guidelines. 

, CUCA objected to the statement in the proposed guidelines that'"The purpose 
of self-generation·deferral rates is to allow the affected utility time to adjust 
Its generation planning to account for the ultimate loss of that load." CUCA 
suggests that this statement is presumptuous and not necessarily true. · 

 

CUCA recommended that evldentiary hear.ings be held soon to examine the 
appropriateness of· dispersed-energy facilities and economic incentive rates. 

Southern Environmental Law Center (SELC) commented that the guidelines 
should -include consideration of the �nergy efficiency efforts of the customer, 
,and that self-generat.ion deferral rates should be denied to a customer who has 
not availed himself of all appropriate energy efficiency measures. 

SELC recotm1ended that the proposed interi� guid�lines contain provisions 
protecting.ratepayers who do·not receive the discounted rates, such as provisions 
addressing the-sharing of revenue losses due to discounted rates, and provisions 
addressing whether the discounted rates cover the utility's Incremental costs or 
make•a contribution to fixed costs. 

SELC also reconrnended that a three year limitation be placed on any self
generation deferral rate consistent with the reassessment of a utility's 
Integrated Resource Plan every three years. 

Cogentrix commented that it supports the motion by CIGFUR for 
reconsideration of the Order of May 29, 1994, narrowing the scope of the generic 
proceeding to just three principal issues. It recommended that the Commission 
designate a representative to participate with the North Carolina Economic 
Development Board in developing strategies for economic development and expansion 
throughout the State. 

Cogentrix also recommended that the proposed Interim guidelines should not 
be applied to dispersed energy facilities or to economic incentive rates, and 
that those two issues be considered mor·e fully in this proceeding. 

••Peregrine Energy Corporation comnerlted that North Carolina has never
specifically answered the question of Whether a private negotiated sale of 
electricity between a co1m1ercial vendor and a customer is a public utility 
service when the transaction does not •·involve the use of transmission or 
distribution services. Peregrine asserts that it. can compete directly with 
electric utilities in. North Carolina by building generating facilities on the 
customer's property and selling such power to the customer. 
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Peregrine also comnented that its concerns about the i'"o'posed interim 
.guidelines are not in the details but in the philosophy of trying to promote 
competition while ·limiting public utility service to a single provider (the 
regulated utility). It cited open access to transmis'sion lines and retail 
wheeling as other measures which should be encouraged. 

. 
. . 

. 

Peregrine contended that the five-year' term limit on contracts for 
self-generation deferral rates is too short, and it reconmended- fifteen, years 
instead. It also contended that extensive disclosure of proprietary operating 
information· of an industrial applicant, as contained in the proposed interim 
guidelines, would discour.age many applicants. • 

The North Carolina Board of Economic Development, coT11J1ented that it was
unsuccessful in too many instances in recruiting new industries or expansion of 
existing indu·stri es because of noncompetitive electrical rates in certain areas 

of the State, The Board reconmended to-the-General Assembly this year that a 
task force be established to look at the affects of electric and other energy 
rat,es on the State's competitiveness. The Board indicated that a broad in.-depth 
study of our energy policy and its ability to create high paying jobs in North 
Carolina is needed, and encouraged the Conmission to initiate an investigation 
of economic incentive rates. 

• The North Carolina Department of Comerce conmented that recruitment of new
industry, and expansion and retention of existing industry, are cr-itical elerrients 
in the Department's goal of creating more and better jobs in North Carolina and 
of ensuring more-equitable distribution of economic opportunity across the state. 
The Department supported the Conrnission's examination of innovative rates for

electric service, but cautioned that any incentive for industrial customers 
should not unduly harm or burden remaining customerS.· 

The Department recommended that the Commission initiate a proceeding at a 
later date to consider the full range of innovative rates, and not limited to the 
three issues addressed herein. 

The Department al so recorrrnended that whi 1 e some guidelines may· be -necessary, 
they should be as flexible as practical in order to allow the utilities to 
maximize their competitiveness.. 1 • 

CONCLUSIONS 

The Commission has carefully considered the various comments on the self
generation deferral rate guidelines offered by the parties, and concludes that 
the modified guidelines proposed by the Public Staff should be adopted except for 
certain revisions described hereafter. The modified guidelines contain a waiver 
clause that allows an applicant for self-generation deferral rates to request a 
modiffoation of any of the filing requirements for good cause. shown, 

The guidelines·adopted herein also do not contain the proposed statement 
that self-generation·deferral rates cannot be used to gain a customer's natural 
gas load. The Corrrnission ·is of the opinion that the guidelines should not favor 
one form of energy over another. The Conmission further notes that competition 
between electric and natural gas utilities is the subject Of separate proceedings 
pending before the Conmission in Docket Nos, E-100, Sub 71 and H-100, Sub 124, 
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·The guidelines adopted herein also do not· contain referenceS·that indicate
that,self-generatlon deferral rates assume ultimate loss of the affected load; 
or that the economic� cons'equences o"f -self-generation deferral rates will be 
shared between ratepayers and shareholders. The Coimilssfori is of the opinion 
that such references 

1

ar, speculative and unnecess,ry:
The Comnission further concludes that the guidelines.adopted herein should 

be subject to re-evaluation after one ·year upon request by' any party'to this 
proceeding.· A period·of experience In the use of•the waiver clause·contained in 
the. guidelines will be helpful ,In -this regard.

The C0I11J1ission also concludes that - further cotm1ents/bri8fS - should, be 
requested addressing economic incentive rates, with ·-the firSt roulld of conments 
due approximately 90 days after the date of this o,der and reply comnents due 
approximately 15 day� thereafter. The Commission is of the opinion that the 
issue of economic incentive rates could be �ore lengthy than·-many people expect, 
and that it may not be wise to attempt to deal with the issue on a more expedited 
basis. 

IT IS,, THEREFORE, ·oRDERED as follows: 

I. That .the Interim Guidelines and FIHng Requirement� for Self-Generation
Deferral'· Rates attached hereto as Appendix A are hereby· ,adopted as Interim 
guidelines ,pending a final determination of ,this docket. · · ·' ,. ' · 

-
. . 

' 

2. That the interim guidelines ,adopted herein may be reconsidered after
one year upon request by any party to this proceeding. 
.... !.. • ' � 

. 

. 3. That the parties to this proceeding shall file initial written comnents 
regarding economic incentive rates on or before October 21, 1994, and'shall file 
reply comnents on or before·November 4, 1994. The comnents shall address the 
issues raised '.in the petUion of the·Public Staff filed on April ·22, 1994,:'
regarding economic development rates. 

4. That the issue of dispersed energy facilities shall be addressed on a
case by case basis pending a resolution of. the'eConomic incentive·--rate issue.-

. ' . , 

ISSUED BY ORDER OF THE COMMISSION. 
This the••21st day of July 1994. 

'NORTH CAROLINA UTl�ITIES.COMMISSION 
Gail L. Mount, �eputy Clerk (S�AL) 

APPENDIX A 

INTERIM GUIDELINES AND FILING REQUIREMENTS FDR 
SELF-GENERATION DEFERRAL RATES 

(a) GENERAL PROVISIONS - No self-generation deferral rate shall become
effective. without a demonstration that 'it is in' the- best· interest of .the 
utility's �atepayers �nd until allowed by order of_the Comnission. Prior to the
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application being filed, the customer for which the deferral rate is being sought 
must have provided to.the utility self-generation information sufficient for the 
utility, the Public Staff and, the Commission to analyze the customer's intent, 
capability and economic incentive to self-generate. 

Self-generation deferral rates allow the affected utility to prevent the 
imnediate loss of load. One of the benefits of such rates is that they allow the 
affected utility tOtake into account the potential loss of such load in system 
planning. Because of the uncertainty inherent-in forecasting load over· a long
term planning horizon, any rate schedule and/or contract offering a deferral rate 
can·anly be for a fixed, limited term. This term cannot exceed five years unless 
adequate justification for,a longer term is provided and the longer term is found 
to be in the public interest. At the end of the fixed term, the contract and 
tariff automatically expire. If a self-generation deferral rate appears to.be 
warranted at that time, a new application must be made and all supporting 
documentation, �s discussed hereinafter, must be· filed. . 

No rate recovery will be allowed for any revenue de�rease resulting from a 
deferral rate between the time a deferral rate goes into effect and the-utility's 
next general rate case. The appropriate ratemaking tr.eatment will-be determined 
as required in general rate case proceedings. 

' 
' ' 

. All information·,provided in support of any application and in compliance 
with ·these guidelines shall be presumed public, absent a by-item request for 
confideritial treatment. Al items requested· to be treated as confidential must 
be so identified. 

The effective date of any proposed deferral rate shall be 90 days after the 
application filing date. The Comnission may waive or shorten this 90-day period 
if circumstances warrant • .  Upon its own motion Or the motion of a party, the 
ConmisSio� may extend the review period when the revenue impact is substantial 
and/or there are relatively complex issues associated with a particular rate 
application. 

The utility shaH review the combined,effects of existing deferral rates 
annually within the approved LCIRP process and file the results in its short-term 
action plan, in addition to filing the information required by subsection (d) of 
these guidelines. The utility shall describe in its filing how it is accounting 
for the potential loss of the loads of each affected customer and what effect, 
ff any, suCh potential loss of loads has on its generation plBnnfng. 

' 
. 

' 

(b) APPLICATION - The application shall contain, either embodied in the
application or attached thereto as exhibits, the following: 

(1) The full ·and correct name, business address, and
business telephone number of the applicant.,

(2)" The full and correct name, business address, agent and 
. business telephone number of the customer for whom the 

application is being made. 

(3) The full and correct name and address of the site(s)
for which deferral rates have been negotiated.

10 
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(4)' The following for each site: 

(i) capacity (MW) and contract demand (MW);
(ii) surrmer and wihter-peak loadsi

(iii),, , current annual energy (kWh) sales; 
(iv)·',. current annual electrJc revenue; and
(r) percentage and dollar difference.

(5) A copy ,of the curr�ntly applicable rate schedules and riders.

(6) The proposed deferral rate schedule(s), including the following
as a minimum: 

' 

(i )' 
(ii) 

(i 11) 
(iv) 

(vi'. 

, ' 
, customer avail ability; 
service/use appl.icabiJ.ity; 
type of service; 
-negotiated monthly rate (e.g. I demarid, 
energy, voltage level, power factor) 
contract period. 

(7) Support f�� the assertion that any d�ferr�l rate wi 11 
comply with existing statutes and ,rules prohibiting
unjust-4iscriminatipn and undue .preference. 

(8) A copy.of the negotiated contract and citations to the
following information: 

(9) 

(i) 

(ii) 

(,iii) 

any • terms and c;ond it i ans that would 
. restrict . or , preempt Corrmis�ion 
,. authority to set rates; 

t�rmin��i�n· cri1:8ria; 

detailed information demonstrating the 
extent to which the contract period 
·provides the utility with flexibility
in terms "of gener.ation expansion 
pl ann!ng; ,and 

(iv) information tti'at •demonstrates the.
extent to which the proposed rate will 

·encourage the-customer to continue or
improve existing load. patterns that 
produce significant system benefit 
(i.e., time-of-use operations,, peak 
shaving, standby generation) • 

•. !, ,• . i . ' 
A statement that discusses the result of an energy 
efficiency and conservatiori,analysis of the customer; 
including.whether, reco111nendatfons have been implemented 
or if prior -action has already; _been'. taken to reduce 
peak usage and/or improve,efficien�y. • ,· 

II 
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(c) TECHNICAL DOCUMENTATION - The following technical information with
associated supporting workpapers, shall accompany the application: 

(I) 

(2) 

(3) 

(4) 

Time of use - a description of --when and how the 
existing_.customer uses electricity and·what benefits or 
detriments. t�.is use· has ·on existing system �peration. 

Quantity of use - the existing capacity, level of 
customer energy use; and a statement i"ndicating the 
potential for future customer load growth once served 
on the proposed tariff. 

Manner of Service - a description of the present manner 
of service and how· much uti,1 ity transmiSsion and 
distribution plant will be stranded if the customer 
ultimately pursues self-generation. 

Billing determinants the .customer's billing 
determinants over the past twelve months and projeCted 
billing determinants for the ensuing twelve mon�hs. 

-

'

(5) Revenue Impact - the revenue difference between the
proposed and existing rate. This difference.should be
provided with reference to the appropriate time-of-use
and standard rate as follows: ' · 

(i) annual for each site;
(ii) annual ,customer total; and

(iii) 'customer total for.contract period.

(6) Customer Self-Generation Information - the following
must be provided, including supporting workpapers:

(i) a description of the customer's self
·generation option, including, but not
limited to, its size and fuel source;

(ii) detailed documentati.on of the
customer's actual self-generation costs
and an evaluation of.these costs. This
evaluation should include a verifiable
analysis of the·self-generation option
with the assumptions used over the life
of , the option. The cost evaluation 

. · also should include a comparison of the 
Cost of the self�generation option to 
the deferral rate; 

(iii) an evaluation of the reasonable
feasibility of the Customer's ability
to obtain all required permits for on

, site self-generation; 

12 
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(iv) 

(v) 
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an evaluation of the:reasonableness.of 
the customer's self-generation option 

, , in terms of the need for ;back-up power, 
the need for ,natural ·gas service 
infrastructure.- emissions, and zoning. 
ordinances; and 

a statement regar�ing the availability 
of and the Collllllssion's and the Public 
Staff's access to customer information. 

Customer Cost of SerVke - the actual cost of serving 
the customer for which the proposed rate ls requested, 
Including: 

(i) 

(i;) 

. (Iii) 

return on plant investment, allocated 
working .capital, and other rate base 
items; 

depreciation and property taxes; and 

other assignable or allocated operating 
expenses. 

(d) SYSTEH IHPACT - The utility shall support the proposed rates by an
analysis that demonstrates the impact at system and customer levels. The 
evaluation and filing shall include the following: 

(I) 

(2) 

(3) 

Marginal Cost Analysis. Any negotiated deferral rate shall 
be supported by a net present value analysis that 
demonstrates the projected marginal revenues exceed the 
projected marginal ·costs. This analysis shall be based on 
forecasted load and all projected marginal costs, including 
future costs of capital and expenses associated with 
projected increments or decrements of capacity, are to be 
included. 

Rate Impact Analysis. The utility is required to 
demonstrate that ratepayer benefits resulting from the 
deferral outweigh the short- and long-term resource 
acquisition costs ca:used by the deferral and identify 
the effect on the rates of other customers. Expected 
benefits, identified in terms of rate·_effects, resource 
planning effects and any other identifiable effects, 
shall be described in detail. Net impacts should be 
identified by isolating the net benefits specifically 
attributable to the deferral. 

Future Planning Analysis. The utility is required to file 
an analysis of the effect of the deferral rate on future 
load growth and planned capacity expansion, Including the 
cumulative effect of an existing and pending deferral 
rates. 

13 
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(e) MODIFICATION DR WAIVER -. In conjunction with any application for
deferral rates,the app11cant·may.request a.modification to or the waiver·of any 
of the above filing requirements. The Commission may grant such request for good 
cause shown. For purposes of such a request, good cause shall .include a 
demonstration that meet�ng a requirement without modification would: 

(I) be impossible, impractical, or unduly burdensome to the
applicant or customeri:or

(Z) not materially aid the Commission in determining
whether the proposed rate is just and reasonable and in
the public interest.
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DOCKET NO. G-100, SUB 53 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Rulemaking Proceeding .to Implement 
G.S. 62"36A, Which Requires Franchised 
Natural Gas local Distribution Companies 
to Report on Pl ans for Providing Natural· 
Gas Service In Areas 1n Which Natural Gas 
Service is Not Available 

) 
) 

ORDER ADOPTING 
RULE CHANGE 

.BY THE COMMISSION: On July 14, 1994, the Conmission issued an Order 
proposing to change Conmission Rule R6-5(11). The Conmission provided that the 
proposed change would be made effective in 30 days if no opposing corllllents were 
filed •. The change will require that the local distribution companies' biennial 
update reports, which are now due·on or before �anuary 1 of even-nuinbered years, 
shall in the future be filed with the Conmission on or before. October 31 of 
odd-numbered years. 

No·opposing conments have been filed. 

IT IS, THEREFORE, ORDERED that Conmission Rule R6-5fll)· should be, and 
hereby is, changed.as shown on Appendix A attached to the Conmi�sion's Order of. 
•July 14, 1994, in this d�cket. · ' · 

ISSUED BY ORDER OF THE COMMISSION. 
This the 18th day of August 1994, 

(SEAL) 
NORTH CAROLINA UTILIHES COMMISSION 

. Cynthia S. Trinks, Chief Clerk 

DOCKET NO. G0 l00, SUB 58 

�EFORE THE NORTH CAROLINA UTILITIES COMMISSION , · 

In the Matter of • , 
Rulemaking Proceeding to Implement G.S, 62-133.4 ) 
Which Authorizes Gas Cost Adjustment Proceedings )' ORDER ADOPTING 
for Natural Gas local Distribution Companies ) -RULE CHANGE. 

BY· THE COMMISSION: On- June 8, 1994, the Conmission ,issued an Order 
proposing to change ·tonmission Rule Rl-17(k)(6)(a) and (b). The Conmission 
provided that the proposed change would be made effective in 30 days if no 

1. opposing conments were fHed, The change relates to the filing date and hearing
date for the annual gas cost prudence review of North·. Carolina Natural Gas
Corporation.

No opposing conments have been filed. 
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IT IS, THEREFORE, ORDERED that Commiss.ion Rule:RI-17(k)(6)(a) and (b) should 
be, aiid hereby is, changed as shown on Appendix A attached to the Commission's 
Order of June 8, 1994, in this docket. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 12th day of July 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S, Thigpen, Chief Clerk 

DOCKET ND. G-100, Sub 63 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Accounting for Buy/Sell and Capacity ) 
Release Transactions by the Natural Gas): 
Local DistribUtion Companies ) 

·· ORDER ADOPTING
ACCOUNTING PROCEDURES

HEARD IN: The Hearing Room of the .Commission,. Dobbs Building, .. 430 North 
Salisbury Street, Raleigh, North Carolina on Monday, June 20, 1994, at 
2:0D p.m. 

BEFORE: camniissioner Laurence A. Cobb, Presiding, Chairman Ralph A. Hunt,. and 
Commissioners William W. Redman,. Charles H. Hughes, Allyson K. Duncan, 
and Judy Hunt 

APPEARANCES:, 

For Piedmo�t Natural· Gas Company, Inc.: 

Jerry W. Amos, Brooks, Pierce, Mclendon, Humphrey & Leonard, L.L.P.,
Post Office Box 26D0D, Greensboro, North Carolina 27420 

For Public Service Company of North Carolina,•lnc.: 

William A. Davis, II, Tharrington, Smith & Hargrove, 209 Fayetteville 
Street Mall, Raleigh, North Carolina 27601 

For Nor.th Carolina Natural Gas• Corporation: 

,Donald W. ,McCoy: McCoy, Weaver, Wiggins, Cleveland & Raper, Post 
Office.�ox 2129, Faretteville, North Carolina 28302 

For Carolina Utility_ Customers Association, Inc.:· 
• ' j • ' ' ' " • ' •• 

Sam J. Ervin, IV, Byrd, Byrd, Ervin, Whisnant, McMahon &. ,Er,vin, P.A., 
Post Office Drawer 1269, Morganton, North Carolina• 28680-1269 
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For the Using and Consuming Public:,:, 

Antoinette R. Wike, General c�unsel, Public Staff. - North ·carolina 
Utilities CoD111iSsion, Post Offi'ce Box 295201 Raleigh, North Carolina 
27626-0520 

BY THE COHHISSION: On July 19, 1993, the. Public Staff filed .a Petition in 
this docket asking the-Co1I1Dission to establish interim accounting procedures for 
"buy/sell transactions" between natural gas,·local distribution companies (LOCs) 
and.theif•transportation· customers. , 

In support of its· Petition, the Public Staff, stated that FERC.Order 636 
requires, among other things; that interstate natural gas pipelines implement a 
capacity release program as, part of their restructuring. Under a capacity 
release program, the holders'.of firm capacity rights on the interstate pipeline, 
such as LDCs, will sell those rights during.off-peak periods to others, such as 
large industrial plants, who are in the same delivery zone as the ,LOC or 
upstream. Transco has filed a restructuring plan to comply with Order 636.· FERC 
has indicated that it will allow "grandfathering" of buy/sell agreements in place 
before the effective date of the capacity release program. A buy/sell 
transaction is an arrangement whereby·an LDC buys gas from a shipper (such as an 
industrial end user) at a pooling point, on the interstate pipeline system, 
transpor.ts the gas using its firm transportation rights.a�. the pipeline system, 
sells the.gas back·to the shipper at·its city gate interconnection, -and then 
transports the gas to the end user on its system in accordance with its 
transportation tariffs. The transaction, allows the end user to· save on 
transportation of its gas and allows the LDC·. to receive compensation that wquld 
otherwise have been·paid to the interstate��ipeline.

' 

· By its Petition, the Public Staff asked the Comnission to order the LDCs to
record 90% of the net compensation on buy/sell transactions in their respective 
deferred accounts as a reduction of demand and storage charge_s for ,purposes of 
the true-up required by Comnission Rule Rl-17(k)(4)(a). This treatment would 
apply 90% of net compensation to the benefit of ratepayers and allow the LDCs to 
retain 10% as an incentive to sign buy/sell agreements , in time for 
�grandfathering." Net compensation was defined as the gross compensation 
received by an LDC from a shipper for a buy/sell transaction less. all 
transportation ·Charges, taxes, and ·other ·costs, including .the LDC's purchase 
price of the gas "involved, directly related to.the buy/sell transaction. The 
Public Staff stated that it would work with the.LDCs on procedures to be followed 
after restructuring. ··· 

North Carolina Natural Gas Corporation (NCNG) and Pennsylvania and Southern 
Gas Company (Penn and Southern) agreed to the interim procedures proposed by the 
Public Staff. 

Piedmont Natural Gas Company, .Inc. (Piedmont) filed a response requesting 
that the Commission authorize it to e.nter� into buy/sell agreements and defer 100% 
of the revenues from such agreements pending further CoI!IJlission ruling. Public 
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Service of North Carolina, Inc. (Public Service) filed a response arguing that 
it should be permitted· to retain 100% of the revenues or, alternatively, 
suggesting a 50-50 split ·of the revenues or deferral of 100% of the revenues 
pending fUrther Coilllli ss·i oh order. NCNG filed a response supportil1g the Public 
Staff's position. 

on August·30, 1993, �he Co111T1ission issued an Order establishing interim 
procedures which authorized the LDCs to enter into buy/sell agreements. The 
Order provided that Piedmont and Public Service should defer 100% of the net 
compensation from stich agreements subject to the Cot1IJ1ission's further order. 
NCNG and Penn and Southern were required to follow, on a provisional basis, the 
,procedures proposed by the Public Staff and agreed to by them. The procedures 
for NCNG-and Penn and Southern were made provisional to insure that all LDCs can 
be treated alike.when a final decision ·is made. The Order flirther provided that 
the Public Staff and the LDCs should report to the Commissio� before October 31 1 

1993 1 on their negotiations with respect to the appropriate accounting procedures 
for the capacity release program of Transco and that the Commission would issue 
a further order in this docket dealing with the proper accounting and 
distribution of buy/s811 revenues and capacity release revenues. 

On October 28, 1993, the Public Staff filed a report on Its negotiations 
with the LDCs regarding the appropriate accounting procedures for Transco's 
capacity release program. The Public Staff .indicated that only NCNG had agreed 
to a 90/10 split of capacity release revenues and that further negotiations would 
likely prove futile. 

As a result of such report, the Conmission issued an Order on November 10, 
1993, requiring the. parties to fUe conments addressing·;(!) what relief each 
party wishes the Conmi_ssion to order with respect to the proper accounting and 
distribution of buy/sell revenues ·and capacity release_ revenues and (2) what 
procedure each party re_conmends to resolve this docket. Comments were filed, and 
they are surrrnarized below. 

By Order dated Hay 18, 1994, the Conmisslon scheduled .oral argument deal Ing 
with the proper accounting and distribution of buy/sell revenues and capacity 
release revenues. The Order further provided that NCNG and Penn and Southern 
should, on a provisional basis, continue to follow the interim accounting 
procedures on buy/sen and capacity release transactions as proposed by the 
Public Staff and agreed to by them and that Piedmont and Public Service should 
continue to place 100% of net compensation- from· buy/sell and capacity release 
transactions in a deferred account subject to further order of the Conmission. 

Oral argument was held on the date indicated above. Penn & Southern offered 
a ·letter setting forth its •position in lieu of its appearance at the oral 
argument. 

In its Corllilents filed· in this docket and arguments before the Commission, 
the Public Staff states that Rule RI�l7(k)(4)(a) requires each LDC to record In 
its deferred account, on a monthly basis, the·difference between the demand and 
storage charges billed to customers and the actual demand and storage charges. 
Rule RI-17(k)(S)(d) allows the LDC to adjust its rates to refund or collect 
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balances accumulated in the•Deferred· Account. The effect of Rule Rl-17(k) is 
that the amount recovered from customers is.trued-up to actual demand and storage 
charges incurred by the LDCs. 

The Public Staff argues that buy/sell transactions involve the sale of 
unutilized capacity rights 'by an LDC to a shipper and therefore· affect the 
true-up ,of demand and. storage charges that· is required by. ·Rule. Rl-17(k). 
Further·, the Public Staff points out that buy/sell transactions are similar in 
�ubstance to Transco's capacity release program, which became effective w_ith 
Transco's restructuring. Capacity release will result in a )"eduction to the 
LDC's capacity bill from Transco for the cost of the released capacity.and thus 
the capacity costs recovered from cu�tomers· pursuant to. G.S. 62-133.4 and Rule_ 
Rl-17(k). According to the Publif Staff, its proposal· to record the net 
compensation received on buy/sell transactions as a credit to the cost of gas is 
clearly consistent with what occurred •When the.·capacity release program became 
effective. The issue then is'not-whether there -is a reduction in the cost of gas 
but how much of the reduction should be recognized for purposes of computing the 
demand· and storage charg·e true-up. · · 

The Public Staff argues that since 100% of prudently incurred demand costs 
· are·recovered from ratepayers through the true-up mechanism, it ;S·reasonable to

give ratepayer's the benefit of revenues that mitigate thoSe costs. To argue as
,, some of the LDCs have done that ·buy/sell and capacity release are unrelated to · 

the cost of gas is to ignore the fact that the.FERC adopted the capacity release 
program expressly to mitigate the impact .. of the straight fixed-variable rate 

I' design method for pricing firm transportation service on the LDCs and their 
�ustomers. 

Piedmont, in its filings and arguments, suggests that FERC.has.jurisdiction 
over buy/sell and capacity release revenues in that these revenues come from the 
transportation or sale .of gas in interstate comnerce and the Natural Gas Act 
gives FERC jurisdiction over the transportation and sale of' gas in interstate 
comnerce. Piedmont also questions the Conmission's. jurisdiction to require an 
·LDC· -to refund revenues in the absence of a general rate case. or general
rulemaking docket. Piedmont po ints out that the Comnission has refused in the
past to consider changes in one item of cost or reveriue outside the context of
a· general rate .Ca$e where al 1 changes can be1reviewed. ,

. . 

Piedmont's position· in this docket would be to allow the LDCs to retain 100% 
of the compensation associated with these .transactions until the next general 
rate case where a reasonable ·sharing could be determined. It further suggests 
that a sharing of approximately 50/50 may,be appropriate, but it would not be 
willing. to agree to 90/10 as proposed of the Public Staff. 

Public Service states ·that under buy/sell arrangements, it bills and 
receives revenues for the ·service it is providing to transporta'tion customers and 
its capacity costs are unaffected by these transactions. According to Public 
Service, the net effect of these transactfons is to generate additional or 
incremental revenues and the Comnission·has never held that the effect of such 
incremental revenues is in some way a "reduction" of the Company's "costs" that 
must be flowed back to. ratepayers. 'The prevai_ling view of the 1Co11111ission has 
·been that changes in revenues or costs arisi_ng betw�en rate cases are properly
reflected in the next such proceeding, not ·outside of a general rate'case.
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In settlement discussions with the Public Staff, Public Service contended 
that 100% of the revenues should be retained by the Company, but in an effort to 
reach an acconrnodation proposed a 50/50 sharing arrangement which would have 
entailed substantial benefits for both Jhe Comp�ny and ratepayers.

With respect to the "threshold legal .questions• raised by Piedmont, Public 
Service does not contest the jurisdiction of the Conrnission, but believes the 
appropriate forum for·resolution of these.issues is in an LDC's next general rate 
cas,e .. 

• NCNG, - in its comments filed in this docket, recomnends that the 90/10
sharing arrangement that was previously approved by the Corrmission on an interim 
basis be continued for all future buy/sell and capacity release activity in which 
NCNG receives some compensation for its unutilized f,irm transportation rights. 

. . 

According to NCNG, the 90/10 sharing arrangement can be ac�ieved through 
accounting procedures whereby the net compensation received from capacity release 
and buy/sell agreements would be applied as a credit to gas costs. Then, to 
account for the customers' portion, 90% of the net compensation would be 
reflected in the monthly fixed cost recovery true-up. This would result in 
recording the customers' portion in the Deferred Gas Cost Account - All Customers 
for future distributiori through a purchased gas adjustment filing. 

' 
" -

NCNG points out that the 90/10 sharing arrangement is fair in that all 
customers pay the pipeline .fixed cost, which have increased as a re5;ult of:the 
straight fixed-variable (SFV) rate design mandated by the FERC in Order 636 •. 
Both Transco and Columbia have adopted SFV rate design_, thus fixed charges to 
NCNG and its customers have increased substantially since September 1992, when 
Transco adopted SFV. At the same time, buy/sell and capacity assignment 
transactions increase NCNG's administrative costs and add yet another element of 
risk in gas suppl.}' planning and acquisition. NCNG should be compensated for its 
additional costs and risk. 

Penn & .. Southern suggests that any additional revenues to the company 
arising out·of buy-sell transactions should be treated.as additional revenue'of 
Penn & Southern and considered in conjunction with Penn & Southern's next general 
rate case. According to Penn & Southern, this approach is both consistent with 
the nonexistent nature of such costs currently (or in the foreseeable future) as 
well as Penn l Southern's suggestion that the cost and accounting issues relative 
to these transactions cannot be known at this time. Also, it further provides 
a ready mechanism for disposing•of these issues in connection with established 
procedµres without creating additional accounting and .adminis'trative costs 
associated with such transactions, the cost of which will-ultimately be borne by 
Penn & Southern's customers. 

C3"cilina Utility Customers Association, ·Inc. (CUCA) in its filings and 
arguments �efore the Commission, suggests that the Commission!s decision should 
be based upon an_ analysis of three different factors, First, the Commission 
should recognize the validity of the Public Staff's concern that allowing the 
LDCs to retain lOCY/4 of all buy/sell and capacity release revenues creates a risk 
that the . utilities will overcollect their capacity costs. -' Secondly, the 
Cormnission should recognize that the overall revenues which the utilities receive 
as the r.esult of buy/sell and capacity release.arrangements are intended to cover 
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the cost of the LOCs' interstate pipeline capacity used.by the end-user involved 
in. the buy/selh,r capacity release arrangements, to-reimburse the LDCs:for the 
adniinistrative costs of facilitating and-implementing such•·buy/sell and capacity 
release transactions, 'to· compensate the LDts· for any increased gas supply risks, 
and to provide the LDCs' stockholders with a return. Thirdly, the Conmission 
should recognize that•most businesses, including local distribution companies, 
are·reluctant to enter into new fields· of endeavor.�and,that-ttte LDCS·should not 
be, discouraged from enter.ing into ·b.uy/sell or capacity release -�rrangements' 
because .of•·overly-restrictive state-level. ratemaking ·practices·.-,·· 

Further, CUCA states "the rPr�sent re�o��d does not .'permit:the Corrrnission to 
determine the •�xact portion of the gross compensation which wHl be received by 
each LDC.in connection wit� particular buy/sell or capacity release transactions 
that•effectively·reimburses th�•utility for the use of ·its interstate pipeline 
capacity. 

• CUCA suggests that the Conmission adopt a 5O/5O.sharing arrangement on, an
interim _basis with the understanding that the appropriate treatment of. buy/sell 
and capacity release revenues would be considered in-depth in each LDC's next 
general rate-,case. 

. 

On July 8, 1991, the General Assembly of,North·carolina enacted_ Chapter 5_98• 
of the 1991 Sessions, Laws •. ' Sections 7 and 8 of the, legislation repealed 
G.S. 62-133(f)"and added a new statute, G.S. 62-133.4, which authorizes gas cost 
adjustment proceedings for the LDCs. ·.Section (k) of Rille Rl-17'was·adopted to 
set•forth the procedures by which' the ·LDCs can file·to adjust their rates, 

'pursuant to G.S. 62-133.4. The express intent of those rules, as stated -therein;. 
is to permit the LDCs to recover .IOO%·of their prudently incurred gas costs 
applicable·to·North Carolina_operations. "Gas·costs"·were defined·to mean the· 
total delivered. cost ,of,gas paid to suppliers, -including but-not limited ·to all, 
comnodity/gas charges, demand charges ... 1· �nd· any ,other •similar - charges in 

, connection with the purchase, storage or transportation of gas. for, the' -LOC's 
system supply., · · 

. Buy/sell ar�an9ements and capacit/rei'ea�e transactio�s involve. the selling 
by the.LDCs of their unutilized,capacity rights; and.are clearly an integral part 

, of managing gas system capacit:,: rights •. -The eff�ct of Rule· Rls17(kJ- .is that 
demand and storage charges recovered from customers are trued-up, to··the actual 
demand and storage charges incurred by the LDCs. Accordingly, the Conmission, 
concludes that since Rule Rl-17(k) guarantees the LDCs full recovery from 
ratepayers of every dollar _spent for capacity,. it is only reasonable that 
ratepayers should receive most of the net compensation received·from the ·sale of 
capacity. Therefore, the Conmission will require the LDCs to record 90% of the 

, net compensation on · buy/sell and capacity reJease transactions in th·eir 
respective deferred accounts as a reduction of demand and storage charges for the 
purposes, of computing the demand and storage charges true-up required by 
Conmission Rule Rl-17(k)(4)(a). This treatment will apply 90% of the net 

,. compensation to the benefit of ratepayers and allow the LOCs to retain 10%. The 
I Co11111ission recognizes that FERC Order No. 636 has created new operational and 

purchasing responsibil-ities for the LDCs. For this reason, the Conmission finds 
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appropriate a sharing of benefits based on _the percentages used·_by'the FERC for 
refunding interruptible . transportation- revenues from-·Transco to · its f.irm 
customers, Since the. LDCs' ,capacity release and buy/sell service offerings will· 
compete directly with Transco's interruptible transportation service, a similar 
sharing is logical-._ 

· In reaching ·its ·conclusion in this -matter, .the Co11111ission agrees·wlth the
lDC's position.that changes in one element of-costs/revenues generally should be 
reviewed in the context- of- a rate case· where all changes -may be considered. 
However, under Rule Rl-17(k), the Co11111ission has provided for a dollar-forsdollar 
true-up on a ·monthly' basis outside of a· .rate case of all .prudently incurred 
capacity costs incurr_ed by the :LOcs. · Accordingly, it seems appropriate to give 
ratepayers the benefit of compensation that mitigate those costs. FERC 

· Implemented the capacity release program to mitigate·the impact of its straight
fixed�variable rate design on the LDCs and provide ·an opportunity for cost 
reduct1ol1s by the LDCs. Further, with r.i!spect to -capacity_ release, the 
compensation will actually be reflected as a credit on ·the lDC's bills" from
Transco.

. With respect to the Jurisdictional issues. :raised in this proceeding, the. 
Co11111isslon recognizes that-FERC has jurisdiction over the sale and transportation 
of, gas ,in: ,interstate. c0I1111erce and the Co111Dission'.s 'decision herein ,is not 
intended to usurp such Jurisdiction or discourage the LDCs ·from entering into 
transactions of the nature involved herein •. In reaching its decisicm herein, the 
Co11111isslon is of the opinion that the sharing arrangement authorized will provide 
the necessary encouragement and opportunity for'cost reductions by the _LDCs which. 
·can· benefit the LDCs as•,well as the ratepayers. The General Assembly has given
the_ Co11111ission broad auihority to change rates outside a general rate case as
changes in the cost of. gas supply and transportation require,. including the
authority to define the word "cost". G,S. -62-133.4.- · Under ·NCUC Rule Rl-17(k)
implementing this statute, -ratepayers pay the full cost of firm -interstate
capacity rights prudentlr·purchased by the,LDCs. ' · · '

·IT IS, THEREFORE, ORDERED that the LDCs shall record gQ% •Of 'the net
compensation on buy/sell transactions and capacity release transactions entered
into on and after August 30, 1993, in their respective deferred accounts as a
reduc_t I on cjf· demand and storage charges for· the purposes of coniput i ng the demand·
and· storage charges true-up· required by' Co11111ission Rufe Rl-17(k)(4)(a). as
hereinabove provided·. · · ·. '.-

· iSSUED.BY ·ORDER OF THE COMMISSION,
_This the 22nd day of July 1994;

(SEA�) 
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DOCKET NO. G-100, SUB 65 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Consideratio-n of Certain-Standards 
for Natural Gas Utilities Relating to 
lnt�grated·,Resource· Planning and 
Investments in Conservation and 
Demand-Side Management pursuant to 
Section 115 of the Energy Policy Act 
of 1992 · 

ORDER PURSUANT-TO 
SECTION 115 OF THE 

· ENERGY POLICY ACT
OF· 1992

HEARD IN: 

BEFORE: 

Conmission Hearing Room, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on January 25, 1994 

Conmissioner Laurence A. Cobb, Presiding; Conmissioners William 
W. Redman,.Charles H. Hughes, and·Ralph A. Hunt

APPEARANCES: 

For Piedmont-Natural Gas Company, Inc.·and 
Pennsylvania �nd Southern Gas Company: 

James H'. Jeffries� IV, Brooks, Pierce·, Mclendon, Humphrey & 
Leonard,•Post Office Bqx·26000i Greensboro, North·-carolina 274?0 

For Public Service Company of N.C., Inc.: 

William A. Davis,. 11,· Tharrington, Smith l Hargrove, 209 
Fayetteville Street Hall ,,·Ralei9h, North Carolina 27601

For North Carolina Natural Gas Corporation: 
' 

Jeffrey-N. Surles, McCoy, Weaver, Wiggins, Cleveland l Raper,. 
Post Office Box 2129, Fayetteville, North Carolina 28302 · 

For Carolina Utility Customers Association, Inc.: 

Sam J. Ervin;·1v, Byrd, Byrd; Ervin; Whisnant, McMahon & Ervin, 
P.A.,' Post Office Drawer 1269, Morganton, North Carol lna .28680-·
1269

For Carolina Power & Light Company: 

Lens. Anthony, Carolina Power l Light-Company,Post Office Box 
1551, Raleigh, North Carolina 27602 

Robert W� Kaylor, Bode, Call &. Green, Post Off.ice Box'6338,
Rale!gh, North Carolina 27628-6338 
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For Duke Power C9mpany: 

Mary Lynne Grigg, Duke Power Company, 422 South Church Street, 
Charlotte, North Carolina 28242-000! 

For the Using and Consuming Publi�: 

Gisele ,L; Rankin, 'Staff Attorney, Public Staff - North Carolina 
Utilities Commission, Post Office Box 29520, RaJeigh, North 
Carolina ,27626-0520 

BY THE C0HHISSI0N: This proceeding was instituted for the purpose of 
complying with the provisions of Section 115 of the Energy Policy.Act of 1992 
(EPACT). Section 115 of the EPACT amends ·Sections 302 and 303 of the Public 
Utility Regulatory Policies Act of 1978 (PURPA), codified as 15 U.S.C.A. §§3202 
and 3203. 

Section 115 of EPACT establishes the following new Federal standards: 

Integrated resource planning.--Each gas utility shall employ, in 
order to provide adequate and reliable service to its gas customers at 
the lowest system cost. All' plans or filings of a State regulated gas 
utility before a State regulatory authority to meet the requirements 
of this paragraph shall (A) be updated on a regular basis, (BJ provide 
the opportunity for public participation and collll1ent, (CJ provide for

methods of validating predicted performance, and (D) ,contain a 
requirement that the plan be implemented after approval of the State 
regulatory authority. . ... 

InvestmentS •in conservation and demand management.--The rates 
charged by any State regulated gas utility shall be such that the 
utility's prudent investments in, and expenditures for, energy 
conservation and load shifting programs and for other demand-side 
management measures which are consistent with the findings and 
purposes of the.Energy Policy Act of 1992 are at least as.profitable 
(taking into account the income lost due to reduced sales resulting 
from such programs) as prudent investments in, and expenditures for, 
the acquisition or construction of supplies and facilities.· this 
objective requires that (A) regulators link the utility's net 
revenues, · at least in part,' ,to the utility's performance in 
implementing cost-effective programs ·promoted by this sE!ctioni and 
·(B) regulators ensure that, for purposes of recovering fixed costs,
including its· authorized return, the utility's performance ·is no't
affected by reductions in its retail sales volumes ..

15 u.s.c.A. §3203(b)(3) and (4). 

The term "integrated resource planning"' (!RP) is defined as planning by the 
use of any standard, regulation, practice, or policy to undertake a system�tic 
comparison between demand-side management measures and the supply of gas by a gas 
utility to minimize life-cycle costs of adequate and reliable utility services 
to gas consumers. Integrated_ resource planning takes into account diversity, 
reliability, dispatchability, and other factors of risk and treats demand and 
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supply to gas consumers on a consistent and integrated· basis. · 15 U.S.C.A. 
§3202(9). The term "demand-side management" (DSM) Includes energy conservation,
energy efficiency, and load management techniques. 15 U.S.C.A. §3202(10).

Section 115 of EPACT further provides that each State regulatory authority, 
with respect to each natural gas utility for which it has ratemaking authority, 
shall provide public notice and conduct a hearing respecting the above-quoted 
standards.- 15 U.S.C.A. §3203(a). The State regulatory authority shall, on the 
basis of the hearing, adopt the standards "If, and to the extent, such authority • 
. . determines that such adoption is appropriate to carry out the purposes of 
this chapter, is otherwise appropriate, and is consistent with otherwise 
applicable State law." 15 U.S.C.A. §3203(a)(2). The purposes of the Chapter are 
"to encourage (1) conservation of energy supplied by gas utilities; (2) the 
optimization of the efficiency of use of facilities and resources by gas utility 
systems; and (3) equitable rates to gas consumers of natural gas." 15 U.S.C.A. 
§3201. The State regulatory authority may determine "that it is not appropriate

· to implement any such standard, pursuant to its authority under otherwise
applicable State law" and give the reasons for such determination. 15 U.S.C.A.
§3203(a) and (c). The State regulatory authority must conduct the hearing and
make its determination by October 24, 1994. 15 U.S.C.A. §3203(a).

If a State regulatory authority implements either of the above-quoted 
standards, the authority shall 

(I) consider the impact that implementation of such standard
would have on small businesses engaged in the design, sale, supply, 
·installation, or servicing of energy conservation, energy efficiency,
or other demand-side management measures, and

(2) implement such standard so as to assure that utility actions
· would not provide such utilities with unfair competitive advantages

over such small businesses.

15 u.s.c.A. §3203(d). 

By Order dated August 11, 1993, the Comnission initiated a generic 
consideration of the new standards established by Section 115 of the EPACT, 
required public notice, provided for the prefiling of testimony, and scheduled 
a public hearing for December 14, 1993. The,parties were required to address (1) 
whether, and if so to what extent, adoption of either or both of the above quoted 
standards is approprl ate· to carry out the purposes of the chapter, is otherwl se 
appropriate, and is consistent with other otherwise applicable State law; (2) If 
either standard is implemented, how implementation should assure that utilities 
do not have an unfair competitive advantage over small demand-side management 
businesses; and (3) if adoption of either standard is reconmended, what 
Co111T1ission rules should be adopted in order to implement the standard. 

North Carolina Natural Gas Corporation (NCNG), Pennsylvania and Southern Gas 
Company (P&S), Piedmont Natural Gas Company, Inc., (Piedmont) and Public Service 
Company of North Carolina, In,., (Public Service) were made parties of record. 
The following parties intervened: Carolina Utility Customers Association, Inc., 
(CUCA), Carolina Power & Light Company (CP&L), Duke Power Company (Duke Power), 
and the Public Staff. 
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On November 10, 1993, in response to a motion filed by the Public Staff, the 
Co111T1ission issued its Order Rescheduling Proceeding reserving the December 14, 
1993, hearing for public witnesses only and rescheduling the evidentiary hearing 
to January 25, 1994. On December 15, 1993, NCNG, Piedmont, P&S and Puhl ic 
Service filed Joint Co1T111ents. 

The matter came on f�r hearing as scheduled on December 14, 1993, and 
January 25, 1994. Piedmont presented the direct testimony of Bill R. Horris: 
NCNG presented the direct testimony of Roy W. Ericson: P&S presented.the direct 
testimony of Michael P. Noone: Public Service the direct testimony of C. Marshall 
Dickey; and the Public Staff the direct and rebuttal testimony of James G. Hoard. 

Based on the evidence adduced at the hearing and other matters of record, 
the Conrni�sion makes the following 

FINDINGS OF FACT 

I. This proceeding was initiated by the Conmission-in compliance with the
requirements of Section 115 of the EPACT which amends Sections 302 and 303 of the 
Public Utility Regulatory Policies Act of 1978 (PURPA). 

2. The Federal EPACT Standards must be considered by October 24, 1994.

3. The Co11111ission has ratemaking authority with re_spect to each of the
natural gas LDCs Which are regulated utilities under the laws of this State. The 
Co11'1!1ission constitutes a "State regulatory authority" for purposes of Section 115 
of EPACT and under 15 U.S.C.S. §3202(8). 

4. State law already requires, " ..• energy planning �nd fixing of rates in
a manner to result in the least cost mix of generation and demand-reduction 
measures which is achievable, including consideration of appropriate rewards to 
utilities for efficiency and conservation which decrease utility bills." G.S. 
§62-2(3a).

5. State law prohibits utilities from offering " ••• compensation or
consideration •.• " or furnishing equipment to " ••• secure the installation or 
adoption of the use of such utility service ••• " without CoJTJnission approval and 
without making the offering to all customers in the class. G.s. §62-140(c). 

6. The Conrnission has a docket_ open in H-100, Sub 124 to determine what
types of el�ctric and natural gas incentive progr�ms must be submitted for 
Conmission approval under G.s. §62-140(c). 

7. The Commission has a docket open in E-100, Sub 71 to consider the effect
of electric IRP and DSM programs on·the competition between electric and natural 
gas utilities. 

8. !RP is appropriate for electric utilities because they have high capital
· costs associated with capital expenditures for power plants and because of the
significant environmental impact of operating power plants. Parallels to these
issues do not exist to anywhere near_ the same magnitude in the gas industry.
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9. �There are significant differences between the gas· industry and the
electric industry. These differences include industry structure, the ability to 
o�tain emergency backup fr.om other utilities, the size of the investment and long
planning horizon• neei:led to add capacity, the relative amounts of avoided, costs,
competition from alternate f�els and the environmental impact of new capacity
itdditions. · · 1 

. JO. North Carolina has a lower gas penetration rate than many other states 
and may require � different approach than that set forth in the Section 115 
Standards. 

II. North Carol fna 'should not bind itself to a Federal standard which does
not meet the needs and concerns of this �tate. 

12. An . annual gas cost prudence review undertaken by the Conmission
pursuant to G.S. 62-133.4 and Con,nission•Rule Rl-17(k) involves·the review of gas 
costs that were actually incurred· during a historical twelve-month period and 
results in conclusions as to whether gas costs were prudently'incurred during 
that historical period. The Conmission ,does not presently have any procedure 
established for evaluating .the LDCs' ·.forecasts of peak day demand, annual 
throughput, or their plans .for capacity and gas supply additions

.-

13. While the adoption of some planning process may be appropriate to.carry
out the purposes set out in 15 u.s.c. §3201; this.Inquiry should be pursued·under 
State law and policy and' without the pressure of the deadline imposed by the 
EPACT'. 

14. It is not �ppropriate to Consider competitive issues in this
proceeding. 

- ' 

15. It is not appropriate for the CoDlllission to initiate a State gas IRP
proceeding while the issues raised in Dockets H-100, Sub 124· a.nd E-100, Sub 71 
remain to be resolved. 

DISCUSSION OF EVIDENCE AND CONCLUSIONS 

The only ,issue properly before ihe Cotmnissi<?n in thi_s proceeding is the 
appropriateness of adopting the regulatory standards enunciated in 15 U.S.C.A. 
§3203(b)(3) and (4). This issue must be considered without. regard to the
competitive issues raised by the LDCs' testimony.

The LDCs all advocate the adoption to, some extent of . the !RP standard set 
forth in 15 U.S.C.A.- §3203(b) (3), but at the same time reject the need for the 
data gathering, assessments, evaluations and Conmission review inherent in the 
IRP process. 

Differences between the gas industry-and electric industry were raised as 
rea�ons,for not adopting the Federal standards. These differences are found in 
the testimony of NCNG witness Ericson, Piedmont witness Horris, Public Service 
witness Dickey, P&S witness_ -Noone ar'ld Public Staff witness Hoard., Several 
witnesses testified that electric companies are vertically integrated while LDCs 
are involved only with the distribution and not the production and interstate 
transportation of gas. ii was pointed out that electricity is necessary for 

27 



GENERAL ORDERS - GAS 

almost all customers while natural gas is an optional fuel chosen for its 
inherent thermal and chemical properties. Furthermore, natural gas faces greater 
alternate fuel competition than electricity, Longer planning periods are 
required for electric utilities and electric 1:1tilities require much greater 
capital costs to expand their systems on an energy end-use equivalency basis. 
P&S witness Noone testified that electric utilities are interconnected and can 
use their extensive transmission and distribution network to deal with 
emergencies such as outages. Gas utilities do not have this reg·1ona1 pool and 
must plan carefully for their own reliability. Witness Noone also testified that 
the avoided costs of natural gas are often much TesS than the avoided .COsts of 
electric programs and therefore DSM programs funde� by gas avoided costs will be 
smaller and· much lesS · effective than the· programs developed by electric 
utilities, 

Public Staff witness Hoard testified that Least Cost Integrated Resource 
Planning was appropriate for electric utilities because they have high capital 
costs associated with capital expenditures. for power plants. As an example, 
W1tness Hoard pointed out that the Shearon Harris nuclear power plant cost a:1most 
four times the entire rate base of all of the gas LDCs in North Carolina. 
Witness Hoard also stated that there are significant environmental impacts'of 
operating electric power plants. Witness Hoard added that parallels to these 
issues do not exist in. anywhere near the same magnitude in the gas industry. 

- The Commission believes it should allow itself the maximum flexibility
possible regarding planning issues and thefefore declines to adopt the Section
115 standards, Public Staff witness Hoard testified that North Carolina has a
lower gas service penetration rate than many other states and therefore may
require a different approach than that set forth•in the Section 115 standards.
Adoption of the 'standards could raise questions about whether we are bound by
other states' interpretations of the standards. While the adoption of some
planning process may be appropriate to carry out the purposes set out in 15
U.S.C, ·3201, this inquiry should be pursued under State law and policy and
without the pressure of the deadline imposed by the EPACT.

The LDCs also contend that the annuai gaicost prudence reviews undertaken 
by the Conmission pursuant to G.S. 62-133,4 and Commission Rule Rl-17(k) are 
adequate for evaluating their resource pl ans. A·s noted by Public Staff witness 
Hoard, however, an annual review involves the review of gas costs that were 
actually incurred during a -historic-al twelve�month period and results in a 
conclusion as to whether gas costs were prudently incurred during that hiStorical 
period. The Commission does not presently have any procedure established for 
evaluating the LDCs' forecasts of peak day demand annual throughput, or their 
plans for- capacity and gas supply additions. ·. Furthermore, ,the LDCs have 
substantial incentives already'to pursue many DSM programs, particularly load 
factor-improving and peak shaving programs. 

The LDCs presented testimony supporting the adoption of the second standard 
in order to eliminate what they perceive to be a competitive disadvantage caused 
by the' electric utilities' implementation of DSM programs, In addition, the 
suggestion was made by more than one LDC that COnmission super�ision over the 
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e1eCtric industry's ·and the· gas industry's· planning processe5: should be 
consolidated. Issues relating to competition are not appropriately addressed in 
this proceeding and will be considered in the generic proceeding the Conmlssion 
has Initiated in Docket No, E-100, Sub 71, · : 

The Public Staff presented testimony supporting the opening of a separate 
docket to consider gas IRP under State rules and law. However, many of the 
Issues raised In the testimony are issues under consideration an Dockets No,-M-

100,. Sub 124 and' . . . :. 
E-100, Sub 71, The Conmlsslon therefore declines to open such,a.docket at this
time. 

IT IS, THEREFORE, ORDERED that this Order be Issued as the Conmlsslon's 
consideration and determination pursuant to Section 115 of the EPACT: 

., . · ISSUED BY ORDER OF THE COHHISSION. 
-'.This_ the 21st day of September_ 1994. 

(SEAL) 
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GENERAL ORDERS - TELEPHONE 

DOCKET NO. P-100,, SUB ·84 · 
DOCKET ND.'P-55, SUB 1000 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

DOCKET-NO. P-100, SUB 84 

In the·Matter of 
Issuance of Specf81 Certificates for Providers of 
Telephone· Service 'by Means of Customer-OWried Pay 
Telephone Instruments 

) ORDER PROMULGATING 
.) FINAL RULE- Rl3-5(r) 
) CONCERNING 
) RESTRICTIONS ON PAY-

... ·DOCKET NO. ·P-55, SUB 1000-

In the'Matter of 
Incoming Call Blocking at Public Telephones Operated 
By Southern Bell Telephone and Telegraph Company 

.'·) PHONES, REQUIRING 
) LOCAL EXCHANGE 
) COMPANY TARIFF 
) CHANGES AND. DENYING 
) CEASE AND'DESIST 
) MOTION _AGAINST 
) · �DUTHERN BELL 

BY THE COMMISSION:· This Order concerns two 'closely i_riterrelated docket;. 
The first Is the generic proceeding considerfog .. the ·appropriate permanent rule 
to apply to customer-owned coin operated telephone (COCDT) restrictions as well 
as the restrictions policy that niay apply to local exchange company (LEC). phones. 
The second deals with the Public Staff's cease and desist motion against Southern 
Bell Telephone and Telegraph Company (Southern Bell). concerning Its current 
payphone restriction po_licy under its tariff.• 

T. -Generic Procee�ing

By letter dated Jun.• 29, 1994, Southeastern Telecom (Southeastern), a 
cer.tff,ied C0C0T provider, r.equested _permis�ion from the Conm'ission to waive 
certain portions of- Rule _Rl3 for two of its payphones at a Raleigh_ location. 
Southeastern specifically requested permission to block all Incoming calls, to 
block all local outgoing calls to cellular phones and pagers, and to allow 
completion of only 911 cal.ls during the hours of 7:00 p.m. and 5:00 a.m. 

,-

. . ; ' 

These modifications have been requested by·the owner of the property upon 
which the payphones are located, the B�agg Street Neighborhood Organization, and 
the Raleigh Police Department in order to alleviate loitering and suspected drug 
traf.fi cki ng. · · 

Subsequent to the filing of its June 29, i994; request, Southeastern removed 
one of �he payphones from the adjacent busin_ess informing the publ lc of .the 
intent.ion of the Commission :to address this-·lssue and requesting Interested 
parties to appear before the,commission to voice their concerns. 

This •matter came- before the Regular Commission Conference on July 18, 1994. 
The Public Staff recoinnended ,that the Commission institute a 'rulemaklng to 
consider the adoption of a procedure for the restriction of service at particular 
PTAS locations in the interest of public safety.and welfare. The Public·Staff 
made a, pr'(!posal requiring the CDCDT providers seek prior approval from the 
Conrnfss1on for ph9ne restrictions, requested: by local gov�rnme!'� or law 
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enforcement officials and recorrmended that· this· proposal be promulgated for 
cotm1ent and adopted as an interim rule. -The Public Staff further recoI1111ended 
that the restrictions on service requested by Southeastern Telecom b� permitted 
under the interim rule. 

Hr. Todd Faw� President of Southeastern Telecom, appeared before the 
Comnission. Hr. Melvin Whitley, Chairman of the Bragg Street Comnunity 
Association, also appeared before the Coirmission and spoke strongly in•favor of 
allowing payphone restrictio�s. · 

Conments 

On July 20, 1994, the·comnission issued an Order Promulgating Interim Rule 
Rl3-5(r) and seeking c0111I1ents. The interim rule is as follows: 

Rule Rl3-5. General Requirements - Service and equipment. 

(r) Notwithstanding any other rules in this chapter, a COCOT
provider may restrict operation or types of calls allowed to and from 
any specific PTAS instrument in the interest of public safety and 
welfare under,the following conditions, 

(1) Such restrictions have been requested· in writing as to the
specific PTAS instrument from the city manager, the city
council, the sheriff, the chief of police, or their
designees stating that the specific restrictions requested
are needed in the interest of public safety and welfare.
The COCOT provider shall keep a copy of such requests from
local government or law enforcement on file for inspection
upon request by the Comnission or Public Staff,

(2) A notice of the restrictions applicable to a PTAS instrument
must be posted at the instrument. The information must be·
printed sufficiently large and posted close enough to the
telephone to be easily readable from the telephone,

(3) Access to 911 Emergency Service may not be prevented.

The Comnission stated that it was persuaded that the authority to restrict 
payphone access is necessary to the public interest in order to fight crime, 
especially crime related to illegal drug-dealing, The Comnission further was of 
the opinion that the better approach is probably one which does not require the 
COCOT provider to come to the Comuission for each payphone every time 
restrictions are proposed. Not requiring prior approval will allow restrictions 
to be implemented on a timely basis without unnecessary regulatory delay. The 
Comnission also stated that the COCOT providers' desire for revenues will 
arguably tend to prevent overly onerous restrictions which frustrate the 
comnunications needs of ordinary citizens, H9reover 1 the requir.ement that 
payphones may be restricted only upon request of appropriate local government or 
law enforcement authority and that the request be kept on file will also tend to 
ensure that the restrictions are reasonable responses to actual conditions. 
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In addition to conrnents regarding the advisability of the proposed rule for 
COCOT providers, the C0111Dission asked those coillllenting to state whether local 
exchange compa_nies should be able to modify their tariffs to allow restrictions 
on a similar basis. 

The Cormnission also stated .that it agrees -with the reconrnendation that 
Southeastern be permitted to continue to restrict the phones in question. 

On October 6, 1994, the Public Staff filed comnents. 

The Public Staff agreed that Rule Rl3 should be amended so as to permit the 
restriction of telephone service at PTAS locations. The Public Staff, however, 
proposed certain· changes to the Commission's · proposed Rule Rl3-5(r). 
Specifically the Public Staff recomnended that restrictions be permitted only 
when the request is made by the sheriff or chief of police,' rather than "the 
city manager, the county manager, the board of county coIIInissioners, the city 
council, the sheriff, chief of police, or their designees" as proposed in the 
Commission's Order. Since the restrictions are being made on the basis of public 
safety and welfare, the Public Staff argued that a local sheriff or chief of 
police is the appropriate party•to determine if restrictions are needed. Also, 
the Public Staff added a paragraph (4) in which it reco111Tiended that the 
Commission require all COCOT providers that have restricted any o-f their PTAS 
instruments to file quarterly reports with the Public Staff - Connunications 
Division identifying the restricted instruments and listing the restrictions. 

The Public Staff recollll1ended the following language: 

Rule Rl3-5. · General requirements - Service and equipment 

(r) Notwithstanding any other rules in this chapter, a COCOT
provider may restrict incoming and/or outgoing calls at any specific 
PTAS instrument in the interest of public safety and welfare under the 
following conditions: 

(I) Such restrictions have ,been requested in writing as to the
specific PTAS instrument from the chief local law
enforcement officer acting within his apparent jurisdiction
stating that the specific restrictions requested are needed
in the interest of public safety and welfare. The COCOT
provider shall keep a copy of such requests from the chief
local law enforcement officer on file for inspection and
upon request by the Collll1ission or the Public Staff shall
provide copies of the requests ·for restrictions. The COCOT
provider shall retain copies of the requests for
restrictions so long as the pay phones remain restricted.

1 On November 3, 1994, the Public Staff filed amended comments stating that 
the �hrase "chief local law enforcement.officer" should be substituted for the 
phrase "sheriff or the chief of police" in its recomnended language for Rule Rl3-
5(r) and LEC tariffs. 
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A notice of the restrictions applicable to a PTAS instrument 
must be posted at the instrument. The information must be 
printed sufficiently large and posted close enough.to the 
telephone to be easily readable from the telephone. 

Access to,911 Emergency Service may not be prevented.,

Each COCOT provider that restricts PTAS instruments in 
accordance with Rule Rl3-5(r) shall file quarterly reports 
with the Public Staff - Communications Division that 
identify all PTAS instruments so restricted. Each quarterly 
report shall list the telephone number I address, and all 
restrictions for each PTAS instrument. Reports for each 
quarter shall be due 20 days_ after the end of that quarter._

GTE filed comnents on October 6, 1994, generally supporting proposed Rule 
Rl3-5(r) and suggesting that it should apply in its substance to local exchange 
carriers as well as COCOTs. · GTE applauded the fact that the rule does not 
require prior approval of restrictions by the Comnission but suggested that the 
site owner also sign any written requests from local government or law 
enforcement to restrict payphones. The site owners should also be able to 
initiate restrictions without the involvement of· local government or law 
enforcement by requesting such from the payphone provider. GTE said that it was 
its experience that sometimes law enforcement agencies were reluctant to suggest 
restrictions. 

Southern Bell filed comnents on October 7, 1994. Southern Bell maintained 
that it currently has·the authority to impose restrictions as to "the extent, 
character- and location .of its coin telephone service," pursuant to· GSST Sec. 
A7.l.2(A) and A2.2.9., concerning payphone use for illegal purposes, but that it 
favors the interim rule with modifications. Southern Bell stated that it does 
restrict a percentage of its payphones ·to outgoing calls only. These are 
generally located in penal institutions, health care facilities, educational 
facilities, factories and retail location�.where crime is prevalent.

Southern Bell stated that it supports parity between COCOT requirements and 
LEC tariffs in this regard. Southern Bell further argued that the interim rule 
should be amended as follows: 

1. To allow only an outgoing calls restriction. Other restrictions, such
as the ability to retrieve messages from a telephone answering service, should 
not be allowed generically but could be granted by the Comnission if warranted 
at a particular location. 

2. Other locations should be allowed to·be restricted to outgoing calls
only, such as health care and educational facilities, upon·request. 

The North Carolina Payphone Association (NCPA) filed comnents on October 7, 
1994. The NCPA supported the interim rule and reco11111ended that it be adopted 
permanently. The NCPA does not oppose allowing the local exchange companies to 
modify their tariffs on a similar basis. As to the notice provision in Rule Rl3-
5(r)(2), the NCPA suggested that a statement such as "incoming and certain 
outgoing calls restricted" ,would be preferable- to •a comprehensive listing of 
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specific kinds of restricted calls. Since space is limited, more detailE!d 
information would undercut the Conrnission's directive that noti�e be printed 
sufficiently large as to be easily readable. 

Rep 1 y Comnents 

Public Staff. Referring to the October 7, 1994, Petition for Cease and 
Desist Order Against Southern Bell, the Public Staff stated that the proper 
interpretation of the disputed tariff provision, A7.l.2(A), should be considered 
within that docket. 

However, since Southern Bell had endorsed parity and GTE had suggested that 
similar rules should apply to both LECs and C0C0Ts.- the Public Staff reconrnended· 
that the following language, which h almost identical to the Rule Rl3-5(r) 
language suggested by the Public Staff for COCOTs, be incorporated into LEC 
�•riffs. 

7.1.Z Public Telephone Locations and Requirements 

Notwithstandi1g any oth�r provisions of this Tariff, ihe company 
may restrict incoming and/or outgoing calls at any specific public 
telephone in the interest of public safety and welfare under the 
following conditions: 

(I) Such restrictions have been requested in writing as to the
specific public telephone from the chief local law
enforcement officer acting within his apparent jurisdiction
stating that the specific restrictions requested are needed"
in the interest of public safety and welfare. The company
shall, keep a copy of such requests from the chief local law
enforcement officer on file for inspection, and upon request
by the Conmission or Public Staff, shall provide copies of
the requests for restrictions. The• company shall retain
copies of the requests for , restrictions so long as the
public telephones remain restricted.

(Z) A notice of the restrictions applicable to a' public
telephone must. be posted at the instrument. The information
must be printed sufficiently large and posted close enough
to.the telephone to be easily readable from the telephone.

(3) ,Access to 911 Emergency Service may not be prevented.

(4) The company shall file quarterly reports with the Public
Staff - Conmunications Division that identify all public
tel_ephones restricted in accordance with this Tari ff. .Each
quarterly report shall list the .telephone number, �ddress,
and all restrictions for each public telephone. Reports for
each quarter shall be due ZO days after the end of that
quarter.

The Public Staff reiterated its view that the discretionary authority 
claimed by Southern Bell is inconsistent with equal treatment for payphone 
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operators. The Public Staff further disagreed with the recorm,endation that 
service restrictions be allowed solely on the basis of the site or location 
owner's request. A written request by law· ·enforcement is appropriate. The 
Public Staff also took exception to-the NCPA's suggestion that prpviders not be 
required to post specific types. of calls that are blocked. The Public Staff 
maintained that it is highly desirable that the end-user be so informed. 

Southern Bell. Southern.Bell.reiterated its support for parity, but it also 
maintained that the public interest would be. best served by placing the least 
amount of restrictions possible -on payphone providers. Southern Bell also 
supported GTE's suggestion that payphone providers· be allowed to restrict 
payphones at the written request of location providers. As such, Southern Bell 
disagreed with the Public Staff suggestions that restrictions only be allowed at 
the request_ of 1 aw enfofcement· and that quarterly reports be made.. (An annual 
report would be suff,icient). However, Southern Bell does support the Public 
Staff rec01I111endation· .that payphone ,providers retain the written r�quests for 
restrictions that t�ey receive. 

Ca,:olina and Centi-al. Carolina and Central stated that requests. for 
outwa�d�only payphone service should be restricted to requests frpm pr.operty 
owners who have the concurrence of law enforcement. This will ·tend to limit 
requests to "problem" focations. They a1 so agreed with parity·• in the ·rules as 
between COCOTs and LECs • 

. . . 

II. Cease and Desist _Motion ·Against Southern Bell.

, On October 7, 1994, the Public Staff filed a petition requesting the 
CoI1111isSion order Southern -Bell to cease and.desist from blocking·calls to its 
public payphones, except those in confinement facilities, grandfathered in Docket 
No. P-lOD, Sub 84, of March 28, 1986, and those blocked upon written request of 
a law enforcement agen�y. 

'1n its peti.tiq·n, the Public Staff sai_d it had received an anonymous 
complaint on July 19, 1994, alleging that incoming calls were being blocked at 
Southern Bel 1 payphones at the RDU ·Airport. Public Staff investigators confirmed 
this-complaint as to any of Southern Bell's coinless public telephones. 

' 
" 

. 

Upon discussions with the Public Staff; Southern Bell cited Sections A7.l.l 
and A7.l.2(a) of its General Subscribers Services Tariff (GSST) as conferring 
djscretionary authority to block such call s. 

These- proviSions. '���d a� follows: 

A7.l.l Definition and Purpose of Public Telephones 

A .public telephone is an exchange station installed• at the 
Company's initiative or at its option, at a location chpsen or 
accepted by the Company as suitable and necessary for fui"n_ishing 
service to the general public. Public Telephones are installed 

· for the use of the general public and their use by any occupants
of the premises in which they are located is.only incidental to 
their principal purpose.' 

. . 
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A7.l.2 Public Telephone Locations and Requirements 

A. The Company recognizes its respons.i bil i ty for providing adequate
telephone facilities to meet all reasonable public requiremehts,
and the decision as to the extent, character and location o'f the·
public telephone facilities rests'with the Company.

The Puhl ic Staff disagrees with Southern Bell's construction of these 
provisions. The Public Staff's· analysis is as follows: 

I. Section A7.l.2(A) states that "th� decision as to the extent,
character and ]ocation 1 of the public telephone facilities rests with
the Company." The Public Staff agrees that this tariff section gives
the Company discretionary authority in regards to public telephone
facilities,· but not public telephone· service. · Service is not
mentioned in paragraph A. The Public Staff concludes that: "extent"
means the number of telephone facilities; "character" lneans the type
of telephone faciliti�s (type of paystation); "location"·means where.

2. Section A7.l.l identifies "a public telephone as an exchange
station ••• " The tariff defines an excha'nge station as "a station
which is used for eXchange service ilnd is directly or indirectly
concerned with a central office." A station is defiried a:s "a unit of
service ••• so arranged as to permit sending and receiving messages
through the exchange and 10ng distance network." Thus, the Public
Staff concludes that a public telephone must be capable of sending .am!
recefv.ing messages. While Section'·A7.l.l indicates tha� the public
telephone iS installed at-the Company's initiative or its option, that
tariff provision does not•give the Company. authority to restrict the
service.

3. The tariff defines "Exchange Service" as "a genera 1 term describing as
a whole-the·facilities provided for local fntercorranunication, together

-with the right to originate and receive a specified or an unlimited
number of local messages • • • ;(emphasis added).• ,from this; the
Public Staff concludes that "exchange service" includes "both
facilities and the origina_tion and termi�a�ion of messages.

The Public Staff· further noted that in ·southern Bell's October 7, 1994, 
comments in Docket No. P-100, Sub 84� concer.ning c!THng restrictions at .cocors, 
Southern Bell supported parity among all payphone providers regarding those rules 
and an amended Rule Rl3-5(r). The Public Staff submitted that·the unlimited 
discretionary authority claimed by Southern Bell is inconsistent with its support 
for even an amended Rule Rl3-5(r). · 

Lastly, the Public Staff noted'certain discrete circumstances where Southern 
Bell does have the authority to· restrict payphones. They' are: 

1. For public teleph'ones locate-d in confinement facilities, Section
A7.l.2.C of the GSST gives the company the authority to arrange those

-public telephones for outward-only calling if specifically requested
by the administration of the confinement facility.
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2. The Conmission issued an Order in Docket No. _P.-100, · Sub 84, on
March 28,, 1986, •in which. it addressed, among other points, blocking
incoming calls at public telephones. In that docket, -several LEC
witnesses expressed the view that.the public telephone oper·ator shbuld
have discretionary authority to restrict inward calling. The
Co11111ission disagreed with the position and stated.in its Order," ••• 
that the option of, 'outward-only',calllng could adversely affect the
public interest and should not be allowed." · The Co11111ission did, 
however,- grandfather incoming call restr,fctions_ at LEC public
telephones,that had been placed in service -prior to•the issuance of
the Order. Thus, any Southern Be 11 pub 1 i c telephones l i mi ted to
outward-only calling_ before issuance of that Order-- may remain
restricted.,

3. Section AZ.2,9 of the GSST gives the company the authority to
discontinue ser_vice if any law enforcement·agency advises·the:company 
in writing that the service is being used in an utilawful · manner. 
Thus, Southern Bell is permitted to block incoming·calls at a public
telephone· if done_ so at the written- request of � law enforcement
agency. 

,Jhe Public Staff noted that, currently, 2,632 of Southern Bell's 16,316
telephones in North Carolina are arranged to provide outgoing service-only. Of
the 2,632, 360 are -located in confinement facilities .where incoming call 
restriction is permitted under Section A7 .1.2.C. of Southern Bel 1 's GSST. 
Another 1 1 11_6 were installed prior to the Cqnmission's March 28, 1986, Order in
Docket No. P-1OO, Sub 84. Of the remaining,categories of public telephones-
coinless (69), hospitals and educational facilities (138), and others (949)--any
not blocked at the wri-tten request of a law enforcement agency are blocking
.incoming calls in vio.la!ion of the Co11111ission's Order. 

· '·thus, the Public Staff contends that Southern Beli may only block incoming
calls in confinement facilities, at grandfathered phones, and _,at, the written
request of -1 aw enforcement. . 

on October 27; 1994; Southern Bell filed an answer and motion to dismiss in 
which ft made the following points: · · 

J. Southern Bel_l had advised the _public Staff of its positi�n regarding
Section A7 by letter dated October 5, 1992,. without objection from the
Public Staff. ,, 
2. While admitting that it has restricted payphones at.the RDU Airport and
elsewhere, Southern Bell argues that it has tariff authority under GSST
Section. A.7. l.2.A. Southern Bell maintained that the Publ le Staff's 
distinction between facilities and service is untenable,· The Public 
Staff'•s position appears to.- be that Southern Bell .does not have the
authority to block incoming calls to a paystation by restricting-the line 
to the paystation at the central office, but Southern Bell could block 
c_al1s by placing a�set at that location which cannot receive Calls because 
they are part of �he ,facilities. Indeed, the paystations at issue, which 
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are coinless, do not have ringers. It is SoUthern Bell's position that the 
discretion r.egarding "extent" and "character" allows Southern Bell to 
determine what use may be made .of the paystations. Thus·, an outgoing 
restriction may be imposed either thr'ough equipment or service . .  

3, Southern Bell·further·denied that its restricted paystations violated 
the Collll1ission's March 28, 1986, Order in Docket No. P-100, Sub 84. This 
Order applied by its terms only to COCOTs, Southern Bell filed tariffs 
complying with this Order in the Public Telephone Access Service Section 
A.7.4.2,C,7., which applies to COCOTs,

4, Southern Bell reiterated its support for parity as between LECs and 
COCOTs, but by giving COCOT providers the same discretion to restrict 
phones as Southern Bell now enjoys. 

WHEREUPON, the Commission reaches the fol-lowing 

CONCLUSIONS 

There are two separate but related questi ans regarding cal 1 i ng restrict ions 
which may be placed on payphones. The first is what restrictions policy should 
apply to COCOT payphones .and, by extension, on LEC payphones, The second is 
whether a cease and desist Order should be -issued against Southern Bell for 
restricting its payphones allegedly without tariff authority. 

' 
, 

The Corrmission con�ludes that the best way to proceed is to settle on the 
appropr.iate pol icy for payphone restrictions and apply this pol icy on a go
forward ·basis to LEC payphones. 

There was general support for the interim rule and the principle of parity 
as between COCOTs and LEC payphones. The Collll1i ssion agrees that the phrase 
."chief law enforcement officer" suggested by·the Public Staff should be used in 
the rule instead of the current list of "city manager, the city council, or their 
desi gnees," However, the Collll1i ssi on does not support the Public Staff's proposed 
Subsection Rl3-5(r)(4) requiring the filing of quarterly reports, The Collll1ission 
doubts the usefulness or necessity of such reports. The Conrnissiqn notes that 
the" interim rule and the proposed final rule already contain a provision 
requiring COCOT providers to keep requests for restrictions on file. The 
Commission considers that it is a corollary to this requirement that the payphone 
providers also retain records as to which payphones have been restricted and 
which restrictions apply. COCOT providers and, by extension, ,the LECs are 
admonished to comply diligently with these requirements should the Coll!"ission or 
Public Staff seek'such information in the future. 

On other matters, the Commission concurs with the Public Staff as, for 
example, regarding the notice to customers. The Conrnission also- agrees that 
provisions comparable to those enacted regarding COCOTs should apply to LEC 
payphones, 

., 

With respect to the cease· and desist motion, the Comnission concludes that 
both Southern Bell and the Puhl ic Staff have ,made strong arguments regarding 
their respective interpretations. The Cot1111ission concludes that the .best way to 
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resolv� this dispute is to grandfather existing· LEC payphone r�strictions and 
apply the proposed restrictions policy outlined in Rule Rl3-5(r) to LEC payphones 
on a go-forward basfs. 

IT JS, THEREFORE, ORDERED as follows: 

!. That Rule Rl3-5 be amended by adding a new subsection (r) as set out in 
Appendix A. 

' , 

2. That all LECs file such tariff changes as are necessary to comply with
ttie tariff language set out in Appendix B·within 45·.days of the issuance of this 
Order. 

3. That the Public,Staff's cease and desist motion against Southern Bell
be denied. 

ISSUED BY'ORDER OF THE'COMMISSION. 
This the 8th day of December 1994. 

(SEAL) 
·NORTH CAROLINA UT! LIT! ES COMMJSS JON
Geneva S. Thigpen, Chief Clerk

APPENDIX A 
Rule Rl3-5. General requirements - Service,and equipment 

(r) 
restrict 
interest 

(I) 

(2) 

Notwithstanding any other rules in this chapter, a COCOT provider may 
incoming and/or outgoing calls at any specific PTAS instrument in the 
of public safety and welfare under the.following conditions: 

Such restrictions have Peen requested in writing as to the specific 
PTAS instrument from the chief local law enforcement officer acting 
within his apparent jurisdiction stating that the specific 
restrictions requested are needed .in the interest of public safety and 
welfare. The COCOT provider shall keep a copy of such requests from 
the chief local law enforcement officer on file for inspection and 
upon request by the Commission or the Public Staff -shall provide 
copies of the requests for restrictions. The COCOT provider shall 
1;etain copies of the requests •for restrictions so long as .the pay 
phones remain restricted. 

A notice of the restrictions applic·able to a PTAS instrument must be 
posted at the instrument. The information must be printed 
sufficiently 1 arge and posted close enough_ to the telephone to be 
easily readable from the telephone. 

(3), Access to 911 emergency service may· not be prevented. 
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APPENDIX B 

7.1.2 Public Telephone Locations and Requirements 

Notwithstanding. any other provisions of this tariff, the company may 
restrict incoming and/or outgoing calls at any specific public telephone in the 
interest of public safety and welfare under the following conditions: 

(I) 

(2) 

(3) 

Such restrictions have been requested in writing as to the specific 
public telephone from the chief local law enforcement officer acting 
within his apparent jurisdiction stating that the specific 
restrictions requested are needed in the interest of public safety and 
welfare. The company shall keep a copy of such requests from the 
chief local law enforcement officer on file for inspection, and upon 
request by the Conmission or Public Staff, shall provide copies of the 
requests for restrictions. The company shall retain copies of the 
requests for restrictions so long as the public telephones remain 
restricted. 

A notice of the restrictions applicable to a public telephone must be 
posted at the instrument. The information must be printed 
sufficiently large and posted close enough to the telephone to be 
easily readable from the telephone. 

Access to 911 Emergency Service may not be prevented. 

DOCKET NO. P-100, SUB 119 

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION, 

In the Hatter of 
Assignment of Nil Dialing Cod�• ORDER DENYING Nil ASSIGNMENT 

HEARD IN: Commission Hearing Room 2115, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on July 20, 21, and 22, 1993 

BEFORE: Commissioner Allyson K. Duncan, Presiding, Chairman John E. Thomas, 
and Commissioners Sarah Lindsay Tate, Robert o. Wells, William W. 
Redman, Jr., Charles H.-Hughes, .�nd Laurence·A. Cobb 

APPEARANCES: 

For Southern Bell Telephone and Telegraph Company: 

A. S. Povall, Jr., Kim A. Fadel, and Jan Jordan, Southern Bell 
Telephone and Telegraph Company Legal Department, 1012 Southern 
National Center, Post Office Box 30188, Charlotte, North Carolina 
28230 
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For The News and Observer Publishing, Company and The Greensboro News l 
Record, Inc.: 

Richard W. Ellis and Gary R. Govert, Smith, Helms, Hulliss & Hoore, 
Post Office Box 2752�, Raleigh, North Carolina 27611 

For Harketlink, Inc,: 

Theodore· C; Brown, Jr., Attorney at Law, Post Office Box 12547, 
Raleigh, North Carolina 27605 

For GTE South, Inc,, and Contel of North Carolina, Inc., d/b/a GTE North 
Carolina: 

Kimberly Caswell, Attorney at Law, Post Office Box llO, Tampa·, ·Florida 
mo1 

Fol" The Durham He·rald Company and Freedom Newspapers, Inc.: 

John A. Bussian, Attorney at Law, Suite 1100, University Tower, 
Durham, North Carolina 27707 

For Hultimedia Newspaper Company d/b/a The Asheville Citizen-Times: 

Wallace K. Lightsey, Wyche, Burgess, Freeman & Parham, Post Office Box 
728, Greenville, South Carolina 29602· 

For Carolina Telephone and Telegraph Company: 

Dwight W. Allen, Vice President of Regulatory Affairs and General 
Counsel, ·and Elizabeth A. Denning, Attorney at Law, 14lll Capital 
Boulevard, Wake Forest, North Carolina 27587 

For MCI Telecorrmunications Corporation: 

Ralph HcDonald, Bailey & Dixon, Post Office Box 1351, Raleigh, North 
Carolina 27602-1351, and Harsha Ward, Attorney at Law, HCI Center, 
Three Ravinia Drive, Atlanta, Georgia 30346�2102 

For the Public Staff: 

Robert B. Cauthen, Jr,, Staff Attorney, Public Staff - North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 
For: The Using arid Consuming Public 

For the Attorney General: 

lorinzo L. Joyner, Special Deputy Attorney General, and Karen E, long, 
Assistant Attorney General, North Carolina Department of Justice, Post 
Office Box 629, Raleigh, North Carolina 27602 
For: The Using and Consuming Public 
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BY THE COHHISSION: On September 21, and 22, 1992, respectively, petitions 
were filed with the·Co1Imission by Infodial, Inc., and American Tele Access, Inc., 
requesting assignment of Nil abbreviated dialing codes. The Conrnission opened 
Docket No. P-100, Sub 119, but took no further action at that time on the 
requests. On October 9, 1992, a request for assignment of an Nil code was 
filed by G.L. Freeman. Letters from other parties expressing interest in the 
assignment of Nll codes were placed in 'the Commission's file on this docket. On 
January 29, 1993, a petition was received from the Durham Herald Company 
requesting that the Conmission direct GTE South, Inc., (GTE) to assign an NII 
number to the Durham Herald Company and enact regulations governing the 
assignment and use of Nil codes. 

on February 19, 1993, GTE filed its petition to intervene and conrnents 
opposing the Durham Herald's request that GTE be ordered to provide an Nll number 
to the Durham Herald. Additional petitions to intervene were filed by AT&T and 
Sprint. On Harch 12, 1993, the Conrnission issued an Order setting hearing, 
defining issues, and scheduling prefiling of testimony. The Order named as 
parties all persons who had petitioned for assignment of Nll numbers, all local 
exchange carriers, all interexchange carriers who had intervened in the docket, 
the Public Staff, and the Attorney General. 

The Order of March 12 defined the issues to be addressed as follows: 

1. Whether the Conrnission has jurisdiction over Nll assignments.

2. If the Conrnission does have jurisdiction over Nll assignments, whether
it is in the public interest to assign NII numbers to non-LEC entities
or allow use of remaining Nils by LECs. Among the subissues to this
issue are:

a. Whether there is a scarcity of NII numbers.

b. Whether Nll numbers should be reserved for public
purposes--e.g., public service and network maintenance
purposes.

c. Advantages and disadvantages of assigning Nll numbers to
non-LEC entities.

d. What the appropriate uses of NII numbers are by LECs.
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Petitions to intervene ;Were filed and allowed as follows: 

Party Filed Allowed 

GTE South, Inc, and Conte! of 
North Carolina, Inc., 
GTE North Carol-Ina 

d/b/a 
. 2/19/93 2/22/93 

AT&T 2/24/93 2/25/93, 
Sprint 3/04/93 . 3/05/93 
MCI Telecorrmunications 3/26/93 3/29/93 

.cc;,rpor.ation 
Knight-Ridder 5/06/93 5/10/93 
Freedom Newspapers 5/13/93 5/20/93 
Ashevi11e Citizen�Times 5/20/93 5/21/93 
News and Observer Publishing 

6/Dli93 6/03/93 Company 
The Greensboro News and 6/09/93 6/11/93 

Record, Irle .. 
N.C. Press Association, Inc. 6/28/93 6/30/93 

' ' ' ! 
The Attorney General's Notice of Intervention was filed on April 4, 1993. 

The Order of March.12 also made all persons who had petitioned for assignment of 
Nll numbers prior to that date (Infodial, Inc., American Tel'e Access, Inc., The 
Durham·Herald Company, and G.L. Freeman) parties to the docket. 

Direct;testimony was prefiled on behalf of Infodial, Inc.; the Asheville
Citizen Ti'mes;_ GTE· South, Inc-.1

1 and Contel of North Carolina, Inc., d/b/a GTE 
North Carolina (GTE); the Public Staff; MCI Teleco!lll1unications Corporation (MCI); 
Carolina Telephone and Telegraph Company (CT&T); the News and'Observer Publishing 
Company; Freedom-Newspape�s, Inc.; the Durham Herald Company; and Southern Bell 
Telephone and Telegraph Company (Southern Bell). Rebu�tal testimony was prefiled 
on behalf of GTE; Southern Bell-; and MCI, Statements of position were filed by 
AT&T on July 2, 1993, by the Attorney General on July 16, 1993, and by the North 
Carolina Payphone Association on July 19, 1993, Testimony on behalf of the N.C. 
Press Association was filed on July 19, 1993. Since the Press Associ8tion did not 
appeal" at the hearing, and since no w_itness appeared to sp_onsor the test.imony and 
respond to cross exaniination, this testimony- .will be treated as a statement of 
pos.ition. 

The hearing was, held as scheduled on July 20, 21, �nd 22, 1993. 

-Multimedia Newspaper Company D/B/A The Asheville Citiz;n-Times presented the
testimony of James T. McKnight, Vice President of Teleco!lll1unications for Cox 
Newspapersi Cecil B. Kelley, �r.,, _Director of Operations for ; Multimedia 
Newspaper COmpanyi James B. Banks, Publisher,of the Ashevi11e,Cit'izen-Timesi and 
Reg _Ivory, �ecutive Director of the Southern Newspaper Publishers Association. 
In addition to- his own prefiled testimony, Mr. Banks adopted the prefiled 
testimony of .W .. Deber,buere.Hebane, .. . -, • : 

Infodial, which since its origihal involvement in this docket has beco'me a 
division of MarketLink, Inc., presented the testimony of Richard S, Bell, Vice 
President of HarketLink. 
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The Durham Herald Company presented the testimony of W. Toland Barfield, 
Director of Sales and Marketing for Herald-Sun Newspapers. 

The News and Observer Publishing Company presented the testimony and 
exhibits of Richard L. Henderson, Vice-President and Director of Sales and 
Marketing. 

Freedom Newspapers, Inc., presented the testimony of Charles Fischer, 
Publisher of The Daily News in Jacksonville, North Carolina. 

Southern Bell presented the direct and rebuttal testimony and exhibit bf 
Martha W. Johnson, Staff Manager, Pricing Department. 

MCI presented the direct and rebuttal testimony of Don Price, Senior Staff 
Specialist, Southern Region Regulatory and Governmental Affairs. 

GTE presented the direct and rebuttal testimony of Mike Drew, ONA Project 
Manager - Regulatory Compliance Implementation for GTE Telephone Operations. 

CT&T presented the testimony of Marcus H. Potter, �ustomer Service Planning 
Manager. 

The Public Staff presented the testimony of Mi11ard N. Carpent�r III, 
Utilities Engineer, Communications Division. 

Commissioners Sarah Lindsay Tate and Robert 0. Wells heard this fcase, but 
due to expiration of their terms, did not participate in the decision-�aking. 

On the basis of the ·testimony and exhibits received at hearing·, judicial 
notice of certain official Commission files and records, and the record as a 
whole, the Commission makes the following 

FINDINGS OF FACT 

I. ·_ The question of Nll assignment is a matter properly within the
jurisdiction of the North Carolina Utilities Commission. 

2. The North Carolina Utilities Commission's jurisdiction ayer Nll
assignment is subject to preemption by the Federal Communications Commission. 

3. The abbreviated dialing aspect of dialing codes such as NII would be
of marginal value at most in the provision of information services to the public� 

4. Billing and co11ection is, from the perspective of the potential
providers, an essential aspect of NII service. 

5. The billing and·collection features proposed for Nil service could be
made available through other services such as seven-digit local exchange service. 

6. Abbreviated dialing codes other than Nil are technically feasible and
Will be available in the future. 
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7. If Nll codes are iassigned ·now for use by in-formation providers, they
would be withdrawn in the near future after other abbreviated dialing codes 
become-available and would therefore serve.only far an interim period. 

8. Withdrawal ,of Nil codes ·after assignment for commercial: provision of
information services would result in confusion and expense·to the public, the 
LECs and information providers. 

9. , The Nll dialing codes constitute a iimited asset which would be.more
suitably emp 1 eyed for ,purposes other than·.the conimerci a 1' provision of info mation 
services.    

EVIOENCE FOR FINDINGS OF FACT NOS. I _AND 2 • 

Evidence supporting these findings of fact is contained in the testimony and 
exhibits of Mr. McKnight, Mr. Henderson, Ms. Johnson, Mr .. Drew, Mr. Price, Mr. 
Potter, and Mr. Carpenter. No evidence was offered to contradict the finding 
that,this Commission s.and the,FCC pr�sently share jurisdiction over this subject 
area or the finding ,that ,the FCC could-, at its •option, exert exclusive 
jurisdiction. 

EVIDENCE FOR FINDING OF FACT NO • . 3 

Evidence support.iTl9 th-is finding of fact is contained in the testimony and 
exhibits of Mr. McKnight,· �r. Henderson, Mr,. Bell, .and Mr. Fischer. These 
.witnesses stressed ·the re 1 at ive ease in · remembering· and, di a 1 i ng a three-digit 
number as opposed to a seven digit number-, The witnesses also acknowledged that 
in the case of- Nll information services, as contrasted with 411 directory 
assistance or 911 emergency _services, .more digits must be ·entered before the 
service is accessed. Henderson Exhibit 5 shows some· of the hundreds of four 
digit codes requ ired.to: obtain access to information. ,These four-digit codes 
must be dialed after the caller has dialed a three-digit, seven-digit, or ten
digit number and the ·call has been completed· to,the provider. 

The Commission finds that the ease of remembering and dialing a three digit 
number .is a superficial and largely illusory advantage. Their appeal may, in 
fact, result more from their novelty. A caller actually using_ a;ny information 
service, three-digit, seven-digi_t, or ,ten-digit, is likely to •have and refer to 
�· menll ·1 ike Henderson _Exhibi.t 5 which rendering it unnecessary· to· memorize the 
numbers -involved. 

EVIDENCE FOR FINDING OF FACT NO· •. 4 

Evidem;e supporting this .finding of fact- is contained in-the testimony of 
Mr� McKnight, Mr. Barfteld·, and Mr. Hender.son. The. witnesses testified that 
advertising revenues generated· by the presently .available information· services 
do not ,cover the �cost of those services and that· further ·development ·of 
.information services is dependent on the revenues.avapable from users-of ,the 
services on a pay-per-call basis. ! 
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EViDENCE FOR FINDING OF FACT NO. 5 

The evidence supper.ting this finding of fact is contained in the testimony 
of Ms. Johnson, Hr. Drew, and Mr. Potter. Billing and collection by a LEC for 
calls to a given humber requires that the lEC be able to distinguish calls to 
that number and that .the LEC then be able to record bi 11 ing and rating 
information for the calls. The witnesses agreed that billing and collection for 
seven-digit numbers. is technically possible. Although Hs. Johnson testified that 
a dedicated NNX is required .to allow identification of numbers for the service, 
Hr. Potter stated that this was not the case. · Hr. Potter cited the Triad and 
Triangle-J Regional Calling Plans as specific instances in which identific8tion, 
rating and recording of calls to numbers without dedicated prefixes is not only 
possible but is actually being performed by'both Carolina Telephone- and Southern 
Bell. 

EVIDENCE FOR FINDINGS OF FACT NOS. 6 AND 7 

The evidence supporting this finding of fact is contained in the testimony 
and exhibits of Hs. Johnson, Hr: McKnight, and Mr. Henderson. In response to 
a question on other abbreviated dialing codes, Ms. Johnson said: 

As a matter of fact, We are offering' Nll 'service as an interim 
service. Once we have the #XXX dialing arrangement, those customers 
.that have Nil service will migrate to, that new abbreviated dialing 
code freeing up these Nil codes for other purposes. (Tr •. v 4, p.24) 

The Hay 4 1 1993 1 Order of the Georgia·. Public Service Convnission, McKnight 
Exhibit 4', expressly provides that " ... al 1 information serv'ice. providers assigned 
Nll Service, including Cox, shall migrate to alternative abbreviated dialing 
arrangements when such arrangements become·available· .... ·" Hs·. Johnson testified 
that Bell would make an agreement to migrate to an alternative dialing code a 
condition of provision,·of Nll service if the Coi111t1ission authorized such service 
in North Carolina. Hs. Johnson- testified that Bell anticipated having 
alternative codes available by the end of 1995. 

EVIDENCE FOR FINDING OF FACT NO. 8 

The evidence supporting this finding of fact is contained in the testimony 
of Hr. Carpenter, Hr. Drew, and Hr. Potter. The Commission finds that the 
costs and confusion on the part of information·providers and the general public 
associated with the withdrawal of Nil codes and subsequent migration of 
information services to an ,alternative abbreviated dialing system will be similar 
to the costs and confusion associated with any change in a business -telephone 
number. Letterhead and advertising copy.must be replaced. The public must be 
educated about .the change and must,· in· turn; change. its habits and records. 
There is inevitable expense associated with such changes. There are additional 

•expenses, associated with the changes•which m�st be made by the local exchange
companies.in progranming and reprogranvning their central offices, which would
ultimately be borne by the users of the information services.

Additional Confusion would.also be result from the provision of Nll service 
to information service providers by Southern Bell but not by other LECs. Of the 
four LECs represented at the hearing, only Southern Bell indicated its 
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willingness to make Nll service available. In situations such as the Triangle 
and the Triad, where the public has become accustomed to seven-digit local 
calling on a wide scale, subscribers would be understandably confused when a call 
from the service area of Carolina or GTE to an Nll number did not connect them 
to the information prov,ider while a call to the same number from Southern Bell's 
service area did. 

EVIDENCE FOR FINDING OF·FACT NO, 9 

Evidence supporting this finding of fact is contained in the testimony 
and exhibits of Hr. McKnight, Mr. Henderson, Mr. Bell, Mr. Fischer, Mr. 
Carpenter, Hr. Drew, and Hr. Potter. As noted with respect to finding of fact 
number 2 above, a principal difference between the proposed ·use of Nll by 
information service providers and the use of 411 and 911 is that _the latter codes 
connect the caller directly to the desired destination, while the proposed Nil 
service will almost always require the entry of additional codes. The ease of 
remembering and dialing a code is most clearly relevant in those instances in 
which time is critical, as in the case of 911, or in which no fur�her dialing is 
necessary, as in the case of ·411. 

Carolina witness Potter indicated that Carolina's current use •of the 311 
code by its installation and repair crews is particularly advantageous in 
restoration of service after storms. He noted that when crews from other area 
are employed in emergency cases� the use of 311 rather than a seven-digit local 
number enables the repairmen to quickly and reliably reach the test desk without 
being aware of their local calling·area location. · 

The Attorney General, through cross examination of several witnesses, 
1 elicited a number of potential uses of Nil codes which would, like 911 and 411, 

connect the caller directly to the service needed, Hr, Drew noted that GTE is 
proposing to use at least one Nil tyPe code for Telephone Relay Services to the 
hearing impaired. 

Southern Bell has announced its intention to migrate Nll information 
providers to alternative abbreviated dialing codes. The ConJTiission finds that 
it is not reasonable to assign Nil codes which would be used for only a 
relatively short period of time. The ConJTiission further finds that approval of 
Nll for conrnercial information services for a limited time would require an 
unnecessary.delay in·making such codes available for more suitable uses. 

CONCLUSION 

On the basis of all the evidence, the ColllTiission concludes that the public 
interest would not be served by making Nil codes available for conJTiercial pay
per-call information services. 

IT IS, THEREFORE, ORDERED as follows: 

I, That all requests and petitions that the ConJTiission assign Nil codes 
or that the ColllTiission order any LEC to assign NII codes for use by colllTiercial 
information services are denied. 
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2. That this docket is closed.

ISSUED BY ORDER OF THE COHHISSION 
This the 18th of February 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COHHISSION 
Geneva s. Thigpen,.Chief Clerk 

Corrmissioners Allyson K. Duncan and Charles H. Hughes dissent. 

COHHISSIONER ALLYSON K. DUNCAN, dissenting: 

I dissent from the majority's order concluding that the public interest 
would not be served by making Nil codes available for commercial information 
services and denying all requests and petitions for such use. • I would not 
necessarily require al 1 1 ocal exchange companies to assign Nll abbreviated 
dialing codes upon request, but I would, at the least, allow Southern Bell to do 
so. I find the reasoning of the order to.be flawed and unpersuasive; it fails 
to address most of the subissues set out in the request far conments, and the 
findings of fact -are often internally contradictory. 

The purpose of this proceeding, as set out in the Comnission's March 12 1 

1993 1 order_, was to determine whether the Commission has jurisdiction over Nll 
assi gnmeilts, and I if so, whether suC:h assi griments would be in the· public 
interest. The public interest consideration had four subparts--whether there is 
a scarcity of Nll numbers, whether they should be reserved for public purposes, 
the advantages of assigning Nll numbers to non-LEC entities, and the appropriate 
use of Nll numbers by LECs. The majority's discussion only manages to directly 
address the question of jurisdiction. After that, the analysis disintegrates. 
Finding of Fact Number 3 provides that "[t]he abbreviated dialing aspect of 
dialing codes such as Nil would be of marginal value at most in the provision of 
information services to the public." Does this mean that the provision of such 
codes is not in the public interest, or that it!§. in the public interest, but 
not by· much? And i.f their value is so marginal I what difference does it make 
that they will .be available in the future (largely redundant Findings of Fact 
Numbers 6 and 7.), or that they are a "limited asset" (Finding of Fact Number 9)? 
The order understandably does not mention the Federal Corrrnunications Comnission 
Notice of Proposed Rulemaking dated June 5, 1992, pointing out that four of the 
Nll service codes are generally not used at all, and tentatively concluding that 
they should be avail;ible for abbreviated dialing unless and until it becomes 
necessary to use them for some other purpose. 

In any event, it seems to me that the plethora of problems the majority 
sees associated with the availability of. Nll for the provision of information 
services is either largely illusory or remediable. The order expresses concern 
over cost, but goes on to acknowledge that that cost greater than advertising 
reVenues "would ultimately be borne by the·users of the information services." 
(Evidence for Finding of Fact Number 8; see also Evidence for Finding of Fact 
Number 4). The opinion nowhere explains why this is a problem; that the costs 
associated with a system.are recovered from those who avail themselves of it is 
precisely what should happen. 
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The order opines about the public confusion that will inevitably result .from 
the need to change the Nil codes when other numbers become available, possibly 
by the end of 1995. Initially, I must point out that had the Commission not been 
sitting on this matter for eight months, consumers·would have had more than.two 
years to utilize the current NII codes. In any event, the majority 
underestimates the public intelligence. Consumers cope all .the time, and with 
apparent facility, with recorded announcements indicating that numbers have 
changed. Interestingly, the FCC, in its NPRM, found the flexible nature of the 
Nll Codes .to be an advantage: "So long as these codes can be recalled on short 
notice, their use. for purposes other than area codes does not appear to be 
detrimental . • .  n 

Nor do I find it insurmountably troubling that one LEC but not others would 
offer Nil dialing. It is my understanding that caller id became available from 
different LECs at different times; to my. knowledge, noone, including the 
Conmission and the·consumers, was discomfited by these distinctions in service. 

' . . 

Finally, the majority expresses concern over the limited number of Nll 
codes--an odd concern given its conviction about their marginal utility; The 
majority feels that this limited resource should not be used for the commercial 
provision of Information services. Yet it cannot point to a single other 
requested use. The majority indicates that Carolina uses the 311 code for 
repair, and that GTE Is "proposing" to use one for the hearing impaired. My 
recommended disposition of this matter would affect neither Carolina nor GTE.

But even if Southern Bell did wish to set aside a number, for, the hearing 
impaired, that leaves other numbers still unused. 

In other words, the majority has decided to depr1ve.South8rn Bell of an 
opportunity to provide information services to the public in a:new format through 
a currently unused resource, determine its degree of acceptance and appeal, and 
resolve problems in its operation, for no reason that withstands careful 
scrutiny. Other states have moved ahead .. So sh9uld we. 

I am authorized to say that Commissioner Cha�les H. Hughes joins me in this 
dissent. 

All)'son·K. DUncan, Conrnissioner · 
Charles.ff. Hughes, Commissioner 

DOCKET NO. P-100, SUB 124 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Investigation of the Scope of 
Jurisdiction and Appropriate 
Regulation of Wireless 
Communications Providers 

) 

l 
ORDER CONCERNING· FURTHER 
DEREGULATION OF·WIRELESS 
COMMUNICATIONS PROVIDERS 
AND SEEKING COMMENTS,, 

BY THE COMMISSION: On August 10, 1993, the Omnibus Budget Reconciliation 
Act (OBRA) was signed into law which, in Section 332(c)(3)(AJ concerning 
Regulatory Treatment of Mobile Services, in essence preempted states from 
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regulating the entry of or the rates charged by a comnercial mobile service, 
although a State could still .regulate other terms- and conditions. This 
preemption became fully effective on August 10, 1994. Section 332(c)(3)(A) 
provides in relevant part as follows: 

"(3) State Preemption.--(A) Notwithstanding sections 2(b) and 
221(b), no State or local government shall have any authority to 
regulate the entry of-or the rates-charged by any comnercial mobile 
service or any private mobile service, except that this paragraph 
shall not prohibit a State from regulating the other terms and 
conditions of comnercial mobile services. Nothing in this 
subparagraph shall exempt providers of conrnercial mobile services 
(where such services are a substitute for land line telephone exchange 
service for a substantial portion of the cort1J1unications within such 
State) from requirements imposed by a State corrmission on all 

· providers of telecommunications services at affordable rates.
Notwithstanding the first sentence of this subparagraph, a State may
petition the Corrmission for authority to regulate the rates for any
convnercial mobile service and the.commission shall grant such petition
if such State demonstrates that--

"(i) market conditions with respect to such services fail 
to protect subscribers adequately from unjust and 
unreasonable rates or rates that are unjustly or 
unreasonably discriminatoryi or 

"(ii) such market conditions exist and such service is a 
replacement for land line telephone exchange service for a 
substantial portion of the telephone land line exchange 
service within such State. 

"The Comnission shall provide reasonable opportunity for public 
convnent in response to such petition, and shall, within 9 months after 
the date of its submission, grant or deny such petition. lf the 
Cot1111ission grants su�h petition, the Commission shall authorize the 
State to exercise,under State law such authority over rates, for such 
periods of time, as the Colllllission deems necessary to ensure that such 
rates are just . and reasonable and. not unjustly or unreasonably 
discriminatory." 

On January 31, 1994, the· Coumission issued an Order Regarding Cellular 
Reseller Regulation and the Regulation of Other Mobile Services, in which the 
Colllllission concluded the following: 

I. That cellular resellers should be subject,to an expedited certification
procedure until August 10, 1994, at which time entTy regulation would no longer 
be in effect. 

2. 'That the Comnission would defer to other bodies regarding complaints
against cellular resellers. 

50 



GENERAL.ORDERS·- TELEPHONE 

3. That the Conmission would not petition the Federal Conmunications
Corrmission (FCC) to retain jurisdiction over either cellular or radio coTllllon 
carrier rates. 

. 4. That OBRA 11substantially preempts Co1T111ission jurisdiction over existing
or, potential mobile services such as,personal corrrnunications systems." However, 
the Conmission opined that there may be "some scope for state jurisdiction" and 
the "Conmission is not precluded from taking appropriate action if conditions 
warrant and the law so permits." 

Accordingly, since the Conmission did not petition the FCC to retain rate 
jurisdiction, the Conmission is plainly preempted by OBRA regarding rate and 
entry regulation of mobile carriers. By OBRA's terms, however, the Conmisslon 
was not preempted from "regulating other terms and conditions of comercial 
mobile services." 

The term "C0rrmercia1 and private m9blle services" encompasses essentially 
all providers of wireless convnunications services including-cellular providers, 
both facilities�based and resellersi radio common carriers (RCCs), which are for 
the most part paging services; the mobile and paging services still offered by 
some local exchange telephone companies; and personal coillnunications systems, a 
technology similar. to cellular which is still in the early stages of development. 
The regulatory status of these mobile services is generally as follows: 

!. "Facilities-based" cellular carriers. G.S. 62-125 authorized the 
Cammi ssi on to exempt "public eel 1 ul ar radio tel econrnunicati ans service provf ders, 
if licensed by the Federal Conmunications Commission, from regulation under any 
or. all of the provisions", of Chapter 62. On February 14, 1994, the Conmission, 
in Docket No. P-100, Sub 114, exempted such cellular carriers from all regulation 
under Chapter 62 (including complaints) except as to interconnection with local 
exchange companies (LECs) and other serv.ice providers and the provision of land
to-land services." 

2. Cellular resellers. As of August ID, 1994, cel,lular resellers are
exempt from entry regulation. They were already exempt as of August ID, 1993, 
from rate regulation, and the Conmission in its January 31, 1994, Order deferred 
to other bodies regarding complaint jurisdiction. 

3. Radio Collll]on Carriers. RCCs h�ve been regulated under G.S. 62-119 et
�. Paging services are a type of RCC. The ColTlllission has been divested of 
0:ntry and rate regulation with respect to RCCs, but has not spoken regarding 
complaint jurisdiction or other regulatory·requirements. 

' 

4. Personal Conrnunications Systems (PCS). PCS are similar to cellular
systems technologically. The Conrnission has been divested of rate or entry 
regulation, and the FCC is allowing various ·companies to conduct PCS trials 
around the country. There was considerable sentiment in the conrnents solicited 
from parties regarding the effect of.OBRA that the Conmission should forbear to. 
regulate "other terms �rtd conditions" of PCS. 
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Public Staff Motion 

On November 16, 1994, the Public Staff filed a motion requesting that the 
Comnission take certain actions to clarify the scope of its jurisdiction over 
mobile carriers with a view toward further, deregulation of mobile carriers. 
Among "the other terms and conditions of coT1111ercial mobile services" over which 
the Comnissian, apparently retains jurisdictiOn and regulatory authority,
according to the Public,Staff, are the following: � · · 

a. Filing of tariffs. G.S. 62-13B(a) requires that, "under such rules as
·the Co111I1ission may prescribe;" every· public utility is to file with
the Conmission tariffs that are "used or to be used." G.S. 62-143(h)
and (i) establish the basis and procedure for detariffing of public
utility services:

b. Complaint jurisdiction. G.S. 62-73 and 62-74, respectively, authorize
the Collllllission to hear complaints against and from public utilities.

' 
' 

c. Regulatory fee. G.S. 62-302 requires that public utilities subject to
the jurisdiction of the Collllllission pay a fee based on jurisdictional
reveriues•with a minimum of $25.00 per year. G.S. 62-302(b)(4) defines
North Carolina jurisdictional revenues as •"all revenues derived or
realized from intrastate tariffs, ',rates and charges approved or
allowed bt_the Commission or collected pursuant to ColJJllission order or
rule .•. 

d. Contracts with affiliated companies. 6.S. 62-153 requires all public
utilities· to file contracts with affiliated companies with the
Cot!Illission and grants the Commission authority to disapprove such
contracts if found unreasonable.

e. Annual report. G.S. 62-36 allows the Conmission to require any public
utility to file annual reports "in such form and of such content as
the Commission may require.•

f. Mergers and acgu1sitjons.
recombination affecting any
approval of the Corrmission.

G.S. 62-111 prohibits "any· merger or 
public utility• without prior written 

The Public Staff argued that, absent authority to control entry and rates, 
the Collllllission will not be in a position to effectively regulate "the other terms 
and conditions of commercial mobile services." If the providers of service are 
permitted to operate without first obtaining certification from the Conmission, 
the ·Colllllission will then have no convenient way to lo"cate or identify such 
providers in order·to exert any qther regulatory authority. If the Cot!Illission 
cannot regulate rates, its authority•to require,tariffs is problematic. 

- ' 

As was the case with cellular telephone service, the assumption underlying 
federal preemption of wireless service is that competition exists··or ·will exist 
between providers and that this competition will obviate the need for regulation 
by government. In general, the Public Staff stated that it agrees With this view 
and endorses the idea of minimizing and, if possible, eliminating unnecessary 
regulatory requirements. 
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However, since some aspects of regulation are mandated by statute (for 
example, the requirement that contracts with·affiliated entities be filed with 
the Commission and the requirement of prior approval of .mergers and 
acquisitions), the Public Staff recommended that the General Assembly be 
requested to modify the definition of public utility to exclude wireless service 
providers. 

' .

·The Public Staff offered the foil owing further recommendations:
'l. In the case of requirements imposed at the discretion of the Conrnission

such as annual reports, the Public Staff recommends that. the Commission waive 
such requirements.. 

2. The Public Staff .recommends that the Commission initiate a proceeding
pursuant to G.S. 62-134(h) and (i), request comments, and, if appropriate, 
schedule hearings with a. view to determining w�ether detari ffi ng of the services 
of providers· of wireless communications services is in the public interest. 

3., The Public Staff recommends that the Commission defer to other bodies 
with respect to complaints about all wireless service providers as .it has already 
done in the case of cellular telephone providers.. · .

. 4. The Public Staff recommends that mobile and paging services provided by 
local exchange companies be regarded as deregulated and that revenues and 
expenses for these services be treated "below the line." 

5. The Public Staff recommends that the Commission,solicit additional
comments from all interested parties. In particular, if there is any substantial 
question as to the degree and nature of the preemption of the Commission�s 
authority, the opinion of the Attorney General should be requested. 

WHEREUPON, the Commission reaches the following 

CONCLUSIONS 

The Commission agrees with the thrust of the Public Staff's mot ion 
concerning clarification of the Commission's jurisdiction over mobile carriers 
with a view toward greater deregulation for what is essentially a highly 
competitive i ndustry--whi ch, moreover, is one characterized by ka 1 ei doscopi c 
change which any regulatory body would be·hard put to accommodate. 

There are at 1 east three con vi nci ng reasons for deregulation of mobi 1 e 
carriers: 

I. By preempting rate and entry regulation, the federal government has
"ripped the _heart" out of our regulatory authority. The Commission is left
with the leavings, the rationales_ for which have been significantly
undercut.

'2. By preemption, the federal government has made the pol 1 cy decision that 
the marketplace is more efficient and beneficial to consumers than 
regulation. There is and continues to be an e)(plosive growth in mobile. 
technology offerings--e.g., PCS complements and may substitute in some 
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respects for the existing cellular network. This implies that the 
marketplace will provide remedies to dissatisfied customers--i.e. 1 

consumers can shop for better price and service and can leave one carrier 
and to another- if unhappy. Mobile services are not treated as "natural 
monopolies" in need of regulation to prevent exploitation of consumers. 

3. The preemption of entry regulation renders comprehensive regulation of
mobile service utilities impossible since the utilities need no longer be
certified. The Commission will thus have no way of knowing in a
comprehensive way who all the mobile service providers are and no
significant leverage over the utilities to force them to do what the
Commission wants them to do. In other words, what regulation remains will 
be for all practical purposes voluntary, and those utilities that do comply 
will be relatively disadvantaged as opposed to thbse that do not. 

The legal problem the Commission faces is that the federal preemption-
.unlike the preemption of property transportation in trucking--is less than 
sweeping. The federal preemption purports to preempt rate and entry regulation 
but explicitly leaves residual regulatory authority as to other terms and 
conditions to the states. But, in having "ripped the heart" out of the 
-Cammi ssi on' s regulatory authority, the federal government has rendered the
remainder of the authority both marginal and questionable.

The regulatory requirements about which the Public Staff has recommendations 
fall into the following categories: 

I. Purely discretionary with the Commission.

a. Annual reports
b. Complaints
c. Accounting status of LEC paging

2. Discretionary with the Commission after legal process.

a. Detariffing

3. Not discretionary with the Commission. Requires statutory change.

a. Affiliated contracts
b. Mergers and acquisitions
c. Regulatory fee

After careful consideration, the Commission concludes that the following 
actions should be taken: 

1. All wireless communications providers currently under regulation by the
Commission .as to terms and' conditions other than rates and entry, including 
cellular resellers, are to be relieved of those .regulatory requirements that are 
purely discretionary with the Commission. Accordingly, wireless communications 
providers will no longer be r:equired to file annual reports. The Commission Will 
defer to others regarding complaints against wireless communications providers, 
and mobi1le and paging services provided by LECs will be regarded as deregulated 
and associated revenues and expenses will be treated below the line. Since 
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detariffing under G.S. 62-134(h) and (i) would be an extended process, the 
Commission will not immediately seek detariffing under those provisions pending 
action by the General Assembly. Action by the General Assembly would render the 

.need for further action by the Commission moot. 

2. The Coinmission states its intent to support legislation in the 1995
Session of the General Assembly which will deregulate all wireless comrilunications 
providers. 

3. The Commission should solicit the comments from wireless communications
providers, especially RCCs and cellular resellers, to determine their views 
regarding further deregulation. Judging. from a previous round of comments, it 
would appear that most of the regulated community supports deregulation. 
�owever, the.Commission believes it is important. to have a·more timely statement 
of the views and support of the regulated community before legislation is 
introduced. 

IT IS, THEREFORE, ORDERED as follows: 

I. That all wireless communications providers currently regulated by the
Commission as to terms and conditions other than rat�S and entry shall no longer 
be required to file annual reports with the Commission pursuant to G.S. 62-36. 

2. That the Commission shall defer to other bodies regarding complaints
against such wireless communications providers. 

3. That mobile and paging services provided by LECs shall be regarded as
deregulated and associated expenses• and revenues· sha 11 be treated, "below the 
1 ine." 

4. That any party to this docket or Docket No. P-100, Sub 114, desiring to
comment on the proposed further deregulation supported by the Commission do so 
by no later than Friday, January 6, 1995. Reply comments are due no later than 
Tuesday, Januar_y 17, 1995. 

' -

5. That the Public Staff be requested to propose language' that would
accomplish the necessary statutory changes to deregulate wireless service 
providers no later than Friday, January 6, 1995. Other parties may also·submit 
proposed language by that date. 

ISSUED BY·ORDER OF.THE COMMISSION. 
·This the 8th day of December 1994.

(SEAL) 
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DOCKET NO. P-100, SUB 127 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Petition of MEBTEL, Inc., for 
Revision of Commission Rule R9-4(d) 

ORDER AMENDING 
RULE R9-4(d) 

BY THE COMMISSION: On February 10, 1994, MEBTEL Inc. (formerly Mebane Horne 
Telephone Company) petitioned the Commission for revision of Commission Rule R9-
4(d) to replace outdated terminology and to revise the standard of eligibility 
for application of that rule. Speci fi cal ly, MEBTEL requested that the Cammi ssion 
revise Rule R9-4(d) to provide that any telephone utility with up to 12,500 total 
access lines (instead of 4,000 total stations in service as the rule presently 
provides) may either submit cost data regarding new or changed rates or adopt a 
rate already filed by another local exchange company in North Carolina. The 
current Rule R9-4(d) reads as follows: 

(d) Cost Study Data. -- Full cost data (2 copies) shall
be submitted for each new or changed rate by any telephone 
utility with total stations in service in excess of 4,000. 
If full cost data is not available, explanation should be 
given including the available data, the reason full data is_ 
not available and on what information the proposed rates are 
based. 

Any telephone utility with less than 4,000 total stations 
in service sha11 submit cost data or file a rate already on 
file by some other company in North Carolina. Should 
the latter choice be made, explanation shall be included 
as to the name of the company from whom the rates were 
copied and the tariff section, sheet and item number of the 
other company's tariff. 

Supporting data and/or explanations of how dollar amounts 
appearing on cost studies were obtained sha11 be included. 

In its Petition, MEBTEL stated that it believed that the purpose for which 
Rule R9-4 was apparently drafted is no longer being served. MEBTEL'suggested 
that by revising this rule to utilize an access line standard and increasing the 
company size criteria to a point that will spare small local exchange companies 
(LECs) the expense of preparing cost studies, the Commission can effectively 
streamline a small facet of the regulatory process in a fashion which benefits 
the small LECs, their customers and the regulatory authorities. 

MEBTEL stated that, without the requested revision of Rule R9-4(d), small 
LECs will face customer demand for increased service offerings while continuing 
to be burdened by the demands of supplying cost data each time a new service 
feature or option is offered. As an example, MEBTEL stated it will be installing 
a new switch in the near future which will allow the Company to offer a number 
of new service features and options to its customers. MEBTEL's consultant, 
Arthur Anderson & Company, has informed MEBTEL that the cost of preparing the 
cost study for providing just one of the service options, Centrex, will be 
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between $40,000 and $50,000. MEBTEL stated the cost savings which it would 
realize if it could adop.t rates already approved by this Commission-for other 
LECs for new features and· options would benefit both the' Company and its 
customers. 

MEBTEL requested that the Commission·revise its Rule R9-4(d) to·provide as
follows: \ 

· -

On February 23, 1994, an Order was issued·making all LECs regulated by this 
Commission, the Public Staff, and the Attorney General parties to this docket and 
requiring all parties desiring ta conrn�nt on MEBTELts petition to do so no later 
than Friday, March 25, 1994. 

On March 15, 1994, the Carolina Utility Customers Association, Inc. (CUCA) 
reqtiested an order pernii tt i ng it to intervene and participate ·in this proceeding. 

Comments were received from: Ellerbe Telephone Company (Ellerbe); GTE South 
Incorporated and Conte 1 of North Caro 1 i na d/b/a ·GTE North Caro 1 ina (GTE); 
Lexington Telephone Company (Lexington); North State Telephone Company (North 
State); Randolph ·Telephone Company (Randolph) and AT&T Communications·of the 
Southern States, Inc. (AT&T). ·•. 

·The Public Staff, 'Attorney General and CUCA did not file comments.·

Summary of Comments 

·Ellerbe/Randolph.: Supports MEBTEL's Petition.
- ' 

ill- Believes thafthe intent of MEBTEL's proposed changes .are clearly in
the public interest but encourages the Commission to view the changes ·to Rule R9-
4(d) in the context of .all LECs within North Carolina, not just those companies 
that have under 12,500 access lines. Also, GTE suggested that the intent of Rule 
R9-4(d) can be developed in order to differentiate between cost studies for new 
prqducts and cost studies for existing produc�� while.recognizing the-dynamics 
of'the technological 'evolution and its impact on the regulatory process. GTE
submitted a proposed.Rule R9-4(d) which incorporated its suggestions. · 
. . ' , ·  - ,, 

Lexington. Sup poi-ts MEBTEL' s request· but believes the tota 1· acceSs 1 ine 
standard of eligibility in Rule R9-4(d) should be increased·to·40,ooo access 
lines, a mid-point difference between the access line count of the largest and 
sma 11 est� independently-owned. corilmerci a 1 telephone, compani e_s in North Carolina. 
Lexington believes that this change ,would return Rule R9-4(d)' to its, original 
intent of sparing small local exchange companies the enormous expenses of 
submitting full cost·data for each new or changed tariff rate. 

North State. Recommends the Commission offer relaxation of the tariffing 
requirements as requested by MEBTEL and further explore the possibilities of 
developing a s·imtlar form of relief for certain new and advanced services for all 
LECs. The Commission should have the authority to grant approval of 
"streamlinedn tari.ff filings to expedite .new services and/or permit the LECs to 
meet critical time frames in competitive situations. 

57 



GENERAL ORDERS - TELEPHONE 

AT&T. Stated it does not oppose modifying the Rule to apply the exemption 
to LECs whose access lines do not exceed 12,500, provided this change does not 
extend the exemption to companies not covered under the existing "4,000 stations" 
standard. Moreover, if a LEC is a subsidiary or affiliate of a holding company 
that has other subsidiaries or affiliates operating in North Carolina, then the 
total access 1 i nes of a·11 such subsidiaries or affiliates should be counted in 
determining whether the 12,500 threshold has been exceeded. AT&T stated that 
this procedure assures that the exemption is limited in its application to 
"small" LECs. In the event the Commission allows a LEC to exercise the option 
under the Rule to adopt a cost-supported rate of another LEC (other than for 
access lines, basic local service rates and other non-cost based rates), the 
adopting LEC should be required to provide the range of rates other LECs charge 
for the service and an explanation of why a particular rate was chosen instead 
of the others. According to AT&T, this requirement achieves two important goals. 
First, it supports the smaller LECs' objective of avoiding the expense of 
developing specific full cost data, and second, the Commission assures itself and 
Ngrth Carolina consumer� that a sound rationale has been employed by every LEC 
prior to submitting -a ,request for new or changed rates. 

On April 7, 1994 Reply Comments of MEBTEL were fi.led in response to comments 
filed by AT&T. MEBTEL contended that access rates are not at issue in this 
docket and that the linkage AT&T proposed between reduced access rates and the 
ava 11 ability of the streamlined regulatory exemption which MEBTEL seeks for small 
companies is totally inappropriate. MEBTEL also pointed that as a practical 
matter all of the small LECs who would be entitled to the optional exemption 
contemplated by MEBTEL's proposed revision of Rule R9-4 do not have cost based 
access rates. The sma 11 LECs either concur in an average schedule tariff -for 
access rates or their access rates are residually priced based on depooling. 

WHEREUPON, the Commission reaches the following 

CONCLUSIONS 

' Rule R9-4 is the Commission R_ule under which telephone companies operating 
in North Carolina.file telephone tariffs and maps. Rule 9-4(d) is the subsection 
of that Rule which addresses cost study data. MEBTEL's Petition requested only 
two changes to the Rule: l) that the current language of "total stations" be 
changed to "access lines," and, 2) that the "4,000 stations in service" be 
changed to "12,500 access lines. 

After careful consideration of the filings in this docket, the Commission 
believes that MEBTEL's proposed changes in Rule R9-4(d) have merit. The "station 
count" language is certainly outdated; and, given that this Rule was adopted in 
the 197Os, the standard of eligibility for application of that rule is also 
unrealistic. MEBTEL is very convincing in its Petition that such changes would 
be in both the company's and the customers' best interests. 

The Commission further agrees with MEBTEL that companies with access lines 
of 12,500 or less is the appropriate-standard. The Commission disagrees with 
Lexington's proposed "40,000" access line number because a company with 40,000 
access lines should not be considered a "small" company in this context. 
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Moreover, the Commission does not believe it would be appropriate at this 
time to promulgate an "expansion" of the Rule suggested by GTE, North State and 
AT&T. 

The Commission therefore believes that Rui'e R9-4(d) should be amended 
essentially as proposed by MEBTEL in Rule R9-4(d)' as MEBTEL has proposed. 

' . . 
' 

IT IS, THEREFORE, ORDERED that Commission Rule R9-4(d) be amended to read 
as follows: 

(d) Cost Study Data. -- Full cost data (2 copies) shall
be submitted for each new or Changed rate by any telephone· 
utilit,Y with more than 12,500 access lines. If full cost
data is not available, explanation should be given including 
the available data, the reason full�data is not available 
and on what information the proposed rates are based. 

Any telephone utility with 12,500.or fewer access lines in 
service shall submit cost data .or file a rate already on 
file by some other. company in North Carolina. Should 
the latter c�oice be made, explanation shall be included 
as to the name of the company from whom the rates were 
copied and the tariff section, sheet and,item number of the
other company's tariff. � · 

Supporting data and/or exp1anations·of how dollar amounts" 
appearing on cost studies were obtained shall be included. 

ISSUED BY ORDER OF THE COMMISSION., 
This the 21st day of April 1,994. 

(SEAL) 
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DOCKET NO. W-100, SUB 5 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
G.S. 62.-110.3 - An Act to Require a 
Water or Sewer Utility Company to 
Post a Bond--Rulemaking Proceeding 

l 
). 

l 

ORDER PROMULGATING RULE CHANGES AND 
FORMS FOR WATER OR SEWER BONDS 
SECURED BY NONPERPETUAL IRREVOCABLE 
LETTERS OF CREDIT OR NONPERPETUAL 
COMMERCIAL SURETY BONDS 

BY THE COMMISSION: By Orders recently entered in Docket Nos. W-1044, 
W-1046, and W-503, Sub S hthe Commission has approved the use of irrevocable
letters of credit and commercial surety bonds of nonperpetual duration as
security for water and/or sewer bonds filed by public utilities pursuant to G.S.
62-110.3 and Commission Rules R7-37 and Rl0-24 subject,to certain guidelines,
terms and conditions which the Commission has adopted and -specified through
Orders. That being the case and in· order to.• conform our r.ules, the Commission
hereby promulgates and adopts the amendnients to Commission Rules R7-37 and Rl0-24
set forth below and the Bond Forms attached to this Order as Appendices A and B
for use by water and/or sewer public utilities in North Carolina.

IT IS, THEREFORE, ORDERED,as follows:

I. That Rules R7-37 and Rl0-24 be, and the same are hereby, amended
effective the date of this Order by renumbering ·sections (e) (4)· in both rules as 
(e)(5) and inserting a new section (e)(4) in both rules as follows:· 

(e)(4) Irrevocable letters of credit issued by financial institutions 
acceptable to the Commission. If the irrevocable letter of credit is 
nonperpetual in duration, the bond and letter of credit must specify 
that (a) if, fortany reason, the irrevocable letter of credit is not 
to be renewed upon its expiration, the financial institution shall, at 
least 60 days prior to the expiration date of the irrevocable letter 
of credit, provide written notification by means of certified mail, 
return receipt requested, to the Chief Clerk of the North Carolina 
Utilities Commission, Post Office Box. 29510, Raleigh, North Carolina 
27626-0510, and United Carolina Bank, Trust Group, 3605 Glenwood 
Avenue, Raleigh, North Carolina 27612-4936, that the irrevocable 
letter of credit will not be renewed beyond the then current maturity 
dat� for an additional period, (b) failure to renew the irrevocable 
letter of credit shall, without the neceSsity of the Commission being 
required to hold a hearing or appoint an emergency operator, allow the 
Cammi ssi on to convert the irrevocable letter of credit to cash and 
deposit said cash proCeeds with the administrator of the Commission's 
bonding program, and (c} · the cash proceeds f_rom the converted 
irr:evocable letter of credit shall be used to post a cash bond on 
behalf of the utility pursuant to section (e)(3) of-this rule. 
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2. That Rules R7-37(d) and Rl0-24(d) be, and the same are hereby, amended
effective the date of this Order to read as follows: 

' 

(d) The bond may be secured by the joinder of a commercial bonding
company or other surety acceptable to the Commission. An acceptable
surety is an' individual or corporation with a net worth, not including
the value of the utility, of at least twenty (20) times the amount of
the bond or five hundred thousand dollars ($500,000), whichever is
less. The net worth-of a proposed surety must be demonstrated by the
·annual filing with the Commission of an audited fin�ncial statement.
Where a utility proposes to secure its bond by means of a coinmercial
surety bond of nonperpetual duration issued by a corporate surety, the.
bond and commercial surety bond must specify that (a) if, for any
reason, the surety bond is not to be renewed upon its expiration, the
financial institution shall, at least 60 days prior to the expiration
date of the surety ·bond, provide written notification by means of
certified mail, return receipt requested, to the Chief Clerk of the
North Carolina Utilities Commission, Post Office Box 29510, Raleigh,
North Carolina 27626-0510, and United Carolina Bank, Trust Group, 3605
Glenwood Avenue, Raleigh, North Carolina 27612°4936, that the surety
bond will not be renewed beyond the then current maturity date for an
additional period, (b) failure to renew the surety bond shall, without
the, �ecessity of the Commission being required to hold a hearing or
appoint an emergency operator, allow the Commission to convert the
surety bond to cash and deposit said cash proceeds with ,the
administrator of the Commission's bonding program, and (c) the cash
proceeds from the converted surety bond shall be used to post a cash
bond on behalf of the utility pursuant to section (e)(3) of this rule.

3. That the Bond Form attached hereto as Appendix A shall be utilized by
water and/or sewer public utilities filing a bond pursuant to G.S. 62-110.3 and 
Rules R7-37 and Rl0-24 accompanied and. Secured by a nonperpetual irrevocable 
letter of credit. 

4. That the Bond Form attached hereto as·Appendix B shall be utilized by
water and/or sewer public utilities filing a bond pursuant to G.S. 62-110.3 and 
Rules R7-37 and RI0-24 accompanied and secured by a nonperpetual commercial 
surety bond issued by a corporate surety. 

5. That the Chief Clerk shall mail a copy of this Order to each water and
sewer public utility certificated in North Carolina. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 19th day of July 1994. 

(SEAL) 
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APPENDIX A 

(SAMPLE FORM OF WATER OR SEWER BOND SECURED BY IRREVOCABLE LETTER 
OF CREDIT OF NONPERPETUAL DURATION) 

BOND 

----�-,----,-,,.-,,,.-,--------�of. ___ ---,�-----
(Name of Utility) . (City) 

------,�-,--------'' as Principal, is bound to the -State of North
(State) 

Carolina in the sum.of.,,.--,.,-------,--""""--,-,-,------,----,--
=-,--,-;----,-,-.Dollars ($,_ _____ .) and for which payment to be made, the
Principal ·by this _bond binds and --,,-,-=-,-- successors

(himself)(itself) (his)(its) 
and assigns. 

THE CONDITION OF THIS BOND IS: 

WHEREAS, the Principal Is or Intends to become a public utility subject to the laws 
of the State of North Carolina and the rules and regulatlons of the North Carolina 
Utilities· Commission, relating to the operation of a water and/or sewer utility 

(describe utility) 
______________________________ .and, 

WHEREAS, North Carolina General Statutes § 62-110.3 requires the holder of a 
franchise for water and/or sewer Service to furllish a -bond with sufficient surety, as 
approved by the Commission, conditioned as prescribed in G.S. § 62-110.3, and 
Commission Rules R7-37 and/or R10-24, and 

WHEREAS, the Principal has delivered to the Commission an Irrevocable Letter of 
Credit from 

(Name of Bank) 
with an endorsement as required by the Commission, and, 

WHEREAS, the appointment of an emergency operator, either by the Superior Court 
in accordance with G.S. 62-11 S(b) or by the Commission with the consent of the 
owner, shall operate·to forfeit this bond, and 

WHEREAS, if for any reason, the Irrevocable Letter of Credit is not to be renewed 
upon its expiration, the Bank shall, at least 60 days prior to the expiration date cf the 
Irrevocable Letter of Credit, provide written notification by means of certified mail, 
return receipt requested, to the Chief Clerk of tbe North-Carolina Utilities Commission, 
Post Office Box 29510, Raleigh, North Carolina 27626-0510 and United Carolina 
Bank, Trust Group, 3605 Glenwood Avenue, Raleigh; North Carolina 27612-4936, 
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, that the Irrevocable Lener of Credit will not be renewed beyond the then current 
maturity date for 8n additional period, and 

WHEREAS, failure to renew the Irrevocable Lener of Credit shall, without the 
riecesSity of the Commissiqn beinQ required to hold a hearing or appoint an eme.rgency 
operator,. allow the Commission to· Convert the Irrevocable Letter of Credit to cash
and deposit said- cash proceeds with the administrator of the Commission's bonding 
program, and 

WHEREAS, said �ash proceeds from the converteQ Irrevocable Lener Of Credit shall 
be used to post a cash bond on behalf of the Principal pursuant to North Carolina 
Utilities Commission Rules R7-37(el 'and/or R10-24(e), and_ 

WHEREAS, this bond shall become effective on the date executed by the Principal, 
and shall continue from year to year unless the obligations of the Principal under this 
bond are expressly released by the Commission In writing. 

' . . . ' . . 

NOW THEREFORE, the Principal consents to the conditions of this Bond and agrees 
io be bound by them. 

This_th� _____ day of_� _______ 19 __ • 

(Principal) 

By:, ___________ _ 

·,
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APPENDIX B 

(SAMPLE'FORM OF WATER OR SEWER BOND SECURED BY'COM'r,;,ERCIAL SURETY 
BOND OF NONPERPETUAL DURATION ISSUED BY CORPORATE SURETY) 

• • • • • I 

fillli.Q 

-------��-- of ___ ���---
(Name of Utility) (City) (State)· 

as Principal, and ________ , a corporation· created and existing under 
(Name of Surety) 

the laws of __________ , as Surety (hereinafter called "Surety"), are 
(State) 

bound to the State of North Carolina In the sum of _______ Dollars 
($ ____ ) and for which payment to be made, the Principal and Surety by this 
bond bin� themselves.and the�r suc�essors and assig�s. 

THE CONDITION OF THIS BOND IS: 

WHEREAS, the Principal is or intends to become a public utility subject to the laws 
of the State of North Carolina and the rules and regulations of the North Carolina 
Utilities Commission, relating to the operation of a water and/or sewer utility 

(Describe utility) 
------------------------�- and, 

WHEREAS, North Carolina General Statutes § 62-110.3 requires the holder of a 
franchise for water and/or sewer service to furnish a bond with sufficient surety, as 
approved by the Commission, conditioned as prescribed in § 62-110.3, and 
Commission Rules R7-37 and/or R10-24, and 

WHEREAS, the Principal and Surety have delivered ,to the Commission a Surety Bond 
with an endorsement as required by the Commission, and 

WHEREAS, the appointment of an emergency operator, either by the Superior Court 
in accordance with G.S. § 62-11 S(bl or by the Commission with the consent of the 
owner, shall operate to forfeit this bond, and 

WHEREAS, if for any reason, the Surety Bond is not to be renewed upon its 
expiration, the Surety shall, at least 60 days prior to the expiration date of the Surety 
Bond, provide written notification by means of certified mail, return receipt requested, 
to the Chief Clerk of the North Carolina Utilities Commission, Post Office .Box 29510, 
Raleigh, North Carolina 27626-0510 and United Carolina Bank, Trust Group, 3605 
Glenwood Avenue, Raleigh, North Carolina 27612-4936 that the Surety Bond will not 
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be renewed beyond the then 6urrent maturity date for an additional period, and 

WHEREAS, failure to renew the Surety Bond shall, without the necessity of the 
Commission being required to hold a hearing or appoint an emergency operator, allow 
the Commission to convert the Surety Bond to cash and deposit said cash proceeds 
with the administrator of the Commission's �on�ing program; .and 

WHEREAS, said cash proceeds from the converted Surety Bond shall be used to post 
a cash bond on behalf of the Pdncipal pursuant to North Carolina Utilities Commission 
Rules R7-37(e) and/or R10-24(e), and 

WHEREAS, this bond shall become effective on the date executed by the Principal, 
for an initial -,:-;-----,:-:-:----,-- year term, and shall be automatically renewed for

(No. of Years) 
year terms, unless the obligations of the .principal additional -=--:--:-:---.,

(No. of Years) 
uhder ihis bond -are expressly released by the Commission in writing. 

NOW, THEREFORE, the Principal and Surety consent to the conditions of this bond 
and agree to be bound by them. ' 

This the ______ day of ___________ ,, 19 __ • 

(Principal) 

BY: __________ _ 

(Corporate Surety) 

BY: __________ _ 
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DOCKET NO. W-100, SUB 5 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSI_ON 

In the Matter of 
G:S. 62-110.3 - An Act to Require a 
Water or Sewer Utility Company to Post 
a Bond and Rule R7-37(a), (f), (g) and 
(h) and Rl0-24(a), (f), (g) and (h)
-- Rules Giving Applicants a Reasonable
Period of Time after the Initial Grant
of a Franchise to a Water or Sewer
Utility Company, Not to Exceed 60 Days,
Within Which to Satisfy the Bond
Re qui rernents 

·oRDER INSTITUTING
RULE CHANGE

BY THE COMMISSION: On September 2, 1987, the North Carolina Utilities 
Commission ·(NCUC) promulgated Rules R7-37 and Rl0-24. Each of these Rules 
contained identical subparagraphs (a) and (f). Subparagraph (a) of Rule R7-37 
and Rule 10-24 states: 

(a) Except as provided in paragraph (f) and (g), before a temporary
operating authority or a certificate of convenience and necessity
is granted to a water or sewer utility company, the company must
furnish a bond to the Commission is required by G. S. 62-110.3.
The company sha 11 ensure that the bond is renewed as necessary to
maintain it in continuous force in conformity to the Rules
herein.

The Commission finds good cause to enter this Order amending the above
referenced portion of Rules R7-37(a) and Rl0-24(a) which make reference to 
subparagraph (f) and by doing so bring these Rules into compliance with G. S. 62-
110.3. 

A conflict existed between G. S. 62-110.3 and Rules R7-37(f) and RI0-24(f) 
which necessitated this change. G. S. 62-110.3 requires that an applicant for 
a water or sewer utility company seeking a franchise furnish a bond secured with 
sufficient surety at the time the franchise is granted. The above-referenced 
Commission Rules, however, gave the applicant a reasonable time within which to 
furnish a bond with the period not to exceed 60 days. The Commission Rules are 
more expansive than the statute and therefore not in compliance therewith. Since 
subparagraph (a) of Commission Rules R7-37 and Rl0-24 parallels subparagraph (f) 
and (g) of these Rules, it is necessary to amend subparagraph (a). 

Amended Rules R7-37(a) and Rl0-24(a) are attached as Appendix A. 

The Commission finds good cause to enter this Order rescinding subparagraph 
(f) of Commission Rules R7-37 and RI0-24 effective immediately. Subparagraph (g)
will now become subparagraph (f) and subparagraph (h) will now become

_subparagraph (g).

The changes in Rules R7-37(f), (g) and (h) and RI0-24(f), (g) and (h) are 
attached as Appendix B. 
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The Commission believes the changes •in these Rules will enable the Rules to 
comport with the requirements of G. S. 62-110.3. 

IT IS, THEREFORE, ORDERED as follows: 

I. That the amendments to Rules R7-37 and RI0-24 herein .attached as
Appendices A and B should be, and hereby-are, effective for all applications for 
water and sewer franchis�s filed on and after the date of this Order. 

2. That the attached Rules along with their amendments by this Order shall
be made a part of the Rules and Regulations of the North Carolina Utilities 
Commission. 

3. That the Chief Clerk shall mail a copy of this Order to each water and
sewer public utility certificated in North Carolina. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 31st day of August 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

APPENDIX A 

DOCKET NO. W-100, SUB 5 

Rule R7-37(a) and Rule Rl0-24(a) 

Except as provided in paragraph (g), before a temporary 
operating authority or certificate of convenience and 
necessity is granted tQ a water or sewer utility company, 
the company must furnish a bond to the Commission as 
required by G. S. 62-110.3. The company shall"ensure that 
the . bond is renewed as necessary to maintain it in 
continuous force and conformity to the rules herein. 

•. 

DOCKET NO. W-100, SUB 5 

Rules R7-37(f), (g) and (h) and Rl0-24{f), (g) and (h) 

(f) Rescinded.

APPENDIX B 

,(gt(f) If a utility. subject to the Commission's jurisdiction is 
operating without a franchise and either 

(1) 1t applies for a fran,chise, or

(2) the Cormnission asserts a jurisdiction over it, the utility
shall satisfy the bonding requirement. If the Commission
finds that such a utility cannot meet that requirement, it
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I 

may grant the utility temporary operating authority for a 
reasonable period of time until it can transfer the sy�tem 
or post the band. If after the expiration of the time 
period the company has neither posted the bond nor 
transferred the system, the Commission may seek fines and 
penalties under G.S. 62-310. 

fltt(g) The company shall attach a separate notarized statement to 
its annual report which is due on or before April 30th of each year stating 
the amount of the bond, whether the bond is still in effect, and the date
of next renewal. 

DOCKET NO. W-100, SUB 5

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
G.S. 62-110.3 - An Act to Require a ) 
Water or Sewer Utility Company to Post l
a Bond and Rule R7-37(a), (f), (g) and 
(h) and RI0-24(a), (f), (g) and (h)
-- Rules Giving Applicants a Reasonable

)
) 

Period of Time after the Initial Grant 
of a Franchise to a Water or Sewer ) 
Utility Company, Not to Exceed 60 Days, l 
Within Which to Satisfy the Bond
Requirements } 

ERRATA ORDER 

BY THE COMMISSION: On August 31, 1994, the Commission issued an Order in 
the above-captioned matter. 

The Commission has learned that the word "and" as it appears in the last 
sentence of Rule R7-37(a) and Rule RI0-24(a) in attached Appendix A should read 
"in". Also, •a• as it appears in Rules R7-37(f)(2) and RI0-24(f)(2) should be 
omitted. The Commission issues this Order correcting that error. 

IT IS, THEREFORE, ORDERED that Appendix A and Appendix B, attached hereto, 
replaces Appendix A and Appendix B, attached to the Order issued on August 31, 
1994. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 8th day of September 1994. 

(SEAL) 
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APPENDIX A 
DOCKET NO. W-100, SUB 5 

Rule R7-37(a) and Rule RI0-24(a) 

Except as provided in paragraph (g), before a temporary 
operating author.ity or certificate of convenience and 
necessity is granted to a water or sewer utility company, 
the· company must furnish. a bond to the Commission as 
required by G. S. 62-110.3. The company shall ensure that 
the bond is renewed as necessary to maintain it in
continuous force in conformity to the rules herein. 

APPENDIX B 

DOCKET NO. W-100,- SUB 5 

Rules R7-37(f), (g) and (h) and RI0-24(f), (g) and, (h) 

(f) Rescinded.

-tff(f) If a utility subject to the C�mmission;s jurisdiction "is
operating without a franchise and either 

(I) it applies for a fran�hise, or

(2) the Commission asserts jurisdiction over it, the utility
shall satisfy the bonding requirement. If the Commission
finds that such a utility cannot meet that requirement, it
may grant the utility temporary operating authority for a
reasonable period of time until it can transfer the system
or post the bond. If after the expiration of the time
period the company has neither posted the _bond nor
transferred the system, the Commission may seek fines and
penalties under G.S, 62-310.

-(!tt(g) The company shail attach a separate notarized statement to 
its annual report which is due on or before April 30th of each year stating 
the amount of the bond, whether the bond is still in effect, and the date 
of· next renewal. 

DOCKET NO. W-100,,SUB 12 

BEFORE THE NORTH CAROLINA UTILITIES.COMMISSION 

In the Matter of 
Petition by the Public Staff for a , , 
Modification to the Rules and Regulations 
Governing the Filing and Conduct of 
General Rate Cases for Large Water and 
Sewer Companies 
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BY THE COMMISSION: On May 14, 1991, in this docket, a Hearing Examiner 
issued a "Recommended Order Adopting Revisions. to North Carolina Utilities 
Commission Rules and Regulations" wherein, the NCUC Form W-1 Rate Case 
Information Report was adopted and it was required that all water and sewer 
companies with annua 1 revenues equal to or greater than $750, ODO, file a 
completed NCUC Form W-1 with all rate case applications. That Recommended Order 
was silent as to the number of copies of the NCUC Form W-1 that should be filed 
with the Chief Clerk at the time of filing rate case applications. The 
Commission is of the opinion that it is appropriate to establish.guidelines in 
this regard. 

For the water and sewer utilities subject to the NCUC Form W-1 filing 
requirements, 25 �ets of infonnation should be filed with the Chief Clerk's 
office at the tim.e of a general rate case filing. The contents of each set 
provided should be as follows: 

Sets 1-6: 

Sets 7-10: 

Sets 11-25: 

Application, Exhibits-and all NCUC Form W-1 Data Items 

Application, Exhibits and all NCUC Form W-1 Data Items 
excluding Item No. 13 

.Application and Exhibits only 

Further, the Commission is of the opinion that its present Rule Rl-S(g) 
Exception 2 relating to the number of copies to be filed by water and sewer 
utilities should be amended to read as follows: 

Rule RI-Sig) Exception 2. 

For filings by Class A and B water and sewer utilities for rate increases 
or transfers, an original plus twenty four (24J copies shall be provided to 
the Commission. For all other filings by Class A and B water and sewer 
utilities, an original plus five (SJ copies shall be provided to the 
Commission. 

For filings by Cl ass C water - and sewer ut i 1 ities for rate increases or 
transfers, an original plus six (6J copies' shall be provided to the 
Commission. For all other filings by Class C water and sewer utilitie�, an 
original plu� five (SJ copies shall be provided to the Commission. 

Additionally, the Commission is of the opinion that its present Rule Rl-
17(bJ(l2J is also in need of revision. Presently, Rule Rl-17(bJ(l2J is worded 
such that only water and sewer companies with annual revenues equal to or greater 
than $2 million are required to file the NCUC Form W-1 Rate Case Information 
Report. Rule Rl-17(b)(l2J was last revised by Commission Order issued on 
September 4, 1991, in this docket, in order to reflect, in part, the Commission's 
decision to phase-in the Commission requirement that the NCUC Form W-1 be 
included with general rate case applications by water and s'ewer utilities having 
annual revenues equal to or greater than $750,000. For the phase-in of the NCUC 
Form W-1 data filing requirement, the Commission adopted the following schedule: 
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� Water and Sewer 
Companies with Annual 

Revenues 

!. Equal to or greater than 
$2,000,000 

2. Eq.ual, to or greater,than
$1,500,000 but less than
$2,000,000

3. Equal to or greater than
$750,000 but less than 
$1',500,000

Implementation 
Date ,, 

January I, 1992. 

July I, 1992· 

January 1, 1993 

In order to reflect the completion of that phase-in, it is appropri�te to revise 
the current Rule Rl-17(b).(12) to find that $750,000 or more in annual revenues 
is. now the determining level in having water and sewer utilities fi.le NCUC Form 
W-1.

. In Docket No. W-100, Sub 18, .on June I, 1992, the Commission amended Rules
R7-35 and R!o-·21, such that the Commission adopted the Uniform System of Accounts 
(USOAs) for water and sewer utilities as revised in 1984 .. by the· National 
Association of Regulatory Utility CornmissionerS. · The USOAs, .so adopted, 
classifies the water.and sewer utilities into three classes such that Class A 
water and sewer utilities ar'e those utilities with annual operating revenues of 
$750,000 or more. 

Based upon the foregoing, the Commission finds that it•is appropriate to 
amend Rule Rl-17(b)(l2) to read as follows: 

Rule Rl-17Cbl(l2) 

All general rate case aPplications of Class A and B electric, telephone and 
natural gas -companies, and Class A water and sewer companies shall be 
accompanied by the information specified in the following Commission fOrms
respectively:· · · 

For Class A and B Electric Utilities: 
(a)• NCUC Form E-1, Rate Case Information Report 

Telephol'le Companies 

For Class A and B Telephone Utilities: 
(b) NCUC Form P-1, Rate Case Information Report

Telep�one Companies

For Class A and B Natural Gas Utilities: 
(c) NCUC Form G-1, Rate Case Information Report

Natural G�s Companies

For Class A Water and Sewer Utilities: 
(d) NCUC Form W-1, Rate Case Information Report - ,

Water and Sewer Companies
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The Commission finds that the changes addressed herein are not controversial 
and such changes are appropriate to reflect the needs of the Corrnnission and the 
findings of prior Commission orders. 

IT IS, THEREFORE, ORDERED as follows: 

I. That the number of sets of the rate case application and exhibits and
the NCUC Form W-1, to be filed be, and is hereby, ordered to be'25.• 

2. That the number of copies of the rate case application and exhibits and
each NCUC Form W-1 data response item and the organization of each set of 
information shall be as follows: 

Sets 1-6: 

Sets 7-10: 

Sets 11-25: 

Application, Exhibits and all NCUC Form W-1 Data Items 

Application, Exhibits and all NCUC Form W-1 Data Items 
excluding Item No. 13 

Application and Exhibits only 

3. That Rules Rl-5'and Rl-17 be, and are hereby, amended as follows.

Rule Rl-5. Pleadings, general]y. 

Delete the wording at Rl-5(g) Exception 2 and replace with the following: 

Rule Rl-S(g) Exception 2 

For filings by Class A and B water and sewer utilities for. rate increases 
or transfers, an original plus twenty four (24) copies shall be provided to 
the Commission. For all other filings by Class A and B water and sewer 
utilities, an original plus five (5) copies shall be provided to the 
Commission. 

For filings by Class C water and sewer utilities for rate increases or 
transfers, an original plus six (6) copies shall be provided to the 
Commission. For all other filings by Class C water and sewer utilities, an 
original plus five (5) copies shall be provided to the Commission. 

Rule Rl-17. Filing of jncr.eased rates; application for authority to adjust rates, 

Delete the wording at Rl-17(b)(l2) and replace with the following: 

Rule Rl-17CblC12l 

All general rate case applications of Class A and B electric, telephone and 
natural gas companies, and Cl ass A water and sewer companies sha 11 be 
accompanied by the information specified in the following Commission forms 
respectively: 

For Class A and B Electric Utilities: 
(a) NCUC Form. E-1, Rate Case Information Report -

Telephone'Companies

72 



GENERAb ORDERS - WATER AND SEWER 

For Class A and B Telephone Utilities: 
(b) NCUC Form P-1, Rate Ca�• Information Report -

Telephone Companies

For Class A and B Natural Gas Utilities: 
(c) NCUC Form G-1, Rate Case Information Report' 

Natural Gas Companies 

For Class A Waier and Sewer Utilities: 
(d) NCUC Form W-1, Rate Case Information Report -

Water and Sewer Companies

4. That a copy of this Order shall be served upon each water and sewer
• utility regulated by this Commission, the Public Staff, the Attorney General, and
any other intervenor who is a party·;n this dotket.

ISSUED BY ORDER OF THE COMMISSION. 
This the 22nd day·of February 1994. 

(SEAL) 
· NORTH CAROLINA UTILITIES COMMISSION
Geneva S. Thigpen; Chief.Clerk

DOCKET NO. W-1OO, SUB 12 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

ln·the Matter of 
Petition by the Public Staff for a 
Modification to the Rules and Regulations 
Governing the Filing and Conduct of 
General Rate Cases for Large Water and 
Sewer companies 

. l 
l 

ERRATA ORDER 

BY THE CHAIRMAN: On February 22, 1994, in this docket, the Commission 
issued ·an Order amend-ing certain portions of Commission Rules Rl-5 and Rl-17. 
It has come to the attention of the Commission that the wording approved therein 
for Rule Rl-17(b)(l2) contained an inadvertent error. Specifically, in that 
Rule, the following phrase was included: 

"For Class A and B Electric Utilities: 
(a) NCUC Form E-1, Rate Case'Information Report -

Telephone Companies" •.

The word "Telephone" included in the foregoing p�rase is inappropriate and should 
have been "Electric". 
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Based upon the foregoing, the Commission finds that it is appropriate to 
correct Rule Rl-17(b)(l2) to read as follows: 

Rule Rl-17{bl{l2l 

All general rate ca·se applications of Class A and 8 electric, telephone and 
natural gas companies, and Class A water and sewer companies shall be 
accompanied by the information specified in the following Commission forms 
respectively: 

For Class A and B Electric Utilities: 
(a). NCUC Form E-1, Rate Case Information Report -

Electric Companies 

For Class A and B Telephone Utilities: 
(b) NCUC Form P-1, Rate Case Information Report -

Telephone Companies

For Class A and B Natural Gas Utilities: 
(c) NCUC Form G-1, Rate Case Information Report -

Natural Gas Companies

For Class A Water and Sewer Utilities: 
(d) NCUC Form·W-1, Rate Case Information Report -

Water and Sewer Companies

The Commission finds that the co�rection addressed herein is not 
controversial and such change is appropriate to reflect the needs of the 
Commission and the findings of prior Commission orders. 

IT IS, THEREFORE, SO ORDERED. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 14th day of July 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

DOCKET NO. W-1OO, Sub 21 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Audits and Analyses of the 1992 Annual 
Reports of Mid South Water' Systems, Inc., 
Surry Water Company, Inc., H.C. Huffman 
Water Systems, Inc., Old South Lane Water 
System, Inc., and Lincoln Water Wqrks, Inc. 

ORDER SUSPENDING 
INVESTIGATION, DECLARING 
MORATORIUM, AND REQUESTING 
PUBLIC STAFF ASSISTANCE.IN 
MONITORING FINANCIAL STATUS 

BY THE COMMISSION: On May 24, 1993, the Commission issued an Order 
requesting the assistance· of the Public Staff in an investigation of the 
financial fitness of Mid South Water Systems, Inc. (Mid South or Company) and its 
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affiliated companies. Parenthetica-lJy, it is .noted that the aforesaid 
affiliations arise either as a result oJ a wholly-owned parent-subsidiary 
relationship or as a result of comrrion ownership. Collectively, Mid South and itS 
affiliated companies are hereafter referred :to as the Mid- South ·Group or the 
Companies. 

The subject investigation �as undertaken as a.result of the Commission's 
continuing concern regarding the financial condi,tion and financial viability of 
Mid South which initially arose during the Commission's review of applications 
filed by the .company for franchises to serve· various phases of the Bradfield 
Farms and Britley Subdivisions in Docket No. W-720, Subs 96 and 108. 

. . ' 

. The Cormni ss ion's concern as to the soundness of Mid South's, financial 
condition was further' heightened upon review of .Surry Water :Company, �Inc.' s 
(Surry's) applicatiOn for a'franchise.to se_rve the Bishops, Ridge Subdivision in 
Docket No. W-314, Sub 26. Surry, like Mid South, is whollyoowhed by Carroll and 
Mary Weber. -. 

. Because of th�· �bsence of a showing of financial fitness, .the Commission 
(!) revoked Mid South'.s temporary operating authority in Bradfield, Farms Phases 
III, IV, and V; (2) subsequently, aft_er furthe� hearing ir\ Docket No. 720, Subs 
96 and 108, revoked Mid South's franchise to serve Phase lI of the Bradfield 
Farms Subdivision; and (3) .denied Surry's,application for a_ franc�ise to serve 
the .Bishops Ridge Subdivision. 

Carroll and Mary .Weber subs.equenily formed another wholly-Owned corporation 
called Forsyth Water Company, Inc., which filed an application, in Docket 
No. W-1027, for a franchise to serve th� Bi shops. Ridge Subdi vision. That 
application_ was denied due to the applicants fajlure to make a ,showing of 
financial fitness. 

The Commission's rationale in support of its findingS and conclusions 
concerning the matters highlighted hereinabove are set forth in Orders issued in 
the aforesaid dockets. Such ration·a1e need not be repeated here. The Comrnissjon 
doe�, however, hereby .take judicial notice of the entire records of those 
proceedings. i • , • 

Due to the magnit�de of its concern.regarding the financial fitness of the 
utilities owned by the Webers, the Commission requested that the Public Staff 
investigate and_ evaluate the current fi nal'!_cia l condition of the Companies. As 
a minimum the Public ·staff was requested to address the following: 

(!) whether the Companies' 1992 annual reports fairly present the 
financial pofitions and the results of operations pf �he Companies, 

(2) whether the Companies were complying with Commission rules; practices,
and procedures concerning gross-up .of contribut,ions in aid of
constructi_on (CIAC),

(3) whether the Companies have potential CIAC income tax liabilities and
if so the. magnitude of such lia�ilities, 

(4) whether the Companies were financially fit, and
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whether the Companies' pledging of assets without first having 
obtained Cammi ss ion approval jeopardized the future provfsi on of 
public utility services and whetner the Companies and/or the Webers, 
the Companies' exclusive shareholders, should be fined for having so 
pledged public utility assets. 

The Public Staff was also requested to investigate and make an assessment of the 
personal financial fitness of the Webers. 

In a pleading filed on August 24, 1993, the Public Staff inquired as to 
whether an evaluation of the Companies on a consolidated basis·, including 
nonutility business segments and unregulated companies, would be acceptable to 
the Cammi ssi on. The Pub 1 ic Staff indicated that the necessity to use the 
consolidated financial statements of the Mid South Group as the basis for its 
report arose from the Public Staff's inability to determine the adequacy and 
reasonableness of the allocations of joint cost among the various companies and 
between the regulated companies' regulated and unregulated business activities. 
By Order issued on September 15, 1993, the Commission, among other things, ruled 
that it would accept an assessment of the Mid South Group on a consolidated basis 
rather than on an individual company basis for the sole purpose of assessing the 
overall financial fitness of the Companies. 

On March 3, 1994, the Public Staff filed .its report. Essentially, it 
appears that the report is based on the Public Staff'S examination of the 1992 
annual reports of the utilities in the Mid South Group, examination of the 
unaudited'conSolidated financial statements of Mid South for the calendar years 
1991 and 1992, audit of Mid South's books and records, and examination· of certain 
workpapers of the independent accountants who compiled the 1991, 1992, and 1993 
consolidated financial statements. Additionally, the Public Staff stated in its 
report that it had "also made a cursory review of the unaudited consolidated 
financial statements for the calendar year 1993." In summary, the Public Staff 
concluded: 

(2) 

(3) 

(4) 

that there were several problems· with the annual reports of the 
Companies and with certain accounting techniques which were being 
employed. However, after noting·certain exceptions, the Public Staff 
concluded that the 1992 consolidated financial statements of the Mid 
South Group, except for the except i ans noted, were .reasonable 
representations of the financial position of the companies at 
December 31, 1992, and the results of operations for the year then 
ended, 

that the Companies are not in compliance with the Commission's rules 
and practices with respect to gross-up of CIAC, 

that the Companies have a potential CIAC income tax liability 
unrelated to the Bradfield Farms or Silverton systems. While the 
Public Staff quantified that liability, it noted that the Companies 
incurred the liability under contracts with developers which at the 
time were not subject to the Commission's mandatory gross-up 
requirement, 

that the Compani9s no longer exhibit symptoms of financial distress, 
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that, based.on the Companies' 1993 consolidated-financial statements, 
the Companjes are financially fit, and 

that the pledging of assets without first having .obtained·Commission 
approval has not jeopardized the future provision of public uti,lity 
services and that no fines should be levied as a result of the assets 
having been so pledged. 

' ,  . �-In a pleading filed on April 6, 1994, the Public Staff requested that ,it be 
relieved of any further obligation regarding investigation of the personal 
financial fitness of the· Webers. Due to its· general finding of financial fitness 
with, respect to· -the Mid South Group, as_ set for.th in its re.par(, the Public 
Staff does not believe that an investigation of the Webers' personaL·financial 
fitness is in the.public inter.est. 

On March 15, 1994,;Mid South filed its response .to the 'Public Staff's audit 
report. Mid, South, ,in view of what. it characterized �s the, �very .favorable 
conclusions" reached by the Public Staff,-requested that the Commission: 

(I) approve the conclusion of fina·n�·ial fi-tness reached b,Y the Public 
Staff, 

(2) terminate -th� instant investigat_i'on including any further personal
fin�ncial investigation of ,the \,{ebers .fndividually·, ·and

(3) approve franchises or �t least. grant ,temporary operating authority
with respect, to four applications currently pending before the
Commission in Docket No. W-720,. Sub 117; ,Docket No. W-1027; □oc_ket-No.
W-720, Sub 100; and Docket.No. �r27B, Sub 2.

Conclus:ion-

In summary, the.Public Staff has concluded in its report to.the Commission 
that ,on a consolidated basis Mid South and, its. affiliates are financially fit. 
The Public Staff stated that it had

° 

reached •that conclusion based on the 
Companies' 1993 consolidated financial statements and notwithstanding the.fac� 
that the Webers personally have a substantial loan outstanding which is 
associat�d with the pur.chase of Surr.Y. 

'rhe cOmmission .finds it ·si9rlificallt arid ther.efore·noteS 'that the Public 
Staff's.pos.itiorl that_.the Co�panies are· financially fit iS-stated_ unequivqcally 
and-unambiguously. Further, the Commission wishes to acknoWledge that in ruling 
·on this matter it has pl aced great Weight Qn the .Public St�ff' s :$trong COl}Vict ion
and. assertion in that regard. Indeed, it is the Public .Staff's assurance of
financial fitness that ·has led .the CommissiO-n to its decision to suspend its
i'nvest;gatio!'l Of- th� financial fitness. of the· Companies aS.set forth herein.
However, the Commissi_on has not reached that decision without r:eservation.· 

/ �
.,,

. . Based.on representations made by the-Public Staff in.its r�port, one.might
conclude that on a consolidated basis the Companies are financially fit. At the
very least, it ,would appear that the Mid South Group's. financial status has
dramatically. improved ,in 1�93_ �s compared. -.to .ear.lier years, if one'.accepts the
premise on which \he _Public Staff bas�s its _conclusion. However, it is difficult
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for the ·Commission to conclude without reservation that the Companies are 
financially fit; particularly in view of (1) the uncertainty that has surrounded 
the financial condition of Mid South and certain -of its affiliates in- recent 
years, including• questions relating to ·the credibleness, of the Companies' 
financi'al statements which to some degree·continues to be an ongoing concern; (2) 
the potential CIAC income tax liability with which the Companies are now 
confronted; and {3) the fact that the Public Staff's conclusion of f.i nanci al 
fitness turns on the credibleness of unaudited financial statements of which it 
has made only a "cursOry rev-iew". 

Nevertheless, in spite of considerable reservation and based µpan the Public 
Staff's con cl usi on that the Companies are financially .fit, the _Cammi Ss ion finds 
and-·concludes that it should (1) suspend its 'investigation into -the financial 
fitness of Mid South and the Webers; {2) provisionally find the Companies to be 
financially fit pending further review and further Order of the Commission; and 
(3) allow this docket to remain open and request that the Public Staff monitor
thelfinancial condition of·the Mid South Companies on an ongoing basis and report
its findings to the Commission in that regard as circumstances may require but
in no event no less often than annua 1ly.

Further, with regard to appl i cat i ans now pending before the Cammi ssi on 
whereby Mid South or an.affiliate is seeking a new franchise{s) or the transfer 
of an existing franchise(S), the Commission finds and concludes that such matters 
should be allowed to go· forward as expeditiously as possible. So as to 
facilitate that process, the Commission finds and concludes that the Public Staff 
should be requested to place all such matters, without regard to their current 
status, on the agenda for the Commission's regularly scheduled Monday morning 
conference as soon a's reasonably possible but in no event later than May 16, 
1994. In presenting the foregoing matters as well as all future matters 
concerning the Companies to the Commission, the Commission finds and concludes 
that the Public Staff should be requested to specifically address how any such 
matter presented, with financial implications, may _affect the financial viability 
of-the Applicant and the Mid South consolidated companies, and the Public Staff 
should be requested to specifically state its recommendation- as to how the 
Commission should proceed with respect to the disposition of each matter 
presented. ' 1 

Finally, because of deficiencies that Continue to exist with respect to the 
Co111pani es accounting and .fi nanci a 1- reporting practices as identified by the 
Public Staff in its report, the Companies' Potential CIAC 'income tax liability, 
and in view of the finailcia:l uncert'ainty that has surrounded the Companies in the 
recent ·Past, including concern relating to the credibleness of their financial 
statements, the Cammi ssion finds and .cone) udes that a moratorium shouljj be pl aced 
on the granting of additional franchises to Mid .South or to a Mid South affiliate 
pending further Order of the Cgmmission. "•HoWever, in order io give appropriate 
notice of the institution of the aforesaid moratorium to affected parties thereby 
allowing for its effect to be.incorporated into the planning process, pending 
applications for franchises filed with the Commission on Or before. the issuance 
date of the Commission's instant decision will' be excluded from said moratorium. 

In setting fo·rth its rationale in support of the findings and 'conclusion 
reached herein, the Commission has been less specific than it might otherwise 
have been dtie to the fact that the Public Staff's report, the Companies' response 
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to that report, and certain other information and data considered germane by the
Commi_ssion in reaching its decision in these matters were filed or otherwise 
provided under proprietary cover-or under terms of a confidentially agreement(s). 
While the. Commission _firmly believes that ,the discussion of the ,,facts and 
circumstances underpinning its instant decision as presented' tierei n more. than 
adequately justifies and supports the action it has ·taken, the Commission hereby 
advises the parties that should they agree to;release the Commission from the 
aforesaid con di ti ans of, confidentiality and should they so request· the° Collillli ssion 
wi 11 address the details. underlying its decision as reflected ·herein with greater 
sp9cificity. 

-IT IS, THEREFORE; ORDERED as fol.lows: .
. , 

1. That the Commission's investigation into the .financial "fitness of Mid
South Water Systems, Inc. and its affiliated companies sha11 be, and h_ereby is, 
suspended, including any further. investigat.ion. into .the pers·ona1 financial 
fitness qf Mr. and Mrs. ·�eber; provided, however, that this docket shall remain 
open p�nding further action by the C6mmission. 

2. That the Public Staff shall be, and hereby is, requested to monitor the
financial condition(s) ·of the Companies on an ong'oing basis and to report its 
findings to the Commission as circumstances may require but in no event no less 
often than a·nnuiilly. ·in conjunction· with its oversiQht in that regard, the 
Public Staff is requested to. audit the Companies' 1993 annual reports, filed 
pursuant to Commission Rule, and to report its findings to the Commission in its 
1994_ report on the Compa,nies overall financial ,cond_ition(s) as heretofore 
requested. The Public Staff is requested to file its annual report concerning 
the Companies•· overall financial condition(s) on or before September 30 of each 
year. 

3. That ·applications now before the Cammi s�ion whereby Mid South or.· an
affiliate is seeking a new franchise(s) or the transfer of. an existing 
franchise(s), specifically Docket No. W-720, Sub 117, Docket No. W-1027, Docket 
No. W-720, Sub 100, and Docket·No. W-278, Sub· 2, shall move forward. toward 
resolution.as expeditiously as possible. 

4. That the Public Staff shall be, and hereby is, requested to.place the
matters set forth in Ordering Paragraph_ Ni;>. 3 above, without regard to their 
current status, on the agenda for the Cammi ssi on' s regularly s_chedul ed Monday 
morning conference .as· soi;,n as reasonably possible but in no .event l;1ter than 
May 16, 1994. 

5. That with respect to a 11 matters coming before the Cammi ssi on
concer:ning Mid _South or an-·affil iate, including. those matter_s here under review, 
the Public Staff shall be, and ·hereby is, requested to specifically address how 
any-matter with financial implications may affe�t the financial viability of the 
Applicant and the Mid South Group. Further, the Public Staff is.requested to 
specifically state its recommendation as to how the Commission should proceed 
with respect to the disposition of each matter presented. 
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6. That a moratorium shall be, and hereby is, placed on the granting of
additional franchises to Mid South or to a Mid South affiliate pending further 
Order of the Commission. Applications for franChises filed with the Commission 
on or before the issuance date of the Commission'S instan·t decision sha·ll be, and 
hereby ar�, excluded from said moratorium. 

7.' That the Commission will co_nsider lifting the aforesaid moratorium (a) 
upon a showing by Mid South and its affiliated companies that their books, 
records, and financial reports have been brought into compliance with generally 
accepted accounting principles and the rules and regulations of this Commission 
and that those records and reports will be maintained in conformity with said 
requirements on a continuing basis and (b) upon a showing··by Mid South ahd its 
affiliated companies that their financial-viability can reasonably be expected 
to consistently .continue indefinitely. 

8. That Mid South and its affiliated companies shall hereafter comply in 
full with the provisions- of .G.S. 62-160 regarding permission,to pledge assets and 
that future violations of said statute may result in fines and/or other 
penalties. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 4th day of May 1994. 

(SEAL) 
NORTH. CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

Commissioner Charles H. Hughes dissenting in part and concurr1ng in part 

COMMISSIONER CHARLES H. HUGHES, DISSENTING IN PART AND CONCURRING IN PART. I 
respectfully dissent from the Decision of the Majority (1) to the extent that the 
Decision suspends the Cammi ss ion's i nvestfgat ion of the fi nanci a:1 fitness of Mid 
South and its affiliates, including any further investigation into the personal 
financial fitness of the Webers, (2) to the extent that the Majority's Decision 
provisionally finds the Companies to be financially fit, and (3) to the extent 
that the Majority's Decision allows matters in certain other dockets, which 
essentially have been held in abeyance pending resolution of matters here under 
rev-iew, to go forward. I would have proceeded with the investigation of the 
personal financial fitness of the Webers; 1' would not have found the Companies 
to be financially fit, provisionally or otherwise; and- I would have continued to 
hold the a foremen ti oned matters in abeyance pending final resolution of a 11 
concerns pertaining to the financial fitness of the Companies and the Webers. 

This Commission, as indicated in the Majority's Decision, has for several 
years had great concern regarding the financial fitness of the public uti,lities 
comprising the Mid South Group. That concern has been ·unambiguously and 
unequivocally articulated in numerous Cammi ss.i on Orders. Indeed, the Majority, 
-in fact, in its subject Decision has continued to express significant misgivings

.concerning th� Companies' financial fitness, and justifiably so.

For example, the Majority states in its Decision that it will consider 
lifting the moratorium it has placed on the granting of additional franchises to 
Mid South or to a Mid South affiliate " ... (a) upon a showing by Mid South and its 
affiliated companies that their books, records, and financial reports have been 

80 



GENERAL ORDERS - WATER AND.SEWER 

brought into compliance with generally accepted accounting principles and the 
rul�s and regulations of this Commission and that those records and reports will 
be maintained in conformity with said re(1uirements on a continuing basis and (b) 
upon a showing by Mid South and its affiliated companies that their financial 
viability can reasonably be expected to consistently.continue indefinitely.". 

- ' 
. . . 

Thus, in.essence, ,the Majority acknowledges that the Coinpanies are not in 
compliance with the General Statutes and Commission Rules. However,. the Majority 
has indicated that it wU1_ overlook the Companies' infractions in those regards 
with respect to applications for franchises now pending before the Co11111ission, 
since· such applications have been spe�ifically excluded from, the Majority's 

. moratorium. As previously stated, I would not have done so. 
' - ." ,! 

G.S. 62-35 gives the Conrnission specific discretionary .. authority to 
establish a system of accounts for utilities to follow and G.S. 62-36 confers 
upon the Commission·the•authority to establish annual reporting requirements for 
regulated public utilities. Commission Rule.R7-35 and Commission Rule RI0-21, 
respectively, prescribe specific systems of accounts for water and sewer 
utilities to follow. Commission Rulo R7-3(b) and Commission '.Rule RI0-3(b), 
respectively, prescribe certain annual repO'rting requirements for water and sewer 
companies. Clearly, the Companies continue to remain• in violation of those 
St�tutes and Rules: · ·. 

Furthermore, I cannot overlook other findings of the Miljor.ity such as its 
findings that the Companies are still not in compliance,with· the Connnission's 
rUles and practices·with respect to·gross-up of CIAC and that the Companies have 
a potential CIAC income tax liability. Further"; I believe that the Majority's 
forgiveness of the Companies' having pledged,assets without firSt having obtained 
Commission approval, with no fine for·having done so, sets a terrible precedent. 

Finally, I am concerned_ that the Majority iS plaCing great ·wei9ht on the 
fact that the Public Staff's financial fitness recommendation is• stated 
unequivocally and unambiguously; particularly in view of the fact that the Public 
Staff's conclusion of financial fitness turns on the credibleness .of unaudited 
financial statements of which it has made only a "cursory review" and which have 
not been prepared in accordance with generally accepted account-i ng pri nci pl es and 
the rules and regulations of this Commission. 

As long as the foregoing· conditions continue to exist, I would grant no 
further franchises to ·Mi�.South or to a Mid South affil_iate. In my view, the 
modest improvement in the,Companies' financial posture(s) as attested to by.the 
Public Staff•in its report in no way warrants,or justifies the action taken by 
the Majority. · 

I concur in and fully support the other findings and conclusions rea·ched by 
the Commission. 

Conmissioner �harles H� Hughes 
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DOCKET NO. W-100, ·SUB 24 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Rulemaking to Revise Certain 
Rules and Regulations 
Related to Water and Sewer 
Utilities 

) 

! 
) 
' 

ORDER AMENDING RULES 
Rl-15(1), R7-7, R7-10; 
R7-12, R7-13, RI0-7, 
AN□ RI0°JO 

BY THE COMMISSION: The·Commission is of the opinion that certain of its 
rules and regulations related to the water and sewer industry should be revised , 
and updated. The changes are not controversial and, in the most part, are to 
reflect changes that have previously occurred in the industry.-

IT IS, THEREFORE, ORDERED that the following rules and regulations 'of the 
Commission are amended as shown below effective the date of this Order. 

Rule Rl-15. InveStiqation and suspension proceedings. 

(l} Any public utility filing or applying for an increase ·;n rates for 
electric, telephone, natural gas, water, or sewer service sha 11 notify 
its customers proposed' to be affected by such increase of such filing 
within -30 days of such filing, which notice shall state that the 
Commission shall set and shall conduct a tria·l or hearing with respect 
to such fil'ing or application within six months of said filing date. 
All other public utilities shall give such notice in such manner as 
shall be prescribed by the Commission. 

Rule R7-7. Adequacy of Facilities. 

All water production, treatment, storage,. and distribution facilities shall 
comp lY with the rules of the North Caro 1 ina Department of Environment, Hea 1th and 
Natural Resources and the rules of other state and local governmental agencies 
governing public water systems. 

Rule R7-10. Cross Connections. 

No physical connect i ans ,between the di stri buti on system of a public potable water 
supply and that of any other water supply shall be permitted unless such other 
water supply is of safe, sanitary quality and· has been approved by _the North 
Carolina Department of ·Environment, Health and Natural Resources. and other s·tate 
or local governmental agencies with rules pertaining to cross connection. 

Rule R7-12.- Quality of water. 

(a) Every water utility shall comply with the rules of the North Carolina
Department of Environment, Health and Natural Resources and the- rules of other 
state and local governrnenta-1 agencies governing purity of water, testing of 
water, operation of filter plant, and such other lawful rules as those agencies 
prescribe. 
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(b) All water being supplied by water utilities subject to the jurisdiction
of the North Carolina Utilities Commission is required, as a minimum, to meet the 
standards of water quality as set forth in the United States Safe Drinking Water 
Act enacted in 1974 and as amended in 1986; provided, that upon application in
writing to the Commission and approval .of the Commission' -in writing, a water 
uti 1 ity may have a sp�ci fi ed deviation or tal erance from the mineral content 
requirements of said United States Safe Drinking Water Act,enacted in 1974 and 
as amended in 1986, based upon regional water characteristics or conditions and 
upon the economic feasibility of pro-vi ding treatment to the water or of locating 
alternate sources of·water. 

'Rule R7�I3. Pressure requirements. 

Each water utility sha 11 maintain an adequate pressure for its di stri but ion 
system as required by the North Carolina· Department of Environment, Health and 
Natural ·Resources and any other state or local governmental agencies with rules 
pertaining to pressure requirements. 

Rule Rl.0-7. Adequacy of facilities. 

All public sewer ,utilities shall comply,with the-rules of the North Carolina 
Department of Environment, Health and Natural Resources and the rules of other 
state .and local governmen�al agencies in the desiQri, construction, operation, and 
maintenance of its -'sewer. ,facilities arid in the collection, .treatment and 
discharge of the sewage being treated. 

Rule RIO-IO. /Rescind) 

ISSUED BY ORDER OF THE COMMISSION. 
This the 22nd day of February 1994. 

(SEAL) 
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DOCKET NO. E-7,,SUB 474'. 
·DOCKET NO. EC-JO, SUB 37
,DOCKET NO. E-13; SUB 151

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

• ·In the Matter of
Mrs .. Delora,Dennis, Route 2, -Box 478, 
Brevard, North Carolina, 28712 and 
Other Customers of Haywood Electric 
Membership Corporation, 

Complainants 

v. 

Duke.Power Company and ·Haywood Electric 
Membership Corporation, 

Res pan.dents 

and 
', 

Thomas W. McGohey and'Other Customers 
Of Haywood Electric Membership. 
Corpor:ation,::sos Cannes.tee Trail, 
Brevard, North Carolina 28712, 

v. 

Duke Power'Company arid Haywood Electric 
Membership Corporation, 

· . Respondents

and 

Carmeletta Moses, Route ·s0, Box 326; 
Tuckasegee, North Carolina 28783, 

Complainant 

v. 

Duke Power-Company and Haywood Electric 
Membership Corporation, 

Respondents 

) ORDER: -PROVIDING FURTHER 
TIME TO RESOLVE CUSTOMER.· 
COMPLAINTS· AND REQUIRING 
ADDITIONAL �ROGRESS REPORTS 

HEARD IN: Brevard College Auditorium, Brevard, North Carolina on October 28 
and. 29, 1993 

BEFORE:. Commissioner William W. Redman·, Jr., Presiding, and· Commissioners 
Charles H. Hughes, and Laurence A. Cobb 
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ELECTRICITY - COMPLAINTS 

APPEARANCES: 

FOR HAYWOOD· ELECTRIC MEMBERSHIP CORPORATION: 
,, 

Jerry W. ·Amos, Attorney at �aw, Brooks,,. Pierce, Mclendon, 
Humphrey & Leonard, L.L.P.:, Post Office. Box 26000,' Greensboro,,
North.Carolina 27420 

FOR N.C. ELECTRIC MEMBERSHIP CORPORATION:· 

Thomas K-., Austin,. Associate General Counsel; North Carolina 
Electric Membership Corporation, Post Office Box 27306, Raleigh, 
North Carolina 27611 

FOR DUKE POWER COMPANY: 
,< 

William Larry Porter, Deputy General Counsel, Duke·Power.Company, 
422 South Church Street, Charlotte, North Carolina 28242-0001 

FOR NANTAHALA POWER & LIGHT COMPANY: 

Edward S. Finley, Jr., Attorney at Law, Hunton·& Williams, Post 
Office Box 109, Raleigh, North Carolina 27602. 

FOR DELORA DENNIS, THOMAS MCGOHEY, ET AL: 
' . 

Sam J. Ervin, IV, Attorney, at Law, Byrd, Byrd, 
McMahon & Ervin, P.A., Post,Office Drawer 1269,
Carolina 28680-1269 

FOR TH,E USING AND CONSUMING PUBLIC: 

Ervin, Whisnant, 
Morganton, North 

. ' 

Victoria O. Hauser, Staff Attorney, PUBLIC STAFF-North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North 
Carolina 27626-0520 

BY THE COMMISSION: On July 30, 1990, a complaint was. filed against Haywood 
Electric Membership Corporation (Haywood EMC) by Delora Dennis and approximately 
640 other Haywood customers·alleging they·wer.e receiving inadequate service. On 
September 12, 1990, Jhomas McGohey and approximately 229 other Haywood customers 
filed a similar complaint against Haywood EMC. In January 1991, Carmeletta Moses 
'filed a similar complaint agairist Haywood, and on February 20, 1991, Forrest Cole 
and approximately 60 other Haywood customers filed a similar complaint against 
Haywood. Although the complaints concerned the service of Haywood, the 
Commission also seryed the complaints on Duke Power Company- and Nantahala Power 
& Light Company as additional Respondents since the Complainants were seeking
service from Duke· or Nantahala. 

On October 5, 1992, the Commission issued its Order. Re_assigning Electric 
Service for M-8 Industries Plants, Prov-iding Time To Resolve Customer Complaints 
Pursllant to Revised Work Plan, and Requiring Progress Reports. Highlights of the 
Order are: 
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ELECTRICITY - COMPLAINTS 

The October 5 Order concluded that certain customer service practices of 
Haywood were arbitral"'y and ·discriminatory; that the weight of evidence 
pointed to a widespread voltage level problem; that SOme Haywood customers 
experience excessive outages; and that the primary fault for the Haywood 
outages lies with'Haywood and not with its suppliers. The Commiss)on cited 
the similarity of·geography, weather, etc. across th!J! service .territories 
of Haywood, Duke, Nantahala and Carolina Power & ·Light Company (CP&L) in 
the area, and the lack of complaints from cuStomers of·Duke, Nantahala and 
CP&L versus the many complaints from customers of Haywood, 

The October 5 Order concluded that Haywood EMC is experiencing difficulties 
inherent in its deci$ion Years ago to -obtain'sourCes of supply.at multiple 
distribution level delivery points in difficult terrain instead of 
obtaining a strong transmission level supply. Such a configuration allowed 
Haywood to avoid the expense of building a strong_ internal .transmission 
sy�tem but resulted in a less reliable system. 

(3). The October 5 Order concluded that Haywood should be given a reasonable 
amount of time to implement the changes it .proposed to make, including new 
management and a revised 1991-1993 work plan. The Order concluded that the 
new management of Haywood is committed to resolving the problems, and it 
observed that the effectiveness of the new management·would depend greatly 
upon the support it receives from the Haywood Board of Directors and upon 
the willingness of th� Board to fund the needed impro�ements. 

(4) The October 5 Order concluded that the proceeding should remain open for at
least two years in order to monitor the effectiveness of Haywood's two-year
improvement program, and·that the Commission should schedule another public
hearing af�er approximately one year in or�er to receive more testimony and
evidence as to the effectiveness of Haywood's efforts to re�olve the
customer complaints.

(5) ·The October 5 Order concluded that respon�ibility for electric service to
M-8· Industries plants served by Haywood EMC should be transferred from
Haywood to Duke Power. It stated that transferral of the M-8 Industries
plants would relieve the load on Haywood's troubled Quebec substation; and
it would make clear to Haywood, and to Haywood's Board ·of Directors', the
seriousness with which the Commission views the-service problems that have
been occurring, and the· Corrmission•s' determination· to press for a
resolution of the .service problems throughout the Haywood se�vice areas.

On December 4, 1992, the Public Staff, Haywood EMC and NCEMC appealed the 
October 5 Order to the North Carolina Court of Appeals. On. April B, 1993_; the 
Commission issued its Order Approving Duke Power Company's Service Proposal to 
transfer electric service to M-B Industries from Haywood· to Duke. On May 7, 
1993, Haywood EMC appealed the April B Order to the North Carolina Court of 
Appeals. All appeals of the October 5, 1992, and the April B, 1993, Orders are 
still pending. 

· On July 12, 1993, Duke notified the Commission that Duke began serving M-8
Industries on.June 26, 1993. 
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On September 21, 1993, the Commission issued its Order Scheduling Further 
Hearing ;n Brevard, North CarDlina,. on October 28-29, 1993, to receive testimony 
from Haywood and its customers as to the effectiveness of Haywood's improvement 
program for addressing and resolving customer complaints. Both Complainants and 
the Public Staff requested a continuance of the hearing and Haywood opposed a 
continuance. On October 12, 1993, the ,Commission issued its. Order Denying' 
Motions for Continuance. 

The matter came, on for public hearing at t�e time and place appointed. The 
following customers ,residing in the service area subject to this complaint 
testified against Haywood: Odena J. Miller, Ronald Reid, Mfchael Daniel OWen, 
Wi 11 i am Dennis, Joseph .Gerardi, Hark Morrow, Wi 11 i am Burrell , and Don Stinchcomb 
as well as the named Complainants, Delora Dennis and Thomas W. McGohey. Ed 
Morrow and Richard Smith, who are not customers, and· Larry C. Bible, who is a 
discharged employee of Haywood, also testified against Haywood at the request of 
the Complainants . The following customer residing in the service area subject 
to t�is ,complaint testified in favor o� Haywood: William Reid." 

�aywood presented the testimony of E. .L Ayers, Executive vice President and 
General Manager of Haywood, and Dr. William H. Oglesby, a,member of Haywood's 
Board of Directors. In addition, the following customers residing in Buncombe 
and Haywood Counties also testified in favor of Haywood: Julian P. Myrick, 
Kenn_eth E. Thomas, Bob Sherman, Richard Alexander, Kenneth Eugene Kinsley, Max 
O. Cogburn, and Mrs. W.W. Case.

1 Based upon the evidence adduced at the hearings, the arguments of counsel,
and the entire record in this matter, the Commission makes the following: 

FINDINGS OF FACT 

I. Haywood is a duly constituted eiectric membership corp�ration in the
State of North Carolina established pursuant to Chapter 117 of the General 
Statutes of North Carolina. It provides electric service to portions of Buncombe, 
Haywood, Jackson, Macon, and Transylvania Counties, with the bulk of its service 
being provided in Haywood and Transylvania Counties. 

2. Haywood is subject to the jurisdiction of the North Carolina Utilities
Commission under G.S. 62,IIO.2(d)(2) which gives the Commission the authority to 
reassign electric- service territory from one provider to another upon a finding 
that service to a co,nsumer by the electric supplier which is ·providing the 
service to that consumer's premises is or will be inadequate or undependable, or 
that the rates,. conditions of -ser.vi ce or service regulations, app 1 i ed to that 
consumer are unreasonably discriminatory. 

3. Duke, Nantahala, and CP&l are engaged in the generation, transmission,
and distribution of electric power to the public for compensation in North 
Carolina. They are public utilities as defined by G.S. 62-3(23)(a)(l) and are 
electric suppliers as defined by G.S. 62-IIO.2(a)(3). The Commission has 
jur.isdiction over the extension of electric power service by these ·utilities to 
meet the reasonable needs of the electric consumers on the facts of. this case and 
has jurisdiction over the subject matter ·of the complaints. 
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4 .. ·The Complainants· are Haywood member�owners who reside in TransYlvania
CoiJnty, North Carolina. t-As Haywood member-owner's,· the·Complainants have· standing 
under G.S. 62-!10.2(d)'(2) 'to seek reassignment •to another electric' supplier in 
the event that• the service which they receive from Haywood iS,• '.inadequate or 
undependable or that Haywood•s rat_es; c6nditions of service or service 
regul at i ans, as applied' to· the Compl afnants � ·_are unreasonably discriminatory. 

5. This proceeding ·is before the _Commission on petition of certain
customers of Haywood.for reassignment to other 'electric suppliers on the grounds 
that• ·the electric seivi ce they receive from Haywood i S inadequate· and 
undepE!ndabl e and that the conditions of service' and serVi ce regulations �as 
applied �o them are unreasona�ly discriminatory . .. 

6. Haywood has mii.de same improvements in its customer service �nd in
pr�viding t�at serv.ice ?n a un_ifo;m basis. ·, · 

7. Haywood hils made same improvements "in the voltilge levels provide_d to
Comp_l ai nants. However,· residents of some areas continue to receive voltage 
levels·that are outside the voltage 'standards set by Haywood itself as well as 
the standards ·of the·Rural Electrification Authority {REA) .and this ·Commission. 

8. Haywood_ •has made· some improvements·: in its outage record, including
iriiprovements in• its line clearing procedures and improvements in its ability to 
mitigate the impact of lightning strikes. 

9. Haywood· ·has instituted new management and added .professional
e�gineering expertise .to its staff. 

10. Haywood has recei.ved approval from REA for a 1991-93 Construction Work
Plan which contains further actions that will "improve its reliability of service 
to Tilerilber"s through the use of sound engineering and economfcal judgements." 

11. In the past, the service provided in Buncombe ·and Haywood Counties was
superior to the service ,provided· in Transyl,yania County to the point that it
reached the level of discrimination. ·, 

1. 12. The difficult)es that Haywood has experienced, and is continuing 'to
experience to a 1 esser. -pegre�, in providing ·adequate and dep�ndatfl e el ectri ca 1
service to all consumers in the complaint·area, are not the .fault of Duke Power
Cqmpany.or Nantahala· Power & Light Company. , 

EVIDENCE AND CONCLUSIONS FOR FIN.OINGS OF FACT NOS. 1 - 5 

These findings are.basically jurisdictional and informational in nature and 
essentially non-controversial. J' : , 

EVIDENCE ANO CONCLUSIONS ,FOR FINDINGS OF FACT NOS. ·6 - 12 

The testimony of the various witnesses who appeared at the October 1993 
�earing may, bE;! summari �ed as •fa 11 ows :· 
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Odena Miller of Lake Toxaway testified that·on July 3, 1993, her television 
went out due to a power surge. She testified that she contacted Wilma Corbin at 
Haywood who in turn got in touch with Haywood's liability insurance carrier. She 
further testified that-the insurance carrier had called her at the request of 
Haywood but that she had not yet been paid for any damages. She also testified 
that her lights have gotten bright and then dimmed during the last year or more 
•half a dozen times, not real often."

Ed Morrow, manager of M-B Industries and a resident of Brevard, testified 
that he came to the hearing at the request.of Delora Dennis to make a statement. 
He testified that electric service from M-8 Industries was transferred from 
Haywood to Duke on June 25, 1993, and that neither he nor M-B Industries is 
presently a customer of Haywood. · Witness Morrow testified that, although 
Haywood's service had improved in the aftermath of the October 5, 1992, Order, 
he would grade its improvement as moving from an "F" to a "D." He said that in 
the months before switching its electric service to Duke, Mitchell-Bissette had 
had two brief outages and experienced other problems which disrupted its 
manufacturing processes regularly. Since switching to Duke, M-8 Industries had 
"not had a spike, an outage, a problem with harmonics." 

Ronald Reid of Lake Toxaway testified that on July 3, 1993, his refrigerator 
and freezer were making noises and his voltage meter read 80 to 87 volts for a 
period of 25 minutes, He testified that on July 5, 1993, his lights dimmed and 
the voltage meter read 32 to 40 volts for a period of 32 minutes. He also 
testified that although both Wilma Corbin at Haywood and Haywood's insurance 
carrier had informed his mother-in-law that she would be paid for any damaged 
food, she had not been paid as of the date of the hearing. Witness Reid further 
complained that he still has blips where the digital timers in clocks, VCR, 
microwave and other appliances bl ink, He testified that his transformer was 
replaced in July, b.ut contends that he still has problems. He said that although 
he had,tried to report situations when·he had low voltage, he never could get a 
call through. He said that after the July 1993, outage, he, went to the 
campground where one of the camps' AC and DC converters was burnt out and 
observed that the SCR's were burnt o�t. in it and that regulator circuits were 
bad, He testified that these AC and DC regulators should not be operated at less 
than 90 volts. 

· Michale Daniel Owen of Rosman testified that he had suffered from the same
problems experienced by M-B Industries but had not been reassigned to another 
electric supplier, Witness Owen said that the conditions at the May 21-22, 1991, 
hearing had not changed in the past year, .He contended that his lights still go 
dim, brighten or flicker, and that although Haywood ran another line into his 
house it didn't help. 

Juli an P, Myrick of Clyde testified that he has been a developer of a 
subdivision known as Hurricane Ridge Limited for 21 years, and that in the 21 
years on Haywood's system, he has never had a complaint from a homeowner against 
Haywood. He stated that Haywood's response time has always been above reproach, 
that the homeowners are completely satisfied with the service of Haywood, and 
that he does not believe that. any homeowner. in his subdivision would ever want 
to change from •Haywood's service. He testified that one· Friday night before 
Christmas, his transformer blew, and that at midnight, when the temperature was 
11 degrees -above zero, Haywood's employees installed a new transformer. He said 
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that he has never had .low voltage or burned out appliances, and that he would 
give Haywood an "A" rating�for service. · 

Larry C. Bible of .Waynesville testified that he had been asked to testify 
by the Public Staff and Delora Dennis. He stated that he was terminated from 
Haywood on October 28, 1992, for refusing to do maintenance on.a live 7,200 volt 
pritriary pole that, among other things, serves ·the Highway Patrol and Rescue 
Squad, or to assist anoth_er lineman in the work. He testified that he refused 
to do the work because he believed it was unsafe and, when he .worked with Duke, 
"B" linemen were not anowed to work on hot primary lines off the pole: · On 
cross-examination, witness Bible testified' that he had been reprimanded for 
insubordination on one earlier occasion when fie refused to climb a tree under 
circumstances where he had .no tree climbing· exRerience, and where the tre� was 
quite large ·and was.going to be side trimned. He testified that the practice in 
which he refused to engage was considered· inappropriate for even Class "A" 
linemen employed by-Duke. He testified that "the tree was not quite all of the 
issue at the time, and I told him that he could either move me to another crew, 
he could fire me, or he,could get my present foreman off of my back." 

William Dennis, the husband of Complainant Delora Dennis, of Brevard 
testified that since the last hearing a primary line dropped· in front of his 
house and caught the woods on fire. He said that there was also a voltage 
variation on April II from 104 to 126. He also said that he had low voltage on 
July 3, 4, and 5 of this year. 

Richard Smith ·of Susquehanna in Connestee Falls is a realtor who works in 
Transylvania County. He is not a customer of Haywood. He testified that in his 
opinion being a customer of Ha,YWood impedes your. ability to sell property. 

Kenneth E. Thomas of Canton testified that he has·been employed with•Haywood 
for 12 years and was a member for- a"pproximately 9.5 years. He stated that he is 
an electrical contractor holding the highest classified.license you can hold In 
the unlimited classification. He testified that Haywood's employees took great 
pride ·in their work, that their morale had improved dramatically in recent years, 
and that they understood that good service involved more than making.sure that 
the lights were on. He said that Haywood's lineman were well trained fn the 
construction and maintenance of power lines, that he wOuld put any of Haywood's 
crews or service men ·up against any power company in the Southeast, and·.that the 
work· performed by Haywood employees is good· quali ty because of a cont inued 
emphasis upon service quality by the Cooperative's management. He also sai� that 
Haywood employees out-performed those of. neighboring investor. owned utility 
companies during recent snow storms. Witness Thomas testified that Haywood's 
employees had always worked,"hot• lines when appropriate, that a lot of the lines 
are worked hot off the pole.because they cannot be reached by buckets, and that 
such a practice was neither unsafe nor unusual. He denied that the practice of 
working "hot• primary lines had been instituted In recent years and claimed that 
Haywood employees had engaged in this practice as early as 1985. 

Joseph·,Gerardl of Connestee Falls Subdivision in Transylvania County 
testified that. he had problems with frequent power "bl inks" in his house 
requiring him to reset his digital clocks, microwave, VCR, and clock-radio. He 
said that he runs a small investment business from his home and relies upon a 
telephone message device in order to remain in touch with his clients. He.said 

90 



ELECTRICITY - COMPLAINTS 

that on many occasions, he lost messages when he went Out Of town.'because of 
deficiencies in Haywood's service. Witness Gerardi•testified that he lost all 
of his m'essages and redirects when he was away from home for a ten-day period in 
November 1992; that he lost all of his messages and redirects during a rrionth-long 
absence in January 1993; and that he lost his "outgoing messages'" and his 
"redirects" during an absence which lasted from July I, 1993,. through ·July 14, 
1993. He said that he lost the memory·;n his computer during a "power drop" on 
June 1, 1993, that in August 1993, his programmable phone was damaged as the 
result of what he believed to be a power surge; -and that a power outage lasting 
approximately one hour occurred on October 19, 1993. Witness Gerardi testified 
that many of the homes in Connestee Falls have smoke alarms atfached to the power 
system, and he described instances when the smoke alarms went off as the result 
of power surges or similar occurrences. 

Bob Sherman of Canton testified that he was concerned that if some customers 
were moved to Duke, the remaining customers would pay higher bills. He stated 
that his service over the last ten years, including the last year and'a half, has 
been exceptional. He said that the only times he has lost power in the past ten 
years were by acts of nature, and that during the storm of the century, he did 
not lose power. He said that he has several computers, a satellite dish, modems, 
microwave and electronic thermostat, and he has not lost power in the past year 
nor has he experienced any outage, brownout or' surge. He s�ated that computer 
magazines discuss surge protectors for-different parts of the country. He also 
questioned if people have looked at the wiring in their homes. He said he was 
told to wire his house with separate lines for his computers, which he did, and 
he has not had any problems. 

Richard Thomas A]exander of the LaCruso convnunity in Haywood County 
testified that he serves as Haywood's liaison with members of the LaCruso 
Development Association, and that the service which he had received from Haywood 
had always been good. He said that the only outages which he could recall in 
recent years had occurred. during a severe electrical storm-in July 1993, and 
after an error by ·a bulldozer operator approximately six, weeks before the 
hearing. Witness Alexander stated that he had observed an improvement in the 
attitude of the management and the servicemen who are ·really. "breaking their 
butts" to come and do service. 

William Reid of Transylvania County testified that he was a high school 
history teacher with considerable interest in the history of the rural 
el ectri fi cation movement. He claimed to have experienced four power outages 
within recent months, and he seemed to blame most, if not all, of them on Duke. 
Witness Reid said he ;has a "modest amount' of electronic equipment," and he 
recommended simply taping a piece of paper over the digital clock on VCRs in 
order to avoid annoyance from the flashing lights which follow "blips" or 
"blinks", in electric service. He said that his VCR blinks once in a while and 
that he knows of this blinking because at night there is a less annoying glow 
behind the piece of paper that he folds over the digital clock on his VCR. He 
testified that the fact that digital equipment did not perform well in Haywood's 
territory had more to do with the equipment's inadequate design than any 
deficiency in the_quality of Haywood's service. 
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Mark E. Morrow of Lake Toxaway is the son of Ed Morrow, the manage� of 
Mitchell-Bissette Industries, Mark E. Morrow testified that maybe four or five 
times a month the digital clock in his bedroom blinks at night. He also said 
that on one occasion, an electric ceiling fan in his residence had continued to 
operate even after he turned off the power switch controlling its operations. 
Witness Morrow testified that he had not noticed any material improvement in the 
quality of his electric service during the past year. 

Kenneth Eugene Kinsley of Candler. in Buncombe County testified ,that h_e came 
to compliment Haywood for the service they have given him. He said he had not 
experienced any significant outages in the last year even though there.had been 
a significant snowfall there, and that his daughter only lost power for 15 
minutes. 

Max 0. Cogburn of Candler in Buncombe County testified that the service he 
has always received has been excellent and had been good for the last year. He 
testified that he had only lost service for approximately five hours during the 
March 1993, blizzard; and that his three sons, who live in Asheville and receive 
power from.CP&L, were without power for several days. 

William Burrell of Sapphire is a customer of Haywood who operates a trout 
farm in the v1cinity of his residence. He testified that, since the March 1993, 
storm, he had set his clocks many times because they were off although he had not 
kept track of when the power was off. He said that on July 3, 1993; he noticed 
that the water for his pump had stopped running, ascertained that his lights and 
other electric equipment seemed to be operat_ing properly, attempted to call 
Haywood, and learned that the three-phase power was out. He said that 
approximately one hour later, the rest .of the power, went out. He said that 
ultimately the main breaker on his three-phase power had gotten so hot that you 
couldn't handle•it with your hand, that both breakers ultimately burned out, and 
that the 30 horse-power pump which he used to pump water to his trout burned up. 
Witness Burrell testified that he lost more than $200,000.00 worth of fish as a 
result of this outage. ,He testified that there had not been any material 
improvement in the quality of Haywood's service in the. past year and that he had 
not received Compensation for the loss of his trout. 

W.W. Case of Candler in Buncombe County testified that she had not lost any 
frozen food, had not suffered from cold, and had not experienced damage to any 
of her appliances. She described the service which she received from Haywood as 
being as good as any electric company could provide. 

Don Stinchcomb of the Connestee Falls community in Transylvania County 
testified that he· had, noticed some improvement in the quality of Haywood's 
service, although the extent of this improvement was ,a "relative" matter. He 
said that although he had not counted as many "blips" in more recent times as he 
had in 1991, such "blips" continued to occur. He said he was not satisfied with 
the quality of Haywood's service compared to what he was paying for it. 

Thomas W. McGohey of the Connestee Falls community in Transylvania County 
testified that Haywood's service was slightly better but not significantly better 
than the time before. He said that although he did not keep a dossier on every 
blip or every time that service goes out, such events had occurred on a number 
of occasions in the past year. He said that the extent to which he experienced 
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"blips" at his residence varied. Generally speaking, some period �f tiffle would 
pass with no "blips;" then there would ·be a period when such "blips" occurred 
fairly frequently. Witness McGohey also described certain difficulties which he 
had experienced with his bill after his meter was changed. He said that he 
objected to both Haywood's-rates and its service quality, that he had been active 
in seeking support for his efforts tO obtain redress for the deficiencies iii 
Haywood's service and rates, and that he believed that Haywood's board should 
sell the entire cooperative to Duke or some other electric supplier. 

Delora Dennis of Brevard in Transylvania County testified that she has 
continued to experience "blinks' and outages at her residence since May 21-22, 
1991. She described an occasion on April II, 1992, when her voltage fell to 104 
and then shot back up to 126. She said that on another occasion the primary 1 ine 
in front of her house fell down after Haywood had done work on that line and that 
the line remained on the ground in a "live" condition for some time. - Witness 
Dennis also described deficiencies in the service which Haywood Provided to her 
mother and to a beauty parlor which she patronized. She testified that she had 
been active in stimulating public interest in her efforts to obtain•reassignment 
to· a different service supplier, that she did not like Haywood's rates, and that 
the entire Cooperative should be sold.·· 

Dr. William H. Oglesby, a member of Haywood's Board of Directors, testified 
that as a result of his dissatisfaction with Haywood's service in 1991, he 
.decided to run for election on Haywood's-Board of Directors. He testified that 
Tom McGohey and Delora Dennis took out a half-page newspaper advertisement to 
support his nomination and election. He said that after he was elected, he 
telephoned Tom McGohey to invite him to a Board meeting and was told that Mr. 
McGohey didn't want to have anything to do with the Board. He said that he also 
telephoned Delora Dennis who told him that he just didn't understand that the 
Complainants don't care how much Haywood improves service or reduces rates, the 
Complainants want to abolish Haywood. He testified that Haywood has made a 
number of changes to improve its service and that in his opinion, the majority 
of Haywood's members are very happy about these changes. 

E. L. Ayers, ·Executive Vice President and General Manager of Haywood,
described Haywood's service area, provided a procedural background for these 
proceedings, described the service problems he encountered upon coming to Haywood 
and narrated the action taken by Haywood to address those problems. He testified 
that he does not believe.Duke Power company or anyone else can do a better job 
·O� serving Haywood's customers.

In addition to the testimony of witnesses, the parti8s offered briefs and
proposed orders summarizing the'positions -of·the parties as follows:

.Haywood EMC maintained that it is now a different company from the one-that
received the original ·complaints; that it has recently elected six new board
members out of the nine-total; and that it has employed a new General Manager,
a new registered engineer to manage engineering requirements, and' a new person
whose expertise is in communicat i ans and customer rel at ions. Haywood pointed out
that it has adopted standardized service rules to eliminate-discrimination among
customers; it has improved customer relations and communications by means of
surveys,· questionnaires and follow-up letters; it has conducted customer
relations seminars for its employees; and it has replaced those employees who
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were causes of poor customer relations. Haywood also pointed out that it has 
improved right-of-way clearance, installed additional lightning protection on its 
system, replaced all inadequately sized transformers and service lines, and has 
taken steps-to obtain improved power quality from its suppliers. Haywood still 
maintains that a greater num�er of its outage hours were due to suppliers' 
outages than to its own distribution outages (although the largest number of 
outage hours- since the last.hearing in April'-1992 was due to the March 1993 
"Storm of the Century") .. Haywood contends that Duk� Power Company .assures it 
that Duke is not currently pursuing the purchase of any portion of the Haywood 
system and that Duke knows of no circumstances that would cause it to pursue such 
an interest. 

Haywood EMC urged the Conunission to dismiss the complaints against it. 

Complainants maintained that Haywood's service ta its customers in Buncombe 
and Haywood Counties has been exemplary, but that Haywood's service to its 
customers in Jransylvania County continues to experience problems. Complainants 
cited Haywood manager Ayers' own assessment at the April 1992 hearing that 
Haywood was essentially two different Cooperatives; one focused on the 
Waynesville District and one focused on the Lake Toxaway District. They cited 
Ayers' testimony that the Waynesville District was supplied from the transmission 
system of CP&L while the Lake Toxaway District was supplied from the distribution 
systems of Nantahala and Duke. Complainants contend that Haywood refuses to 
disclose its membership 11st to existing members (thereby inhibiting members from 
campaigning for election to the Board), that the Board refused complainants 
access to·the Board's minutes for the.previous two years, that. no member could 
attend a Board meeting without advance approval, that no more than three members 
could attend any Board meeting, and that there, is only one Board member from 
Transylvania County although one third of the customers live there. 

Complainants also maintain that Haywood has failed to make satisfactory 
progress on its 1991-1993 Work.Plan by failing to even begin work until after the 
Commfssion's October 5, .1_992, Order was issued, and that the work would not be 
complete until January 1995. 

Complainants urge the Commission to reassign the Transylvania service area 
of H�ywood EMC from Haywood to Duke. 

Duke Power continues to maintain that it provides an adequate level of 
service to the Haywood EMC delivery points of North Carolina Electric Membership 
Cooperatives (NCEMC). (NCEMC is Duke's customer; not Haywood.) Duke points out: 
(I) that Haywood's three deliveries from Duke are distribution deliveries and not
direct transmission deliveries (per NCEMC's choice); (2) that distribution
deliveries are generally less reliable than transmission deliveries; (3) that
Haywood delivery point No. 1 is served by a 44 KV distribution line from the
Rosman Distribution Substation that also serves five other Duke customers; (4)
that Haywood_deliver.y.point No. 2 is served by a separate 12 KV distribution line
from the ,same Rosman Distribution Substation; (5) that Haywood delivery point No.
3 is served by a 12, KV, distribution line from Tuckers Creek Distribution
Substation at a point 7.7 miles from the substation, and that the line also
serves more than 2,000 other Duke customers; (6) that since the last hearing
(April 1992), there were essentially no outages on Haywood deliveries Nos. 1 and
2, and that the majority of the outages on Haywood. delivery No. 3 (Connestee
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area) were related to the March 1993 "blizzard of the century" snow stonn; and 
(7) that Duke will soon begin serving Haywood delivery No.'3 from its new Rich
Mountain Substation which is closer to the Connestee area. Duke indicated that
pursuant to the Catawba Interconnection Agreement, Duke will conSider adding
transmission level deliveries to Haywood upon request by NCEMC Should NCEMC ever
desire to do so.

Duke urged the Commission to deny the complaihts regarding Duke Power. 

The Public Staff maintains thai Haywood has made some improvements in its 
customer service and in the voltage levels provided to Complainants although s_ome 
customers continue to receive inadequate voltage levels. It · also cited 
improvements in the outage record and in line clearing and lightning protection. 
The Public Staff also maintains.that the outages experienced by Haywood·are not 
the responsibility of Duke or Nantahala. 

The Public Staff recommended that the Commission find Haywood's service to 
be improved but not yet adequate for all customers; that at least one more public 
hearing should be held approximately one year later in order to further monitor 
Haywood's progress; and that the quarterly progress .reports by Haywood should 
continue: 

DISCUSSION 

In its October 5, 1992, Order, the Commission focused on several main areas. 
in detennining that the electric service provided by Haywood to the Complainants 
and to the earlier public witnesses was inadequate, undependable, and that the 
conditions of that service were discriminatory. Having reviewed t_he evidence 
before it currently, the Colll1lission is of the opinion that improvements have been 
made in each of the areas, and that Haywood needs to continue .to improve in 
certain areas in order to provide all the Complainants and public witnesses with 
adequate and dependab�e service. 

In the area of customer service, new rules and regulations have been enacted 
that appear to address the question of uniformity, as testified to by witness 
Ayres. However, the most telling proof of improvement in this area is the lack 
of extensive testimony by public witnesses similar to that received by this 
Commission in earlier hearings. It appears that Haywood is taking seriously the 
need to treat all customers in a similar fashion. There was also much less 
customer testimony reporting failure· by Haywood to respond to customer 
complaints. 

There is some evidE!nce of improvement in voltage patterns_, ·both from the 
voltage readings provided by Haywood and testimony by some of the customers that 
their service had in fact improved somewhat. The Commission did not, for the 
most part, hear a litany of.electric equipment and household appliances that had 
been destroyed by excessive or inadequate voltage. However,· some customers 
continued to testify of losing equipment, and several continued to report 
·excessive blips and blinks.

It is the voltage patterns that cause the greatest concern to 'this 
Commission, and in which it finds evidence of continuing inadequate service in 
some areas. The January 5, 1993, Haywood report showed that 74 out of the 153 
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(48%) monthly maximum average voltage readings were over 126 volts, which is the 
Haywood maxirni.lm permissible residential voltage level. The April 5, 1993; .report 
showed that 29 out of the 51 (57%) monthly maximum average voltage readings were 
over the 126' volt level. The July 5, 1993, report showed that 13 out of 39 were 
over the 126 volt level. 

Further, Haywood continued, in September 1993, to report some voltage 
readings higher than the maximum allowable under its stan.dar.ds as wel.l as the 
standards of REA and this ·commission. The decl i!)ing pattern of these excess 
voltages is indicative of real efforts to improve, but the continuing presence 
of the e>;cess voltages indicates a need to make further improvem�nts •. ·1t is the 
opiniori of this Commission that Haywood should continue to report its voltage 
readings to the CoIIInission on a quarterly basis for at l.east the next twelve 
month period, and that both the customers and the Company should have an 
opportunity to come before this Commission at the end of that time to discuss 
r:esults and actual experience. As to power outages, the lack of extensive 
customer complaints is sufficient to support a finding of improvem�nt. Haywood 
has begun improvements in its line clearing procedures and in its ·ability, to 
mitigate the impact of lightning strikes.-

The issue of suppliers' outages was dealt with in some oetail in the 
October 5, 1992, Order. The Commission has not seen evidence since that time 
which persuades it that servi�e to Haywood from its suppliers was unreasonable. 
While in no way diminishing any supplier's obligation to provide adequate 
service, the Commission does expect Haywood to build upon the actions taken by 
Haywood's suppliers during the past year that have resulted in upgraded 
facilities used to supply Haywood. 

"As to the Construction Work Plan, the Commission notes that its importance 
as set forth in the earlier Order stands, and· concludes that the Company should 
appear before this Commission approximately one year from the date of this Order 
to report on its implementation. Haywood has received approval from REA.for a 
1991-93 Construction Work Plan which contains further actions that will "improve 
its r,eliability of service to members through the use of sound engineering and 
economical judgements.� 

. . -

An issue which arose at the October 28-29, 1993, hearing was the extent to 
which the quality of Haywood's service in Buncombe and Haywood Counties differs 
from that rendered in Transylvania County. The witnesses-who testified before 
the Commission at the May 21-22, 1991, hearing concerning the quality of 
Haywood's service were nearly all residents of Transylvania County. The 
testimony given by these witnesses repeatedly described frequent outages, voltage 
surges, "blips" or "blinks," and other similar problems. The public witness 
testimony at the October 28-29, 1993, hearing was both similar to and different 
from the testimony �t .the May 21-22, 1991, hearing. To. a considerable eXtent, 
the level of each witness' satisfaction with Haywood's.service depended upon that 
Witness' place of res.idence. 

A number of Buncombe and Haywood County residents described Haywood's 
service in glowing terms. The witnesses whO 1 i ved in Buncombe and Hajwood 
Counties seemed to experience relatively few outages, voltage.surges, nblinks,n 
and other similar problems and.were highly complimentary of the efforts made by 
Haywo_od employees to Provide ,proper .electric service. The testim�ny from 
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Transylvania County reside·nts concerning the quality of Haywood's serv.ice stood 
in stark contrast to the testimony. of these Buncombe and Haywood County 
residents. The complaints recited by Transylvania County residents was simUar, 
if not identical to, the testimony which the Commission heard at the May 21-22, 
1991 ;-- hearing. Thus,· the record ev-idence establishes a dramatic difference 
between the quality of Haywood's service in Buncombe and Haywood Counties and the 
quality of Haywood's service in Transylvania County. 

According to witness McGohey, Mr. Ayers admitted that Haywood had 
discriminated against Transylvania County shortly after becoming Haywood's 
general manager. At the April 20, 1992, hearing, witness Ayers testified that, 
at the time of his employment, Haywood' was essentially two different 
cooperatives, one focused on the Waynesville District and the other fOcused on 
the Lake Toxaway District.· The record establishes that Haywood had eliminated 
many of the customer service practices which led to complaints voiced during the 
May 21-22, 1991, hearing; had adopted revised service regulations intended to 
reduce employee discretion; and had made personnel changes intended to alleviate 
customer distrust of the Cooperative's employees in the Lake Toxaway Distrfct 
office. In addition, witness Ayers testified that Haywood had attempted to 
strengthen the supervision which the employees at the Lake Toxaway District 
office received from the central office in , Waynesville. While many of these 
changes were welcome, they •have not necessarily eliminated the ·-continued 
disparity betwel;!n the quality of service rendered to Haywood's member-owners in 
B.uncombe and Haywood Counties and those in Transylvania County. 

At the October 28-29, 1993, hearing, Haywood made some effort to explain 
this disparity. Witness Ayers testified that the power supplied to the 
Waynesville District was provided by CP&L at transmission voltages while the 

.power delivered in the Lake Toxaway District was provided by Duke and Nantahala 
· at distribution voltages. Witness Ayers described power delivered at 
distribution voltages as more Rrisky" than power delivered at the·transmission 
1 evel. 

Certain information elicited during the cross-examination of witnesses 
Ogl'es_by and Ayers is troubling to the Commission. Witness Oglesby admitted that 
the Cooperative was considering a change in its policy of refusing to disclose 
its membership list to e·xisting member-owners. Complainants question how someone 
could effectively campaign for election to the Board of Directors without access 
to this membership list. Witness Oglesby testified that the Board had refused 
a request by Complainants for access to Haywood's minutes over·a two-year period. 
He admitted that a member-owner could not attend a Board meeting without 
obtaining permission ·to do so iri advance and that no more than three member
owners could · attend any single meeting. Apparently, Haywood had never 
investigated whether larger sites were available to its Board; instead, its 
management stressed that there was no demand by the Cooperative's member-owners 
to attend Board meetings. Finally, there is only one Board member from 
Transylvania County even t'hough approximately one-third of the Cooperative's 
members live there; and_ the Board had not acted on a recent .proposal to increase 
Transylvania County's representation to a level more.consistent with- the number 
of member-owners residing there. 
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CONCLUSIONS 

The Commission therefore concludes that service provided by Haywood EMC has 
improved, but that it has not improved to the extent necessary before. this 
Commission can cease its oversight duties. Further,·since the main source of 
information ,as to Haywood's failures in the area ,of service is from its 
customers, at least one more public hearing should take place in Brevard 
approximately one year after the date of this Order. 

The coinmission concludes that Haywood should continue to submit quarterly 
reports in this docket for. at least one year after the date of'this Order, and 
that a public hearing should _be held at the end of that period for the purpose 
of taking testimony from the Company regarding its completion of the Construction 
Work Plan as well as serv.ice improvements, and to take testiinony from Haywood and 
from the public regarding the adequacy of service_ provided by Haywood. 

IT IS, THEREFORE, ORDERED as. follows: 

!. That a final decision on the complaints .in this -proceeding shall be 
deferred in order to provide H�ywood EMC further opportunity to resolve its 
customer complaints. Haywood is ·hereby. directed ,to continue to file with the 
Commissiofl written progress l"eports. _describil'\g the statu� of improvements to 
facilities and customer serv.ice� of the Haywood system, and the stat!,Js of 
customer response to the improvements. The progress repor_ts shall be .filed every 
three months until terminated by this Conmission. Copies of the reports shall 
be served upon the Public Staff and any other party of �•cord. 

2. That future three-month progress reports shall include, in addition _to
those matters specified in this and previqus. Orders herein, discussions 
addressing the issue raised by Complainants regarding the Haywood Board of. 
Directors' rules, and particularly the matter of �here being only one director 
from the Transylvania County area. 

3 •. That by further Order of the Commission in this docket, a public 
hearing shall be scheduled in Brevard approximately one year after the date of 
this Order to receive testimony from Haywood and from Haywood's customers 
regarding t�e Construction Work Plan and �erVice, improvements as W�ll as other 
ifsues raised herein. 

,ISSUED BY ORDER OF THE COMMISSION. 
This the 22nd day of February 1994. 

.(SEAL) 
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, DOCKET NO, EC-51 (T), SUB 7 

BEFORE THE NORTH.CARQLINA UTILITIES COMMISSION 

. In the Matter, of 
Skiview Condominium Association, 

Complainant 

v. 

RECOMMENDED ORDER 
DENYING· COMPLAINT 

Mountain Electric Cooperative, Inc., 
Respondent 

HEARD IN: 

BEFORE: 

APPEARANCES: 

Commission Hearing Room 2115, Second Floor, Dobbs Building, 430 
North Salisbury Street, Raleigh, North Carolina,. on December 20-
21, 1993 

Commissioner Laurence A. Cobb,- presiding; and Corrmissioners 
William W. Redman and Ralph A. Hunt 

For The Complainant: 

Sam J. Ervin, IV, Byrd,.'Byrd, Ervin, Whisnant, McMahon & Ervin, 
P.A., Post Office Drawer 1269,· Morganton, North Carolina 28680-
1269
Appearing for: skiview Con'dominium Association

For The Respondent: 

.Robert F. Page and Marian.R. Hill, Crisp, Davis, Page, Currin & 
Nichols, LLP, Suite 400, 4011 Westchase Boulevard, Raleigh, North 
Carolina 27607-3944 
Appearing for: Hount�in Electric Cooperative, Inc. 

For The Intervenor: 
'

' 

Thomas K. ·Austin, Associate General Counsel, North Carolina 
Electric Membership Corporation, Post Office Box 27306, Raleigh, 
North Carolina 27611-7306 
Appearing for: North Carolina Electric Membership Corporation 

For The Public Staff: 

A.W. Turner, Jr., Staff Attorney; Public Staff - N.C. Utilities 
Coll'lllission, Post Office Box 29520, �aleigh,- North Carolina 
27626-0520 
Appearing for: The Using and Consuming Public 

·BY THE COMMISSION: This matter was instituted with' the filing of a
complaint on February 16, 1993, by Skiview Condominium Jlssociation, Ernest C. 
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Bourne,· President (Skiview) 1
, against Mountain Electric Cooperative, Inc. 

(Mountain Electric). Skiview's complaint alleged that Mountain Electric has 
acquired a parcel of land contiguous to the SkiView condominium prOperty for·the 
purpose of constructing an electrical substation and that the individual 

· condominium property owners (referred to for convenience as Complainants) will
be severely and permanently damaged if the substation is constructed.

On April 14, ·1993, Mountain Electric filed its answer to the complaint, 
together .with a motion to dismiss asserting that the Commission lacks 
jurisdiction over the subject matter of the complaint. In its answer, Mountain 
Electric generally admitted that it intends to construct the substation but 
denies the allegations of improper conduct contained in the complaint. Also on 
April 14, 1993, North 'Carolina Electric Membership Corporation (NCEMC) filed a 
petition to intervene and a motion to ·dismiss the complaint for lack ·of 
jurisdiction. On June 11, 1993, _the Commission issued an Order which denied the 
motions to dismiss, allowed NCEMC to ·1ntervene, and scheduled a hearing in this 
matter for August 12, 1993. 

' ' ' 

On July 9, 1993, Mountain Electric filed a motion to continue the hearing. 
Thereafter, on July 15, 1993, the Commission issued an Order continuing the 
hearing to a date to be announced. 

On July 14, 1993, Skiview moved the Commission to enjoin Mountain Electric 
from constructing the substation pending final hearing and determination of this 
matter. In its motion� Skiview al_leged that the Complainants have already 
suffered irreparable' har:'m by the clearing of _the land in. question and will 
suffer further irreparable harm if Mountain Electric is allowed to proceed with 
cons_truction. On July 23, 1993, Mountain Electric filed its response. On 
August 2, 1993, Skiview filed a reply. On August 27, 1993, Mountain Electric 
filed a rejoinder. On September 7, 1993, the Commission issued an Order denying 
Skiview's motion for injunctive relief and rescheduling the hearing in this 
matter for October 13, 1993. The hearing was subsequently rescheduled to the 
time alld place cited above. ·

A_t the hearing, Ski view first presented the testimony· of Complainants 
Richard H. Cook, Joseph R. Hendrick, III, James Laban McCoy, Jr. and Phillip J. 
Walker. Skiview subseqUently tendered Complainant Ernest C. Bourne and engineer 
Gary W. Mullis as witnesses on its behalf. The Complainants were all members of 
Ski view and owners of condominium units. Witness Bourne is the current pr"esident 
of ·Skiview. Witness ·MU11is is the consulting engineer for Skiview. 

Mountain Electric called eleven witnesses. The first four witnesses were 
Fred Pfohl, Mayor of the Town of Beech Mountain; Roger E. Bullock, Chairperson 
of the Beech Mountain Planning Board; Alfred W. Greene, Town Manager of the Town 
of Beech Mountain;·and Vernon T. Holland, ·a real estate broker and contractor in
the Town of Beech Molinlain, who had previously served as the Town's original 
Mayor. Mountain Electric also offered the testimony of Dr. Philip Cole, 

1The Commission allowed a motion to recognize that the official name of the 
association" is Ski Slope 1 Condominium Association; however, consistent with the 
practice of the parties and all of the witnesses, the Commission will continue 
to use the name Skiview throughout this Order. 
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Professor and Chairman of the Department of Epidemiology, School of Public Health 
of the University of Alabama at Birmingham. Next, Mountain Electric offered the 
testimony of Stephen G. -Whitley, Vice President of Transmission for the Tennessee 
Valley Authority (TVA); W. Steven Pitt, a _civil engineer in the Siting and 
Environmental Design Department of TVA,' s Transmi s_si on ;rnd Engineering 
Construction organization; W. All�n Mi.ller, a· landscape architect in the Siting 
and Environmental Design Department of TVA; and M. David Bennett, an electrical 
engineer employed by TVA. Finally, Mountain Electric offered the testimony of 
Joseph A. Thacker, III, Director of Engineering and Operations--for Mountain 
Electric, and Leland L. Smith, P.E., a consul.ting engineer retained �Y MOuntain 
Electric. 

Skiview then offered the testimony of witness Mullis in rebuttal, and the 
record was closed. 

· - -

Based upon the foregoing, the testimony and exhibits presented at the 
hearing and the Commission's entire record in °this proceeding, the Commission 
makes the following: 

FINDINGS OF FACT

1. Skiview is an unincorporated association consisting Qf the owners of
the six residential condominium units located at_Beech Mountain, North Carolina 
and known as Skiview Condominiums. Five unit owners testified in these 
proceedings. All of such owners are permanent residents of Charlotte, North 
Carolin� and occupy their units at Skivi_ew,primarily during vacation, holiday and 
weekend periods. 

2. Respondent Mountain Electric is a non-profit, rural electric_membership
cooperative, which owns and operates an electric transmissiori and distribution 
system in northwest North Carolina and northeast Tennessee. Mountain Electric 
was organized and incorporated in Tennessee in.March, 1941, and was subsequently 
licensed to operate in North Carolina as a foreign corporation. Mountain 
Electric's headquarters are located in Mountain City, Tennessee, and it has a 
district office in Newlafld, North Carolina. ·Mountain.Electric presently serves 
approximately 25,600 customers, of whom 54% reside in North Carolina. Mountain 
Electric's service territory in North Carolina includes portions of Avery, Burke, 
McDowell. and Wa�auga Counties, including .the Town of Beech Mountain. 

3. 

America, 
Mountain 

TVA is a corporate agency and instrumentality of the United States of 
created by the TVA Act of 1933. TVA presently supplies power to 
Electric under a contract dated May 8, 1985, as amended. 

4. Mountain Electric has recognized the need to bring more 
1

electric power 
to Beech Mountain for many years. An earlier proposal led ,to_ a complaint 
proceeding before the Commission. Although the Commission ultimately decided 
that complaint in favor of Mountain Electric in January 1991, developments 
compelled Mountain Electric to abandon that proposal and evaluate other options. 

5; Since_ 1991,· TVA and Mountain Electric have been engaged in a joint 
project· to construct a new transmission line and substation- intended to bring 
additional electric power to Mountain Electric's service territory in and around 
Beech Mountain. According to present plans, TVA will construct a 5.75 mile, 161-
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kV transmission line from a tap point in the existing·TVA Elizabethton-Cranberry 
transmission line up to a·substation to be located in the Beech Mountain area. 
Mountain Electric will construct the substation and related facilities to reC:eive 
the transmission line power from TVA and distribute it to Mountain Electric's 
customers in Beech Mountain. Mountain Electric proposes to construct the 
su�station on land adjacent to the Skiview Condominiums. 

6. There is a critical need for the' proposed transmission line and
substation project in order to assure an adequ·ate and reliable supJ)ly of electric 
power to Beech Mountain. Ski view do·es not challenge 'the need for the project. 

7. Ski view contends that the substation should be located on a site other
than the one proposed by Mountain Electric. Complainants' objections relate to 
the visual and economic impact of the substation on their condominium-units and 
electromagnetic fiel,d (EMF) exposure. 

8. Mountain Electric purchased the proposed site for $150,000 in May 1992
without resort to eminent domain proceedings. 

9. Mountain Electric has had a new substation on Beech Mountain in its
long-range plans for several ye"rs and was already familiar with available sites 
when it agreed to the joint project with TVA. Mountain Electric tentatively 
selected the proposed site and compared it with seven alternative sites that were 
potentially available using certain criteria. 

10. Mountain Electric used reasonable and objective criteria in comparing
the proposed site with other alternative sites, and Mountain Electric acted 
reasonably in applying the criteria. The proposed site meets the criteria best. 
In' addition, the proposed' site is supported by the Planning Board and Town 
Council of Beech Mountain. 

II. Of the alternative sites reviewed, two are deemed unacceptable by both
sides. The remaining five sites are not as good as the site proposed by Mountain 
Electric. The alternative site recommended by Skiview has disadvantages relating 
to cost, acquisition, size, t�rrain, shi�lding, and accessibility. 

12. It has not been proven in this case that the EMFs which will be emitted
by the proposed substation will cause a negative impact on public health and 
safety in the surrounding cormnunity. Construction of the TVA/Mountain Electric 
project will actually reduce the present level of d.istribution power EMFs in and 
around Beech Mountain. 

13. The proposed site is reasonable and Mountain Electric acted reasonably
in selecting it, taking into account environmental and corranunity impacts, 
reasonable alt�rnative sites, cost, and Mountain Electric's ability to serve its 
load efficiently. 

14. Skiview has failed to carry its burden of proof. Based upon the
evidence presented, Mountain Electric' s selection of its proposed subs tat 1 on site 
was not an abuse of discretion or arbitrary or capricious. Mountain Electric 
should be allowed to proceed with the construction of the substation on its 
proposed site. 
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SUMMARY OF EVIDENCE 

Four Ski view condominium owners testified as a panel --Cook, Hendrick, McCoy, 
and Walker. They live in Charlotte. Generally, they testified·that the lot 
beside the Skiview building was wooded and provided a wind break. They did not 
learn of Mountain Electric's plan to build a substation there until January 1993 
after trees were cut (without a permit). Mountain Electric gave them no notice. 
The proposed substation will destroy the-ir view, create noise, and hurt the value 
of their property. One said that recent studies tend to indicate some health 
risk associated with electromagnetic field (EMF) exposures. 

Bourne, also from Charlotte, owns one of the condominiums and is president 
of the ·condominium association. He heard about the substation in-January 1993, 
and' he contacted Mountain Electric in February 1993. He was told that the 
decision had been-made. He was not·allowed to appear before the Coop's Board, 
but he wrote a letter. The association filed this complaint on February 16, 
1993. He criticized Mountain Electric's attitude. He thinks that there has been 
an effort to "put it close to those boys from down there in Charlotte and they 
won't even know it ... " Mountain Electric and TVA made a presentation in 1992, 
but the notice intended for Skiview was mailed to First Union Bank. 

Gary Mullis,. an. engineer, was retained by 'Skiview to review the site 
selection process and to evaluate alternative sites. He did not question the 
site selection criteria used by Mountain Electric, but he said that other 
criteria--such as the use of adjacent property--should have been considered. 
Further, he would have weighed some criteria differently, such as the need to be 
near the load center and the size of lot required. He felt that Mountain 
Electric selected the present site before looking at other sites and that this 
biased their process. The present site's most obvious dfsadvantage is the 
adjacent residential use. He considered Sites A through G. He recommended a 
terraced site combining alternative Sites D and E; this includes part of the ski 
resort parking lot. 

Four people from the Town of Beech Mountain testified as a panel--Mayor 
Pfohl, Planning Board Chairman Bullock, Town Manager Greene, and real estate 
agent Holland. The Town has had random outages and needs additional power, the 
Town supports Mountain Electric's current · plan, the Planning Board met three 
times in June, July ·and August· 1992 to consider the matter and made its own 
review, the Board passed a resolution endorsing the current plan, and the Town 
Council met in August 1992 and approved the plan. The current plan affects fewer 
people than the alternatives, and EMF exposure would be-intermittent since no 
full-time residents are close by. Bullock testified that it was fortuitous, but 
not planned, that the substation will be near parttime residents. The Town 
decided.not to pursue Mountain Electric's. tree cutting violation when it pledged 
future landscaping at the site. The condominium market in Beech Mountain is 
generally depressed, and the Ski view condominiums "don't have a ·view." Mountain 
Electric bought the present site in May 1992. 

Dr. Cole testified that there is no demonstrated relationship between EMFs 
and cancer and that the proposed-substation poses no threat of cancer. 

Four TVA people testified. as a panel--Whitley, Pitt, Miller, and Bennett. 
Mountain Electric purchases its electricity from TVA. In April 1991 Mountain 

103 



ELECTRICITY - COMPLAINTS 

Electric sent TVA a study documenting service problems and proposing two ways 
to improve reliability. They agreed on a plan calling for TVA to construct a new 
transmission line to a new substation to be built by Mountain Electric, all to 
go in service before the .winter of 1994-95. Pitt selected the route for the 
transmission line. The April 1991 study included a map with .2 possible 
substation sites identified. Pitt understood that Mountain Electric was. thinking 
about buying the present site, and he determined that he could _get the 
transmission line to it. The transmission line will end at a tower on the corner 
of the Skiview·property. For a while, TVA considered building the substation 
itself, and Pitt headed a team that reevaluated the substation site in February 
1993, They concluded that the present site is the· best site. An open meeting 
on the proposed transmission line was held in September 1992. Courthouse records 
showed Skiview as owned by First Union and an invitation was sent to the bank. 
Bennett testified that the· overall EMF levels on the Mountain Electric 
distribution .line will decrease when the new project is completed.' 

Mountain Electric employee Thacker and consulting engineer Smith testified 
as a panel. Thacker testified to the need for the project. Mountain Electric 
was already familiar with ayailable sites and the present site was "tentatively 
selected in our first look." Mountain Electric then "compared that site to 
[seven] others that were potentially available." Mountain Electric's criteria 
"did not require a detailed analysis of specific reasons" for selecting or 
eliminating specific sites. Their general criteria were: (!) proximity to 
existing distribution feeders, (2) proximity to the load center, (3) suitable 
access by distribution circuits, (4) suitable access for transmission facilities, 
(5) a nearby all-weather highway, (6) enough room for the substation and fencing
and landscaping, (7) commercial availability and proper zoning, and (B) lowest
ownership costs. He described the problems with each of the alternative sites.
Thacker testified that the present site "just meets all the criteria just as well
as ·we could ever imagine." The consulting engineer was retained in June 1992 to
evaluate the tentative site selected by Mountain Ele·ctric against other possible
sites. His criteria included visual impairment, the load center, accessibility
by ·vehicles, accessibility to transmission, size and terrain_, construction
difficulties, overall construction costs, and purchase costs. Smith testified
that the substation will require at least 100 feet by 225 feet and that the
present site is the only one that is available -near the load center and large
enough. He rejected Mullis' proposed combination site on grounds of costs,
necessity for condemnation, two-level terrain, difficulty to shield, and
inaccessibility when ski traffic is heavy.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-3 

The evidence for Finding of Fact No. 1 consists of the verified complaint, 
as well as the testimony presented by Complainants Cook, Hendrick, McCoy, Walker 
and Bourne. The evidence for Finding of Fact No. 2 is contained in•the'verified 
answer, as well as the testimony of Respondent witness Thacker. The evidence for 
Finding of Fact No. 3 is contained in the testimony of TVA witness Whitley. 

Each of the foregoing findings of fact was, essentially, uncontested and 
uncontroversial. As to Finding of Fact No. 1, witness Bourne testified that the 
official name of the association is Ski Slope I Condominium Association; however, 
consistent with the practice of the parties and all of the witnesses, the 
Commission shall continue to use the name Skiview throughout this Order. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS, 4-5 

The evidence for these fii'idings of- fact is contained in the,·testimony of 
Mountain Electric witness Thacker and TVA witnesses Whitley and-Pitt. 

Mountain Electric has been planning new facilities for Beech Mountain for 
many years. An earlier proposal had to be abandoned following the Solomon Horney 
complaint proceeding before the Commission. In April 1991, Mountain Electric 
prepared a study that recolllJ\ended the present joint project. Briefly stated, TVA 
·proposes to build a transmission line which will originate at a tap point on its
existing Elizabethton-Cranberry·l61-kV transmission line and will terminate at
a substation to be constructed by Mountain Electric at Beech Mountain. Mountain
Electric's responsibility is to locate and construct the substation facility in
order to receive the transmission-grade power from TVA, transform it· and
distribute it to the various service points in and around Beech Mountain,
including the ski facilities at the Beech Mountain Resort. The type and size of
the facilities planned by TVA and Mountain,Electric are largely uncontroverted.
The position of the Complainants is that the substation should not be constructed
on a lot adjacent to their condominiums.

EVIDENCE.AND CONCLUSIONS FOR FINDING OF FACT NO. 6 
' 

The primary evidence.for this finding of fact is contained in the testimony 
of Mountain Electric witness Thacker and TVA witness Whitley. Additional 
evidence was presented by the testimony of Skiview witnesses Bourne and Mullis. 
Further evidence for this finding is contained in the statement made by counsel 
on behalf of Complainants to the effect "we do not make any issue as to whether 
Beech Mountain needs electricity." 

Mountain ,Electric has been planning for many years to bring an additional 
_source of electric power to the load center located at . Beech Mountain. 
Presently, Mountain Electric is provid_ing service to Beech Mountain through a 
pair of 13-kV distribution circuits which originate in its Banner Elk.substation. 
Due to the growing electric loads around Banner Elk, as well as those on Beech 
Mountain, the Banner Elk ·substation is nearing an overload condition. In 
addition, the primary Mountain Electric substation, Cranberry, from which service 
is provided to the Banner Elk substation is also nearing the limits of its 
·capacity.

For these reasons, a.new source of power and a new distribution substation 
at Beech Mountain are needed in the near-term future. Such new facilities would 
not only provide continued assurance of adequate and reliable electric service 
to Beech Mountain, but also relieve.the overloaded conditions now existing at 
Mountain Electric' s Banner Elk and Cranberry. substat i ans. The Complain ants' 
objection is not to the need for the facilities. Therefore, the Commission 
concludes that there is a demonstrated critical need for the new electric 
facilities which TVA and.Mountain Electric propose to construct to serve Beech 
Mountain. 
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EVIDENCE AND 'CONCLUSIONS FOR FINDING OF FACT NO. 7 

The evidence for this finding of fact is contained in the testimony of 
Skiview witnesses Bourne, Cook, Hendricks, McCoy and Walker and witnesses 
Holland, Thacker and Smith. 

In addition to his .testimony on EMFs, which will be summarized later, 
Complainant Walker expressed his concern that the "publicity given .to the EMFs 
issue may well adversely affect the value of our condomi nium units." Witness 
Cook stated that his primary concern over the Mountain Electric/TVA project was 
that the "humming and other noises associated with the operation of a substation 
will reduce the ability of the condominium owners to enjoy their property in the 
manner in which they have become accustomed." Witness Hendrick testified that 
he uses his Skiview condominium regularly during the ski season and occasionally 
during other times of the year. He expressed concerns related to "hurrnning and 
other noises." Witness -Hendrick stated that these factors would. impair his 
ability to enjoy his condominium unit and might also "substantially decrease its 
resale value.• Witness McCoy testifi ed that his use of the Beech Mountain 
condominium has declined considerably. Indeed, he testified that he has made 
some efforts to sell his condominium. His concerns with regard to noise and 
resale value were essentially the same •. Witness Bourne testified that the 
proposed substation would have a detrimental impact on the view from the 
condominium and, therefore, would adversely affect the property value. These 
,assertions were significantly challenged in the testimony of Beech Mountain 
witness Holland who testified that there are many condominium units for sale in 
Beech. Mountain, that they have a low resale value, and that the Skiview 
condominiums "don't have a view." 

Witness Thacker and witness Smith testified that one of the reasons for 
selecting the proposed site was that i t is large enough to allow for landscaping 
and screening to. mi nimize the visual impact of the substation on the surrounding 
cpmmunity. Locating the substation in the Beech Mountain Resort parking lots, 
as proposed by Skiview witness Mull is, would make visual screening a vi rtual 
impossibility. A substation in the·parking lots would have a greater visual 
impact on ,the owners of the Beech Tower Condominiums, which has many more units 
than Skiview. 

The Commission concludes that the Complainants' objections relate to the 
visual and economic impact of the substation on thei r condominium units and EMF 
exposure (which will be addressed later). The standard to be applied in this 
case, however, is the same standard stated by the Commission in the Solomon 
Horney complaint proceeding with respect to siting a transmission line. 

As it has done in numer.ous prior cases, the CoTll!lission concludes 
that the "abuse of discretion" standard is applicable in this 
proceeding. [Citations omitted.] The Commission further notes that 
the "arbitrary and·capricious" standard is applicable'to transmission 
line locations in eminent domain proceedings. [Citation omitted.] 
The Commission hereby reaffirms the standard announced in the cases 
described above. Federal Courts have concluded that a federal agency, 
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.in applying the "arbitrary and capricious" standard .in environmental 
matters, must take a �.hard look" at the environmental consequences of, 
the proposed action and at any reasonable alternatives thereto. 
[Citations omitted.] 

In the Camp Gwynn caSe, , after reviewing th� applicable 
authorities, including the Kirkman case and the Environmental Policy 
Act, the Commission found and concluded: 

The abuse of discretion standard is,.applicable to this 
proceeding. The CoTllllission must take a ·hard look" and 
determine whether or not Duke acted arbitrarily and 
unreasonably in locating and siting the proposed 
transmission line in_ question, taking into accourit the 
en.vironmental, cons�quences of the proposed 1 ine and any 
reasonable alternative routes, the cost associated 
therewith, and the ability of Duke,to efficiently serve its 
load. 

81st Rep9rt of North Carolina Utilities Commission Orders and Decisions 123, 138 
(1991). The burden of proof is on Skiview. G.S. 62-75. 

' ' 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 8-10 

The evidence for these findings of fact is found irl the testimony of 
Mountain Electric witnesses Thacker and Smith, TVA witnesses Whitley, Pitt and 
Mi 11 er., Beech Mountain wi_ tnesses Pfohl an1 Bullock, and Ski view witness Mullis. 

. Witness Thacker testified that Mountain Electric has been planning for new 
facilities at Beech Mountain for many years and was already •familiar with 
available sites when it agreed to the joint. project with TVA. As noted by 
witnesses Thacker and Smith, once Mountain Electric tentatively selected its 
proposed substation site, it then determined through general comparisons and a 
review of applicable criteria that none of the other available sites met the 

· criteria as well as the proposed site. The criteria which witness Thacker
mentioned include the following: (I) close proximity to distribution feeder
c.ircuit intersections, (2) location close :to the present and future load center,
(3) suitable right-of-way availability and access to the site by distribution
circuits, (4) suitable right-of-way and access to the site, for transmission
facilities, (5) proximity to an all-weather highway and accessibility by heavy
equipment under all weather conditions, (6). size sufficient fo accolll!lodate the
substation facilities, necessary safety fencing and additional area for
landscaping and environmental concerns, (7) colll!lerci al availability and proper
zoning, and (8) lowest ownership cost with due consideration to the other
criteria.

Witness Thacker, a professional engineer, .further testified t·hat the site 
adjacent to the Skiview condominiums meets the criteria be.tter than any of the 
alternate sites. This view was shared by witness Leland Smith, consulting 
engineer for Mountain Electric. In addition, TVA witness Pitt stated that at one 
point during the negotiations over this project, it appeared that TVA might 
ultimately be responsible for constructing the substation as well as the 
transmission line. During that time, witness Pitt and other TVA employees made 
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a substation site inVestigation around Beech Mountain. They concluded that the 
proposed substation site already purchased by Mountain Electric was better than 
any of the alternative sites. 

Skiview witness Mullis criticized Mountain Electric for tentatively 
selecting a site before determining the merits of other sites. However, witness 
Mullis also testified that he does not question the appropriateness of the 
criteria used by Mountain Electric (although he would have included other factors 
as well and would have weighed some ,criteria differently) and witness Mullis 
conceded that selection of an appropriate substation site "is not an exact 
science." He testified that a site selection process "is as much a matter of art 
and economics as science and engineering." 

Having considered this testimony, the Commission concludes that Mountain 
Electric used reasonable and objective criteria and applied the criteria 
properly. The proposect site clearly me'ets the criteria bes_t, and we find no 
evidence that Mountain Electric's tentative selection of the proposed site 
prejudiced its comparison of the proposed site with alternative sites. The 
Commission concludes that Mountain Electric did not act arbitrarily or 
capriciously or in abuse of its discretion in choosing the proposed site. 

Witness Bullock testified that the Town was actively involved with TVA and 
Mountain Electric in the siting of the new electric facilities: The Planning 
Board conducted approximately four meetings, most of which were open to the 
public and advertised, in which citizen input was actively solicited for the 
location of these new facilities. In addition, members of the Planning Board 
actually viewed the proposed substation site, as well as most of the alternative 
sites, with Mountain Electric and TVA representatives. The Planning Board 
unanimously recommended to the Town Council -that the Council endorse the 
transmission line corridor route and the substation site proposed by TVA and 
Mountain Electric. At a meeting conducted on August 11, 1992, .the Town Council 
unanimously approved the resolution regarding the location of these electric 
facilities passed by the Planning Board. 

Based on the foregoing, the Commission concludes that both TVA and the Town 
of Beech Mountain have endorsed the substation site proposed by Mountain· Electric 
as the best available site. We find no convincing evidence that Mountain 
Electric or the Town used the selection process to "put it close to those boys 
from down there in Charlotte," as charged by witness Bourne. Witness Bullock 
testified that it was not planned for the substation to be built near parttime 
residents, and the Commissfon accepts this testimony. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. II 

The primary evidence for this finding of fact is contained in the testimony 
of Ski view witness Mullis and Mountain Electric witnesses Thacker and Smith. 
Limited evidence on this subject was presented by Skiview witnesses Bourne, 
Cooper, Hendrick, McCoy and Walker, as well as TVA witness Pitt and Beech 
Mountain witnesses Bullock and Holland.' 

The relevant testimony of witnesses Bourne, Cook, Hendrick, McCoy and Walker 
was presented from a lay point of view. None·of these witnesses are experts in 
engineering or substation site location matters. Each of these witnesses 
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testified, in substance, that the area adJilcent to Ski.view condominiums is 
"residential" in nature and that the proposed substation should be located in a 
more "commercial" area. In co·ntrast to these opinions, Beech Mountain witness 
Bullock testified th�t the entire area il'l. quest.ion; including the proposed 
Mountain Electric substation site and the Skiview condominium units themselves, 
is zoned for commercial use. When asked specifically how the property is zoried, 
witness Cook acknowledged that it is zoned commercial. 

The testimony of the engineering witnesses was to the·effect that some seve'n 
alternative substation sites were considered. These sites were descr.ibed in 

the testimony as Sites A, B, C 1 D, E, F and G. Skiview witness Mullis agreed 
wi,th the Mountain Electric witnesses that_ Site A appears to be "too small" and 
that Site C can be appropriately eliminated from consideration. Based on the 
substation design which he recorrnnended, using a "smaller footprint," witness 
Mull is contended that Sites 8, D, E, F and G would be reasonable, from an 
engineering point of view, for the substation. In witness Mull is' opiniori, the 
"best site" for the substation is a "terraced site" which combines elements of 
Site D and Site E. 

Mountain Electric Witness Thacker stated that Site B (also referred to as 
the Water Tank Site) is unsuitable because ft is inadequately sized, contains a 
sixty-foot road easement located across the middle of the developable portion of 
the site and is located approximately 1,900 feet from the load center. Witness 
Smith agreed and,· in addition, stated that nthe site is adjacent to a steep and 
heavily wooded are_a and, th.us, lacks reasonable accessibility for line routing." 

Witness Thacker stated that Site D (the Beech Mountain Resort parking lots) 
was rejected due t� problems with traffic Congestion, blocking access to Beech 
Mountain Resort's maintenance buildings and to the Volunteer Fire Department, 
difficulties in minimizing the visual irni,act of the. substation and problems with 
ready ac�ess to the substation site duririg the peak ski season. Witness Smith 
generally agreed witp the reasoning expressed by witness Thacker concerning the 
unsuitability of Site D. In addition,,witness Smith stated that use of any of 
the upper level parking lots would be impractical because the width would be too 
narrow when the requirement for reasonable road access is considered. 

With regard to Site E (the Volunteer Fire Department Site), witness Thacker 
stated that the site was ultimately rejected-due to considerations of inadequate 
space, negative economic impact and the fact that it would block direct road 
access to Beech Mountain Resort's maintenance building. Once again, witness 
Smith concurred with witness Thacker and,.in addition, stated that there would 
be additional expenses involVed in relocating the Volunteer Fire Department 
building and that there would be insufficient room on t_he site-for visual
shielding or transmission acCess. 

- · · 

With regard to Site F (the Rope Tow Site), witness Thacker stated that the 
difficulties inherent in trying to use this site include difficulty of land 
acquisition, limited site access, undes.irable location, inadequate size, 
undesirable costs, undesirable accessibility and probable lack of availability. 
Witness Smith once again concurred and, in addition, stated that the site is not 
level and would. be too small for proper _grading, in addition to wh_ich it is 
located too far from the load center, requiring,additiqnal lines to be built at 
a significant cost. 
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Finally, with regard to the last alternative site, Site G (the Resort 
Entrance Site), witness Thacker stated that the site was rejected due to 
inadequate size and the fact that it already contains a small building which 
would have to be moved. Witness Smith concurred and, in addition, stated that 
this site is located 1,100 feet away from the "load center. 

Both witness Thacker and witness Smith testified that "the proposed 
combination of Site D and Site E, as recommended by Ski view witness Mull is, would 
be inappropriate because such a combined site would suffer from·the individual 
impairments listed bj them for Site D and Site E respectively, and, ·;n addition, 
because the combination of these sites would likely require the substation to be 
constructed on two different levels.which would be difficult. Alternatively, if 
the two sites could be joined and leveled, extensive blasting could be required. 
For these reasons, witnesses Thacker and Smith rejected the substation site 
recommended by Skiview witness Mullis. 

• TVA witness Pitt stated that, in the course of his work assignment, he
reviewed four alternative substation sites. These were (1) the site proposed by 
Mountain Electric adjacent to the Ski view condomi ni urns, (2) the Parking Lot 
Sites, referred to as Site D, (3) the Volunteer Fire Department Site, referred 
to as Site E, and (4) the Resort Entrance Site, referred to as Site G. Witness 
Pitt concluded that none of the alternative sites meet the reasonable engineering 
criteria for a substation as well as the site which.Mountain Electric has already 
purchased. He listed many of the same reasons -- size, distance from the load 
center, accessibility for transmission line routing, accessibility for service 
and repair, etc. -- previously given by witnesses 1hacker and Smith. Witness 
Pitt also concluded that the "best site" recommended by witness Mullis should not 
be used because of factors including size, accessibility, ingress and egress of 
heavy equipment; visual screening and proximity to the Beech Tower. Condominiums 
(which have many1more units'than Skiview).

In addition to these matters, witnesses Thacker, Smith and Pitt each 
criticized the proposed "small er footprint" substation" design described by 
Skiview witness Mullis in his testimony. · Witness Thacker testified to the 
importance of locating the substation near the load center in order to avoid the 
capital cost of additional circuit lines to connect a remote substation site with 
the load center. 

Based on the foregoing, the Col!lllission concludes that the alternative 
substation site recommended by Skiview has several disadvantages in terms of its 
suit_ability as a substation site. Considering the five alternative sites which 
were not ruled out by Skiview witness Mullis, the' Commission concludes that no 
one is as good as the site proposed by Mountain EleCtric. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12 

The evidence for this finding of fact is contained in the testimony of 
Mountain Electric witness Dr. Cole, TVA witness Bennett arid Skiview witness 
Walker. The primary testimony relied upon by the Commission for this finding is 
that of Dr. Cole, a recognized national expert in the field of epidemiology, 
concentrating on the impact of exposure to electromagnetic fields (EMFs) on human 
health. 
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In its original complaint the Complainants contended that the EMFs which 
would be emitted at the proposed substation would pose a threat to public health 
and safety. At ·the hearing of .this matter, Sliiview offered no credible evidence 
in support of this proposition. Skiview offered the testimony of Complainant Dr. 
Walker, one of the condominium owners and a physician practicing in Charlotte, 
specializing in nephrology (the diagnosis,and treatment of kidney disease). Dr. 
Walker claimed no particular expertise in the field of epidemiology. Instead, 
he based his testimony on EMFs solely on his review of some, but not nearly all, 
of the relevant studies in the field. Dr. Walker conceded that "existing studies 
are inconclusive" and that, at best, more recent studies only "tend to indicate 
that there may be some health risks associated with EMF exposure.'" Dr. Walker's 
ultimate conclusion was that "the recent publicity given to the EMF issue may 
very well adversely affect the value of our condominium unit." 

In contrast, Dr. Cole testified as a recognized expert in the field of 
epidemiology. Dr. Cole described epidemiology as the "scientific observation of 
human beings in their everyday environments for the purpose of identifying the 
environmental causes of their diseases." Dr. Cole discussed the approximately 
70 epidemiologic studies which have been published containing data on EMFs and 
cancer.. Based upon his review of, and participation in, relevant studies, Dr. 
Cole concluded that "the epidemiologic reports fail to demonstrate any strong or 
consistent pattern of association between power· frequency electric and/or 
magnetic fields and cancer." He also concluded that "to date, there is no 
demonstrated rel ati onshi p between power frequency fie 1 ds and cancer in human 
beings." With specific regard to the proposed TVA/Mountain Electric project, Dr. 
Cole stated that "the proposed project poses no threat of cancer to persons in 
its vicinity." 

The Commission concludes that no evidence was presented in this case that 
a causal relationship exists between EHFs and cancer in human beings. Pending 
the results of further studies, the Cammi ssi on agrees with Dr. Cole that no 
causative link has been demonstrated. 

To the extent that fear of EMFs may be a source of concern, witness Bennett 
testified that he studied the level of EMFs which would exist in the Beech 
Mountain area both before and after completion of the proposed TVA/Mountain 
Electric project. Bennett's Exhibit No. C indicates that milliGauss (mG) levels 
around the existing Mountain Electric distribution lines coming up from the 
Banner Elk Substation will decline from a level now in excess of 50 mG to a level 
below 5 mG once the proposed project is completed. Witness Bennett concluded 
that "overall magnetic field levels associated with the existing Mountain 
Electric distribution line will decrease dramatically because of the reduced 
current." The Commission so concludes. While witness Bennett stated that no 
program for accurately modeling EMF levels around an electric substation is 
currently available, "magnetic field levels immediately outside a substation 
fence are generally quite low when compared to those in the vicinity of a 
transmission line." 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 13-14 

As stated earlier, the burden of proof is upon Skiview to demonstrate that 
Mountain Electric acted "arbitrarily, capriciously or in abuse of its discretion" 
in siting its proposed electric facility. This is a difficult burden of proof. 
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It is not enough for the Complainants to testify that there will be some .impact 
on their property. It·is not enough for the Complainants to speculate. that there 
must be nsome property somewhere" that would, be a better site. In applying this 
standard, the Commission must take into account environmental consequences, 
reasonable (not speculative) alternative sites, cost, and the utility's ability 
to .ser:ve its load .. ·Among other conclusions that we have already drawn in this 
Order, the Commission concludes that Skiview has not shown a health.risk, that 
the proposed site is large enough to accommodate landscaping and screening, that 
no ·reasonable alternative site· is as good as the proposed ·site, that Mountain 
Electric has already acquired the proposed site, that the proposed site is near 
the load center (which will ·eliminate the need and cost of constructing 
additional lines to connect a remote substation site with the load center), and 
that there is a critical need for this project to proceed in order for Mountain 
Electric to assure an adequate and reliable supply of electricity to Beech 
Mountain. 

The Commission concludes that Skiview has not met the burden of proof to 
show that Mountain Electric acted arbitrarily, capriciously or. in abuse of its 
discretion in siting the proposed substation. The Commission finally concludes 
that the complaint in this matter should be denied and-the docket closed. 

' ' . 

IT IS, THEREFORE, ORDERED that the complaint in this docket should be, and 
hereby is, denied. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 6th day of April 1994. 

(SEAL) 

Commissioner Ralph A. Hunt dissents. 
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ELECTRICITY" RJ\TES 

DOCKET NO. E-2, SUB 658 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
) 

l 
Application by Carolina Power & 
Light Company for Authority to 
Adjust and Increase Its Electric 
Rates and Charges Pursuant to •) 
G.S. § 62-133.2 and NCUC Rule RB-55) 

ORDER APPROVING.A NET
FUEL CHARGE.DECREASE 

HEARD: Tuesday, August 2, 1994, at 10:00 a.m., Colllllission Hearing Room 2!15; 
Dobbs Building, 430 North �alisbury Street, Raleigh, North Carolina 

BEFORE: Commissioner, Allyson K. Duncan, Presiding, and Colllllissioners.Judy Hunt 
and Ralph A. Hunt 

APPEARANCES: 

For the Applicant: 
..1"' 

Len S. Anthony, Associate General· Counsel, C3.rolina 'Power & Light 
Company; Post Office Box 1551, Raleigh, North Carolina 27602-1551 

For the Public Staff: 

Paul Lassiter, Staff Attorney, Public Staff-North Carolina Utilities 
Colllllission, Post Office Box 29520; Raleigh, North Carolina 27626-0520 

For: The Using and Consuming_ Public 

For the.North Carolina Department of Justice: 

Jo Anne Sanford, Special Deputy Attorney General and Karen E. Long, 
Assistant Attorney General, North Carolina Department of Ju�tice, 
Post Office Box 629, Raleigh, North Carolina 27602-0629 

For: The Using and Consuming Public 

For the Carolina Industrial Group fo, Fair Utility Rates: 

Ralph McDonald, Attorney at Law, Bailey & Dixon, Post Office Box 
1351, Raleigh, North Carolina 2760_2-.1351 

· For the Carolina Utility Customers Associatio�, ,Inc.:

Sam J .. Ervin, IV; Attorney at Law,- Byrd, Byrd, Ervin, Whisnant, 
McMahon & Ervin, P.A., Post Office Drawer 1269, Morganton, North 
Carolina 28680-1269 

BY THE COMMISSION:. G. S. § 62,133.2 and Rule RB-55 of the North Carolina 
Utilities Commission's .(Commission) Rules of Practice and Procedure require the 
Commission. to conduct annual public· hea,:in9S in order to re,vi�w changes in 

· Carolina Power & Light Company's (CP&L or Company) cost of fuel and the fuel
component of purchased powe_r.- This public hearing is to be held on the ·first
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Tuesday of August of each year. Rule RB-55 requires CP&L to file a variety of 
information regarding its fuel cost and fuel component of purchased power in the 
form of testimony and exhibits at least 60 days prior· to each such annual 
hearing. 

On June 3, 1994, CP&l filed its application for a change in rates based 
solely on the cost of fuel in accordance with the provisions of G. S. § 62-133.2 
and Comnission Rule RB-55 along with the testimony and· exhibits of witness 
John L. Harris. In its application, CP&L proposed an increment of 0.029t/kWh 
(0.030t/kWh including gross receipts tax) to the base fuel factor of l.276t/kWh 
approved in CP&L's last general rate case, Docket No. E-2, Sub 537. The Company 
recomnended a fuel factor of 1.305t/kWh. In its application, the Company also 
requested an increment of 0.024t/kWh (0.02St/kWh including gross receipts tax) 
for the Experience Modification Factor (EMF) to collect approximately $7 .O 
million of unrecovered fuel revenues experienced during the period April I, 1993 
to March 31, 1994. The Company proposed that the EMF rider be in effect for a 
fixed 12-month period. The net effect of the changes recommended by the Company 
would result in no change in the customer's bill. 

On June 7, 1994, the Carolina Industrial Group for Fair Utility Rates 
(CIGFUR-11) filed a petition to intervene. The petition was granted by the 
Commission on June 13, 1994. The intervention of the Public Staff is noted 
pursuant to Commission Rule Rl-19(e). The Commission notes the appearance of the 
Attorney General in this proceeding pursuant to G. S. § 62-20. 

On June 9, 1994, the Commission issued its Order Scheduling Hearing, 
Requiring Filing of Testimony and Requiring Public NOtice. 

On June 17, 1994, Carolina Utility Customers Association, Inc. (CUCA) filed 
a petition to intervene in the proceeding. The Comnission granted CUCA's 
petition on June 20, 1994. 

On July 13, 1994, the Public Staff made an oral motion for a seven-day 
extension of time to file testimony and exhibits. CP&L did not oppose the 
requested extension of time. On July 14, 1994, the Commission granted the 
request. 

On July 25, 1994, the Public Staff filed a Joint Stipulation of Carolina 
Power & Light Company, the Public Staff, the Attorney General, CIGFUR-11 and CUCA 
(hereafter Joint Stipulation) that resolved all issues among the parties (a copy 
of which is attached hereto as Appendix_A), the affidavits of Michael C. Maness, 
Thomas S. Lam and Russell C. Brown, and a Report on the Forced Outage Assessment 
of the H. B. Robinson Plant, Unit No. 2 prepared by R. C. Brown and Associates. 

On July 28, 1994, the Company filed the affidavits of publication showing 
that public notice had been given a� required by Rule RB-SS(f) and the 
Commission's Order. 

The hearing was held as scheduled on August 2, 1994, at 10:00 a.m. At the 
beginning of the hearing, CP&L and the-Public Staff advised the Commission of the 
Joint Stipulation reached between CP&L, the Public Staff, the Attorney General, 
CIGFUR-11 and CUCA. The Attorney General, CUCA and CIGFUR-11 affirmed their 
agreement with the Stipulation and the provisions contained within. 
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:The Convnission ·received into evidenc'e CP&L's application, the written 
testimony and exhibits of CP&L witness Harris, the-Joint Stipulation, the 
affidavits fi.led by PiJblic Staff witnesses Maness, Lam, and Brown, and Report on 
the Robinson investigation filed by the Public Staff. Based on the Stipulation, 
the Commission excused all witnesses from direct cross, .examination. 

CP&L and the Public Staff filed a joint proposed order on August 18, 1994. 
. ' ' 

Based upon the Company's verified application, the testimony and exhibits 
received into evidence at the-hearing and the record as a whole, the Conmission 
now makes the following: 

FINDINGS OF FACT 

1. Carolina Power & Light Company is duly organized as a public utility
under the laws of the State of North Carolina and is subject to the jurisdiction 
of the North Carolina Utilities Commission. CP&L is engaged.in the business of 
generating, transmitting, and selling electric power to the public of North 
Carolina. CP&L is lawfully before this Commission based upon its application• 
filed pursuant to G. s. § 62-133.2. 

2. The test period for purposes of this proceeding is the 12.month period
ended March 31, 1994. 

3. CP&L's fuel procurement and power purchasing practices were reasonable
and prudent during the test period. 

4. The proper fuel factor for this proceeding is 1.3O5¢/kWh, excluding
gross receipts tax. 

5. The Company's filed North Carolina test period jurisdictional fuel
expense underco 11 ecti on is $7,029, sea,.

6. The appropriate amount of undercollecti'on 'to recover in this proceeding
is $� 1 229,588. 

7. The Company's Experience Modification Factor (EMF) is an.increment of
.OO4¢/kWh (including gross receipts tax the factor is .OO4¢/kWh). The adjusted 
North.Carolina jurisdictional test year sales are 28,863,479,490 kWh. 

8. With the exception- of CP&L's operation of its Robinson Nuclear Unit,
the Company's operation of its base load.fossil plants and nuclear plants was 
reasonable and prudent during the test period. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. ,I 

Finding of Fact No. I, is essentially· informational, procedural;. and 
jurisdictional in nature and is not.controversial. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2 

G. S. § 62-133.2 sets out the verified, annualized information which each 
electric utility is required to furni�h to the Commission in an annual fuel 
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charge adjustment proceeding for a historical 12-month period. Rule RB-55(b) 
prescribes the 12 months ending Harch 31 as the test period for CP&L. All 
prefiled exhibits and testimony submitted by the Company- in support of its 
application utilized the 12 months ended Harch 31, 1994, as the test year for 
purposes of this proceeding, 

. The test period proposed by the Company was not challenged by any party and 
the Commission concludes that the test period which is appropriate for use in 
this proceeding is the 12 months ended March 31, 1994, adjusted for weather 
normalization, customer growth, generation mix, and normalization of SEPA and 
NCEMPA transactions. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3 

The evidence for this finding can be found in the Company's application and 
the monthly fuel reports on file with this Commission. Commission Rule RB-52(b) 
requires each utility to file a Fuel Procurement Practice Report at least once 
every 10 years, as well as each time the utility's fuel procurement practices 
change. In its application, the Company indicated that the procedures relevant 
to the Company's procurement of fossil and nuclear fuels were filed in the Fuel 
Procurement Practices Report which was updated in May 1994 and filed in Docket 
No. E-1OO, Sub 47. In addition, the Company files monthly reports as to the 
Company's fuel costs pursuant to Rule RB-52{a) under its present procurement 
practices. No party offered any testimony contesting the Company's fuel 
procurement and power purchasing practices. 

The CoI1111ission concludes that CP&L's fuel procurement and power purchasing 
practices and procedures were reasonable and prudent during the test period. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4 

The evidence supporting this finding can be found in the workpapers of 
Company witness Harris and the Joint Stipulation. 

In accordance with Items (d){3) and (d)(4) of Rule RB-55, the- Company 
calculated a fuel factor of 1.4O4¢/kWh using the latest North American Electric 
Reliability Council (NERC) Equipment Availability Report 1988-1992 five-year 
capacity factors and the same methodology used in past fuel cases to compute fuel 
expense. The workpapers included in Harris' exhibits show kWh normalizations for 
customer growth and weather at both meter and generation levels were done in the 
same manner as past cases. Normalization adjustments were also made for SEPA 
deliveries and hydro generation. Again, the unit prices used for coal, nuclear, 
internal combustion turbines, purchases and sales were also calculated in a 
manner consistent with past cases. The NERC five-year nuclear capacity factors 
used in the fuel factor calculation for Brunswick Unit Nos. I and 2, both boiling 
water reactors (BWRs), were normalized at 58.93% and the capacity factors of the 
Robinson and Harris Units, both pressurized· 1 water reactors (PWRs), were 
normalized at 69.96%. The Company's normalization calculations resulted in a 
system nuclear capacity factor of 64.48% and produced a fuel factor of 1.4O4¢/kWh 
based on a system fuel expense of $638,968,192 and normalized system meter·sales 
of 45,516,792 MWHs. 
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Although Rule RB-55 supported the calculation of a 1.404¢/kWh fuel factor, 
the Company·requested a/factor of 1.305¢/kWh. Witness Harris stated that the 
lower factor was closer to projected expense during the time these rates•Wfll be 
in effect. The lower factor was also agreed to by the parties 1n the Joint 
Stipulation. Since ,Rule RB-55 would support a factor of· 1.404¢/kWh and the 
parties have agreed to a lower factor, the Co111J1issfon, pursuant to past practice· 
which has allowed lower fuel factors below the values calculated usir\g NERC 
averages, hereby approves the factor requested by the Company. 

Based on the evidence of record, the Conrnission concludes that a fuel factor 
of 1.305¢/kWh as agreed to by the parties is appropriate in this proceeding. 
This factor is .029t/kWh higher than the base fuel factor of 1.276¢/kWh approved 
in CP&L's last general rate case, Docket E-2, Sub 537. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 5 & 6 

The· evidence supporting this finding can be found 1n the testimony of 
Company witness Harris, the Joint Stipulation, the affidavits of Public Staff 
witnesses Lam, Brown, and Maness, and·the Report on the Robinson outage prepared
by R. c. Brown and Associates. 

' · · 

The underrecovery of $7 mf 11 ion is a· product of a number of factors 
including unusUal weather, deviations from test year sales, fuel ·prices, nuclear 
performance, and the inclusion of certain' fuel costs associated with power 
purchases from a cogenerator. In its pref11 ed testimony·i the Company 
acknowledged that its actual test year nuclear system capacity factor of 60.58%

was below· the weighted NERC five-year (1988-1992) average capacity factor of 
64.48%. Pursuant to.the provisions of Rule R8-55(i), this created a rebuttable 
presumption that the fuel expense associated with this failure to perform at the 
national average was imprudently incurred and should be disallowed. The Company 
explained in its testimony that the reason it failed to perform at the national 
average was a five-and-half month outage experienced by the Company's Brunswick 
Nuclear Unit No. ·I which was caused by the need-to repair certain cracks in the 
fuel core shroud inside the reactor vessel. General Electric Corporation, the 
contractor that constructed the Brunswick Plant, had notified owners of ·BWRs, 
such as Brunswick, in 1990 that cracks had been discovered in the shroud of a 
European BWR •. During, a standard refueling of Brunswick Unit No. I in July of 
1993, CP&L inspected-the unit's shroud and discovered cracks similar to those 
found in the European BWR that required repair prior to returning the unit to 
service. · 

In the Company's quarterly reports regarding the Brunswick Plant filed in 
Docket No, E-2, Sub 626, the Companrexplaine'd in detail the analyses and 
inspections it performed on the shroud and the engineering aTid repair of the 
shroud. In these reports, the Company explained that subsequent to the discovery 
of the cracks in the Brunswick Unit No. l's shroud, other U.S. BWR's discovered 
shroud cracking and that th1s phenomenon is a generic issue that will have to be 
addressed by all U.S. BWR owners. The Commission takes judicial notice of these 
quarterly reports filed in'Docket No. E02, Sub 626. 

As further ev·idence that shroud cracking h an industry problem, bey6nd the 
reasonable control of the BWR owners, CP&L witness Harris explained that in April 
of 1994, General Electric issued another notice which identified shroud cracking 
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as an industry problem, advising that such cracking had been discovered in 
several other BWR shrouds and describing the steps General Electric was taking 
to address this problem. 

In the Joint Stipulation signed by all parties to this proceeding, It was 
agreed that the Brunswick Unit No. l shroud outage was beyond the reasonable 
control of the Company and, therefore, the Company should be allowed to recover 
the fuel expense associated with this outage. The Conmission, based upon witness 
Harris' testimony, the reports filed in Docket No. E-2, Sub 626 and .the Joint 
Stipulation, agrees that this outage was not caused by Company mismanagement and 
that the Company should be allowed to recover all of the fuel expense associated 
with it. 

While all the parties to this proceeding agreed that the Brunswick Unit No. 
I shroud outage was beyond the Company's control, the Public Staff questioned the 
reasonableness of certain outage time experienced by the Company's Robinson 
Nuclear Unit. The Public Staff believed that portions of the Unit's outage time 
from· November 17, 1993 through Harch 21, 1994 could have been avoided. The 
Public Staff hired a nuclear consultant to .investigate and evaluate the 
reasonableness of this outage time. As a result of this investigation, the 
Public Staff concluded that approximately 41.5 days of outage time was 
imprudently incurred and, therefore, the associated fuel expense should be 
disallowed. Following the completion of the Public Staff's investigation, It met 
with the Company to discuss these findings. The Company challenged and disputed 
the Public Staff's consultant's report and asserted that none of the outage time 
and none of the test year fuel expense associated therewith could be attributed 
to the Company's unreasonable costs. Following extensive negotiations, as part 
of the Joint Stipulation·, all parties to this proceeding agreed to settle this 
issue by reducing CP&L's test year underrecovery by $3.5 million. 

The Company and Public Staff also differed on the amount of recovery through 
the fuel clause of the fuel expense associated with one cogenerator, Stone 
Container Corporation. In the C_ompany's most recent general rate case (Docket 
No. E-2, Sub 537), adjusted nonfuel test year expenses included an estimate.of 
the total annualized avoided capacity and energy charges to be pal.d by CP&L.-to 
Stone Container, based on the level of capacity available from the cogeneration 
facility at that time (approximately 29 megawatts (1111)). Thus, the nonfuel 
portion of rates was set to provide for the recovery of the total annual payment 
made to Stone Container, including Inherently any portion of that payment which 
would compensate Stone Container for its actual burned fuel costs. Consistent 
with this approach, no actual burned fuel costs related to Stone Container were 
Included in the calculation of the fuel portion of base rates. The burned fuel 
costs were included in the nonfuel, rather than the fuel, portion of base rates 
because it was not possible at that time for CP&L to isolate Stone Container's 
actual burned fuel cqsts for the general rate case test year. 

Since recovery of' all of CP&L's Stone Container-related cogeneratlon 
expenses related to the 29 1111 of capacity, •including compensation for actual 
burned fuel costs, was provided for In the nonfuel portion of base rates set in 
the Sub 537 general rate case, it would not be appropriate to also provide 
recovery in fuel rates of the actual burned fuel costs related to the 29 1111 of 
capacity by including said costs in subsequent fuel case underrecovery 
calculations.• Since the Sub 537 general rate case, the amount of capacity 
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available from the Stone Container facility has increased significantly, from 
about 29 MW to approximately 70 MW. Because of·this significant increase, it is 
reasonable to include in.the underrecovery calculation actual burned fuel costs 
over and above those related to the 29 MW. 

CPlL and the Public Staff disagr:ed on the method used to determine the 
actual burned fuel cost included in nonfuel rates. The Public Staff calculated 
a value of $2.5 million for the fuel cost while the Company calculated $2.1 
million. As part of the Joint Stipulation in this case, the Public Staff and 
CP&L have agreed as a compromise to an adjustment for Stone Container in this 
proceeding of $2,300,000. The Public Staff and CP&L have also agreed to work 
together to seek to determine the appropriate methodology to use for this 
adjustment prior to CP&L's next fuel proceeding. 

. ' 

• The total adjustments to the EMF in this proceeding for the Robinson outage
and Stone Container fuel expense total $5,'8 million for N.C. retail jurisdiction. 
This amount is agreed to ·in the Joint Stipulation and will be deducted from the 
Company's proposed ENF recovery. The Commission determines that the proper 
amount of EMF recovery,Jn this case is $!,22g,5ss. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO, 7 

The evidence supporting:this finding can be found in the direct testimony 
and exhibits of Company witness Harris and the Joint Stipulation. 

6. S. § 62-133.2(d) provides that the Commission "shall incorporate in its
fuel cost determination under this subsection the experienced over-recovery or 
under-recovery of reasonable fuel expenses prudently incurred during the test 
period ..• in fixing an increment or decrement rider. The Comnission shall use 
deferral accounting, and consecutive test .periods, in complying with this 
subsection, and the over-recovery or und�r-recovery por.tion of the increment or 
decrement shall be reflected in rates for 12 months, notwithstanding any changes 
in the base fuel cost .in a general rate case ... " 

In its application and testimony, the Company proposed an ENF increment 
factor of 0.024¢/kWh (0.025¢/kWh with gross receipts tax) to recover $7,029,588 
million of unrecovered fuel expense. This factor was determined by dividing the 
unrecovered amount by N.C. retail adjusted kWhs.of 28,863,47g,490, CP&L asked 
that this factor remain. in rates for a 12-month period. 

, For the reasons set forth in Findings of Fact Nos, 5-6 and based on the 
testimony and exhibits of.CP&L witness Harris and·the provisions of the Joint 
Stipulation, the Commiss.ion concludes that the ENF increment of 0.004¢/kWh 
(0.004¢/kWh with gross receipts tax) is appropriate for use in this proceeding. 
This factor was determined by dividing the $1,2 million underrecovery allowed by 
adjusted N.C. retail kWh sales. The EMF increment shall remain in effect for a 
fixed 12-month period. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8 

The evidence for this finding can be found in the Company's application, the 
testimony of CP&L witness Harris, the·affidavits of Public Staff witnesses Lam 
and Brown, and the Report on· the Robinson_outage prepared by R. C. Brown arid 
Associates. · 

The Company files with this Corrmission monthly Fuel Reports and Base Load 
Power Plant Performance Reports. These reports were filed in Docket No. E-2, Sub 
639, for calendar year 1993 and Docket No. E-2, Sub 655, for calendar year 1994. 
Information obtained from these reports indicates that CP&L's test period nuclear 
capacity factor was 60.58 percent. 

As mentioned earlier, Company witness Harris explained that Brunswick Unit 
No. 1 experienced a five and one-half month outage due to the repair of the 
reactor core.shroud as discussed in Findings of Fact Nos. 5 and 6. Witness· 
Harris stated.that had this outage not occurred, the system capacity factor would 
have been 68.81% which exceeds the NERC- five-year average. Since the shroud 
cracking was beyond the control of the Company, this outage time-should not be 
considered in computing the three-year Brunswick Plant perform�nce test agreed 
to by the parties in the Company's 1993- fuel case, Docket E-2, Sub 644. 

The Conmission hereby concludes that·the performance·of the company's base 
load fossil steam units and nuclear units, with the exception of Robinson as 
discussed in Findings of Fact Nos. 5 l 6, was reasonable and prudent during the 
test period. 

·IT IS, THEREFORE, ORDERED as fol.lows:

, 1. That, effective for service rendered on and after September 15, 1994, 
CP&L shall adjust the base fuel factor in its North Carolina retail rates by an 
amount equal to a 0.029¢/kWh increment (0.030¢/kWh including gross receipts tax) 
from the base fuel factor approved in Docket No, E-2, Sub 537. Said increment 
shall remain in effect until changed by a subsequent Order of this Commission in 
a -general rate case or fuel case. 

2. That CP&L shall establish an EHF Rider as described herein to reflect
an increment of 0.004¢/kWh (0.004¢/kWh including gross receipts tax). The EHF 
is to remain in effect for a 12-month period beginning September 15, 1994. 

3. That CP&L shall file appropriate rate schedules and riders with the
Commission in order to implement the fuel charge adjustment approved-herein not 
later than five (5) working days from the date of this Order. 

4. That the Joint Stipulation Agreement included as Appendix A signed by
CP&L, the Public Staff, the Attorney General, CUCA and CIGFUR-11 is approved by 
this Commission. 
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5. That CP&L shall notify its Nor.th Carolina retail customers of'the fuel
adjustments approved herein by including J�e Notice to Customers of Net Rate 
Decrease attached as Appendix Bas a bill Insert with bills rendered during the 
Company's next normal billing cycle. ,, 

ISSUED BY ORDER OF THE COMMISSION. 
This the 6th day of September 1994. 

(SEAL) 
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STATE'OF NORTii CARo'UNA 
·,U11LITIES COMMISSION' . 

RALEIGH .. :-

DOCKET NO. E-2, S'IJB 658 

sa':bRE 'tIIE NORTH cARoUNiunLinEs COMMISSION 
' . . . ' - . . 

In the Matter of 

Application of Carolina Power & 
Light Co!Dpany For Authority _to 
Adjust .Its Electric Rates and Charges 
Pursuant to N.C.G.S. §62-133.2 
and NCUC Rule RS-55 

) 
) 
) 
) . 1O1NT STIPULATION OF 
) 'CAR:OUNA POWER & LIGHT 
) COMPANY, TiiE PUBLIC STAFF: 
) TiiE ATTORNEY GENERAL. 
) ciGFUR-Il AND CUCA 

______________;) 

l. Carolina Power & Light Company ("the Company") ftlod an App�cation with the

Commission on lune 3, 1994 in thiJ proceeding to adjtl5t iu rares and charges punuani to N.C. 

Gen. Stat. § 62-133.2 and North Carolina Utilities Commission Rule R8-55. ·11w Application 

was supponed by the pn,ftlod Din,ct Testimony and Exhibiu of Dr. John L. Hanis, Mallager . 

Forecasting and Revenue RoquimDems for the·Company. 

2. In iu Applic:alion, Ibo Company requested a � fuel factor of 1.305c per kWh

and an experience �n factor (EMF) 'of 0.024C per kWh.which produced·• net factor 

of 1.329c per kWh (m:b1ding g,oss receipu tax) 10 become effective September 15,.1994. The 

·EMF is based upon a fuel cost undemcovery of S7,029,588 for the test year ending Much 31,

l994 in the Company's N.C. rerailjurisdiclion. The S7 million dollar fuel cost,uoderm:overy

is a _product of a number of facton, including: unus"3.l weather; deviations fmm test year sales;
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fuel prices and nuclear pert"onnance: and the inclusion of cenain fi!el costs associated with

power purchases made by the Company from a cogenerator. 

3. In its prefiled Di=t Testimony, the Company acknowledged that its acrual test

year nuclear capacity factor of 60.58% was below the weighted. Nonh. American Eectric 

Reliability Council ("NERC") five yeax (1988,1992) average capacity factor of 64.48%. 

Pursuant to the. provisions. of Nonh Carolina Utilities-Commission Rule R8-55(i) this created a 

rebutrable presumption that .t�e fuel expense associated with this failure to pcrfonn at the 

nati_onal average, was imprudently incurred ;m,d should be disallowed. ,:lie Company explained

in its testimony that the reason i� failed to perfo� at the national avez:age was a five and a half 

· month outage experienced by the Company's Brunswick Nuclear Unit No. I, which was caused

by the need to ropair cenain cracks in the fuel core shroud inside the reactor vessel. General

Electric Corporation had.notified □\\'.ncrs ofboiling·wa1er1�rs (BWRs), such� Brunswick.

in 1990 that cracks had been di.!covered in the s_hroud of a European BWR. During the

refueling of Brunswick !]nit No. 1 in July of 1993, CP&:L inspected the unit shroud and

discovered similar cracks that required ropair prior to � the unit.to service. la April of

I 994, Gene121 Eio!:ffle issued anod!er notice which identified shroud cracking as an indumy
-

'

problem, advising that such cmking had been discovered in additional BWR shrouds-and

describing the npo Geaoral Electtic was taking 10 address this p�blem. 1'.he Company assened

that but for Ilda pmblem which wu beyond its control, the Company's test year_ nuclear

performanc,:. �ould have bee!1 approximately 68.81 % which exc=!s.the \988-1992 NERC

average by 4.33 perc,:a� points.
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4. •TliC-Pub_lic Staff agreeS that the Brunswick- Unit 'No. -1 shroud outage��as .beyond
., 

the Company's control and. therefore. the 'Corilpan}' shotild be allowed to recover -rhe fuel 

expens�_aSsOCiated with this outilg�: The Public Staff, however. ·does not believe that all of thC 

outage time:experiericecs'by the'Company's Robinson 2 Nuclear Unit during the tesq)eriod was 

prud�ntly incurn:d. The Public Staff believes that portions ,o( the Unit" s ouiage time from. . .. · ' 

' 

• Nov<;mber 17, 1993.through March 21, 1994coul_d have'been avoided;" As� re.suit, the Public

Staff hired a nucl�conSultarit to investigate and eVaJ�te the teasonibienesS of this outage,time.

The Public Staff's investigatio�rOfthe Robinson 2,o.utages includecfextensive ·1:1ata gathering and 

dqcument. �view, '.ind' intet,;"i��ing ·numeroUs· Company 'peisOrutel. bo� ·in ·Raleigh and °M the

plant' site, Io his report, ,the consultant concludes that appioximately .41.5 days of outage time
. ' 

was imprudently incurn:d ·and, theiefori:; the associaied fuel expense should be .disallowed;

Upon the' completion of the consultmt's report; the ,Pu,blic· Staff mei' with 1h10 Company 10

discuss the, co11SUltm1's fmdings. The Company challenged and disputed the 'cotisultant's

fmdings'and assened that none of the ouiage.and none of the te,t year fuel-expense could ·be

attributed to the Company's ulll"3SOnahle actions. Following extell.!ive negi,iiaiiotis the paities
. ' - . . 

agreed to settle the issue of the Robinson 2 OU� time _bribe Company redu�ing'its te,t year

underrecovety•by S3.5 millloi,;

·•, 5. • · n.·Publil: Staff also questioned the inclusion in the calculation ofoCP&L's fuel

cost undemol:<MiJ of-ccnain fuel COSIS' associa1ed with the Company's power purchases from. . 
Stone Container _Cotpo,llii,n's cogeneration facility.: The Public Staff asserte1f tbat the Company 

was inappropriately attempting to tec:Over certain of these purcha.ied power costs'tbrougb the fuel 

factor. The Public Staff.calculaled this amount 10 be.appro�ly 52.5 million for the test. . . ' . .-
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period. The c;:orripany agrees that ce� of these costs �ere inappropriately included as test 

year fuel costs. but believes that the dollar amount in question is appr�ximately 52.1 million. 

Thus far. the Public Staff and the Company have been unable to agree on the "methodology to 

be used to detennine 'the amount of Stone Container cogeneration cost� �hat shollld be removed 
• < 

from the test year fuel expense. Thus they have agreed to senle. this maner for the purposes of 

this fuel proceeding fat $2.3 million� and will work tiJ detemline the appropriate methodology 

prior to the next fu�l proceeding. 

6. After the Compally and the Public S� :lgreed to 'the above described settlements.

they-discussed these' issues with the other panics to this .proc�ing and invited them to join �n 

support of the Stipulation. ''The Attorney General_ of the State of Nonh Carolina (""the Attorney 

General"), the Carolina Industrial Group forFair Utility Rates II ("CIGFUR•II") and the 

C�lina·Utility Customer's Association, Inc. ("CUCA"i decided to joiii"'this Stipulation. the 

terms of which are set fOnb •he�in. 

7. 'Ibo Company, the Public Staff; the Attorney General, "ciciFUR and CUCA agree

thai this proceeding ;hall be rosoived pursuani to the following' terms, subject to ·c�IIIIllission 

approv":1: 

a. 'Ibo Company will forego recovery of $5.8 million of the underrecovered fuel 

expense fo� the test' year ended March 31, 1994. This change will reduce the

ma inclement from the current EMF of 0.020c per kwh"tn 0.004c per kwh

(excluding griiss receipts tax). ·sJ.5 million ·of'the ssi million reduction .;

CP&i.' s tCSt 'year underm:'ovefy is associated with ihe senle��n·t of the Rcbins'.on
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Nuclear oucage and the remaining S2.3 million is associated with the Stone 

Container fuel cost issue. 

b. The base fuel factor appropriate forthis proceeding is 1.305c per kwh (excluding

gross receipts tax) which in conjunction with the 0.004c i,er kwh EMF produces

a net fuel factor of I .309C per kwh.

c. The resolution of the issues in this proceeding covers all events. issues. and

circumsr.ances related to the outage experienced by the Robinson Nuclear U�it

From November 17, 1993 through March 21, 1994.

d. By entering into this senlement. the Company does not admit to having acted

imprudently in any way regarding the Robinson outage. This is simply a

compromise· settlement that promotes rate stability and avoids the cost and

burdens of litigation, all of which a:e laudable objectives that can be achieved in

this procccding through voluntary toSO!ulion.

B. Because of this Stipulation, the Company will not present the pn:ftlcd testimony

of Dr. Hams at the hearing of this matter. If the Sllpulation is not approved by the Nonh 

Carolina Utilities Commission, for any reason. the patties agrcc that Dr. Harris' testimony may 

then:after be proscmcd by the Company. 

9. 'Ibo signing patties agree that if, for any iea.,on, the Nonh Carolina· Utilities

Commission daea aar approve the Stipulation fully, this Stipulation will then:aftcr be null and 

void. In that event, any signing patty shall have the right to litigate this case fully without 

n:gatd to anything coniainC!I in this Sllpulation, and any signing patty shall have the right to 

petition the ColJl!'llS'ion to n:opcn the proceeding 10 accept additional evidence without 
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opposition by the mher signing panies. Abselit rhe !'fonh Carolina Utilities Comm1ss1on·s

failure or refusal to approve this .Stipulation fully, this S tipulation shall remain in effect and be 

binding on :he Public ,Staff. the Attorney General. CUCA. CIGFUR II and the Company. 

10. The panies recognize and agree that this Stipulation has no precedential \.'alue

other than establishing tenns for the fmal resolution of this proceeding. The panies further 

recognize and a� that this Stipulation stiall not control or limit the positions they may assen 

in future proceedings, except as set forth in paragraph 7 of the Stipulation. Except as 

specifically.provided in this Stipulation. fuel expenses incurred by the Company during the test 

period' ending March 31, 1994 shall be fully recoverable by the Company subject to the 

applicable provisions of the North Carolina Genfra.J Statutes and applicable Commission Rules 

and Regulations. The panies agr,e that they will not advocate any disallowance of fuel expenses 

or the fo�going of uruccov�red fuel. expenses other than is agm:d to herein. 

Respectfully submitted this JJ'll.day of July, 1994 

CAROLINA POWER & UGHI' COMPANY 

By: 
Len S. Anthony , .z: 

Associate General Counsel 

PUBUC STAFF, 
NORTH CAROLINA UllUTIES COMMISSION 

By: ;1;:/ ✓/.-L.,

Paul L. Lassiter 
Staff Attorney 
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nrE A TIORNEY GENERAL OF 
nrE.STATE OF NORTII CAROLINA 

CAROLINA INDUSTRIAL GROUP'FOR 
FAIR UTIUTY RATES Il 

By: ·� /'I,,. r )t,,,,,;.)} '" -

Ralph McDonald 

CAROLil'lA UTIUTY CUSTOMER ASSOCIATION 

By: 
Sam J. Ervin, IV 

E",. V. ,v ( 11,,t...
, 'i'<-

IZB 
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STATE OF NORTH CAROLINA
l/TILITIES COMMISSION 

RALEIGH 

DOCKET NO, E-2, SUB 658 

BEFORE THE NORTH CAROLiNA l/TILITIES COMMISSION 

In the Matter of 
Application by Carolina Power & Light 

))Company for Authority to Adjust Its 
Electric Rates and Charges Pursuant 

)
) 

to G.S. § 62-133.2 arid NCUC Rule RS-55 

NOTICE TO 
CUSTOMERS OF
NET RATE 
DECREASE

APPENDIX B 

NOTICE IS HEREBY GIVEN that the North Carolina'Utilities Conmission entered 
an Order on September 6, 1994, after public hearings, approving a fuel charge
decrease of approximately $6.1 million in the rates and· charges paid by the 
retail customers of Carolina· Power & Light Company in North Carolina. The net 
rate decrease will be'effective·for service rendered on and after September 15, 
1994. ·The rate decrease was ordered by the Conmission atter review of CPU's 
fuel expense during the 12-month test period ended March 31, 1994, and represents 
changes experienced by the·•company with respect to its-reasonable cost of fuel 
and the fuel com�onent of purchased Power during ,:he test period.

The·conrnissiOn Order will result in a monthly net rate·decrease of 21 cents
for a typical residential customer using 1,000 kWhs per month·.' 

. 
� 

. . 

• ISSUED BY ORDER OF THE COMMISSION. 
This the 6th day of September 1994.

(SEAL) 

NORTH CAROLINA l/TILITIES COMMISSION
Geneva S. Thig.pen, �hief Clerk 

DOCKET NO. E-7, Sub 540 

BEFORE THE NORTH CAROLINA l/TILITIES COMMISSION 

In the Hatter of 
Application of Duke Power Company 
Pursuant to G.S. 62-133,2 and NCUC
Rule RB-55 Relating t'o Fuel Charge 
Adjustments for Electric Utilities 

ORDER APPROVING 
NET FUEL CHARGE ·
RATE INCREA�E 

HEARD: Tuesday,. Hay 3, 1994, at 10:00 a.m., in the Conmission Hearing Room,
Dobbs''Building, 430 North Salisbury Street, Raleigh, North Carolina 

. 
. . � ' . 

BEFORE: Conmissioner Allyson K. Duncan, Presiding; Chairman Ralph A. Hunt 
and Corrrnissioner Charles H. Hughes 
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APPEARANCES: 

For Duke Power Company: 

Robert W. Kaylor, Bode, Call & Green, Post Office Box 6338, Raleigh, 
North Carolina 27628-6338 

For the Public Staff: 

Vickie L. Moir, Staff Attorney, Public Staff - North Carolina 
Utilities Conmission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 
For: The Using and Consuming Public 

For the North Carolina Department of Justice: 

J. Hark Payne, Associate Attorney General, North Carolina Department
of Justice, Post Office Box 629, Raleigh, North Carolina 27602-0629 
For: The Using and Consuming Public 

BY THE COMMISSION: On Harch 4, 1994, Duke Power Company (Duke or the 
Company) filed an application pursuant to G.S. 62-133.2 and NCUC Rule RB-55 
relating to fuel charge adjustments for electric utilities. In its 
application, Duke proposed a fuel factor of 1.0969¢/kWh (including·nuclear 
fuel disposal costs and excluding gross receipts tax), which is a decrease of 
.0063t/kWh from the base fuel factor of l.1032t/kWh set in the Company's last 
general rate case proceeding, Docket No. E-7, Sub 487. The Company further 
adjusted the proposed factor by two decrement proposals for the Experience 
Modification Factor (EMF) and EHF interest. These proposed factors excluding 
gross receipts taxes are ;068lt/kllh and .0102t/kWh, respectively, and result 
in a reconmended net fuel factor of 1.0186¢/kWh." 

On March 10� 199,4, the ConI11ission issued an Order Scheduling Hearing and 
Requjring Public Notice and establishing certain filing dates. 

The Attorney General and the Carolina Utility Customers Association, 
Inc. (CUCA), each filed timely notices to intervene, and those interventions 
were allowed by the Conmission. The intervention of the Public Staff is noted 
pursuant to NCUC Rule Rl-19(e). 

The case came on for hearing as ordered on Hay 3, 1994. The parties 
stipulated into the record the testimony and exhibits of Candace A. Paton, 
Manager, Regulatory Accounting, Rates and Regulatory Affairs Department of 
Duke Power Company and the affidavit of Thomas s. Lam, Engineer, Electric 
Division of the Public Staff. No other party presented witnesses and no 
public witnesses appeared at the hearing. 

Based upon the Company's verified application, the testimony and exhibits 
received into evidence at the heafing and the record as a·whOle, the 
Conmission makes the following 
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FINDINGS OF FACT 

1. Duke Power Company is a duly organized corporation existing Under
the laws of the State of North Carolina and is subject to the jurisdiction of 
the North Carolina Utilities Conmission as a public utility, Duke is engaged 
in the business of developing, generating, transmitting, distributing, and 
selling electric power to the public in North Carolina. Duke is lawfully 
before this Conmission based upon its application filed pursuant to 6,5, 
62-133.2.

2. The test period for purposes of this proceeding is.the twelve month
period ended December 31, 1993.· 

3. Duke's fuel procurement and power purchasing practices during the
test period were reasonable and prudent. 

4, The test period per book system sales are 73,246,143 mWh. 

5. The test period per book system generation is 80,672,499 mWh and is
broken down by type as follows: 

Coal 
Oil & Gas 
Light Off 
Nuclear 

Hydro 
Net Pumped Storage 
Purchased Power 

Interchange Purchases 
Catawba Contract Purchases 
Catawba Interconnection Agreements 
Interchange 

Total Generation 

mWh. 
34,096,852 

42,666 

34,390,215 
1,970,244 

(387,621) 
665,582 
436,125 

8,810,403 
604,270 
43,763 

80.672.499 

6. The system normalized nuclear capacity factor which is reasonable
for use in this proceeding is 75% and .its associated gene'-ation is 33,364,102 
mWh, 

,, 7, The adjusted test .period sales of 6_9,872,635 mWh consists of test 
period system sales of 73,246,143 mWh which. are increased by 373,528 mWh·for 
customer growth, and reduced by 1,881,286 mWh associated with weather 
normalization, and 1,865,750 mWh associated with the adjustment for Catawba 
retained· generation. 
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8. The adjusted test period system generation for use in this
proceeding is 77 1 099 1 354 mWh and is broken down by type as follows: 

Coal 
Oil .& Gas 
Light Off 
Nuclear 

Hydro 
Net Pumped Storage 
Purchased Power 
Interchange Purchases 
Catawba Contract Purchases 

Total Generation 

mWh 
34,700,343 

23,944 

33,364,102 
1,731,400 

(4g0,826) 
665,582 
436,125 

6,668,684 
77.099,354 

9. The appropriate fuel prices and fuel expenses for use in this
proceeding are as follows: 

A, The coal fuel price is $15.51/mWh. 
B, The oil and gas fuel price is $70.21/mWh, 
C, The appropriate Light Off fuel expense is $3,902,000. 
D. The nuclear fuel price is $5.67/mWh.
E. The purchased power fuel price is $13,gg/mWh,
F. The interchange fuel price is $22.81/mWh,
G. The Catawba Contract Purchase fuel price is $S,g1/mWh.

10. The adjusted test period system fuel expense for use in this
proceeding is $74g,402,ooo. 

11, The proper fuel factor for this proceeding is l.0725t/kWh, excluding 
gross receipts tax. 

12. The Company's North Carolina test period jurisdictional fuel expense
overcollection was $2g,s72,ooo. The adjusted North Carolina jurisdictional 
test year sales are 43,848,255 mWh, 

13, The Company's Experience Hodification Factor (EHF) is a decrement of 
.0681¢/kWh, excluding gross receipts tax. 

14, Interest expenses associated with the overcollection of test period 
fuel revenues amount to $4,481,000, based upon a 10% annual interest rate. 

tax. 
15, The EHF interest decrement is .0102¢/kWh, excluding gross receipts 

16, The final fuel factor is o,gg42¢/kWh, excluding gross receipts tax. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. l 

This finding of fact is essentially informational, procedural, and 
jurisdictional in nature and is not controverted. 

132 



ELECTRICITY - RATES 

EVIDENCE.AND CONCLUSIONS FOR FINDING OF FACT NO, 2 

G.S. 62-133,Z(c) sets out the verified, �nnualized information whlch.each 
electric utility Is required to furnish ,to the Comnlsslon In an annual fuel 
charge-adjustment proceeding for an historical 12-month test period. In NCUC 
Rule RB-55(bl., the Conmission has prescribed the 12 months ending December 31 
as the test period for Duke. The Company's filing was based on the 12·months 
ended December 31, 1��3. 

EVIDENCE AN,D CONCLUSIONS FOR FINDING OF FACT NO. 3 

NCUC Rule RB-52(b) requires each electric utility.to file a Fuel 
Procurement-Practices Report at least once every 10 years and each time the 
utility's fuel prociJrement practices change .. The Company's fuel procurement
practices were filed with the Conmissfon. in Dock.et No .. E-IOD, Sub 47, and 
remained In effect during the 12 months ended December 31, 1993. In addition, 
the Company files monthly reP.orts of Its fuel costs pursuant to NCUC Rule 
RB-52(a), 

No party offered direct testimony contesting the Company's fuel 
procurement and power purchasing practices. In the absence of any di�ect 
testimony to the'contrary, the Conmission concludes that these ·practices were
reasonable and prudent during the test period. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS, 4-6 

The evidence for these findings of fact Is found In the-testimony of 
Company witness Paton. 

Company witness Paton testified that the test period per books system 
sales were 73,246,143 mWh and test period per book system generation was 
80,672,499 mWh. Public Staff witness Lam In his affidavit accepted these 
levels of test period per book_ system s�les and generation for use- in the 1fuel 
computation. The test period per book generation is broken down by type as 
follows; 

Coal 
Oil & Gas 
Light Off 
Nuclear 
Hydro 
Net Pumped Storage 
Purchased Power 
Interchange Purchases 
Catawba Contract Purchases 
Catawba Interconnection Agreements 
Interchange 

Total Generation 

• · ·· 34, o;�� as2
42,666

34,390,215
. •; 1,970,244

(387,621) 
665,582 
436,125 

8,810,403 
604,270 
43,763 

80,672.499 

Witness Paton testified that Duke achieved a system nuclear capacity. 
factor of 78% for-.the .test period. Witness Paton normilized the system 
nuclear capacity factor·to a level of 75%, which 1s an average of the actual 
78% test year performance and the 72% capacity factor used to determine the 
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base fuel rate in the Company's last general rate case proceeding. Docket No. 
E-7, Sub 487. The most recent (1988-1992) North American Electric Reliability
Council's five-year average nuclear capacity factor for all pressurized water
reactor units is 69.96%. Public Staff witness Lam supported the use of the
75% nuclear capacity factor proposed by the Company. No other party contested
the use of a 75% nuclear capacity facto� in this proceeding. 

Based upon the agreement of the Company and the Public Staff as to the 
appropriate numbers, and noting the absence of evidence presented to the 
contrary, the Colllllission concludes that the level of per book sales and 
generation are reasonable and appropriate for use in this proceeding. 

Based .upon the past nuclear performance of the Duke system and national 
data, the Cotllllission believes that Duke's nuclear performance during the test 
year should be normalized. The Co11111ission concludes that the 75% nuclear 
capacity factor and its associated generation of 33,364,102 rnWh, proposed by 
Duke and accepted by the Public Staff, is reasonable and appropriate for 
determining the appropriate fuel costs in this proceeding. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7 

, The evidence for this finding of'fact is found in the testimony of 
Company witness Paton. 

Witness Paton decreased total per book test period sales by 3,373,508 
mWh. This adjustment is the sum of adjustments for customer growth, weather, 
and Catawba retained generation of 373,528 mWh, ana negative 1,881,286 mWh, 
and 1,865,750 mWh, respectively. The level of Catawba retained generation is 
associated with the Company's normalized system nuclear capacity factor of 
75%. 

The Public Staff accepted witness Paton's adjustment for customer growth, 
weather normalization and Catawba rehin,ed generation.

The Colllllission concludes that the adjustments for customer growth of 
373,528 mWh, and weather normalization of a negative 1,881,286 mWh, and 
Catawba retained generation of a negative 1,865,750 mWh as presented by the 
Company and reviewed and accepted by the Public Staff, are reasonable and 
appropriate for use in this proceeding. Ther_efore, the CoTlllliss1on concludes 
that the per book test period system sales of 73,246,143 mWh should be 
decreased by 3,373,508 resulting in an adjusted test period sales level of 
69,872,635 mWh which is both reasonable and appropriate for use in this 
proceeding. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8 

The evidence for this finding of fact is found in the testimony of 
Company witness Paton. 

Witness Paton made an adjustment of a negative 3,573,145 mWh to per book 
generation, for adjustments relating to weather normalization, .customer growth 
and Catawba retained generation; based on a 75% normalized system nuclear , 
capacity factor.and, therefore, calCulated"an adjusted generation level of 
77,099,354 mWh. ,, . ' , ' 
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· Witness Lam.reY1ewed and a�cepted .witness Pattin's adjusted generation
·l evel of 77,099,354 mWh •. , · 

' 

The Commission, concludes,, after finding -Duke's and· the Public Staff's , , 
recomnended. normalized system nuclear capacity factor of 75% reasonable and·· ·. 
appropriate in Finding of Fact No. 6 and· adjustments to sales for customer 
growth, weather and Catawba retained generation reasonable and appropriate in• 
Finding-of Fact No. 7, that the Duke and·Publ-ic Staff adjustment to·per book 
system generation of a negative 3,573,145. mWh and the resulting adjusted test'• 
period·generation level of 77,099,354 mWh are both reasonable and appropriate 
for use in this proceeding.· Total generation is broken down by type as
follows: ' ' 

Coal 
Oil & Gas 
Light. Off 
Nuclear 
Hydro 
Net Pumped Storage 
Purchased Power
Interchange Purchases 
Catawba Contract Purchases 

Total Generation 

mWh 
34,700,343 

23;944 

33,364,102 
1,731,400 

(490,826) 
665,582 

.. 436,125' · 
6,668.684 

77,099.354 

EVIDENCE•AND CONCLUSIONS FOR FINDINGS OF FACT NOS._9-15 
. ' 

The evidence for these findings of fact is found in·the testimony and 
�xhibits of Company witness Paton and the affidavit of Publi� Staff witness 
Lam. . , ·,.' ·  ·  

Witness Paton's testimony recommended fuel prices as follows: (I) coal , 
price of $16.00/mWh; (2) oil and gas price of $70.21/mWh; (3)'11ght-off fuel 
expense of $3,902,000; (4) nuclear fuel price of $5.67/mWh; (5) purchased 
power fuel price of $13.99/mWh; (6) interchange fuel price of $22.81/mWh; and 
(7) .Catawba Conti'•�� purchase .fuel, price of $5.91/mWh. · ·- ·- ·

. Witness Lam· 1n· his affidavit accepted .Ms: Paton's recommended fuel . 
expense and fuel pri_ces except for the cost of coal. He recommended the use 
of. the most recent pr,ice available for Duke's coal cost of $15.51/mWh, rather 
than Duke's average test year coal cost. 

At·the hearing, counsel for·Duke-stated that the parties had reached an 
agreement on the appropriate fuel factor to be determined in this proceeding. 
Without endorsing the methodology used by the Public Staff to determine its 
recommended fuel factor, the parties did agree to the reasonableness of the 

resulting fuel factor for purposes of setting rates in this proceeding. 

Therefore, based:on the parties' agreement, the·Comnission concludes that 
adjusted test period fuel expenses of $749,402,000 and the fuel factor of 
1.0725¢/kWh, excluding gross receipts tax, as proposed by _witness Lam are 
reasonabl e and appropriate for use ,in this proceeding. This approved base 
fuel factor Is .0307¢/kWh lower than the base fuel factor of 1.1032¢/kWh set 
in the Company's last general rate case, Docket No. E-7, Sub 487. 
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North Carolina General Statute 62-133.2(d) provides that the;Co1T111ission: 
"Shall incorporate in its fuel cost determination under this subsection· the 
experienced over-recovery or ·under-recovery of reasonable fuel expenses 
prudently incurred during the test period ••• in fixing .an increment·or 
decrement rider. The Corrmission shall use deferral -accounting, and,

consecutive test periods.,. iri complying with this ·subsection, and the over
recovery or under-recovery portion Of the increment .or decrement shall be 
reflected in rates for 12_ months, notwithstanding any changes in the base fuel 
cost in a general rate case ••• " Further, •amended Rule RB-55(c}(5) provides: 
"Pursuant to G.S. 62-130(e), any overcollection of reasonable and prudently 
incurred fuel costs to be refunded to.a utility's customers through operation 
of the EMF rider shall include an amount of interest, at such rate as the 
Commission determines to be just and reasonable, not to exceed the maximum 
statutory rate." 

Both Company witness Paton and Public Staff witness Lam, in his 
affidavit, testified that during the test year Duke over-recovered $29,872,000 
in fuel revenues and· that the adjusted North Carolina jurisdictional test year 
sales are 43,848,255 mWh. The $29,872,000 over-recovered fuel revenue is 
divided by the adjusted.North Carolina jurisdictional sales of 43,848,255 mWh 
to arrive at an EMF decr.ement of .O681¢/kWh,, excluding gross receipts tax. 
The·Co11'111ission concludes that there being no controversy, the EMF decrement of 
.O681¢/kWh, excluding gross receipts tax, is reasonable and appropriate for

use in this proceeding. 

Company witness Paton determined the amount of interest calculated at an 
annual rate of 10% applicable to the EMF decrement to be $4,481,000. This 
calculation was reviewed and accepted by witness Lam. 

Based upon the agreement of the Company and the Public Staff as to the 
rate and amount of interest on the EMF decrement, and noting the absence of 
any.evidence to the contrary, the Corrmission concludes that $4 1481 1000 1s the 
appropriate.amount of interest expense to use to determine the EMF interest 
decrement. 

Based upon the ·previously approved adjusted level of North Carolina 
jurisdictional sales of 43,848,255 mWh and the,$4,481,OOO of EMF interest 
expense, the CoI11Dission concludes that the EMF· interest decrement rider �hould 
be set at .O1O2¢/kWh, excluding gross receipts-tax. 

EVIDENCE AND-CONCLUSIONS FOR FINDING OF FACT NO. 16 

Accordingly, the fuel calculation, incor.porating .the conclusions.reached 
herein result in a final net fuel factor .of .9g42¢/kWh, excluding gross 
receipts tax, as shown in the following table:. 
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Coal 
Oil and gas 
Light-Off 
Nuclear 

Hydro 
Net Pumped Storage 
Purchased Power 

Interchange Purchases 
Catawba Contract 

Purchases 

TOTAL 
Less: 

Intersystem Sales· 
Line Loss 

System HWH Sales 

Fuel Factor t/kWh 
EHF t/kWh 
EHF Interest t/kWh 

FINAL FUEL FACTOR ¢/KWH

ELECTRICITY - RATES 

Adjusted· 
Generation 

tmWhl 

34,700,343 
23,944 

33,364,102 
1,731,400 
(490,826) 

665,582 
436,125, 

6,668,684 

77,099,354 

(2,657,331) 
(4,569,388) 

69,872,635 

Fuel 
Price 
S/mWh 

15,51 
70,21 

5.67 

13.99 
22.81 

5.91 

IT IS, THEREFORE, ORDERED as follows: 

Fuel 
Dollars 
fOOO'sl 

$538,202 
1,681 
3,902 

189,316 
0 

,0 
9,310 
9,948 

39,412 

7g1,771 

(42,369) 

S749.402 

. l.0725t 
(0.0681) 
(0.01021 

0.9942t 

1. That, effective for service rendered on and after July 1, 1994, Duke
shall adjust the base fuel cost approved in Docket No. E-7, Sub 487, in its 
North Carolina rates by an amount equal to a .0307t/kWh decrease (excluding 
gross receipts tax) and further that Duke shall adjust the resultant approved 
fuel cost by decrements of .0681¢/kWh and .OI02t/kWh for the EMF and EMF 

· interest, respectively. The EHF and EHF interest decrements are to remain in
effect for a 12-month period beginning July I, 1994.

2 •. That Duke shall file appropriate rate schedules and riders with the
Commission in order to implement these approved fuel charge adjustments no
later than 10 days from the date of this Order.

3. That Duke shall notify its Horth Carolina retail customers of these
fuel adjustments by including the "Notice to,Customers of· Net Rate Increase" 
attached as Appendix A'as a bill insert with bills rendered during the 
Company's next normal billing cycle. 

ISSUED BY ORDER OF THE COHHISSION. 
This the 23rd day of June 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COHHISSION
Geneva s. Thigpen, Chief Clerk 
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STATE OF NORTH CAROLINA 

UTILITIES COMMISSION 

RALEIGH 

QOCKET NO. E-7, Sub 540 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Application of Duke Power Company Pursuant to 
6.S. 62-133.2 and NCUC Rule R8-55 Relating to
Fuel Charge Adjustments for Electric Utilities l 

NOTICE TO 
CUSTOMERS OF 
NET RATE INCREASE 

NOTICE IS GIVEN that the North Carolina Utilities Commission entered an 
Order on June 23, 1994, after public hearings, approving a fuel charge net rate 
increase of approximately $3.6 mill ion on an annual basis in the rates and 
charges paid by the retail customers of Duke Power Company in North Carolina. 
The net rate increase will be effective for ·service rendered on and after July 1, 
1994. The rate increase was ordered by the'commission after review of Duke's 
fuel expense during the 12-month period ended December 31, 1993, and represents 
actual changes experienced by the Company with respect to its reasonable cost of 
fuel and the fuel component of purchased power during the test period. 

The Conmission's Order will result in· a monthly net rclte increase of 
approximately 0i for each 1,000 kWh of usage per month. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 23rd day of June 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Genevas. Thigpen, Chief Clerk 

DOCKET NO. E-22, SUB 348 

BEFORE THE NORTH CA�OLINA UTILITIES COMMISSION 

In the matter of 
Application of North Carolina Power 
Pursuant to N.C.6.S. § 62-133:2 and 
NCUC Rule R8-55 Relating to Fuel Charge 
Adjustments for Electric Utilities 

) 
) 

. ORDER APPROVING 
FUEL CHARGE 
ADJUSTMENT 

HEARD: Tuesday, November 8, 1994, at 9:30 a.m. in the Commission Hearing 
Room, Dobbs Building, 430 North Salisbury Street, Raleigh, North 
Carolina · 27611 

BEFORE: Commissioner Allyson K. Duncan , Presiding; Commissioners Ralph A. 
Hunt and Judy Hunt • ' 
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APPEARANCES L 

... , For ,North .Carol 1'n'a Power': 

, . ·-Fr;nk A. Schiller, ,Eiicju{re, 
0

Huni:o� -'and .Williams,· P.O. Box. 109, 
• Raleigh, North Carolina 27602 " 

-.For.the Public Staff: 

Gina Hoit,. Staff Attorney, .�ubl ic Staff-North.' Carolina Util hies 
Corrmission, • Post Office Box 29520, ·Raleigh, North Carol_ina 276260 

0520 , ' , 
For: The Using and Consuming Public 

,For the North Carolina Department of Justice: 
• • , , of ,. . _ • , ' I • 

. . Karen,£. Long, Assistant Attorney Gener.al., North .Carolina Department 
of Justice, Post Office Box �29, Raleigh, North Carolina 27602 
For: The Using and Consuming Public 

For Carolina Industrial Gr9µp for Fair Utility_ Rat.es 
(CIGFUR-1): 

Ralph McDonald, Bailey and Dixon,. Attorneys at Law, P. o. Box 12865, 
Raleigh, North Carolina 27605-2865 

' ' . 
I 

' • • 

·:,. BY. THE COMMI_SSION:.' N.c.G·.s •. t: 62-133.2 .requires the .North Caro)ina
Utilities Corrmission to hold a hearing for each electric utility.engaged 1n·the
generation and production of electric power by fossil or nuclear fuel within 12
months after the last general rate case,orde� for.each �tility for the purpose
of determining whether an increment or decr.ement rider 1s requfred.,to reflect
actual changes in the ·cost of fuel and the fuel component of purchased power over
or under the base fuel component established in the last general rate case. The
statute further requires that additional hearings·be held on an annual basis, but
only one hearing for each utility may be held within 12 months of the last
general rate case. In addition to the increment or decrement to reflect changes
iri-the cost of fuel and the·fuel component.of purchased power, the Corrmission is
required to incorporate in its fuel cost determination the experienced over
recovery or under-recovery of reasonable fuel expenses prudently incurred during
the test year. The last general rate case"order for North Carolina Power (or
"the Company") was issued by the Corrmission on February 26, 1993, in Docket No.
E-22, Sub 333. The last order approving .a fuel charge adjustment for the Company

,was issued on December 21, 1993, in pocket No. E-22, Su� 344.

·North Carolina Power filed its fuel adjustment application and supporting
testimony and exhibits in accordance with NCUC Rule R8-55 and N.C.G.S. § 62-133.2 
on September 9, 1994. North Carolina Power filed testimony and exhibits for the 
following witnesses: Thomas H. Christian - Director, Corporate Accounting; 
Thomas Q. Taylor - Staff Power Analyst; and Glenn A. Pierce - Regulatory 
Specialist, Rate Design. The Company also filed information and workpapers 
required by NCUC R�le R8-55(d). 

On September 15, 1994,.the Corrmission issued ari Order Scheduling Hearing and 
Requiring Public Notice of this proceeding. 
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The Carolina Industrial Group for Fair Utility Rates (CIGFUR) filed· a 
Petition to Intervene on September 19, 1994, which petition was granted by Order 
dated September 21, 1994, The Carolina Utility Customers Association, Inc. 
(CUCA) filed a Petition to Intervene dated September 28, 1994, which petition was 
granted by Order dated October 4, 1994, :The Attorney General filed a Notice of 
Intervention on October 10, 1994. 

On October 13, 1994, the Company filed a Notice of Affidavits, which 
indicated that the Company would enter its testimony into the record by affidavit 
at the-hearing in the absence of an objection from any.party. No such objection 
was raised by any party, on October :24, 1994, the Public Staff filed an 
affidavit of Thomas S. Lam that reconrnended approval of the Company's fuel 
adjustment filing. 

The matter came on for hear.ing as·scheduled on Tuesday, November 8, 1994. 
The prefiled testimony of the Company's witnesses was stipulated into the record 
by affidavit. The affidavit of Public Staff witness ·Lam and the exhibits of all 
of the witnesses were admitted into evidence. 

Based upon the foregoing, the prefiled testimony and affidavits of Company 
witnesses Christian, Taylor and Pierce and Public Staff witness·Lam, and the 
entire record, the Commission makes the following: 

FINDINGS OF FACT 

I. North Carolina Power is duly organized as a public utility operating
under the laws of·the State of North Carolina and is subject to the jurisdiction 
of the Nort� Carolina Utilities Contnission. The Company is engaged in the 
business of developing, generating, transmitting, distribuiing, and selling 
electric power to the public in northeastern North Carolina. The Company has its 
principal offices and plaCe of business in Richmond, Virginia. 

2, The test period for purposes of_ this proceeding ·is the twelve months 
ended June 30, 1994,' 

3. The Company's fuel _and power purchaSirig praciices during the test period
were reasonable and pruaent. 

· 4. The fuel proceeding test period per book syStem sales are 64,786,828
HWh. 
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5. The fuel proceeding test period per book system generation ls 68,946,4I4
HWh which includes various energy generations as follows: 

Coal 
Combustion Turbine 
Heavy 011 
Natural Gas 
Nuclear 
Hydro 
Pumped Storage. 
Power Trans8ctions 

NUG 
Other 
Sales for �•sale 

HWh. 

26,9I8,158 
, 2,378,291 

2,940,219 
535 

24,494,807, 
2,620,175 

(2,389,476) 

9,849,779' 
4,224,225 

(2,090,310) 

6. The normaliz�d-syste� nuclear capacity factor which 1s appropriate for
use in this proceeding is 73.68%, which is the latest NERC f,iv.e year average. 

7. The adjustment to test period sales of (1,256,078) HWh result�fr�m an
additional 115,047 HWh of customer growth, 231,48I HWH of additional customer 
usage, a·.decrease of 1,522,923 HWh ass_ociated with weather normalization, and a 
decrease of 79,683 HWh. from the restatement of Non-jurisdictional:ODEC sales from 
production level to sales level, added to fuel test period per book system sales 
of 64,786,828 HWh. 

8. The adjusted test period system generation for use 1n this proceeding
ls 67,713,I58 HWh which includes. var.ious. energy generations as ·follows: 

• Coal
Combustion Turbine
Heavy Oil 
Natural Gas
Nuclear
Hydro 
Pumped Storage
Power Transactions 

NUG 
Other 
Interrµpt i bl e. Sal es 

HWh 

.27,796,481 
: 2,455,9I5 
. 3,036,143 

574 
21,750,370 
2,620,175 

(2,389,476) 

10,171,184 
4,362,065• 

(2,090,310) 

9. The apPrdpr.i�te·fue1 prices for use in thfs proce�ding are as follows;

A. The coal fuel price is $13:84/HWh.
8. The nuclear fuel price is $3.95/HWh.
C. The.heavy oi.1 ,fuel price is $22.61/HWh.
D. The natur.al gas. price is $0/HWh. 
E. The internal combustion turbine (IC) fuel

$22.31/HWh •. 
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F. The·fuel price·for other'power transactions Is
$20.74/MWh •.. , • . . . G. Hydro, pumped storage, and non-utility generation
(NUG)'have a zero fuel pric�. 

10, The adjusted system fuel expense-for the July 1, 1993, to June 30, 1994 
test period for use in this· proceeding is $629,073,937. 

11. The appropriate fuel factor for this proceeding 1s 0.990¢/kWh, excluding
gross receipts tax; L023¢/��h including'. gross receipts tax. 

12. The Company's North. Carolina t�st period jurisdictional fuel expense
over-collection is $1,413,045. The adjusted North-Carolina•jurisdlctional test
year sales are 2,757,260'Nllh. · 

13. Interest expense assoc!atei with 'the over-collection of test period fuel
revenues amounts to $211,957, based upon a 10% annual interest rate. 

.. 14. The Company's Experience Modification factor (EMF) -and interest combine 
for a decrement of 0.059¢/kWh, excluding ross receipts tax; . /kWh including 
,gross receipts, -tax. r 

  

,,. 15. The final fuel· factor Is ·.931¢/kWh, · excluding gross 'receipts tax;
.962¢/kWh, including gross receipts tax;· • • ·, · · · · . •' 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. ·1 • 

, This finding of, fact is essenti:ally fnformatlorial, procedural; and 
jurisdictional In nature-and is.not controverted. , ,,. ·. · 

EVIDENCE AND CONCLUSIONS F9R FINDING OF FACT NO, 2 ·. 

N.C.G.S. § 62-133.Z(c) sets out the verified, annualized information which
each electric utility is·required to.furnish to the Conmission-in an·annual fuel 
charge adjustment proceeding for an historical 12-month test period. In NCUC 
Rule RB-55(b), the Conmisslon·has prescribed the 12 moriths ending June 30 as the 
test period for North.Carolina·Power. ,The'Company's filing on·September 9, 1994, 
was based on the 12 months ended June 30, 1994. ·.   · 

   
EVIDENCE AND CO�CLUSIONS FOR FIND!NG OF FACT NO. ,3 

NCUC Rule RB-52(b)· requires each iutlllty to file a Fuel Procurement 
Practices Report at least once every ten years, plus each time the utility's fuel 
procurement practices change. Procedures related to North Carolina Power's 
procurement of fossil·ana.nucl'ear fuels were filed hi Docket No. E"22,, Sub 335, 
on April 2, 1993. In .addltfon, the ·company files monthly repo�ts, of Its fuel 
costs pursuant to NCUC Rule RB-52(�)-' ·i 

No party offered direct'·testi�oi,y contesting the Company's fuel procurement 
and power'purchasing practices. In-the absence of any direct testimony to the 
contrary, the Conrnission·cohcludes these·practices·were reBsOnable arid prudent 
dur.ing the test period. · · · 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS.·4-6 

The evidence supporting these findings of fact Is found In the testimony and 
exhibits of Company witnesses Taylor and Pierce and the affidavit of Public Staff 
witness Lam. 

-Company witnesses Taylor and Pierce and Public Staff witness Lam testified
with regard to the July 1, 1993 to June 30, 1994 test period sales, test period 
generation, and normalized nuclear capacity factor. Company witnesses Taylor and 
Pierce testified that the test period levels of sales and generation were 
64,786,828 KWh and 68,946,414 KWh, respectively. The test period per book system 
generation includes various energy generations as follows: 

Coal 
Combustion Turbine 
Heavy Oil 
Natural Gas 
Nuclear 
Hydro 
Pumped Storage 
Power Transactions 

HUG 
Other 
Sales for Resale 

. KWh 

26,918,158 
2,378,291 
2,940,219 

535 
· 24,494,807

2,620,175
(2,389,476)

9,849,779
4,224,225

(2,090,310)

Public Staff witness Lam accepted the levels of sales and generation as 
proposed by the Company for use in his fuel computation. 

Company witness Taylor testified that the Company achieved a system nuclear 
capacity factor of 83.2% for the July 1, 1993 to June 30, 1994 test period. 
Witness Taylor normalized -the system nuclear capacity factor to a level of 
73 .68%, which is the latest North American Electric Reliability Council's (HERC) 
five-year nuclear capacity factor. Witness Lam agreed that the nuclear capacity 
factor of 83.2% as achieved by the Company should be normalized to the latest 
NERC five-year pressurized water reactor average of 73.68%. No other party 
offered testimony on the normalized nuclear capacity factor. In the absence of 
evidence presented to the contrary, the Commission concludes that the July 1, 
1993 to June 30, 1994 test period levels of sales and generation are reasonable 
and appropriate for use in this. proceeding. The Commission further concludes 
that the 73.68% normalized system nuclear capacity factor is reasonable and 
appropriate for use in this proceeding. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND. 7 

The evidence supporting this finding of fact is found In the testimony and 
exhibits of Company witness Pierce. 

Witness Pierce testified that, consistent with Commission Rule RB-55(d)(2), 
the Company's system sales data for the 12-month period ending June 30, 1994 was 
adjusted by jurisdiction for weather normalization, customer growth, and 
increased usage. Witness Pierce adjusted total Company sales by (1,256,078) l!Wh. 
This"adjustment is the sum of adjustments for customer growth, increased usage, 
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and weather normalization of 115,047 HWh, 231,481 HWh and (1,522,923) HWh, 
respectively, and a decrease of 79,683 MWh from the restatement of non
jurisdictional ODEC sales from production level to sales level •. The Public Staff 
reviewed and accepted these adjustments. 

Based on the foregoing evidence, the Conmission concludes that the 
adjustments due to customer growth, increased usage, and weather .normalization 
of 115,047 HWh, 231,481 HWh, and (1,522,923) HWh, respectively, and a decrease 
of 79,683 MWh from restatement of non-jur.isdictional DDEC sales• from production 
level ·to sales level are reasonable and appropriate adjustments for use in this 
proceeding. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 8 

The evidence supporting this finding of fact is found in the testimony and 
exhibits of Company witnesses Taylor·and Pierce. 

Company witness Pierce presented an adjustment to per book MWh generation 
for the 12-month period ended June 30, 1994, due to weather normalization, 
customer growth, and increased usage of l,233,33Q HWh, to arri.ve at wi�ness 
Taylor's adjusted generation level of 67,713,158 HWh. Witness Lam reviewed and 
accepted witness Pierce's adjustment to per book HWh generation for the 12-month 
period ended June 30, 1993, due to weather normalization, cust�mer growth and 
increased usage. Witness Lam also accepted witness Taylor's generation level of 
67,713,158 HWh which includes various energy generations as follows: 

Coal 
Combustion Turbine 
Heavy Oil 
Natural Gas ... 
Nuclear 
Hydro· 
Pumped Storage 
Power Transactions 

NUG 
Other 
Interruptible Sales 

HWh 

27,796,481 
2,455,915 
3,036,143 

·574
21,750,370 
2,620,175. 

(2,389,476) 

10,171,184 
4,362,065 

(2,090,310) 

Based on the foregoing evidence and with no other evidence to the contrary, 
the Co111T1ission concludes that the adjustment of 1,233,330 KWh is rea·sonable and 
appropriate for use in this proceeding, and that• the resultant adjusted fuel 
generation level of 67,713,158 HWh is also reasonable and appropriate for use in 
this proceeding. · 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 9-11. 

The evidence supporting these findings of fact is found in the testimony and 
exhibits of Company witness Taylor and the·affidavit of Public Staff witness Lam. 

" . 

Witness Taylor testified that the Company's proposed fuel factor is based 
on June 1994 fuel prices as follows: (1) coal price of $13.84/HWh; (2)-nuclear 
fuel price of $3.95/HWh; (3) heavy oil price of $22.61/HWh; (4) natural gas price 
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of $0/Mllh; (5) 1nternaF combustion tur�ine �rice of $22.31/MWh; (6) other power 
. transactions price of·$20.7_4/MWh; and· (7) t,ydro, pumped storage, •and non-utll ity 
-generat1ol1 at a· zero�fu81. price. Witness .Lam,-accepted witness ·raylor's fuel
prices. · 

, The Co111T1ission concludes that adjusted fuel · test .period, expenses of 
$629,073,937 and the .. fuel factor of, D.990¢/kWli; excluding gross receipts .tax 
(1.023¢/kWh with gross receipts tax), is reasonable and appropriate for·use in 
this proceeding. No party opposed 'this calculation. 

. . . '., 

EVIDENCE AND CONCLUSIONS FOR ·FINDINGS OF FACT NOS.·12-14 - - -
• r '  --

. . . The evidence supporting these findings of fact is contained in thetestimony . 
. and exhibits of Company witness Pierce and·the affidavit of Public Staff witness 
Lam. · · · 

North Carolina General Statute'-62-133.2(d) requires the Co111nission to
"incorporate in its fuel �ost determination.under this subsection the experienced 
over-recovery·or under-recovery of reasonable fuel expenses prudently incurred 
during the test period ••• in fixing ari incr.ement or decrement .rider. The 
,Conmi ssi on shal 1 use deferral ·accoilnti ng, and consecutive test periods;· in 
complying with this subsection, �nd-.the over.-recovery or under-recovery portion 
of ,the increment ·or',decrement shall be reflected in rates for 12· months, 
notwithstanding any changes in the bas� fuel cost in a general, rate case." 
Further, Rule RB-55(c)(5) provides: · "Pursuant to G.S. 62-130(el, ·any over
collection of reasonable and prudently incurred fuel costs to be refunded to a 
utility's customers through operation of the EMF rider shall include an amount 
of interest, at such rate· as the Coillllission determines to ·be 'just cind reasonable, 
not to excE!ed the maximum stBtutory .rate.-" -

Company witness Pierce and Public· Staff witness Lam testified that· the .
Company over-collected its fuel expense by $1,413,045 during the test year ending· 
June 30, 1994. They calculated interest· for this over-collection of $211,957 in 
accordance with Rule RB-55(c)(5) using a convnission approved 10%, interest rate. 
Further, witness Pierce testified that the adjusted North Carolina jurisdictional 
f�el clause test year sale's are 2,757.,26Q HWh . 

• . The Company is 'proposing to refund.the fuel revenue over-collectlon:and
associated interest to the customers over a 12-month period beginning.January 1,
1995,. using the •adjusted. North Carolina r�tail sales of 2,757,260 MWh as
determined by the Company and accepted by the Pub l i c Sta ff. ' · · 

The Co111nission concludes that the Company's calculation.of the fuel revenue 
· over-col lectfon and associated interest of $1,413,045 and $211,957, respectively,
are appropriate for use in this proceeding, and. •should. be refunded to the 
customers over a 12-month,perio�. No party_opposed these calculations. This
refund should. be in the. form of a separate EMF, .rider - Rider B. · 

The $1,413,045 over-collected fuel revenue plus the $211,951 "of intere'st was
divided by the adjusted· North Carolina jurisilictional sales of 2,757,260 MWh to 
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arrive at the Company's ·.proposed EMF decrement of. ,059¢/kWh; excluding· gross 
receipts tax (.06lt/kWh including gross receipts tax). Public Staff witness Lam 
accepted this proposed EMF decrement. The Colllllission concludes that there being 
no controversy, the proposed EHF decrement of .05�¢/kWh, excluding gross receipts 
tax, is reasonable and appropriate for use in·this proceeding, and shall become 
effective on January 1, 1995, and shall expire one year from that·date. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15 

The evidence supporting this finding of fact is contained in the testimony 
and exhibits of Company witnesses Pierce and Taylor and the·affidavit of Public 
Staff witness Lam. 

Based upon our prior findings in this proceeding the Conmission finds that 
the final net fuel factor, including.gross receipts tax, approved 'for usage in 
this case is 0.962t/kWh. 

The fuel. calculation incorporating these conclusions is shown in the 
following table: 

Coal 
Nuclear 
Heavy Oil 
Natural Gas 
Combustion Turbine 
Hydro 
Pumped Storage 
Power Transactions 

HUG 
Other 
Sales for Resale 

Adjusted 
Generation 

/MWh) 

27,796,481 
21,750,370 
3,036,143 

574 
2,455,915 
2,620,175 

(2,389,476) 

10,171,184 
4,362,065 

/2,090,3101-

System MWh Sales & Total Fuel Cost 67,713,15.8 
Fuel Factor (t/kWh) 

. , 

Effective 1/1/95 

Fuel 
Price 

U!!l1h 

13.84 
·3,95
22.61

22.31 

20.74 

Base Fuel Factor ¢/kWh 
EMF/Rider B t/kWh 

(Including Gross Receipts Tax) 
1,127 

Fuel Cost/Rider A ¢/kWh. 
FINAL FUEL FACTOR ¢/kWh · 

(0.061) 
(0. 104) 
-,0.962 

IT •IS THEREFORE, ORDERED, as follows: 

Fuel 
Dollars 
(OOO's} 

384,703 
85,914 
68,647 

54,791 

90,469 
(58,561} 

629,074 
.99¢ 

· 1, That effective beginning with usage ori and after January- 1, 1995, North
Carolina Power shall adjust the base tue1 component in its-North Carolina retail 
rates approved in Docket No, E-22, Subs,333 and 335, by a decrement (Rider A) of 
,lOlt/kWh (excluding gross receipts tax), 
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2. That an EMF Rider decrement (Rider Bl) of .O591/kWh (excluding gross
receipts tax) shall be instituted and remain in effect for usage from January 1, 
1995, until Decem_ber 31, 1995. · · 

3, That North Carolina Power shall notify its North Carolina retail 
customers of the rate·adjustments·approved •in this proceeding by including the 
"Notice to Customers of Rate Increase" attached to this Order as Appendix A as 
a bill insert with customer bills rendered during the next regularly scheduled 
billing cycle. 

ISSUED BY ORDER OF THE COHHISSION. 
This the -19th day of December 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COHHlSSlON 
Geneva S. Thigpan, Chief Clerk 

. APPENDIX A 

STATE OF NORTH CAROLINA 
UTILITIES COMMISSION . 

RALEIGH 

DOCKET NO. E-22, SUB 348 

BEFORE THE NORTH CAROLINA UTILlTlES COMMISSION 

In the Hatter of. 
Application of North Carolina•Power 
Pursuant to N.C.G.S. § 62-133,2 and 
NCUC Rule RS-55 Relating to Fuel Charge 
Adjustments for Electric Utilities 

) 
) NOTICE TO CUSTOMERS 

OF RATE INCREASE 

NOTICE IS HEREBY GIVEN that the North Carolina Utilities Commission entered 
an Order in this docket on December 19, 1994, after public hearings, approving 
an approximate $1.5 million increase in the annual rates and charges paid by the 
retail customers of North Carolina Power in North Carolina. The rate increase 
will be effective beginning.with the next regularly scheduled monthly billing 
cycle. The rate increase was ordered by the Corrrnission after a review of North 
Carolina Power's fuel expenses during the 12-month test period .ended 
June 30, 1994, and represents actual changes experienced by the Company with 
respect to its reasonable costs of fuel and the fuel component of purchased power 
during the test period. 

For a typical residential customer using 1,000 kWh per month, the 
Corrrnission's Order will result in a net rate increase of approximately $.53 per 
month from the previous effective rates. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 19th day of December 1994. 
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DOCKTT No.· SP-100, Sub 3 
., -

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In the Hatter of 
Request for a Declaratory Ruling ) 
by Carolina Energy, Limited 

)
) 

Partnership 

ORDER ON REQUEST 
FOR DECLARATORY RULING 

BY THE COHHISSlON: On June 2, 1994, Carolina Energy, Limited Partnership, 
(Carolina Energy) filed a request for a· declaratory ruling setting forth its 
plans for the construction and operation of materials recovery facilities (HRF) 
to convert municipal solid waste into· fuel that will be burned in a fluidized bed 
combustor-boiler system to produce process steam for sale only to E.I. du Pont 
de Nemours and Company's (DuPont) plant at Kinston, North Carolina. By its 
request, Carolina Energy requests that the Co1J1Dission declare that its proposed 
activities would not rend�r it a public utility within the meaning of Chapter 62. 

Carolina Energy's request indicates that it has entered into a 26-year 
Resource Recovery Agreement with Pitt and Lenoir Counties and anticipates 
entering into additional agreements. Under these contracts, Carolina Energy will 
receive municipal solid waste from the counties, recycle its marketable 
compqnents, process the remaining waste, and burn it as boiler fuel µsing a 
clean-burning technology. Carolina Energy's request further asserts that its use 
of the participating counties' solid waste will enable them to meet their 
1 andfi 11 reduction requirements under North Carolina Senate Bi 11 111- and will 
significantly extend the life of their existing laridfill sites. 

The request ,further iridicated that DuPont's Kinston plant currently 
generates process steam using two coal-fired boilers and a· third boUer using 
either natural gas or oi 1. Process steam generated by the Carolina Energy 
project. will be sold to DuPont and will replace a portion of the process .steam 
currently generated by DuPont. DuPont presently owns and operates two 7.5 HW 
ext'raction type steam turbine generators that use steam to generate electricity 
and produce 20-pound extraction steam for DuPont's own use. According to the 
request the Carolina Energy project will not replace or alter DuPont's existing 
electric generating· equipment. · Further, the plant's process steam needs are 
significantly 1 arger than the total process steam- output of the 'Carolina Energy 
project. DuPont's Kinstori,plant will use on.site all the process steam purchased 
from Carolina Energy and will not resell it to any other entity, The request 
further indicates that, due to a plant expansion that currently is close to 
completion, DuPont's electricity and natural gas needs are _increasing.

The standard for determining whether.a given enterprise is a public utility 
within the meaning of the regulatory scheme in Chapter 62 was established by the_ 
Supreme Court in State ex rel. Utilities Commission v. Simpson, 295 N.C. 519, 246 
S,E,2d 753 (1978) (Simpson). The Court •admonished against an abstract, 
formalistic definition of-"public" to be thereafter universally'applied and 
granted the Conmission considerable flexibility.in determining the meaning of "to 
or for the public." The Court held that what constitutes the "public" in a given 
case depends on the regulatory circumstances of that case. 295 N.C. at 524, The 
Simpson Court identified some of these circumstances as (I) the nature of the 
industry sought to be regulated, (2) the type of market served by the industry, 
(3) the kind of competition that naturally inheres in that market, and (4) the
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effect of non-regulation or exemption from regulation of one or more persons 
engaged in the industry, In the final analysis, the meaning of the "public" must 
be such as will accomplish the "legislature:• purpose an� comport with its public 
policy.• Id, 

The Public Staff presented 'this matter to the Commission at its weekly Staff 
Conference on June 27., 1994. Based on the facts and representations set forth 
in the request and on its inspection of the energy services fac11 fties at 
DuPont's Kinston plant, the Public Staff concluded that the activities described 
in Carolina Energy's request would not render it a public utility within the 
meaning of G.S, 62-3{23)(a). This conclusion was based on the following factors: 
{l) steam Is not as common a utility function as other services and traditionally 
has not been regulated to the same degree; (2) Carolina Energy will sell process 
steam only to DuPont solely for use in DuPont's manufacturing process; (3) steam 
will not be used to generate electricity; (4) the project will have positive 
environmental impacts, including, but not limited to, a reduction in the size of 
existing landfills; and (5) the sale will occur pursuant to a freely bargained
for-contract between Carolina Energy and DuPont. 

The Public Staff, therefore, recommended that the Commission: {I) declare 
that Carolina Energy's proposed activities, as described in Its request, do not 
render it a public utility; (2) condition any declaration on the facts and 
representations set forth in Carolina Energy's request; {3) require Carolina 
Energy and/or DuPont to report any change In those facts and representations to 
the Commission by filing a report in this docket; and (4) state that its decision 
in this docket establishes no precedent and future proposed activities will be 
evaluated on a case-by-case basis. 

Based on a careful consideration of the record In this docket, the 
Comnission concludes that the proposed activities described in Carolina Energy's 
request would not render it a public utility within the meaning of G.S. 62-
3(23)a. This conclusion is based on the above-discussed factors and applies only 
to the request that is the subject of this docket. The Commission further 
concludes that its declaration of non-uti 1 ity status for Carolina Energy's 
proposed activities is conditioned on the facts and representat_ions set forth 1n 
Carolina Energy's request. In addition, the Commission concludes that Carolina 
Energy and DuPont should be required to report any changes In the facts and 
representations contained in the request to the Co111T1ission by filing a report in 
this docket within 30 days of the occurrence or discovery of any such change(s) 
or the decision or plan to make any such change(S) 1 whichever is earliest. 

IT IS, THEREFORE, ORDERED as follows: 

l. That Carolina Energy's proposed activities, as described in Its
request, do not render it a public utility; 

2. That this declaration Is conditioned on the facts and representations
set forth in Carolina Energy's requesti 

3. Th.at Carol Ina Energy and DuPont are required to file reports in this
docket indicating any changes in the facts and representations set forth in 
Carolina Energy's -request to the Co111T1ission within 30 days of the occurrence or 
discovery of any such change(s) or the decision or· plan to make any such 
change(s), whichever is earliest; and 
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4. That the Conmission's decision in this docket establishes no precedent
and future proposed activities will be evaluated on a case-by-case basis. 

ISSUED BY ORDER OF THE COHHISSION. 
This the 5th day of July 1994. 

(SEAL) 
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DOCKET NO: G-37 
DOCKET ND •. G-5, SUB 330 

BEFORE THE·NORTH CAROLINA UTILITIES COMMISSION 

Docket No. G-37 

In the Hatter of 
Application of Cardinal Pipeline Company, 
lLC,•for a Certificate of·Public 
Convenience and Necessity to Construct, 
OWn, and Operate an Intrastate Pipel.1'1e • 
and for the Establishment· -of Rates 

·)
)

) '
r

Docket·No. G-5, Sub 330 
.. ) 

) 
) 

ORDER GRANTING CERTIFICATE 
AND RULING ON COHPLAlffTS 

In the Hatter of 
Kathy Wyrick,• 6616 High Rock Road·, Brown· 
Surnnit, North Carolina 27214, et al., 

Complainants 

Public Service Company of North Carolina, 
�nc., 

) 
). 
) 

BEFORE: 

APPEARANCES: 

Respondent ) 

Guilford· County Courthouse, .Greensboro, North Carolina, on June 
1, 1994 

 

Cornnissioner Laurence A. Cobb, Presiding, Chairman Ralph A. Hunt 
and Cornniss i oner Wi.11 i am W. ,Redman 

For Cardinal Pipeline Company, LLC: 
. ' . 

Jerry w; Amos, Brooks, Pierce; Mclen�ari, Huinphrey l Leonard, 
Attorneys at Law, Post Office Box 26000, Greensboro, •North
Carolina 27420 · · · 

: For Public Service Company-of North Carolina,, Inc.: 
., . .,, 

Dan W. Clark, Tharrington, Smith and Hargrove, Attorneys at Law, 
Post Office Box 1151, Raleigh, North Carolina 27602 

•, . '• ' . 

For the Public Staff: 

Paul L: tassiter and Gina c •. ·Holt, Staff Attorneys, Public Staff
. North Carolina Utilities ·Cornnission, Post Office Box: 29520, 

Raleigh, North'Carolina 27626-0520 
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For Carolina Utility Customers Association, Inc.: 

Sam J. Ervin, IV, Byrd, BYrd, Ervin, Whisnant, McMahon & Ervin,
P.A., Post Office Box 1269, Morganton, North Carolina ·29555

BY THE COHHISSION: On March 23, 1994, Cardinal Pipeline Company, LLC 
(Cardinal or the Company) filed an application in Docket No, G-37 pursuant to 
G .• s. 62-110 et seq,, G,S, § 62-130 et seq., and Conmission Rules .R6-60 .et seq,,
requesting the Comnission to grant it a certificate of public convenience •and 
neces�ity authorizing it to construct, own, aild operate a 24-inch diameter
intrastate pipeline and associated facilities. Cardinal is a limited liability 
company formed under the North Carolina Limited Liability Company Act, The 
members of Cardinal are Public SerVice Company of North Carolina, Inc. (PSNC), 
and Piedmont Intrastate · Pipeline Company (Piedmont Intrastate). Piedmont 
Intrastate is a wholly-owned subsidiary of Piedmont Natural Gas Company, Inc. 
(Piedmont). 

On Harch 4, 1994, Kathy Wyrick, filed a complaint in Docket No. G-5, Sub 330 
against PSNC relating to the route and effect on nearby p"operties and property 
owners of the proposed cardinal pipeline. Subsiquently, several other persons 
filed complaint letters With the Comnission stating similar objections to the 
proposed pipeline. On March 21, 1994, the Conmission Issued an Order providing 
that all complaints would be handled in Docket No, G-5, Sub 330, PSNC filed an 
Notion to Dismiss and Answer in this complaint docket on April 13, 1994. 

On April 20, 1994, the Conmission issued its Order Scheduling Joint Hearing 
in Docket No. G-37 and Docket No. 6-5, Sub 330. · 

0� Hay 3, 1994, the Carolina Utility Customers Association, Inc. (CUCA), 
filed a. Petition to Intervene in Docket No. G-37, and on May II, 1994, the 
Commission issued an order granting the petition. 

The hearing was held as scheduled. Cardinal presented the testimony of 
Jerry W. Richardson, an officer of Cardinal and Senior Vice President of 
Operations for PSNC, and Ray B. Killough, Senior Vice President of Operations for 
Piedmont. The Public Staff presented the testimo,ny James G. Hoard, Supervisor 
of Natural Gas Section of the .Accounting Division, and Eugene H. Curtis, Jr., 
Director of the NaturB.1 _Gas Division. James ,w. Morrison testified as a public
witness on behalf of .Guilford County Planning and Development Department. 
Complainant Sue Iseley Tipton testified. 

Based upon the verified application, the testimony and exhibits received 
into evidence at the hearing, and the record as a whole, the Comnission makes the 
following: 

FINDINGS AND CONCLUSIONS 

1. In its application in this docket, Cardinal is seeking (I) a
certificate of public convenience and necessity-to permit it to construct, own 
and operate a 24-inch diameter intrastate pipeline and associated facilities, (2) 
approval �f a method of financing the facilities, a .ratemaking procedure and 
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tariffs, and (3) a waiver of Rule Rl-17 and of any other rules or regulations of 
the Conmission to the extent necessary to provide the relief requested in the 
first two requests. 

2. The proposed intrastate pipeline will originate at Compressor Station.
No. 160 of Transcontinental Gas Pipe Line Corporation (Transco) in Rockingham 
County, North Carolina, and ran through Northern Guilford County into Alamance 
County for a distance of approximately 35 miles where it will connect with 
facilities owned by PSNC .and with facilities to be owned by Piedmont. 

3. The estimated cost of constructiOn of the proposed intrastate pipeline
is $25 million with $16 million to be provided by PSNC and $9 million to be 
provided by Piedmont Intrastate, a wholly-owned subsidiary of Piedmont. 

4. · Construction of the proposed-facilities ls to conmence in July 1994 and
be completed in December 1994. 

5. PSNC's transmission facilities from Transco's Dan River Heter Station
in Rockingham County, North Carolina supplying its eastern region are presently 
operating at or very near their capacity. 

• 6. Piedmont's transmission facilities used to provide service to Guilford,
Randolph, Alamance and Davidson Counties are presently operating at or very near 
the! r capacity. · · · · 

7. c·ardinal will provide natural gas transportation service to PSNC and
Piedmont and will provide them with additional capacity which they require to 
provide natural gas service to their customers in North Carolina. 

8. Although it would be possible for PSNC and Piedmont' to construct
separate pipeline facilities to meet their respective needs, the construction, 
maintenance and operation of separate facilities would be more costly than the 
proposed intrastate pipeline ·to be constructed, maintained and operated by 
Cardinal. lhus, the proposed intrastate pipeline will result in lower rates to 
consumers than would be the case if PSNC and Piedmont were to construct separate 
facilities. · · · · 

9. Upon conmencement of the operations proposed, Cardinal will be a public
utility within the meaning of the Public Utilities Act and will be subject to the 
jurisdiction of the Conmission. Under 6.5. § 62-110, Cardinal is required to 
obtain a certificate of public convenience and necessity from the Conmission 
prior to constructing, owning or operating the··intrastate ·natural gas pipeline 
proposed her�in. 

10. The intrastate pipeline ·to be constructed, owned •and operated by
Cardinal ls in the public interest, will ·benefit all customers of PSNC and 
Piedmont, and is required by the public convenience and necessity. 

11. The proposed financing arrangement and the proposed· ratemaking
treatment of Cardinal as contained in the application are fair and reasonable and 
should be approved. Cardinal will not �harge either Piedmont or PSNC for its 
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intrastate pipeline.service since these local distribution companies have made 
capital contributions to Cardinal and will make pro-rata reimbursE!ments of actual 
Cardi na1· "expenses. 

12, The various impacts of the intrastate pipeline identified by the 
Guilfold County Planning_ and Development DE!partme1'.Jt have been, or will bf:, 
properly addres�e�· by �ardinal. 

13, The complaints filed by Bryan and Pauline Gross and Luther D. and 
Gaynelle s. HcCollum have been withdrawn. 

14, The complaints filed by Charlie and Pauline Cook and Richard Coo�.have 
been settled. 

15. The complaints filed by Kathy Wyrick, Debbie Nelson, and Horris and
Marilyn Laye have been settled. 

16. The complaints of Rudy Langley and Frank Troxler should be dismissed
since they did not appear at the hearing, 

17. The complaint of Sue Isele.Y Tipton should be denied since her testimony
show� no b�sis for gr�nting an� relief in thiS proceeding. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION NO. I 

Finding and Conclusion l is jurisdictional and was not contested by any 
party, It is supported by the Company's verified application and the testimony 
and exhibits of th� Company's witnesses. 

EVIDENCE IN SU�PORT OF FINDING.AND CONCLUSION NO.� 

The location of the proposed pipeline is shown in .Exhibit 4 to the 
application. The location of the pipeline is also discussed in. testimony of 
Card,inal witness Richardson and in the testimony of Public Staff witness Curtis. 

EVIDENCE IN SUPPORT OF FINDINGS AND CONCLUSIONS NO, 3-4 

The cost and construction schedules are set forth in the verified 
application and in the testimony of Cardinal witness.Richardson and Public Staff 
witness Curtis. Witness, Richardson testified that the estimated cost of 
construction is $25 million, that PSNC's portion·of this cost is estimated to be 
$16 million, and that Piedmont Intrastate's portion of the coSt is .estimated to 
be $9 million, Witness Richardson also testified that construction can be 
completed in December 1994 if the Con,nission issues an order by July 1, 1994, 
granting a certific�te to Ca!dinal. 

E,VIDENCE IN SUPPO�T OF FlNDINGS,ANO CONCLUSIONS NO. 5-8 

Cardinal witness Richardson.testified that PSNC's certificate service area 
includes the counties of Caswell, Person, Granville, Vance, ,Warren, Orange, 
DUrham, Franklin, Wake, Chatham, Lee and a portion of Alamance County and ihat 
the transmission facilities used to provide service to this region are presently 
operating at or very near their capacity, Witness Richardson further testified 
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that PSNC will be unable to provide for anticipated growth in this portion of its 
service area without additional intrastate .pipeline capacity. Cardinal witnes$ 
Kiltough testified· tti�t _. P:iedmont's ·certificated service area includes the 
counties of Guilf9rd 1 Davidson and Randolph; and a portion of Alamance County, 
that the transmission facHities used to provide service to these-counties are 
presently operating at or very near their capacity, _and that Piedmont w.111 be 
unable to provide for anticipated growth in its service area without additional 
pipeline capacity; Cardinal witnesses Richardson and Killough and Public Staff 
witness-Curtis,all .. testified that, after:,considering a number of alternatives, 
the .construction by Cardinal will provide the most cost effective means to 
provide the required additional capacity for both PSNC and Piedmont. 

EVIDENCE IN.SUPPORT OF FINDING ANO CONCLUSION NO. 9 

• This finding, and conclusion is based upon theother findings and conclusions
relating to the ope�ation of the proposed pipeline. 6. s. 62c3(23)a defines a 
public utility as a person owning or operating in this State equipment or 
facilities for 

  

.1. � Producing,' 9enerating, transmitting,' delivering or furnishing 
electricity,, pipe_d gas, steam or any _ ·ot�er like agency for, the 
production of light, heat or pow�r to or for the .public f�r 
compenscition· . 

5. Transporting or conveying gas, crude oi-1 or other-fluid substance
by pipel i�e .for the pub) ic for compensation.

Cardinal will provide defi�ed services and it will receive compensation-in.the 
form of capital contributions and expenses •. The Colllllission concludes that 
Cardinal will serve the public. What constitutes "the public" in a given case 
depends upon the regulatory circumstances of that case. State ex. rel Utilities 
Conmission v. Simpson, 295 N.C. 519, .524 (1978). In this case, the Colllllission 
concludes that Cardinal wil.1 provide ser,vice _to: or for "the public"· based upon 
the unique circum�tarices of its operation. These circumstances include the fact 
that both PSNC and Piedmont are themselves·public utilities and that Cardinal's 
service is necessary for them to provide their public utility se·rvices: 

EVIDENCE. iN SUPPORT OF FINDING AND CONCLUSION NO. 10 

Cardinal witnesses Richardson and Killough and Public Staff·witness Curtis 
all testified that the proposed pipeline will provide additional capacity needed 
by .PSNC and Piedmont to. 'provide natural gas ser_vice to their current and future 
custom�rs. _ These witnesses al so testified that t�e proposect ,pipeline is_ :the most 
cost effective means_ of prov,i�ing t_his-,rieeded ·capac;:ity. No-one offered any 
evidence to'the contrary. Witness Richardson testified that Cardinal has no 
present pl_ans .to provide service to anyone.other than PSNC and Piedmont. If, at 
some future.date, Cardinal -should desire to provide s�rvice to some o_ther party, 
it will comply' with COnvnission Rule R6-62, as the same may' be· amerided or 
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superseded.from time to time, or obtain· a waiver of such rule before doing so. 
Based on the verified application, the testimony and exhibits of the witnesses, 
and the entire record in this case, the Co1I1I1ission concludes that the 
construction of the pro·posed pipeline is in the public interest:·: 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION NO. II 

Cardinal witness Richardson testified that .the Cardinal Pipeline facilities 
will be financed solely by capital contributions· from Cardinal's members--PSNC 
and Piedmont Intrastate--and that Piedmont lntrastate'S.capital contributions, 
in turn, will be financed solely by capital contributions from Piedmont. Witness 
Richardson further testified that PSNC and Piedmont Intrastate have made capital 
contribu�ions to Cardinl!l and may make additional capital contributions to 
Cardinal in the future and that PSNC and Piedmont Intrastate agree to contribute 
from time to time when requested by Cardinal an amount equal their pro-rata share 
of Cardinal's expenses. Neither ·PSNC nor Piedmont Intrastate will be required 
to pay any additional amounts for services provided by Cardinal unless Otherwise 
required by a final order of the Conmission, Cardinal -does not at this time 
propose to transport gas for anyone other than'PSNC and Piedmont. Copies of 
Cardinal's proposed tariffs are ·attached to the application. Witnesses 
Richardson and Killough testified that these tariffs do not provide for any 
additional charges for customer-owned gas transported by PSNC or Piedmont. 

Public Staff witness Hoard testified that PSNC will reflect its share of 
Cardinal -net investment in rate base, and the associated oper.ating eXpenses, 
including depreciation, will be reflected as PSNC expenses. Witness Hoard 
further ·testified that Piedmont will reflect Piedmont Intrastate's share of 
Cardinal net investment in rate base, and the associated· operating expenses, 
including depreciation, will be reflected as Piedmont expenses. Witness Hoard 
further teStified that any revenue requirement issues concerning Cardinal will 
be addressed in the individual rate cases of PSNC and Piedmont. 

No one offered anY evidence to oppose the ,proposed method of financing or 
ratemaking or to oppOse-any provision of Cardinal's tariffs. Therefcire 1 based 
on the verified application, the testimony and exhibits of the witnesses, and the 
uniqUe facts ·of this case, the proposed method,of financing_and ratemakin9 and 
the proposed tariffs are found to be just and reasonable and are approved. The 
rates to be· charged by PSNC and Piedmont to their customers, including 
transportation customers, will be determined in the individual rate cases of PSNC
and Piedmont. 

· ' 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION N0.-12 

Witness James Morrison testified that· the Guilford County Planning and 
Development Department reviewed-the proposed location of the Cardinal ·Pipeline 
and determined.that the pipeline may impact certain natural areas and wetlands, 
parks, open spaces, community facilities and historic J)rOperties. �itness • 
Morrison testified that the Guilford County Planning and Development Department 
did not take a position either·for or aQainst the construction and Operation of 
the proposed pipeline. 
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Cardinal witness Killough.testified that Cardinal-had received environmental 
permits from the Corps of Engineers and the North Caro 11 na Department of 
Erivironment, Health and Natural Resources which allow Cardinal to construct and 
operate the pipeline subject to the compliance with certain conditions. Witness 
Killough testified that Cardinal intends to comply with these conditions. 
Witness Richardson testified-that the Boy Scout Camp on Brooks-Lake Road is up 
for sale and that the present owner. has not objected to the location of the 
pipeline. Witness Richardson testified that the pipeline will not be located on 
the property of Monticello Elementary School (which is currently being operated 
as a recreation center) but will be located oi1 adjacent property. He t_estified 
that the pipeline will be operated under 49 Code of Federal Regulations Part 192 
which requires that a pipeline located near a place of public assembly have 
additional strength pipe, higher test pressures and lower operating pressures. 
Witness Richardson testified that the pipeline will be located .approximately I 
mile from the Brown Sunmer Elementary. School. He also testified that the 
pipeline will be located in the close vicinity of only one of the four fire 
stations identified by the Guilford County Planning and Development Department 
and that the pipeline will pass through some tobacco fields and cattle pastures, 
but that the pipeline will not interfere with these areas once construction is 
completed. Witness Richardson testified that the pipeline will be located on the 
property of three historic properties identified by the Guilford County Planning 
and Development Department-but that the pipeline will not interfere with any of 
the three historic properties. He testified that the pipeline had been moved 
closer to the Clapp Log House at the request of the owner. No one offered any 
evidence that the pipel lne will inter.fere with any of the sites identified by the 
Guilford County Planning and Development Department. 

EVIDENCE IN SUPPORT OF FINDING AND. CONCLUSION 13 

On Hay II, 1994, Bryan and Pauline Gross filed a letter with the Conmission 
a_sking to withdraw their complaint in Docket No. G-5, Sub 330. On Hay 13, 1994, 
,Luther D. and Gaynelle s. Mccollum filed a letter with the Conmission asking to 
withdraw their complaint. By order of Hay 17, 1994, the Conmission allowed these 
complaints to be withdrawn. 

EVIDENCE IN SUPPORT OF.FINDINGS AND CONCLUSIONS 14 -.15

Cardinal witness Richardson testified that the complaints filed·by_Char.lle 
and Pauline Cook, Richard Cook, Kathy Wyrick, Debbie Nelson and the Loyes have 
been �ettled. None of these complainants appeared or offered any testimony at 
the hearing. The Comnissi9n concludes that these complaints should ·be dismissed. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 16 

Complainants Rudy Langley and Frank Troxler did not offer any evidence at 
the hearing. Cardinal witness Richardson testified that Cardinal is working with 
these two �omplainants and trying to resolve their complaints. In the absence 
of any testimony or other evidence to support these two complaints, the 
Co!J1111ission concludes that these complaints should be dismissed. 
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EVIDENCE IN SUPPORT-OF FINDING.AND'CONCLUSION 17 

The only complainant to testify at the hearing.was Sue Iseley Tipton, who 
testified-on behalf of her mother Sally lseley."Witness Tipton·testified'that 
the pipeline would pass through property owned by her mother, that the land will 
go to her children, and that she is concerned about the effect of the pi�eline 
on the beauty and value of the property.' Witness Tipton expressed concern with 
the safety of the pipeline anij asked that it be·moved to the route of a .power 
line on the edge of the property. She also testified that there was a· pending 
condemnation proceeding relating to the taking"of a right-of-way through the 
property. The Conmission has no jurisdiction over the amount of money to be paid 
for the right-of-way across the property of witness Tlpton's mother. That must 
be resolved in the pending condemnation proceeding. The Conmission concludes 
that the testimony of witness Tipton does not show that Cardinal has been 
arbitrary or Capricious in· siting th·e pipel iri8 •ind provides no basis for relief
In this proceeding. 

IT IS, THEREFORE, ORDERED as"follows:. 

l.' That a certificate of public convenience and necessity to operate the 
intrastate pipeline facilities described in the-application be granted to 
Cardinal and that this Order shall constitute'the certificate; 

. 
' 

2. That the financing arrangement and ratemaking treatment of Cardinal as
described in the application and in this Order are· appr�ved; · · ' 

3. That revenue requirement issues concerning Cardinal and the rates to be
charged by PSNC and Piedmont to their customers, including transportation 
customers, will be determine� in the individual ""te cases o_f PSNC arid Piedmont; 

4. That the ·requirements of Rule Rl-17 and of any other rules or
regulati'ons of the Co1J111ission are wai.ved to the extent necessary to provide the 
relief grarited in ordering paragraphs 1, 2 and 3 above; _arid · · · •

5. That the complaint filed in this _docket by Sue Isele� Tipton should be
denied and the other complaints dismissed. 

• "ISSUED' BY ORDER OF THE COMMISSION
This the_Ist day of.�ul,Y 1994.

(SEAL) 
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DOCKET NO. 6-5 0 SUB 327 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Application of Public Service Company 
of North Carolina, Inc., for an 
Adjustment of Its Rates and Charges 

ORDER GRANTING 
PARTIAL RATE INCREASE 

HEARD IN:. Statesville:, 

Gastonia: 

Asheville: 

Raleigh: 

July 12, 1994, at 7:00 p.m., Courtroom No. 2, Iredell 
County Hall of Justice, 201 Water Street, ·Statesville, 
North Carolina 

July 13, 1994, at 7:DO p.m., Courtroom A, Gaston County 
-Courthouse, 151 South Street, Gastonia_, North Carolina

July 14; 1994, at 7:00 p.m., District Courtroom 1-A
(Night Court, Ground Floor), Buncombe County
Courthouse, 60 Courthouse Plaza,' •Asheville, North
Carolina '

August 15, 1994, at 7:00 p.m., Corrmission Hearing Room
No. 2115, ·second Floor, Dobbs Building, 430 North
Salisbury Street, Raleigh, North Carolina

August 16-19, 1994, Corrmission Hearing Room No. 2115,
Second Floor, Dobbs Building, 430 North Salisbury
Street, Ra 1 ei gh, North Carol i na

BEFORE: Corrmissioner Laurence A. Cobb, Presiding; and COrrmissioners Charles H. 
Hughes and Ralph A. Hunt 

APPEARANCES: 

For Public Service Company of North Carolina, Inc.: 

William A. Davis, II, and Daniel W. Clark, Tharrington, Smith, and 
Hargrove, 209·Fayetteville Street Hal), Raleigh, North Carolina 27602 

For Carolina Utility Customers Association, Inc.: 

Sam J. ErvIn, IV, Byrd, Byrd, Whisnant, McMahon l•Ervln, Post Office 
Drawer 1269, Morganton, North Carolina 28680-1269 

. For the City of Durham: 

W. I. Thorton, Jr., City Attorney, City of Durham, 101 City Hall
Plaza, Durham, North Carolina 27701
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For the North Carolina Department of Justice: 

Margaret A. Force, J. Hark Payne, and Richard L. Griffin, Assistant 
Attorneys General, Department of Justice, Post Office Box 629, 
Raleigh, North Carolina 27626 
�or: The Using a�� Consuming Public 

For the Public Staff: 

Vickie L. Moir, Gisele L. Rankin, and James D. Little, Staff 
Attorneys, Public Staff - North Carolina Utilities Conmlsslon, Post 
Office Box 29520, Raleigh, North Carolina 27626-0520 
For: The Using and �onsuming Public 

BY THE COMMISSION: On March 9, 1994, Public Service Company of North 
Carolina, Inc. (PSNC or Company) filed an application with the North Carolina 
Util !ti es Conmi ssi on (Cammi ssi on) seeking authority to adjust Its· rates and 
charges for natural gas service in North Carolina and to make certain•changes to 
its rules, ·regulations and tar.iffs. PSNC requested that the proposed rates be 
effective on and after April 8, 1994. Concurrent with the filing of its 
application, the Company filed a Petition to ·Omit or Modify Portions of 6-1 
Fill ng Requirements. 

On March 24, 1994, the Conmission issued an Order Granting Petition which 
allowed PSNC to omit or modify portions of the G-1 filing requirements as set out 
in the order. '· · · 

On April 6, 1994, the Conmission issued an Order suspending the proposed 
rates, declaring the matter to be a general rate �ase, setting the matter for 
investigation and hearing·, e_stablishing the test period, requiring pub11C notice, 
and establishing dates for the profiling of testimony. 

Carolina Utility Customers Association, Inc. (CUCA), and the City of Durham 
filed Motions to Intervene which were allowed by the Conmission. The Attorney 
General filed Notice of Intervention, and the Public Staff intervened through its 
appearance at the hearing. 

Public hearings were held as scheduled; The following public witnesses 
appeared and testified: 

Statesvi 11 e: 
Gastonia: 
Asheville: 
Raleigh: 

Faye K. Rogers 
William Martin 
Marjorie Lockwood, William E.- Gravely, 
Steven Jurovics, J.L. Cook, Norman F. Carden III, June 
Horvitz 

Witnesses for the parties presented evidence in Raleigh beginning on 
August 16, 1994. 

PSNC presented the testimony and/or exhibits of the following witnesses: 

l. Charles E. Ziegler, Jr., Chairman, President and Chief Executive
Officer of PSNC;
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· 2. C. ·Marshall Dickey, Executive Vice President - Corporate Development;

3. Robert D. Voigt, Senior Vice President - Finance and Treasurer;

4. Jerry W. Richardson, Executive Vice President - Operations and
Engineering;

5. Roberts. Jackson, Consultant associated with Stone & Webster
Hanagement Consultants, Inc:; and

6. John D. Russell, President of John Russell Associates, Inc.

PSNC witness Richardson also presented_ :supplemental testimony. 

The Public Staff presented the testimony and exhibits of the following 
witnesses: 

1. Henry Mbonu, Staff Accountant in the Public Staff's Accounting·
Division;

2.· Julie G. Perry, Staff Accountant in the Public Staff's Accounting
Division; 

3·. James G. Hoard, Supervisor of the Natural Gas Section in the Public 
Staff's Accounting Division; 

4. Jeffrey L. Davis, Utilities Engineer in the Public Staff's Natural Gas
Division;

5. Jan A. Larsen; Utilities Engineer in the Public Staff's Natural Gas
Division; and

6. John Robert Hinton, Financial Analyst in the Public Staff's Economic
Research Division.

CUCA presented the direct and rebuttal testimony and/or exhibits of Donald 
W. Schoenbeck, Regulatory & Cogeneration Services, Inc., and Kevin W. Q'Donnell,
Senior Financial Analyst with Booth & Associates, Inc.

The Attorney General presented the testimony and/or exhibits of Jack. Butler, 
Head of the Remediation Branch of the Superfund Section, Division of Solid Waste 
Management, North Carolina Department of Environment, Health, and Natural 
Resources (DEHNR), and Bruce Nicholson, Environmental Engineer with the 
Remediation Branch of the Superfund Section, DEHNR. 

PSNC presented rebuttal testimony and exhibits of C. Marshall Dickey and 
Robert Voigt and supplemental and rebuttal testimony and exhibit of Roberts. 
Jackson. 

In response to the request of Conmissioner Cobb at the close of the 
hearings, the Public Staff filed Public Staff Schedules 1,2, and 3 on 
August 24, 1994; CUCA filed its Statement of Position on August 25, 1994, and 
PSNC filed its schedules on August 26, 1994. 
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On August 25, 1994, the Public Staff. filed Davis late-Filed Exhibit 
Requested by CUCA. 

e!sed on the application, the testimony and exhibits, and the entire record 
in this proceeding, the Corrmfssion makes the following 

FINDINGS OF FACT 

GENERAL HATTERS 

1. Public Service Company of North-Carolina, Inc., is duly organized as a
corporation under the laws of North Carolina with its principal place of business 
located in Gastonia, North,Caroliri�. 

2. · PSNC is engaged In the business of transporting, distributing, and
selling natural gas in a franchised area which consists of all or parts of 26 
Counties in central and western North Carolina. 

3. PSNC is a public utility as defined in G.S. 62-3(23) and is-subject to
the jurisdiction of this Conmission and is lawfully before this Conmisslon upon 
I.ts application for an adjustment in its rates and charges for retail natural gas 
service pursuant to G.S. 62-133. 

4.. The· Company's application, testimony,. exhibits, affidavits of 
publication, and published nearing notices are In compliance with the provisions 
of the Public Utilities Act and the Rules and Regulations of the Conmission. 

' . 

5. The appropriate test period for use in this proceeding. is the twelve
months ended December 31, 1993, adjusted for certain known and measurable changes 
occurring after the .end of the test period and before the conclusion of the 
hearing as permitted by G.S. 62-l33(c). 

, 6·. In its initial application, PSNC sought to increase its North Carolina 
retail rates by $24,336,688, exclusive of the revenue effect .of Cardinal 
Pipeline Company, LLC (Cardinal), a limited liability company, and $27,378,812, 
including the revenue effect of Cardinal. In the schedules filed subsequent to 
the. hearings, the Company showed its proposed increase to -be $17,169,523, 
exclusive of Cardinal • 

. 7. The PubHc Staff's final reconrnendation was an increase in the level of 
annual operating revenues. of $7,799,200 excluding ·Cardinal, and $10,511,931 
including Cardinal. 

8. The quality of service being provided by the Company is adequate.

VOLUME� 

9. The appropriate level of adjusted sales and transportation volumes for
use herein is 58,162,899 dekatherms (dts), which is composed of 50,296,938 dts 
of sales.volumes and 7,865,961 dts of transportation volumes. 

10. PSNC sold and transported 57,253,427 dts under its various, sales and
transportation rate schedules during the test period. 
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11, PSNC's test period sales and transportation volumes should be adjusted 
to reflect negotiated sales, weather normalization, customer growth, the transfer 
of·existing customers from one rate schedule to another, and the cessation of 
9perat1ons by certain existing customers. 

12. The appropriate volume level for lost and unaccounted for gas 1s
1,170,860 dts. 

13. The appropriate volume level for Company use gas is 178,416 dts,

14. The gas supply required to generate the appropriate sales level is as
follows: 

Sales and Transportation 
Less: Transportation 
Sales 
Lost and Unaccounted For 
Company Use 

Gas Supply 

COST OF GAS 

58,162,899 dts 
[7,865,961) 
50,296,938 
1,170,860 

178,416 

51,646.214 dts 

15, The appropriate level for total fixed gas costs in this proceeding is 
$38,100,717, 

16. It is appropriate to use the most current information relating to fixed
gas costs billed by interstate pipelines to determine the total fixed gas costs 
in this proceeding, 

17, The appropriate level for the conmodity cost of gas is $138,316,580, 
based on an estimate of $2.75 per dt for the benchmark. 

18, The appropriate amount for lost and unaccounted for gas is $3,219,865. 

19, The amount of Company use gas is $490,644, and this amount is 
appropriate for use in this proceeding. 

20. The Company's appropriate pr� forma 'total cost of gas expense under
present rates is $180,127,806, 

DEPRECIATION RATES 

21, PSNC's application included an adjustment of $2,141,497 to adopt 
revised depreciation rates as proposed by its witness Russell, The proposed 
depreciation rates were from the Company's latest depreciation study, which was 
prepared by Hr. Russell and filed by PSNC on June 1,. 1992, in compl lance with 
Conmission Rule R6-80 in Docket No. G-5, Sub 299. 
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22. Prior to the· conmencement of ,the evidentiary he�rings in this
proceeding, PSNC ana the Public Staff entered into a stipulation in which the 
parties to that document agreed that the current �epreciat1on rates should 
continue to be used except for the rates for account numbers 376 (Distribution 
Mains) and 380 (Distribution Services). 

23. It is appropriate to use the stipulated depreciation rates in this
proceeding, which are 2.81% for Distribution Mains and 4.43% for Distribution 
�ervices. · 

24. The Stipulation pertaining to the Company's depreciation rates as set
forth in the attached Appendix B should be approved. 

MANUFACTURED GAS PLANT TRACKER - RIDER F 

25. PSNC owns six sites, either solely or jointly with others, that were
formerly operated as manufactured gas plants (MGP). The Company acquired the 
sites in·the late-1930s and early01940s and operated them until the early-1950s. 
The pl ants were used to manufacture gas for more than 50 years; the Company 
operated them for a maximum of 15 years. The,MGP �ites are currently-the subject 
of investigations under.environmental laws. 

26. The Company's proposed Rider F - Manufactured Gas Plant Tracker, would
all�w the Company to adjust its rates periodically to recover the costs it incurs 
relate.d to the clean-up of MGP sites. The Company's proposed Rider F- should be 
rejected. 

27. The proposed Rider F would provide a limited opportunity for prudency
review of clean-up costs and would provide less motivation 'for PSNC to minimize 
costs or seek contributions from others. 

28. A general rate case is the appropriate forum for reviewing the HGP
clean-up costs. Deferral and amortization of the HGP costs in a general rate 
case will result in more stable rates than would recovery of these costs thr.ough 
the Company's proposed .tracker and will afford an adequate opportunity for 
prudency. review. ·'

29. The unamortized balance of HGP costs should not be included in rate
base. The resulting sharing of clean-up ·costs between .ratepayer.s and
Shareholders will provide PSNC motivation to minimize costs and· to pursue
contributions from other potentially responsible parties and insurers.

30. It is appropriate to increase 0&M expenses by $50,000 to reflect the
amortizati�n over a•three-year period of $150 1 001 of incurred HGP·costs. 

RATE BASE 

31. The appropriate level of gas utility plant in service for use in this
proceeding is $499,618,895. 

32. The appropriate level of accumulated depreciation for use in this
proceeding is $153,457,716. 

164 



GAS - RATES 

33, The appropriate level of net plant In service for use In this 
proceeding is $346,161,179. 

34. The former propane headquarters building was In use by PSNC Propane
Corporation until June· 30, 1994, at which time a third party bought the assets 
of PSNC Propane. The building was transferred to PSNC at that time. 

35. PSNC has already begun the process of adaptation of the building to
utility use and will have It fully staffed by December 1994. 

36, It Is appropriate to Include the propane office building In utility 
plant In service since It will be used and useful for providing utility service 
within a reasonable time after the test period conslste�t with G.S. 62-133(c). 

37. The appropriate level of gas In storage for use in this proceeding ls
$11,280,289, . · 

38. The appropriate level of materials and supplies for· use In this
proceeding ls $3,945,359. 

39. The appropriate level of. cash working• capitai'. Investment for use in
this proceeding is $888,151, 

. 40. It is appropriate to reflect $258,000 of Transco refunds as cost-free 
capital, 

41. The appropriate level of cost-free capital related to pensions is
$13,137,894 as reflected in the Public Staff's revised filing. 

42, The proper level of cost-free capital related to'the stock option plan 
accrual is.$439,917. 

43. The appropriate level of sales tax accruals to deduct from rate base
is $200,056. 

44. The appropriate level of customer deposits to· deduct•·from rate base
is $1,727,116. 

45. The appropriate level of cost-free capital related to the
postretirement benefits accrual is $507,214 as reflected In the Public Staff's 
revised fll ing. 

, 46. The appropriate level of accumulated deferred income taxes for use In 
this proceeding ls $47,391,621. 

47, PSNC's rate base used and useful In providing service is $298,613,160, 
consisting of gas plant In service of $499,618,895, gas. in storage of 
$11,280,289, materials and supplies of $3,945,359, and cash working capital of 
$888,151 reduced by accumulated depreciation of $153,457,716, customer deposits 
of $1,727,116, cost-free capital Items of $14,543,081 and accumulated deferred 
income taxes of.$47,391,621. 
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OPERATING REVENUES, 

48. The appropriate level of end-of-period pro forma revenues .under present
rates is $297,529,748, which is composed, of $296,440,523 of sales and 
�r�nsportation revenues �nd $1,089 1225 of .othe� operating revenues. 

49, The "clean rate" adjustment proposed by the Public Staff is appropriate 
and should be used in this. proceeding. 

50. The Revenue Adjustment Factor (RAF) as proposed by PSNC is not
appropriate and should be rejected. 

51. Allowing proration and then compensating with the RAF causes revenue
deficits to be made up by customers who are not responsible for the short falls. 

52. It is just and reasonable to allow the Company to charge customers for
the suT1111er/wint�r differential in r�tes on a "bi.11s rendered" basis rather than 
a "Service rendered" basis. 

53. It -is appropriate for PSNC to charge its customers on a "service
rendered" basis for rate changes occurring from Purchased Gas Adjustment (PGA) 
proceedings and for general rate cases. 

54. It is appropriate to apply. a customer growth adjustment to other
operating revenues which have a· direct relationship with customer additions. 

OPERATING REVENUE DEDUCTIONS 

55. The appropriate level of operation and maintenance expense for use in
this proceeding. is $52,213,079, 

56. It is appropriate to exclude $1 1065, 706 of nonuti 1 ity Sal es· conrnissfons
�nd bonuses from O&M expenses. 

57, It is appropriate to exclude all expenses associated with the sale of 
appliances from operating revenue deductions of the utility because ·these 
expenses are associated with a nonregulated activity. 

58. The York Gas Heat Pump Program does not provide incentives to customers
but provides ·an. allowance to the manufacturer to provide the appliance at a 
mature market price, during, its introduction. 

59. PSNC has sought approval of the York Gas Heat Pump Program in this
general rate case proceeding. 

60, It is appropriate to include approximately one-third or $7g,500 of the 
expenses associated wi.th·:the Yoi-k Gas Heat Pump Program in the .cost of service 
in this _proceeding. 

61, The cash incentive plan payout percentage appropriate for determining 
the amount to reflect in O&H expenses is 50%. 
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62 •. It is appropriate to consider.the cash incentive plan payout history 
and corpOrate· goals in deterniining the .pr9per cash incentive plan _payout 
p�rcentag�. · , 

Y• 1. > L > • ' 
• • • 

, - 63. -· The Company's adjustment .to lnc"ease advertising expense by $816,927
to reflect advertising expenses equal to 0.5% of tot_al revenues is _rejected. 

•• • 'le • 

64. The Public Staff's adjustment to reduce test year advertising expenses
by $410,925 is rejected.. 

65. It is appropri�te to include the wage increases schedu_led to go into
effect.on December 7, 19941 under a contract between PSNC and the International 
Chemical Worke�s Union_., -

66. The total rate case expense related to this proceedi.ng is $153;000·.

67. The total rate case expense should be.amortized over three years, based
on .PSNC's recent rate case activity. 

68. The proper amount to •include in 0&M expenses for Financial Accounting
Statement No. 112 - Accounting .for Postemployment Benefit Costs (FAS,112 costs) 
is $59,756. 

- 69. It is appropriate to-determine the level of FAS 112 costs based on 1995
he!! l th -1 nsurance premi urns. 

70. Upon adoption of FAS 112, it is appropriate to recognize a transition
obl 1gat1on_ for regal atory purposes in order to reflect an ·on-going ·expense .level
for __ thi_s cost. · · · 

11·. It is appropriate to amortize the-transition obligation.over a three-
year pE!riod to refleCt a:· .reasonable level of eXpense. · · , , . 

72. It is appropriate for the Company to record the FAS 112 transition
obligation in a deferred debit account for financial .accounting purposes and to 
amortize this deferred d�bit to 0&M expenses over a three-year period. 

, , 73. The. appropriate ,_level ·of depreciation expense for use in this 
proceeding.is $17,547,673_. 

74. The appropriate level of general taxes for use in this proceeding is
$15,558,572. 

75. The appropriate level of state in.come tax expense under present rates
· for use in _this proceeding is $1,442,101.

' ' 

76. · The appropriate level of .federal incoltle tax expense under.'present rates
for use in this proceeding is $5,479,967. 

. _ 77. It is .appropriate to reduce income tax expense by $24,090·-to reflect
the amortization over a three-year period of claim.of right credits filed by the 
Company pertaining to excess deferred income taxes refunde� to ratepayers. 
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78. It is appropriate to reduce income tax expense by $77,059 to reflect
a three-year amortization of prior year unrecognized tax benefits. 

79. It is appropriate for the Company to record $73I,503 in its deferred
gas cost account for supplier refund claim of right credits that it has filed. 

80. The overall level of operating revenue deductions under present rates
appropriate for use in this proceeding is $272,369,I98, 

CAPITAL STRUCTURE AND �TE OF RETU!Ui 

· BI. The 53.65% conmon equity ratio included in the Company's requested
capital structure for ratemaking purposes is considerably higher than the average 
coD1110n· equity ratio of the industry or the average comnon equity ratio of natural 
gas' lQcal distribution companies (LDCs) with a single "A" bond rating. 

·s2. The 53.65% common equity ratio included in- the Cornpany•·s requested
capital structure for ratemaking purposes is considerably higher thal'l the average 
convnon equity ratio of the Company in recent,y�ars. 

83. The Company's own financial forecasts indicate that its con111on equity
ratio will be lower than 53.65% in the future. 

84. The appropriate capital structure to employ for ratemaking purposes in
this case and at this time .for PSNC consists of 50% conm,on equity, 4% short-term 
debt, and 46% long-term debt, 

85, , The capital structure·adopted for use in this proceeding ls reasonable 
and appropriate and in conjunction with the allowed return on equity and the 
costs of debt included herein should allow the Company to maintain credit and 
attract capital on reasonable terms, including·�apital needed by the Company for 
system expansion. 

86. The proper embedded cost of long-term debt is 9.53%,

87. The proper cost of short-term debt is 4.70%.

88. The market-to-book adjustment applied by witness Jackson to his
traditional and market-based discounted cash flow (DCF) results is inappropriate 
and unreasonable. 

89. Application of the DCF model as presented by Company witness Jackson
should· be accorded only minimal weight in determining the cost of coTIJ11on equity 
for. purposes of this proceeding. 

90. Company witness Jackson's comparable earnings approach should be
accorded only minimal weight for purposes of determining the cost of conm,on 
.equity for purposes of this proceeding. 

'91. Company'wit_ness Jackson's payout ratio test should be accorded only 
minimal weight in determining the cost of conmen equity for purposes of this
proceeding. · · 
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92. Company witness Jackson's capital asset pricing model (CAPH) approach
should be accorded only minimal weight ln determining the cost of.comnon equity 
for purposes of this proceeding. 

93. Witness Hinton's applications of the DCF and risk premium approaches
should be accorded only minimal weight in determining the cost of comnon equity 
for purposes of this proceeding. 

94. Witness O'Donnell's appl lcations of the DCF and comparable earnings
approaches should be accorded only minimal weight in determining the cost of 
co1J111on equity for purposes of this proceeding. 

95. Application of the regression analysis·approach as presented by witness
Jackson should be accorded the greatest weight ln determining the cost of comnon 
equity for purposes of this proceeding. 

96. Changes in the gas industry associated with the Federal Energy
Regulatory Comnission's (FERC's) Order 636 do not justify an additional equity 
risk premium in this case. 

97. The cost-of-service adjustment recomnended by the Puhl le Staff to allow
the Company to recover the flotation costs incurred in the May 1994 public stock 
offering is reasonable and proper. 

98. The appropriate cost of colllllon equity for use ln this proceeding is
ll.87%.

99. The overall weighted cost of capital and fair rate of return to the
Company ls 10.51%. 

ADDITIONAL REVENUE REQUIREMENT 

100. PSNC should· be authorized to increase its annual level of operating
revenues by $10,763,226. After giving effect to the approved increase,. the 
annual revenue requirement for·PSNC is $308,292,974, which will allow the Company 
a reasonable opportunity to earn the rate of return on its rate base whfch·the 
C011J111ss1on has found just and reasonable. 

CUSTOMER ATTACHMENT FEE 

101. The Puhl ic Staff's proposal that PSNC impose a customer attachment fee
of $15.00 on a new customer lf a new service line must be constructed to serve 
the customer is inappropriate and should be rejected. 

COST-OF-SERVICE AND RATE DESIGN 

102. PSNC, the Public Staff and CUCA all presented the results of cost-of
service studies under existing and proposed rates. 

103. The major differences between the cost-of-service studies presented by
CUCA, PSNC and the Public Staff other than the overall level of revenues, 
expenses, and rate base relate to the allocation of fixed gas costs and the 
allocation between the customer component and the demand component of the 
distribution mains and services accounts. 
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104. CUCA advocated the use of the "Peak Responsibility Method" for
allocation purposes in cost-of-service studies.· 

105. Both PSNC and the Publ le Staff used the "Seaboard Method" for
allocation purposes in their respective cost-of-service studies. 

106. Both,PSNC and the Public Staff used the. system utilization approach
to apportion costs between rate classes. CUCA·used the cost causation theory to 
apportion' costs between rate classes. 

107. The Public Staff used the "zero-intercept" method to determine the
customer component of the mains and services accounts; PSNC used the "minimum 
pipe size• method and CUCA agreed that the minimum size method should be used. 

108. PSNC allocated all demand charges on the basis of peak day demand and
storage capacity charges on the basis of normal winter sales, while the Public 
Staff allocated some demand charges and storage capacity charges on peak and 
average demand and some on normal winter sales. 

109. While estimated cost-of-service studies are somewhat subjective and
judgmental, they are useful as a guide in designing rates. Cost-of-service 
studies should not be used· exclusively to design rates, but should be used in 
combination with other factors in determining .proper rate design. 

llOe Rates based solely on one or more estimated cost-of-service studies 
are not reasonable for purposes of this proceeding. 

111. A number of factors muSt be considered when rates are designed. These
factors include the cost-of-service; the value.of service to the customer; the 
type and priority of service received by the customer and, if the service is· 
interruptible, the frequency of interruptions; the quantity of use; 'the time of 
use; the manner of service; the competitive conditions related to both the 
retention of sales to and transportation for existing customers and the 
acquisition of new customers; the historic rate design and differentials between 
the various classes of customers; the revenue stability of the utility; and 
economic and political factors including the encouragement of expansion. 

ll2. In general, each of the cost-of-service studies proposed by the 
parties showed that higher rates of return are achieved from interruptible 
coT!ITlercial and industrial service customers than from residential customers and 
that residential returns are below the total-company returns. 

ll3. The Public Staff, PSNC and CUCA all suggest increases .in the rates 
paid by residential customers in an effort to .narrow the disparity in returns 
between rate classes and to move toward more equalized rates of return among 
ratepayers. 

114. PSNC's residential customers and small general service customers have
a very limited ability to switch to alternate fuels without making•signlflcant 
capital investment in new equipment. In addition; they bear the risk of being 
required to make up margin 1 asses r�sulti ng from PSNC' s negoti ati ans with 
industrial customers through Rider D. · 
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115, The ability of large conmercial and industrial customers to negotiate 
and force PSNC to meet the prices of their alternate fuels gives them bargaining 
power not enjoyed•by other classes of customers. This. justifies ai'higher rate 
of return for such customers. 

116. Residential and small Co1J1T1ercial rates have been "increased over the
last several rate c�ses,while industrial rates have been decreased. 

117, The Co111Tiission, has historically concluded (and b.een upheld ·by the 
North. Carol in_13, SlJpreme Court) that specific cu�tomers cl as�es_ should n�t receive 
rate increas·es which, in light of all the surrounding facts and circumstances, 
result in "rate shock". 

118. In determining. whether a specific, class increase results •in "rate
shock", ,it is appropriate to consider the utility's historic rate design, as well 
as other relevant facts and circumstances ... 

119. Rates based entirely upon equalized rates of return among customer
class�s are not reasonable for purposes of this proceeding._ 

120. The large portion of increased plant is to serve residential classes.

121. There is good cause to increase the monthly faciliths charge for Rate
Schedule Nos. 105, (Residential - year around)., 110 (Residential - heat only) and 
125 (Small Conmerci.al- - .-year around) by $1,00 per month. This increase will 
change the charge for Rate Schedule No. 105 from $7.00 to $8,00 per·month, the 
charge for Rate Schedule No: 110 from $10.00 to $11,00 per month and the charge 
for Rate Schedule No. 125 from $11.00 to $12.00 per month. 

122. Both PSNC and the Public Staff included additional steps in the
declining. block rate structure of Rate · S�hedul e 150 (Large Interruptible 
Industrial Service) and the corresponding transportation tariff, Rate Schedule. 
180. 

123. ·T�e summer-winter differentials proposed by PSNC are appropriate.

124. The Weather Normalization Adjustment (WNA) - Rider Eis appropriate
and should be continued in this proceeding. 

125: Rider E cur�ent applies to customers served under Rate Schedule Nos, 
105, 110, 125 and 130. 

126'.. The purpose of Rider Eis to insulate both PSNC and customers from the 
impac�.of significant fluctuations in weather,, 

' 0 ' 

127. The natural gas usage of small industrial customers served under Rate
Schedule No. 125 may,not �e weather-sensitive., 

128. Any small industrial ·customer served ·under Rate Schedule No. 125 may
obtain an exemption from rate adjustments under Rider E by e�ta�lishing the 
absence _of a statistically-significant correlation between its natural gas use 
and weather. 
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TRANSPORTATION RATES 
i 

129. The Cotm1ission·has approved'full margin transportation rates for all
of the LDCs operating in North Carolina and rejected arguments that cost-based 
rates are required. 

130. The Convnission has consistently calculated full margin transportation
rates by subtracting the annual cost of gas, applicable gross receipts taxes, and 
any.temporary increments or decrements from the sales rate Schedule under which 
th� transportation c�stomer would otherwise be buying natural gas from PSNC. 

131. The basic premise underlying the concept of full margin transportation
rates as previously approved by the C0111I1ission is that the LDC should be neutral 
as to whether a customer transports or buys riatural gas under a filed tariff 
rate: In order for an LDC to be neutral, a transportation customer should· pay 
the same fixed costs it would pay as a sales customer. 

132. PSNC's transportation customers become•PSNC's sales customers whenever
they cannot transport their own supplies of natural gas due to restrictions on 
the interstate pipEi:line, unless they switch to their alternate fuels. 

FIXED GAS COST RECOVERY RATES 

133. The Public Staff's methodology of allocating fixed gas costs reflects
how the services are uti,lized. ', This methodology results in fixed gas cost 
recovery rates {in $/dt)�s follows: 

Rates 
105/120 

$0.9130 

Rate 
110 

$1.0345 

Rate 
125 

$0.7859 

Rate 
130 

$1.0413 

Rate 
145 

$0.5253 

Rate 
150 

$0.3763 

134. The fixed gas cost recovery rates proposed by the Public Staff in
Larsen Exhibit A, page 4 of 12. are appropriate for purposes of calculating fixed 
gas cost recovery rates in Rider D and for the functioning of the WNA. 

RIDER D MECHANISM 

135. It is appropriate to modify the Company's Purchased Ga� Adjustment
Procedures - Rider Din order to allow fixed gas cost changes that occur between 
general rate cases to be tracked on a percentage basis among the various rate 
schedules, and not on a flat per dekatherm basts aS has been done historically. 

136. The fixed gas cost recovery percentages as shown on Larsen Exhibit A,
page 4, are appropriate for use in this procee�ing. 

137. PSNC should modify its Rider D language as reconvnended by the Public
Staf� on Davis Exhibit H, consisting of three pages. 
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LINE EXTENSION POLICY 

138. PSNC's rules and regulations provide that the Company will extend
mains in the street that are at an established final grade for distances up to 
100 feet without charge to the customer. 

139. PSNC's rules �nd .regulations also pr�vide that the Company will
install up to 100 feet of gas service line (measured from the premises' property 
line to the meter on the customer's premises) at no charge. 

140. Farm tap situations- should be subject to the "free allowance" of 100
feet because the service 1 ine extension from the high pressure main -and 
regulation equipment is exactly the same as any ordinary service·line extension. 
The customer should only have to pay a contribution-in-aid-of-construction (CIAC)
for the additional regulation equipment and other n�cessary material when the 
extension requires 100 feet or less.

·141. Any CIAC requirement should be the lesser of the negative net present
value of the entire line extension or the cost·of the footage beyond the initial 
allowance. 

142. PSNC should modify its rules and regulations as hereinafter set forth
reg�rding its line e�tension p�licy. 

MISCELLANEOUS ACCOUNTING HATTERS 

143. PSNC should comply with the Co11111ission's Order in Docket No. G-100,
Sub 44, in preparing its next G-1 rate case filing. 

RULES AND REGULATIONS 

14,!I. In its original prefiled testimony and exhibits, PSNC proposed certain 
modifications to its service regulations, inclu4ing changes in wording within a 
number of_ schedules to clarify and simplify the meanings;_ a clarification that 
interruptible rate customers must curtail all use other than pilot usage by 100%
when requested to do so; and a clar-ification that PSNC does not allow the 
combining of meters in most instances. No party to this proceeding has opposed 
these changes, and they will be approved. 

145. It is reasonable and appropriate for PSNC to increase its after-hours
service fee from $15.00 to $25.00. 

146. It. is reasonable and appropriate for PSNC to increase its returned
check charge from $15.00 to $20.00. 

147. WUh the modifications found to be �ppropriate herein, PSNC's proposed
service rules and regulations are just and reasonable. 

CARDINAL PIPELINE 

148. PSNC and Piedmont Natural Gas Company,, Inc. (Piedmont), have entered
into an agreement to jointly, construct Cardinal, an intrastate pipeline, which 
is expected to be completed in December 1994. 
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149. It ls.appropriate to•reflect the Company's share of the net investment
and operating expenses in and for.Cardinal in this rate case docket as if 1.t had 
constructed ;ts share of Cardinal witho·ut the"assistance of Piedmont. · · 

150. PSNC proposed that all costs. of Cardinal be'borne by the residential
class, the Public Staff' proposed that Cardinal's cost be spread to all rate, 
classes on a flat per dekatherm· basis, and CUCA· .proposed that ·the cost of 
cardinal be assigned. among·customer classes on 'the-basis of, cl ass ,contribution
to peak day.  •· 

. 151. Customers other than·residential -customers benefit from additional 
capacity on a peal< day,. ·· •:

152; Spreading th� cost of cardinal on, a per dekatherm basis. wo�ld not 
reflect the' relative valu!! Of,·new��tra"nsmission capacity to the ·various rate 
cl�=-

'  
. 

153. Spreading. the'cost. �f Cardinal using .a peak day allocation ·factor
would give interruptible customers the benefit•of reduced curtailment. at no cost. 

. ·.  

: . '154. The Cardinal pipeline is a ·transmission line.·', 
' . . 

155. The Public· Staff's cost-of-service' study allocated transmission line 
costs using a peak and average allocation '.factor. · . 

.. 

·, 156; Because ;cardinal will provide, beneffts to- firm and .. interruptible
customers, it is appropriate,to reflect the· increase in rates for PSNC's·share. 
of Cardinal using a peak and average allocation factor. For this purpose only, 
a peak and average allocation factor:shown .. ·on"lines 40 and 41 of Revised Larsen 
Exhibit A, page 1 ·of 12, will be used in this proceeding.' "  .. , _  

. 157 •. , 'it is. appr_opriate for the Conmission to. reopen. the record in this 
proceeding when Cardinal is in service· solely for •the purpose, of receiving 
testimOny, stating that Cardinal is in. service. and providing the actual cost 

'involved in the construction ·of ,the project and the updated costs of, operating 
the project. The Conmls_sion wHl approve rates .at that time using the rate 
design approved· in .this case. · · . - . : ' · 

.· EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS, 1-s· 

· . The evidence supporting these findings of fact is contained In the verified 
appl.ication, .the Conmlssion's files · and records, the Conmission's orders 
scheduling hearings, the testimony and exhib'its of the.Company ·and the Public 
Staff, the schedules· 'filed subsequent to the hearing at the, request of 
Conmissioner Cobb, 'and the testimony ofthe·publ.ic witnesses. These findings are
essentjally informational ·and noncontroversial, · 

EVIDENCE AND CONCLUSIONS.FOR FINDINGS OF FACT NOS. 9-14· 
. ' 

,. The evidence supporting these findings of·fact is contained in-the testimony 
and �xhibits of Company,witness Di�key and· Public Staff witness Davis., Mr. 
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Dickey offered evidence that the ·actual test period v61umes Were 57 1253 1427 dts 
in the G-1 Minimum Fi.ling Requirements, Item 10, Workpaper 1 and in Dickey 
Exhibit No. 1, Schedule No. 1. 

, · After adjusting this test period volume of 57,253,427 dts for negotiated
sales, weather normalization, customer growth, reclassification•of customers, and 
the remova1·of Ball Incon, an industrial customer that left the system in April 
of 19�4, PSNC arrived- at a, level of sales ·arid transporta1;ion, volumes of 
58,360,499 dts. 

. ' 

Public Staff witness Davis testified that he performed a similar evaluation· 
of the test year volumes, and that he agreed·with PSNC's adjustments.with the 
exception of the growth adjustment. Hr. Davis testified that the difference 
between-the Company and the Public Staff is attributable to the fact that the 
Public Staff .had updated growth to customer bills and volumes through July 31, 
1994, while the Company reflected growth through September 30, 1994. 

Mr. Davis testified that he had updated growth t� customer bills and voi,n;,es 
to.achieve a coordination of pro forma revenues and-expenses at that date. He 
testified that Public Staff witness Perry had .reflected plant· additions .through 
July 31, 1994, in her exhibits, and that since rates are a function of net plant 
investment, expenses, and revenues, the growth update at the same point in time 
is appropriate. He further testified that. the Publ le Staff used July 31, 1994, 
because that was the latest date for which verifiable information was available 
at the time of the hearing, 

Based on the update of customer' and volumetric growth through July 31, 1994, 
Davis Exhibit A showed that the appropriate pro ,forma volume level should be 
58,162,899 dts. · This volume level is composed of'.50;296,938 dts of sales volumes 
and 7,865,961 dts of transportation volumes. 

:During the ,hearing, the Company agreed with the Public Staff's 
recoRlllendati on regarding the appropriate volume -1 evel -for· use in this ,proceeding. 
Based on the foregoing, the Commiss.ion concludes that the appropriate, volume 
level for use in this proceeding is 58,162,899 dts. 

There is no disagreement as to, the level of Company.Use gas and Lost and 
Unaccounted For volumes, amOng the parties.. Based on the foregoing, the 
Commission concludes that the appropriate level of gas supply volumes.required 
is as follows: 

Sales and Transportation 
Less: Transportation 
Sales 
Lost and Unaccourited For 
Company Use 
Gas Supply 

58,162,899 dts 
(7,865,961) 
50,296,938 
1,170,860 

178,416 
51,646,214 dts 

The ·Comnf ssi on notes that the Company Use ga's and the Lost and· Unaccounted 
For gas are to b� trued-up a·nd accounted' for as provided in NCUC Rule 
Rl-17 (kl( 4 )( c). 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 15-20 

The evidence supporting'these findings ·of fact is contained in the testimony 
and exhibits of Company witness Dickey and Public Staff witness Davis. The 
levels of the cost of'gas proposed by the Company and the Public Staff are set 
forth in the schedule below: 

PSNC PUBLIC STAFF DIFFERENCE 

Conmodity Cost of Gas $13B,B59,9B1 $138,316,580 $ ( 543,401) 
Lost l Unaccounted For 3,219,865 3,219,865 0 
Company Use 490,644 , 490,644 0 
Fixed Cost of Gas , 39,401,669 38,100,717 { 1,300,952) 

$181,972,159 $180,127,806 ($1,844,,353) 

As can be seen from the above schedule, ,the Company and the Public Staff 
agree as to the level of Company Use gas amount and Lost and Una�counted For 
amount. 

_, Witness Davis testified that there are tWo reasons for the differences 
between the Company and the Public Staff: commodity gas costs and fixed gas costs 
levels. He testified that one re�son for the difference is in the yolwne growth 
updates 'previously discussed. Because the pricing of coirmodity ·gas costs is 
deperident on the volume level, the difference· in volume levels .between PSNC and 
the Public Staff caused a difference in gas costs. 

Mr. Davis further testified that fixed gas costs are different because he 
refle�ted cost· of gas rates 'from interstate pipelines. at July. 1, 1994, as shown 
on Davis Exhibit C, while the Company's cost of gas rates are as of February 1, 
1994. 

By the close of the hearing, the Company had agreed that the appropriate 
level of gas costs is $180,127,806; as shown in the Company's revised schedules 
filed on August,26, 1994, in response to Conmissioner Cobb's request at the close 
of the hearing. 

Based on the foregoing, the CoIJV11iss.ion concludes that the appropriate level 
of the cost of gas in this proceeding is $180,127,806, made up of the following 
components: 

CoJTITlodity Cost of Gas 
Unaccounted For Gas 
Company Use Gas 
Fixed Gas Costs 
Total �ost of Gas 

$138,316,580 
3,219,865 

490,644 
38,100,717 

$180,127,806 

The Conmission concludes that the unit benchmark is $2.75 per dt in this 
proceeding and no other party offered con�rary evidence. The Conunission also 
finds that the cost of gas rates at July 1 1 1994, are the most recent known rates 
charged to PSNC and are appropriate for use in this proceeding. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 21"24 

The evidence for these findings of fact is contained in the testimony and 
exhibits of PSNC witnesses Russell and Voigt and Public Staff witnesses Davis and 
Perry. 

Hr. Russell prepared a depreciation study and reco!11l1ended annual 
depreciation rates for PSNC.· The depreciation study was. filed with the 
Co!11l11sston on June 1, 1992, tn Docket No. 6-5, Sub 299. At the tiine the 
depreciation study was initially filed, the Company did not seek approval of the 
depreciation rates recontnended in that docket, but instead sought to include the 
rates tn this instant case. 

Witness Davis testified that during the course of the investigation tn this 
rate case PSNC and the Public Staff reached an agreement and entered into a 
stipulation concerning•the depreciation rates for the Company. 

The stipulation, which is identified as Davis Exhibit K, is an agreement 
that the Company's current depreciation rates should continue to be used except 
for Account Nos. 376 (Distribution Hains) and 380 (Distribution Services). The 
depreciation rates agreed to by the Public Staff and PSNC are 2.81% and 4.43% for 
Account Nos. 376 and 380, respectively. The net' negative sa 1 vage values included 
in the depreciation rate calculations for these accounts are currently -15% for 
Account No. 376 and -30% for Account No. 380. PSNC and the Public Staff 
stipulated and agreed that the depreciation rates for distribution mains and 
distribution services should be based upon net negative salvage values of -35% 
for Account No, 386 and -55% for Account No. 380, with all depreciation rates 
continued to be calculated based upon the average service life method. 

. . 

The effect of implementing these limited changes is an increase in annual 
depreciation expense of $1,529,373, as compared to the $2,141,497 contained tn 
PSNC's request based on plant totals at December 31, 1993. 

The Co1t111ission finds good cause to approve the stipulation between the 
Company and the Public Staff, which is attached hereto as Appendix c. The 
Co111l1i ssion further finds that the rates as described in the sti pul at ion are 
appropriate for use in this proceeding and should be adopted. -·· 

· EVIDENCE AND CONCLUSIONS OF FINDINGS OF FACT NOS. 25-30

Company witnesses Dickey and Richardson, Public Staff witness Hoard, and 
Attorney General witnesses Butler and Nicholson provided testimony regarding 
manufactured gas plant (HGPJ clean-up costs and the appropriate ratemaktng 
treatment 'for recovering the crean-up c�sts. 

Hr. Richardson in his testimony explained that the Company owns six sites 
that were formerly operated as manufactured gas plants. Before piped natural gas 
became generally available in the 1950s, gas was co!11l1only manufactured by a 
process that involved the hearing of coal tn a reduced-oxygen environment. The 
plants tn,questions were constructed from the mid-1800s to the early-1900s; they 
were acquired by PSNC as the. Company was formed.- tn the 1 ate-1930s and 
early-1940s. PSNC operated them for a maximum of some 15 years before they were 
taken out of service in the early 1950s. By-products of the gas manufacturing 
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process included sulfur, hydrogen sulfide, iron cyanide, light oils, tar, water 
and coke. These by-products were disposed of consistent with the laws applicable 
at the time, but their existence has raised concerns under current environmental 
laws and standards. Federal and State environmental authorities have been 
looking intoMGP sites around the country in recent years. PSNC has retained an 
engineering firm to conduct a preliminary assessment of the sites. 

Company •witness Richardson in his initial, prefiled testimonY gave an 
estimate of $5,100,00Q,to $18,000,000 for the.cost for the management of all six 
sites. :Attorney General witness Butler testified that he felt the actual costs, 
especially for remediation, might be outside the estimated ranges given in 

- Company witness Richardson's prefiled testimony. Witness Richardson presented
supplemental testimony with new estimates of potential costs for the management
of the HGP sites •. The thirty year costs were estimated to be between ._$3,705,000
and $50,145,000 for the six sites. Witness Richardson testified at the hearing
that through June 30, ,1994, the Company had spent $176,092 on, the investigation.

Richardson Exhibit No. I, Schedule No. 1 shows that three of the six HGP 
sites are owned solely by PSNC and three are,owned jointly with one or more other 
enti,ties. During cross0examination, witness Richardson testified that in regard 
to the' three which are jointly owned, the Company has had "very preliminary 
discussions" with some of the other proper�y owners regarding how the costs are 
going to be shared but that no agreement has been reached. He testified that the 
Company hopes the other owpers will share the costs, but one cannot assume the 
sharing of the cost will be in proportion to land· ownership. Witness Richardson 
also indicated that these sites were used for·manufactured gas plants for more 
than fifty years and 'that PSHC operated manufactured gas plants on them-for a 
maximum of 15 years. He again indicated that there had been "very preliminary 
discussions" with prior owners regarding sharing the costs. Witness Richardson 
stated that he•did not know if there would. be entitlement to contribution from 
joint ,and prior owners if the sites were under the.State or Federal Superfund. 

Company witness Dickey testified that HGP clean-up costs are properly 
recoverable from current ratepayers, even though the plants have not been 
operated since the -1950s, because the costs ·are being incurred currently to 
conform to today's laws. Witness Di_ckey proposed that the Commission approv� a 
tracker which would allow the Company to adjust its rates periodically to re�over 
the costs incurred in the clean-up of HGP sites. Hr. Dickey proposed that the 
Company esta�lish an MGP Deferred Account for accumulating HGP clean-up costs 
incurred, recoveries from thir4 parties, and amounts collected from·and refUnded 
to ratepayers. The' tracker proposed by Hr. Dickey would allow the Company to 
adjust its rates periodically to refund or,collect balances in the HGP Deferred 
Account.·· During cross examination, witness Dickey was aSked over what period 
costs flowed through the tracker woul� be recovered and he indicated that such 
costs are generally spread over 12 months. 

Company witness Dicke)' .testified that trackers are generally used for 
recovery of costs that may·vary considerably over time and cannot be predicted 
with accuracy. He stated that HGP clean-up costs certainly fit this definition. 
Hr. Dickey also testified .that a tracker would lead to smoother ,ratemaking 
treatment over time relative to deferral and amortization. 
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.Public Staff witness Hoard recollll1ended that the Collll1ission not approve the 
Company's proposed tracker. Hr. Hoard stated that Public Staff counsel had 
advised him that the Collll1ission has previously ruled that a tracker of the tyPe 
proposed by PSNC would preclude appropriate regulatory overs I ght of the utll lty' s 
overall expenses and that, absent specific statutory authority, the Conrnission 
does not have the authority.to approve such a tracker. Public Staff witness 
Hoard testified that trackers have been approved. for significant cost items, such 
as gas costs for gas utilities and fuel costs for electric utilities, �ut he 
pointed out that there ls specific authority given to the Collll11ssion for changing 
utility rates as the result of changes in these types of costs. Hr, Hoard s�ated 
that just because a cost changes or varies significantly over- time does not 
necessarily result in a tracker. 

Publ le Staff witness Hoard .was also questioned on whether a tracker 
mechanism would result in smoother ratemaking treatment over time relative to 

deferral and amortization. Hr. Hoard testified that a tracker could allow the 
Company's rates to- jump up and down depending on much has been incurred, 
resulting in more volatility in rates than if the costs were amortized as he has 
recorrmended. 

Public Staff witness Hoard also testified that the appropriate forum for 
reviewing and analyzing and investigating HGP,costs ls a rate case due to the 
potential liability and complexity of the issue. He stated that an expedited 
proceeding, such as a tracker proceeding, would not give HGP clean-up costs the 
full attention that they receive in a rate case. Hr. Hoard explained that more 
resources can be marshalled in a rate case proceeding than in an expedited 
proceeding to assure that the clean-up costs are prudently incurred and that the 
Company's initial operation.of the sites was prudent. Hr. Hoard testified that 
the Public Staff's review of HGP costs would be a much more manageable task and 
that the Public Staff could do a better job of performing its investigation in 
the context of a rate case than in the- co!ltext of an expe�ited tracker 
proceeding. 

Hr. Hoard recomnended that the Company' S O&H expenses be increased by 
$50,000 to reflect the amortization of $150,001 of actual incurred HGP costs over 
a three-year p�riod. Hr., Hoard testified that the CoT11J1ission may want to 
determine the appropriate amortization period for future HGP clean-up costs on 
a case-by-case basis in the future considering the dollars involved and the rate 
impacts of its decisions. 

Hr. Hoard also recommended that the unamortized balance of HGP costs not be 
included in rate base. Public Staff witness Hoard testified that he does not 
believe it ls the responsibility of current ratepayers to absolve shareholders 
of ill cost responsibility for cleaning up the sites. He stated that excluding 
the unamortized balanc� of deferred HGP costs from rate base would require 
shareholders to share in the cost by being required to bear the carrying costs 
associated with the unamortized balance of LGP costs. Hr. Hoard noted that this 
ratemaking treatment is consistent with the Commission's treatment -in the past 
for abandoned plant costs by electric utilities. Hr. Hoard also testUled that 
although interest is accrued on the deferred gas cost accounts of gas utilities, 
the Corranission does not normally allow utilities to accrue interest on expenses 
deferred as the result of accounting orders. 
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Company witness Dickey testified that if the Public Staff's ratemaking 
treatment is adopted, carrying costs on the uncollected balance should be allowed 
to lessen the impact on PSNC. He reconmended that the overall cost of capital
rate or 10% be applied to the uncollected balance. 

In his brief, the Attorney General argued against adoption of the Company's 
proposed tracker. He argued that there is insufficient evidence concerning the 
costs, duration, and rate impact of such a tracker at this time, that the entire 
burden of HGP clean-up costs should not be placed on ·current ratepayers as 
current operating expenses, ·that the proposed tracker would not provide 
sufficient opportunity for prudency review, and that the tracker would not 
provide sufficient motivation for PSNC to minimize costs. 

The Conmission concludes that the Company's proposed HGP tracker should not 
be approved. Assuming, without deciding, that the Co1I1Dission would have legal 
authority to approve such a tracker, the Conrnission believes that this is not an 
appropriate situation for such an extraordinary rate mechaniSm. Provisional, 
non-fixed rates should be reserved for limited circumstances. Public.Service is 
just beginning to investigate HGP clean-up, Management of the HGP sites could 
take decades and cost tens of millions of dollars, Approval of the proposed 
tracker would have far reaching consequences which· cannot be known at this early 
stage. Further, complicated prudency issues are likely to arise in connection 
with the HGP clean-up. Among the factors to be conside·red in passing these costs 
on to the ratepayers are whether the Company's initial operation of each site was 
prudent, wh·ether the ·c1 ean-up costs were prudently incurred, and whether 
contributions should -be provided by prior and joint owners. The Company's 
proposed tracker would provide a limited opportunity for review of these prudency 
issues. Finally, the Company's proposed· traCker should be rejected because a 
passthrough of HGP clean-up costs to current ratepayers will inevltabl'y undermine 
PSNC's motivation to minimize costs and to Pursue contributions from others. 
Based on the foregoing concerns, the Comnission rejects the Company,.s· proposed 
HGP tracker. 

On the other hand, the approach advocated by the Public Staff addresses all 
of these concerns. Public Staff witness Hoard recommended that actual incurred 
HGP clean-up costs should be recovered in this case by amortization over a three
year period. He further testified as follows regarding this issue: 

I reconmend that the Company continue to record its actual incurred 
HGP costs in Account 186.10 0012 - Environmental Compliance Costs (a 
miscellaneous deferred debit subaccount), as approved by the 
Conmission in .;ts order dated Hay II, 1993, in" Docket No, G-5, Sub 
317, The additional HGP costs will be eligible for recovery through 
rates in the Company's next rate case. Of course, these addition�l 
costs Will be subject to investigation and review in the next rate 
case by the Public Staff and the Commission before they can be 
recovered through rates. The appropriate amortization period 
applicable to those costs should be addressed during the next 
proceeding, 
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The HGP costs that are approved for recovery in this proceeding should 
be transferred to a separate account and the Company should credit.the 
account each month to reflect the monthly amortization of the costs to 
exp�nses. 

The Cot11nission concludes that the Company should account for the ·MGP clean-up 
costs in the manner described by Mr. Hoard. The Conrniss1on concludes that this 
approach is appropriate as a matter of law and as a matter of policy. It is 
proper and in the public interest for the Coninission to allow PSNC to recover the 
prudently-incurred clean-up costs from current ratepayers as reasonable operating 
expenses, even though the HGP sites are not used and useful in providing gas 
service to current customers. At the same time, however, it is not appropriate 
for ratepayers to relieve shareholders of al 1 cost responsi bi 1 ity associated with 
the ratemaking treatment of HGP clean-up. We conclude that the proper balance 
between ratepayer and shareholder interests is achieved by amortizing the 
prudently-incurred costs to O&M expenses in general rate cases but denying the 
Company any recovery from ratepayers of the carrying costs on the-deferred and 
the unamortized HGP clean-up cost balances. A sharing of HGP clean-up costs 
between ratepayers and shareholders has been adopted by several other state 
coninissions. See, e.g., AG Dickey Cross Examination Exhibits 1 and 2; 146 PUR 
4th 123; 147 PUR 4th 1. This treatment is analogous to the treatment ordered by 
this Co11111ission for the costs of abandoned nuclear plants of electric utilities. 
which was upheld as reasonable by the North Carolina Supreme Court. See State 
ex. rel. Utilities Coninission v. Thornburg. 325 N.C. 463 (1989). This approach 
wi 11 provide an appropriate forum where prudency issues can receive the 
regulatory oversight they deserve in the context of general rate cases. This 
approach will give the Company an incentive to minimize clean-up costs and to 
pursue contributions. Finally, the Coninission concludes that this approach will 
res4lt in greater rate stability. Rather than recovered over a 12-month period, 
the·costs can be amortized over an appropriate period. determined in each case. 
depending upon their magnitude. 

The Connnission finds it, appropriate to allow the Company to recover its 
$150,001 of actual incurred HGP costs by increasing O&H expenses by $50,000 to 
reflect the amortization of these costs over a three-year period. The Coninission 
is aware that witness Richardson testified that the Company had spent a slightly 
higher amount as' of June 30, 1994, but the June 30, 1994, figure was not 
presented until the hearing and there was no opportunity for other parties to 
investigate these additional costs. The Commission therefore believes that 
$150, 001 is the appropriate amount for use in this case. These costs are being 
amortized over a three-year period in consideration of the dollars involved and 
the rate impact and also to be consistent with the amortization period found 
reasonable for rate case expenses in this proceeding. 

To assiSt the Comnission in monitoring the progress of the Company's MGP 
clean-up, the Co11111ission requires the Company to file annual reports on their 
investigation and remediation efforts. These reports shall be filed October 1 
of each year and shall be maintained in a separate docket in the Chief Clerk's 
Office. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 31-47 

The.evidence supporting'these findings of fact is contained in the testimony 
and exhibits of Company witness Voigt and Public Staff witnesses Perry and Hbonu. 
The amounts which the Company and the Public Staff presented as their final 
reconmendations as to the Companr's rate base,are shown in the schedule below: 

Item 

Gas plant in service 
Accumulated depreciation 
Net plant in service 
Allowance for working capital: 

-Gas in storage
-Materials and supplies
-Lead-Lag study
-Customer deposits
-Cost-free capital

Accumulated deferred 
income taxes 

Total original cost 
rate base 

Company 

$499,618,895 
1153,457,716) 
346,161,179 

11,280,289 
3,945,359 

1888,151 
(1,727,116) 

(14,543,DBl) 

[47,391,621) 

$298,613,160 

Public Staff · · Difference 

$498,776,271 
{153,183,883) 
345,592,388 

11,280,289 
3,945,359 

BBB, 151 
(1,727,116) 

(14,543,081) 

[47,263,979) 

$298,172.011 

$ (842,624) 
273.833 

(568,791) 

127,642 

$ (441.149) 

Propane Office Building 

The differences between PSNC and the Public Staff on rate base shown above 
relate to the treatment of a single item: the former PSNC propane office 
building. This building·was in use by PSNC Propane Corporation until·June 30, 
1994, at which time a third party bought the assets of PSNC Propane. PSNC 
included $859,032 (before non-utility allocation of 1.91%) as part of its plant 
in service attributable to the former propane headquarters building, based on the 
Company's plans to convert the building for utility use, primarily as a base for 
its' Gastonia service center operations. PSNC"Witness Voigt, in his rebuttal 
testimony, testified that although the propane building was formerly classified 
as non-uti 1 ity property, it had been reel assifi ed as uti 1 ity property based on 
the Company's adaptation of the property for utility use. Hr. Voigt further 
testified that PSNC had begun the process of adapting the building to utility 
use, and that PSHC expected to have the building fully staffed as its Gastonia 
service center in December. According to Mr. Yoigt's testimony, one or more 
utility employees were working in the building at the time of the hearing. 
Hr. Voigt testified further that in reclassifying the building· as utility 
property, PSNC did so at its net book value, rather than an estimated fair market 
value, giving its customers the advantages of a well-maintained and functional 
facility at a bargain price. 

Public Staff witness Perry proposed to remove the entire propane building 
amount from'the Company's utility plant in service portion·of its rate base 
because the building is not being used for utility operations at this time. On 
cross-examination, Hs. Perry testified that her only basis for excluding the 
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building was the timing of its use for utility purposes. ,Although Public Staff 
witness Perry acknowledged that PSNC was' adapting the building for utility use 
at the time of the hearing, she believed it was not used or useful to ratepayers 
as of the hearing date. 

period" 
The Corrmission notes that under N.C.G.S. Section 62-133{c), the "test 

shall consist of 12 months' historical operating experience 
prior to the date the rates. are proposed to become 
effective, but the Conmission shall consider such relevant, 
material and competent evidence as may be offered by any 
party to the' proceeding tending to show actual changes in 
costs, revenues or the cost of the public utility's property 
used and useful, or to be used and useful within a 
reasonable time after the test period, in providing the 
service rendered to the public within this State, including 
its construction work in progress, which is based upon 
circumstances and even�s occ:ui"ring up to the time the 
hearin� is closed. 

The evidence presented by the Company--that the building is being ·adapted to 
utility use--shows actual changes in the costs of the utility's property to be 
used and useful within a reasonable time after the test period. The rates adopted 
by this Order will be placed in effect over the billing cycle following 
October 8, 1994, and thus will not be fully in effect until November. The 
Company is currently adapting the building for full utility use in Decem�er, 
1994. No witnesses offered any evidence to rebut PSNC's testimony. The 
Corrmission concludes that this period constitutes a "reasonable time" for
purposes of G.S. 62-133(c), and that the building should be included in PSNC's 
rate base. 

Based on the foregoing. the.Conrn1ssitm concludes that the appropriate amount 
to reflect for gas plant in service is $498,776,271, for accumulated depreciation 
is $153,183,883, and for accumulated deferred income taxes is $47,263,979. 

Allowance for Working Capital 

The Company and the Public Staff agree that the appropriate amount of the 
allowance for working capital is $156,398, and is composed of the following: 
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Gas in storage inventory 
Materials and supplies 
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Working capital-lead lag study 
Cost-free capital: 

Transco refunds 
- Pension accrual
- Stock option plan accrual
- Sales tax accrual
- Postretifement benefits

Customer deposits 

Allowance for working capital 

Amount 
$ 11,280,289 

3,945;359 
888,151 

(258,000) 
(13,137,894) 

(439,917) 
(200,056) 
(507,214), 

{ I, 727,116) 

($156,3981' 

No other party presented evidence on· these issues. In suI1111ary, the 
Commission concludes that the appropriate level to reflect for the allowance for 
working capital is $156,398, 

SUHHARY CONCLUSION 

The Co111nission concludes that the Company's rate base used and useful for 
purposes of this proceeding is $298,613,160, composed of the following: 

Item 

Gas plant in service 
Accumulated depreciation 
Net gas plant in service 
Gas in storage 
Materials and supplies 
Working capital-lead lag study 
Customer deposits 
Cost-free capital 
Accu.mulated deferred income tax�s 

Total rate base 

Amount 

$499,618,895 
{153,457,716) 
346,161,179 
11,280,289 
3,945,359 

888,151 
(1,727,116) 

(14,543,081) 
{47,391,621) 

$298,613,160 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 48-54 

The evidence supporting these findings of ,fact is found in the testimony and 
exhibits of Public Staff witnesses Davis and Perry and PSNC witnesses Dickey and 
Voigt. 

The Company's filed end-of-period revenue level was $301,711,857, which was 
composed of $300,662,867 of sales and transportation revenues and $1,048,990 of 
other operating revenues, (G-1 Minimum Filing Requirement, Item 10, Workpaper I) 
The Company did not object to applying customer growth to other operating 
revenues which have a direct relationship with customer additions. 

Public Staff witness Davis testified that the appropriate end-of-period 
revenue level is $297,529,748 of which $296,440,523 is associated with sales and 
transportation revenues and $1,089,225 is related to other operating revenues. 
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Witness Davis testiffed·that the adjustments made to the volume determination as 
discussed in the .Evidence and Conclusions. for Findings of Fact Nos. 9-14,are used 
for the revenue calculation. 

tir. Davis further testified that PSNC and-the Company used different end-of
period rates which "also contributes to the difference between the ·Company's and 
the Public Staff's end-of-peri ad . revenue. level. Mr. ··Davis attributes the 
difference in the end-1;1f-period rates .to· the treatment of temporary increments 
and ·temporary decrements (temporaries) in rates. Mr. Davis explained that 

[t]emporaries are usually associated with deferred account activities
and are not related to revenue generation for the Company. The
margins associated with various ·.rate schedules are not affected by
temporaries (except when temporaries are associated with fixed gas
costs).- -The removal ·of temporaries is done for the calculation of
end-of-period rates as well as for proposed rates in order to achieve
a level playing field. Davis Exhibit F shows the removal of the
current temporaries in PSNC's rates,. which were approved by the
Con,nission on October 20, -1993, in Docket No. G-5, Sub 318. After the
Colt!llission determines the proper rates in this case, the new rates
wi 11 be adjusted for the current temporaries.

Mr. Davis further.testified that 

•.. Public Service did not remove the temporary increment associated 
with anti cfpated gas cost increases [shown· on ·Davis Ex.hi bit F, col urnn 
(5)], which was approved in Docket No. G-5, Sub 318, in the Company's 
Annual Gas Cost Review pursuant to G.S. 62-133.4 and Rule Rl-17(k). 
The intent of the temporary adjustments was that they would offset 

·,, each other resulting in no net change in rates. Failure to remove
this temporary resulted in PSNC overstating its end-of-period revenue
level.

Witness Davis testified that once the temporaries have been properly
excluded from the Con,nission approved rates at October 20, 1993, what are known 
as "clean rates" result which .are used for the end-of-period, revenue level 
determination. 

, By the cl'ose of the hearing, the Company had agreed that the appropriate 
end-of-period revenue level is $297,529,748, as shown in the Company's revised 
schedules filed on August 26, 1994, in response to Con,nissioner Cobb's request
at the close of the hearing. - - · 

· Another difference in the end-of-period revenue level is- the Company.'s 
proposed Revenue Adjustment Factor (RAF). PSNC witness Dickey testified that 

PSNC compared the amounts billed during the test period with the 
amounts that would have been billed under the full tariff rates. •.This 
analysis showed that actual billings during the test period were less 
than the amounts calculated by pricing out test year quantities -and 
bills at the appropriate rates and charges. There are basically two 
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causes for this; one is that PSNC pror:ateS facilities charges for 
partial months of service on initial bills and final bills and the 
other reason is the proration of PSNC's winter-su111ner differential, 
which heretofore has not been considered in rate design. 

Public Staff witness Davis testified that the Company's main contentions for 
the necessity of the RAF are the need to prorate the winter-sunmer differential 
(the seasonal change in rates) and facilities charges for partial moilths of 
service 9n initial and final bills. Witness Oickey'in prefiled testimony later 
states that the Company intends-to implement all future rate changes on a "bills 
rendered" rather than a '.'service rendered" basis. 

·Witness Davis testified that the Public Staff agrees that the summer-winter
differentials and facilities charges should be applied on a "bills rendered" 
basis, Bnd that it is appropriate to allow the Company to charge customers under 
the "bills rendered" concept for two reasons. 

First, he stated that in the traditional rate case environment, the 
d�velopment of rates and charges for end-of-period revenue levels, as well as 
proposed revenue levels, is on a "bills rendered" basis. 

. . 

Second, Hr. Davis testified that facilities -charges, which in effect are 
non-gas fixed charges, should be charged on a "bills rendered" basiS because of 
its nature. He testified that facilities charges are �omposed of utility plant 
costs. operation and maintenance costs, customer accounting costs, and ta,ces. 
Witness Davis testified that because these components of facilities charges do 
not vary with consumption levels or time ,of utilization, proration ·is 
unnecessary. 

Witness Davis also testified that "[t]he RAF, as it pertains to facilities 
charges, presents a conflict. Allowing proration and then compensating with the 
RAF causes revenue deficits to be made up by customers who are not responsible 
for the short falls." 

The Corrmission believes that it is appropriate to remove the temporary 
decrements and increment as shown on Davis Exhibit F to arrive at the correct 
"clean rates". The Conunission concludes ·that the appropriate end-of-period 
revenue level for use in this proceeding is $2g7,529,748, conSisting of 
$296,440;523 in sales and transportation revenue and $1,089,225 in other 
operating revenues. 

The Corrmission further finds that the approval of the RAF is not appropriate 
in- this proceeding. The Company will be charging its customers on a "bills 
rendered" basis for the sununer-winter differential. The ColTl!lission notes that 
other gas utilities in. the state are already following this practice and finds 
good cause to allow PSNC the same treatment. Facilities charges billed to 
customers should.not be prorated and allowed to be recovere� through· the RAF, 
which in essence would collect the shortfall resUlting from proration from other 
customers not responsible for the deficit. The Co11111ission concurs that 
facilitfes charges do not vary with time of use or consumption and that the cost 
responsibility should be borne by the responsible customers in instances where 
service is provided for less than a full billing cycle. 
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The Comnission does fincl, however, that prospective changes ·;n rates 
resulting from general rate increases and P�A filings should be charged on a 
proration or "service rendered" basis. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 55-80 

INTRODUCTION 

The evidence supporting these findings of fact is contained in the testimony 
and exhibits of Company witnesses Voigt and Dickey and Public Staff witnesses 
Perry and Hoard. The final positions of the Company and the Public Staff 
regarding the appropriate levels of operating revenue deductions .are set forth 
in the schedule below: 

Item Company Public Staff Difference 

Cost of gas. $180,127,806 $180,127,806_ $ -0-
Operation and maintenance 54,399", 746 51,364,304 (3,035,442) 
Depreciation 17,547,673 17,526,529 (21,144) 
General taxes 15;558,572 15,534,699 (23,873} 
State income taxes 1,365,345 1,496,413 131,068 
Federal income taxes. 5;591,018 6,142,813 551,795 
Amortization of ITC (439,000) (439,000) 

Total . i214, 151,160 i211,753,564 S(2,397,596J

The Company and the Public Staff agree on the level of the cost of gas and 
the Comnission has previously found the cost .of gas .to be ·$180·,127,806. 

As can be Seen from the above schedule, the Company and the Public Staff 
also _agree as to the amortization-of ITC. The Conmission, therefore, concludes 
that_the appropriate amount of cost.of gas is $180,127,806 and the appropriate 
amount of amortization· of ITC is $439,0?0-� 

OPERATION AND MAINTENANCE EXPENSE 

The first area of difference between the Company and the Public Staff is 
operation and maintenance expense. The difference of $3,035,442 is composed of 
the following i.tems: 
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Item 

1. Nonutility sales corrmissions and bonuses
2. York Gas Heat Pump Program
3. Cash incentive plan
4. Increase in advertising above test year level
5. Reduction in test year level of ,advertising
6. Union wage increase
7. Rate·case expense
8. FAS 112 - Postemployment_benefits
9. Manufactured gas pl�nt cleanup costs

Total

Nonutility Sales Commissions and Bonuses 

Amount 

Hl,065,706) 
(ll9,250) 
(220,562) 
(816,927) 
(410,925) 
(317,779) 
(25,500) 

(108,793) 
50,000 

$(3,035,4421 

The first i tern of difference concerns ·nonut i 1 i ty sales commissi ans and 
bOnuses related to sales of nat.ural gas appliances. Public Staff witness Perry 
adjusted O&H expenses to exclude these sales commissions and bonuses because 
these expenses rel�te to a nonutili�y business. 

Puhl ic Staff witnes·s Perry testified that prior to 1992 1 the Company awarded 
nonutil i ty conmi ssions and bonuses to its appliance Sal es persons based on the 
sales price Of the appliance sold, and charged the commissions and bonuses to 
nonutility operations. Ms. Perry stated that during 1992, the Company changed 
the basis for computing the sales bonuses and commissions from the sales .price 
of the appliance to the amount of gas load generated by the appliance. When the 
Company .changed its methods for computing coI11J1issions and bonuses, it began 
charging utility operations for these costs. 

Hs. Perry further testified that she did not believe ratepayers should be 
required to pay for nonutlllty compensation costs through their monopoly utility 
rates. She stated that she did not believe It Is appropriate to charge appliance 
sal�spersons' compensation -costs to util ity operations no matter hqw the 
compensa"tion is determined. She stated that the charging of these costs to the 
ratepayers represents a classic case of utility cross-subsidization of nonutil ity 
operations. 

In rebuttal testimony, Company witness Voigt stated that these sales 
commiss_ions and bonuses should be allowed in utility operations because of the 
NARUC Uniform System· of Accounts description of Account 916-Demonstrating and 
Selling Expenses and because the object of the sale of appliances is ,to promote 
gas load that benefits the system instead of making a profit. In support of his 
position, Hr Voigt quoted the description of Account 916 from the Uniform System 
of Accounts (USOA) ." which states that "." •• expenses incurred in pr.omotional 1 

demonstrating, and selling activities, except by merchandising. the object of 
which is to promote or retain the use of utility services by present and 
prospective customers". (emphasis added) Hr. Voigt explained that the sale of 
appliances is not a merchandising activity because the Company's objective 
regarding the sale of appliances is·not to make a profit, but instead to promote 
and retain the use of natural gas. 
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On cross-examination, Hr. Voigt agreed that the sale of appliances is a 
nonutility,business. He also agreed that the.revenues associated with these 
sales are recorded in Account 415 - ReVenues from Merchandising, Jobbing, and 
Contract Work, which is a nonutility account. · · 

The Co111nission agrees with Ms. Perry that ratepayers should not be required 
to pay rates to cov�r costs incurred by the Company's nonutility appliance sales 
bus.iness. 

The Conrilission rejects the assertion that the NARUC Uniform System of 
Accounts pre_scribes that the sales comnissions and bonuses associated with the 
sale of appliances should be·charged to Account 916. The Comnission finds Mr. 
Yoigt's interpretation of .merchandis.ing activities is incorrect. Historically, 
the CoT1111ission �has· Consistently.recognized that the sale .of appliances is a 
merchandising activity, and has reflected· all revenues and expenses related to 
this activity in non�tility accounts. 

Even if the NARUC Uniform System of Accounts prescribed for the sales 
conunissions and bonuses in utility accounts, the CoT1111ission has authority to 
require different regulatory treatment than that prescribed in the Uniform System 
of Accounts. Clearly, it would be inappropriate to reflect appliance sales 
revenues, in a nonutility account and· reflect the associated expenses in a 
uti,lity account. as Mr. Voigt proposed. 

Mr. Voigt stated that margins should be reduced if the Co111nission ultimately 
decides that the sales conmissions and bonuses should be excluded from expenses. 
Ms. Perry testified that although there mai be additional volumes generated as 
a result of appliance sales, the:sale of more efficient appliances to existing 
customers could result in a lower level of volume s.ales. 

The- Conmission rejects the Company's·argument that margins should be reduced 
if sales conmissions and bonuses are excluded from utility expenses. Ttie utility 
business and the appliance sales business should be v.iewed as separate entities. 
The Commission must determine revenues for the utility business based on end-of
period volume and customer levels. Gas sales and transportation Volumes should 
not be excluded solely because the volumes result from the purc;:hase of an 
appliance from PSNC's appliance business. Exclusion of gas sales margins as 
proposed by the, Company would result in an understatement of the utility 
business' end-of-period revenues. 

The Comnission concludes that the sale of appliances is clearly a nonutility 
activi,ty and it is entirely appropriate to remove the sales corrmissions and 
bonuses related to the sales of appliances from utility-operations. , , 

York Gas Heat Pump Program 

The second area of .disagreement between the Public Staff and PSNC is the 
York Gas Heat Pump Program. •PSNC proposed to include approximately one half of 
the cost of this three year program or $119,250 for O&M expenses related to this 
item. The.Public Staff recommended removin� this item from expenses because it 
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relates to an appliance incentive program that has not been approved by the 
Conmission. Public Staff witness Perry testified that "(s]ince Public service 
has not received .approval from the Conmission for this incentive appliance 
program, these incentive appliance program costs are not properly includible in 
rates ... 

PSNC witness Dickey testified that the York Gas Heat Pump Program does not 
provide an incentive to customers, but provides an allowance to the manufacturer 
to provide the equipment at a mature market price during the period of its 
introduction. Hr. Dickey testified that the Company believes it reasonable to 
fund the conmercialization· ,of the gas heat •,pump technology, in that the 
development of the.technology was similarly funded by an increment in interstate 
pipeline rates. As to the approval issue,. Mr. Dickey stated that PSNC was 
requesting approval for this program in this rate case, which would eliminate any 
need to file the program under G.S. 62-140(c). 

The issue of what kinds of promotions or incentive programs are required to 
be filed for Conmission approval pursuant to G.S. 62-140(cl is currently pending 
in Docket No. H-100, Sub 124. There is a question as to whether the kind of 
financial support contemplated by the Company falls within_ the parameters of 
G.S. 62-140(c). As Mr. Dickey explained, the program is designed to continue 
into the initial conmercialization.stage the support previously given to the 
development of this technology through the Gas Research Institute under a program 
approved by the Federal Energy Regulatory Commission (FERC). 

It. is unnecessary to resolve that question ·here, however. The Public 
Staff's position appears to be that the Company should be required separately to 
secure Co11111ission approval under G.S. 62-140(c) before this item could be 
included in its'general rate filing. That seems an illogical construction of the 
statute. The overall purpoSe of G.S. 62-140 is to· prohibit undue discrimination, 
including r'ebates or preferences to indi vi dua·l customers or .groups of customers; 
it embodies the coI11J1on law prohibition on discriminatory practices. fu..!L., Hilton 
Lumber Co. v. Atlantic C.L.R.R., 141 N.C. 171, 53 S.E. 823 (1906). Subsection 
(cJ elaborates on the restriction as to discriminatory preferences by specifying 
the.kinds of payments to customers. for which filing and Corrrnission approval are 
required., The underlying objective, however, 'is to retain Commission supervision 
and control over departures from the Company's schedule of rates through payments 
by the company. G.S. 62-133 embodies an "overall scheme for fixing rates," State 
ex rel. Utilities Commission v. Duke Power Co., 305 N.C. I, 12, 287 S.E.2d 786 
(1982), and the Conmission's authority under Chapter 62 of the General Statutes 
is brought fully to bear in a general rate proceeding. See, l!..,JI,., State ex rel. 
Utilities Conmission v. Edmisten, 291 N.C. 327, 345-46, 230 S.E.2d 651 -(1976). 
The .Company has described the program and quantified the associated expenditures 
in connection �ith its general rate application. We see no reason why approval 
cannot be granted in a general rate proceeding. 

Based upon the foregoing, the Co1J111ission concludes that this ratemaking 
proceeding is an apprOpriate forum for PSNC to.request approval for �he York Gas 
Heat Pump Program and that approval should be giv·en and inclusion· of $79,500 for 
O&M expenses for the gas heat pump program is appropriate. In so concluding, the 
Conmisslon finds it appropriate to only include one third of the cost of this 
three year program in expenses in this proceeding so as to arrive at a reasonable 
and representative level. 
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Cash Incentive Plan 

The next area of difference between the ·company and the Public Staff 
concerns the C�sh Incentive Plari. The Cash·Incentive Plan provides annual cash 
bonuses to approximately 70 key employees on an individual employee basis ff 
certain corporate goah and that individual employee's goals are attained. The 
Company has reflected 100% of the amounts budgeted for Plan bonuses, whereas the 
Public Staff reflected a 40'/4 Plan payout percentage. Public Staff witness Hoard 
reconmended that expenses be reduced by $220,562 to reflect a 40% Plan payout 
percentage based.on his evaluation of the Plan's corporate and individual goals, 
and his determination of the Plan payout percentage that he considered likely for 
the next few years. 

Company witness Voigt testified that the full amount of the Cash Incenti.ve 
Plan bonuses should be reflected in expenses. He stated that it is not 
reasonable to deny recov�ry of the Plan costs in rates just because that portion 
of employee compensation is at-risk. Hr. Voigt also testHied that he considered 
PSNC's payroll costs, including the Cash Incentive Plan, quite reasonable by 
industry standards. 

Hr. Hoard testified that the PSNC Board of Directors has complete discretion 
over hc;,w much, if any, will be paid o_ut in bonllses for a particular _year based 
on its evaluation of··management's performance. Hr. Hoard pointed out •that the 
average payout percentage since the Plan's inception in 1990 has been 37e4%, and 
that the p"ayout pef'centage for the most recently concluded fiscal .year, the year 
ended September 30, 1993·, was 49.5%. Mr. Hoard testified -that the Co!lll1ission 
should include a representative ongoing -level for this expense item, since any 
overstatem�nt in the expense will enure to the benefit of shareholders. 

To further support his reconmended payout percentage, Hr: Hoard stated that 
some of the Plan goals are geared more towards providing shareholder benefits 
than ratepayer benefits, and for that reason it would be inappropriate to charge 
ratepayers for the full cost of those Plan goals. Hr. Hoard cited the earnings 
per share goal as an example of a goal that is Hlted more towards shareholders 
than ratepayers. 

The Conmission has given this matter great consideration. Though the 
Conmission does not want to discourage at-risk compensation plans·, the Conanissio_n 
does·not want to bµild into·expenses a level of expenseS that the Plan's payout 
history indicates'wilf° probably not be incurred. Furthermore, the Comnission 
does- not bel i eYe· ratepayers should be required to pay rates which compensate 
management for pursuing goals that may not provide benefit to them. The 
CoTllllission concludes that the most appropriate payout percentage to use in 
arriving at a reasonable and representative level for this item is 50% which 
approximates the payout percentage for the most recently concluded fiscal year. 
Accordingly, the Comnission cont:ludes that the Company's experiSes should be 
adjusted to·reflect a 50% Cash Incentive Plan payout percentage. ·Consequently, 
O&H expenses should be·reduced by $183,801. 
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Increase in Advertising Above Test Year Level 

The fourth area of difference relates to the Company's adjustment to 
increase advertising expense to equal 0.5% of total sales an4 transportation 
revenues. Company witness _Voigt testified that advertising expenses 'should be 
increased to equal o.5% of total revenues because it would be a good rule of 
thumb for allowable advertising expenses and wolll_d represent a reasonable·level 
of operating expenses. 

Public Staff witness Perry testified that the �ompany's pro forma adjustment 
of $816,927 should be removed because it has not spent these dollars nor 
provided any basis or support for increasing advertising expense. equal to 0.5% 
of t9tal revenues. 

The Comnission concludes that it is appropriate to exclude the 0.5% of total 
revenues .adjustment. The adjustment has no basi_s and could not. be supported by 
the Company and therefore, should be removed from the cost-of-service. The 
Commiss.ion finds that expenses should be reduced by $816,927 to remove the 
"Company's adjustment. 

Reduction in Test Vear Level of Advertising Expense 

The fifth difference relates to the Public Staff's adjustment to advertising 
expense to exclude two-thirds of PSNC's test year expense (not including safety 
advertisements ·which the Public Staff included in full) as "competitive, 
promotional, and image" advertising. In support 9f the Puhl ic �taff's proposed 
exclusion of advertising costs from the test year, Hs. Perry quoted -from the 
Order in the 1991 NCNG general rate proceeding which stated that "it is 
appropriate to reduce advertising expenses in order to remove costs incurred for 
advertising designed to compete with other solirces of energy and designed to 
promote the Company's image.ff 

PSNC witness Voigt testified on rebuttal that PSNC is "in the business of 
minimizing the aggregate energy cost for its customers" and that its ads are 
designed to inform the public as to the efficiency of gas. Hr. Voigt stated that 
the amount reco11111ended by the Public Staff for PSNC advertising was woefully 
inadequate. He testified that PSNC does certain advertising for which the 
Company does not charge, nor thinks it appropriate to charge to utility rates, 
but that ttte amount sought in this rate case is for that portion of the ,ads the 
CoJl!pany has determined to be in compliance with the CoT1111ission's Rules. 
Hr. Voigt testified that PSNC needs dollars "in •order to be able to inform both 
present� customers and .potential customers of the ava i 1 abi 1 i ty and ·inherent 
characteristics of gas-. so they can make �an educated choice between gas and 
electricity and any other fuel that they might want to choose." 

On rebuttal, Hr. Voigt emphasized the Company's position that the 
advertisements in question were in compliance with Rules R12-12 and Rl2-13 and 
thus the costs should be recoverable. Rule R12-12(d) provides as follows: 

(d) The terms "political advertising" and "promotional
advertising" as defined hereinabove do not include--
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(I) advertising which informs electric and
natural gas consumers how they can conserve
energy'or can reduce peak'demand for energy,

_(5) 

* * *

advertising which promotes the use of energy 
efficient appliances, equipment or 
serVices, .. : . 

Rule Rl2-13(c) additionally provides: 

(c) Expenditures made by an electric or natural gas utili�y for the
types of advertisements described in Rule Rl2-12( d) will generally be
deemed to be reasonable operating expenses,· provided however, that the 
Co!llllission shall not be precluded from determining, on a case-by-case 
basis, the extent to which such ·expenditures have exceeded a 
reasonable·level or amount. [Emphasis supplied.] 

.'on cr'oss�examination, Hr. Voigt was presented with an Exhibit'containing the PSNC 
advertisements and asked whether certain ads were not designed to'compete with 
electricity. The'following response by Hr."Voigt is typical, and illustrative: 
"This particular [ad] ·has used electricity as an example of a fuel .that's not as 
efficient as gas. Again, 'the message thit's being s_ent here 'is informing
potential customers of why they're better off: choosing gas as a· fuel. . .. It 
is my understanding and my belief that this ad is in full compliance with Rule, 
I think, Rl2-12(d)(5) in that it does promote conservation by virtue of informing 
t�e customers of the advantages·of natural ·gas." 

The CoTI111ission rejects the Public Staff's recoTI111endation to disallow two
thirds of PSNC's test year advertising. PSNC is not seeking here. to recover the 
costs of all its adver.thing 1 but seeks tO recover. for advertising which, i.t 
maintains, -is in compliance with the Commission's. 'Rules. No Public Staff 
testimony was offered as to which advertisements were inconsistent with the 
Conrnission's Rules. Ms. Perry, in response to questions by CoDIJlissioner Cobb, 
could not identify which particular ads she had excluded as promotional or which 
she had excluded as competitive, and relied instead on the· view that any 
advertisement that mentiOned· ele'ctricity was competitive and should be excluded. 

In summary, no releVant and· credible testimony was ·offered to rebut the 
testimony of Hr. Voigt that the advertisements complied with Co!llllission Rules 
Rl2-12 and Rl2-13, and the Conmission's review finds them to be in conformity 
with the rules. Furthermore, the Conmission's ruling'in the NCNG proceeding in 
199!'cited by witness. Perry is not controlling here; Rule Rl2-13(c) specifically 
provides that the Conmission is not precluded from determining "on a case-by-case 
basis" the extent to which advertising expenses shall be disallowed; In the 
circumstances presented in this proceeding, the CoD1J1ission finds the advertising 
in question to be in conformity with Rules Rl2-12 and Rl2-13, and accordingly 
finds no basis for disalloWing any portion of PSNC's test· year advertising 
'expense.; 
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Union Wage Increase 

The sixth area of difference is the dis�greement between the Public Staff 
and PSNC over salary and wage expenses. SpecifiCally, PSNC disagreed with Public 
Staff adjustments to remove union wage increases of $353,787 and overtime wages 
of $88,174. Public Staff witness Perry testified she excluded union wage 
increases and overtime because they will become'effective in December 1994, which 
she argued would not be wfthin a· reasonable. time after the test period. The 
Public Staff does not contest the·fact that this increase will become effective 
as ·scheduled or the amount of the increase.· Its sole position is that the 
effective date is tpo far after the date -of the ·hear-i_ng in. this case and, 
therefore, the increase should �at be considered by the Coll'lllission. 

PSNC witness Voigt testified that both the union wage increase and overtime 
wages are pa'rt-of a contracted wage increase which will become effective on 
December 7, 1994. Hr. Voigt testified the increase is known, not subject to 
estimati'on or avoidance. Hr •. Voigt testified that the Convnission has found such 
adjustments appropriate in prior ,cases. In_PSNC's rate case in 1986, Docket G-5, 
Sub 207, th� Co1J1Dission made clear its position on this issue to allow such known 
and measurable changes i_n the Company's costs. Hr. Voigt testi.fied that "given 
the clear precedent establ !shed by this Comnission,- the certain nature of this 
change, its proximity to the close of the hearing and·the end of the test year, 
3nd the ract that the.wage incre�seS will be effective within approximately one 
mon_th after full implementation of the rates in this case," the increase should 
be allowed. Hr. Voigt testi.fied that these points similarly suppo�ted allowance 
of related 40l(k) match and FICA taxes. 

The Co111Dission believes that the wage iricrease is a known and measurable 
change in PSNC's costs that will be in effect d4ring -the period when the rates 
the Conmission prescribes in the Order will be. in effect. These contractual 
payroll expense increases at;e known or actua·l changes which are ba�ed on 
circumstances and -events occurring through the close of the hearing and the 
Coninission concludeS that the inclusion of such expenses is necessary for 
determining a represent'ative level of payroll" expense. 

Rate Case" Expense 

The seventh ar�a of difference relates to the appropriate level of rate case 
expense to include in this proceeding. The .Public Staff.and the Company have 
agreed that the total level of rate case expense to be amortized is $153,000. 

The difference between the Company and the Public Staff of $25,500 relates 
to the amortfzation period over which to ,spread rate cas� expense in ·this 
proceeding. Public Staff witness Perry amortiz�d rate case expense over three 
years, while the Company used a two-year amor�ization period. 

_ Company witness. Voigt stated in rebuttal testimony that based on the 
Company's 14-year rate case history, rate case expense should be amortized over 
two, years. Hr Voigt accepted on cross-examination that rate. case expense 
relating to the prior rate case had been over-r.ecoyered, since the company had 
received a two-year rate case amortization period in that case. Hr. Voigt also 
stated that two years could possibly be too short while three years is too long 
a lot of the time for rate case amortization. 

194 



GAS - RATES 

The Corrmission concludes that rate case expense should be amortized over 
three years based on PSN�'s recent rate case history .. ,Exactly when PSNC will 
come in for anot�er rate case is not known. Recent exp,erience 1s the best gu_ide 
for determining the estimated time between rate cases. Based.on the fact that 
it has been approximately three years since PSNC's last rate case, twO years 
prior to that, and three years prior to that case, the Corrmission concludes that 
the appropri��e rate case amortization per�od to use in this proceeding is three 
years. 

Based on the conclusion herein, the· appropriate level of rate case expense 
for use In this proceeding is $51,000. 

FAS 112 - Postemplovment Benefit Costs 

The seventh item concerns the appropriate level of Financial ·Accounting 
Standards (FAS) ll2 - Postemployment Benefit costs to include in this proceeding. 
The $108,793 difference between the Company_and the Public Staff result from 
their different positions regarding (1) whether the expenses should be computed 
using estimated 1995 health insurance premiums or actual 1994 premiums, (2) the 
n�rma·lization of the transition obligation, (3) the amortization period over 
which to spread the transition obligation for regulatory purposes and (4) the 
correction of an error for the health and life insurance recognized elsewhere in 
the Company's filing. There is also the issue of whether deferral accounting is 
appropriate for the _transition obligation if the Con:mission were to decide that 
the transition should be normalized. 

In her direct testimony, Public Staff witness Perry described FAS 112 -
Accounting for Po�temployment Benefit.costs. Upon adoption on October 1, 1994, 
the Company must recognize a liability for health insurance, life insurance and 
workers' compensation benefits related to employee. disability for employees 
injured on the job or severance pay when the benefit payments become apparent 

_.instead of when they are paid as t�e Company had previously done. 
' 

The first area of difference concerns the appropriate health insurance. 
premium rates to use for computing the FAS 112 expense. Public Staff witness 
Perry reduced post-employment benefits costs by recalculating them using 1994 
health insurance premiums, although she stated in her testimony that FASB 112 
will become effective -for PSNC at the beginning of the Company's 1995 fiscal 
year. Mr. Voigt testified on rebuttal that the estimated 1995 rates provide a 
much more reasonable estimate of FASB 112 expenses than the 1994. rates, 
especially since health insurance costs generally are still trending upward, and 
that use of the 1994 rates should be inappropriate. The Comnission agrees that 
the use of 1995 rates is more appropriate, given that health care costs are 
continuing to rise significantly and the rates in question will go into effect 
essentially in 1995_. 

The second difference relates to the recognition and normalization of a 
transition obligation for regulatory purposes as the result of the Company 
adopting FAS 112. Ms. Perry testified that the transition obligation ls 
basically a "catch-up" adjustment. She indicated that the Company is to 
recognize, at the adoption date of the statement, all liabilities incurred since 
1981. She also testified that the purpose of her adjustment to normalize the 
transition-obligation is to make the level of these costs an on-going reasonable 
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level so the ratepayers do not have to bear the impact of the catch-up entry all 
in one year. The on-going expense level proposed by the Public Staff of $55,947 
includes a current expense portion related to the 1993 test year expense level 
and the annual amortization amount of the transition obligation. 

In rebutta 1 testimony, Company witness Voigt ·argued that PSNC' s fi 1 ing 
reflects the expenses in rates consistent with the manner required for financial 
reporting purposes in FAS 112. The Company maintained that special accounting 
should be adopted when regulatory and financial accounting procedures differ. 

The Cotmlission finds that it is appropriate to recognize a transition 
obligation element for regulatory purposes upon adoption of the FAS 
112-Accounting for Postemployment Benefits, since the initial year's FAS 112
expense would not represent a reasonable on-going level of expense for the
Company.

The third difference related to FAS 112 costs is the amortization period 
over which to spread the transition obligation element. This amortization period 
is directly tied to the amortization period for rate case expenses, mentioned in 
Finding of Fact No. 67. The Public Staff recommended a three-year amortization 
period and the Company has requested two years. 

The Commission· finds that it ls appropriate to amortize the transition 
obligation over three years consistent with the rate case- amortization period 
found reasonable for this proceeding. 

The fourth area of difference relates to the correction of an error in the 
Company's calculation of FAS 112 costs. Hs. Perry states in her direct testimony 
that the total FAS 112 expense level must be reduced for health and lffe 
insurance expenses recognized elsewhere in the Company's rate case filing. No 
other party offered evidence on this matter and the Corrmission concludes that it 
is appropriate to reduce the FAS 112 expense level recognize health and life 
insurance expenses included elsewhere in the Company's rate case filing. 

Based on the foregoing, the Corranission, concludes that the ongoing expense 
level for this item to be included in the cost of service is $59,756, 

The Company .requested that if the Commission adopts the Public Staff's 
transition obligation adjustment, it also require deferral accounting treatment 
for the transition obligation. On cross-examination, Public Staff witness Perry 
did not reconmend or oppose the deferral accounting treatment for the transition 
obligation. 

The Commission finds that it is appropriate for the Company to record the 
FAS _112 transition obligation in a deferred debit account for financial 
accounting purposes and to amortize this deferred debit over a three-year 
period. 
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Manufactured Gas Pl ant ·C
,
1 ean-up Costs 

The final item of difference between the·company and the Publi c ·staff is 
related to the manufactured gaS plant clean-up costs. The Conrn1ssion has found 
in Finding of Fact No. 30,'that-it is appropriate to increase O&H expenses by 
$50,000·to reflect the amortization of $150,001 of MGP costs·over a three year 
period. 

DEPRECIATION EXPENSE 

The only··area of difference regardilig depreciation expense between the 
Public Staff and the Company is the $21,144 related to the propane office 
building. 

Having previously found in Finding of Fact No. 36 that the propane office 
building should be.·included in rate base, the Conmission concludes that it is 
appropriate to ·include the depreciation expense related to the propane office 
building. The proper level of-depreciation expense for use in this proceeding 
is $17,547,673. · 

. GENERAL TAXES 

The Public Staff and the Company agree.on the level of general taxes, except 
for 'the payroll t_axes associated with the union coritract wage increase discussed 
in the evidence and conclusions for Finding of Fact No. 65. The difference of 
$23,873 is calculated using the Company's current FICA tax rate of 7.65%. 

Having previouSly concluded that the union·contract wage increase should be 
al 1 owed in this proceeding, .the-Conmissi on concludes that the associated' payrol 1 
taxes should also be allowed. • 

The appropriate. level of general taxes for use in this proceeding is 
$15,558,572. 

INCOME TAXES 

.The last area of difference between the ·Company and the Public Staff is 
income taxes. The $131,068 difference related to state income taxes and the 
$551,795 difference related to federal income taxes is due to{!) the supplier 
refund claim of right credit, •(2) the excess deferred income tax claim of right 
, credits , (3) the unrecognized prior year tax benefits, and (4) the difference in 
levels of expenses used to calculate income t�es. 

Supplier Refund Claim of Right Credit 

The Company's per books income tax expense for the test year reflected 
$438,25Q for a claim of right federal income tax credit filed by the Company 
related to supplier refunds. Public Staff witness Hoard reconmended that the 
Company record a $731,503 credit in its.deferred gas cost_account for refund to 
ratepayers in the same manner that gas cost overcollections are refunded to 
ratepayers. Company witness Voigt opposed Mr. Hoard'� reconrnendation. 



GAS - RATES 

Witness Hoard testified that Section 1341 of the Internal Revenue Code 1 

which is referred to as the "Claim of Right Doctrine," allows taxpayers to take 
a credit on .their tax.returns for certain items which were established as taxable 
in one tax period but are later prQven to ·be nontaxable. He stated that 
essentially, the credit is-equal to the reduction.in the income tax rate from the 
first period to·.the later period, multiplied -by the gross· amount of the item. 

Hr. H?ard testified that during the years 1989, 1990, 1991, and 1992 PSNC 
received several refunds from Transcontinental Gas Pipeline Corporation 
(Transco), its interstate pipeline supplier, relating to ·periods of service 
prior to .the July 1, 1987, effective date of the reduction in the c9rporate 
federal income tax rate. Hr •. Hoard stated that during the test year the Company 
filed an amended retuen to reflect the credit and that it is reflected in the 
book income tax expense for the test year. 

Hr. Hoard .testi.fied that ratepayers are entitled to receive the benefit of 
the claim of right credits pertaining to supplier refunds because all of the 
supplier refunds result from Transco rate changes that were spe�ifically tracked 
by PSNC either through· automatic rate adjustments to its customers bills or 
through its deferred gas cost accounting procedures, and 'that PSNC never 
experienced a shortfall in its income taxes. Mr. Hoard reasoned that since PSNC 
Was allowed to automatically pass through ·to its customers the Transco 
overcharges, .it .is only reasonable and fair that ratepayers be allowed to enjoy 
the 'tax �enefits r_esulting from the refund of these overcharges. 

Hr.. Hoard also testified that since these claim of right credits· were 
reflected in test year inCome taxes, these items could be amortized over a period 
of years as a reduction ,in income tax expense in the same manner that the 
Co1J111ission typically handles extraordinary maintenance costs. To illustrate how 
the Co11111i ssi on' s tradi-ti anally handles extraordinary mai ritenarice costs. Hr. 
Hoard referred to the CoTllllission's handling of extraordinary maintenance costs 
in the last·Nantahala Power & Light Company rate case, Docket No. E-13, Subs 142 
and 157. 

The Corrmission has historically allowed utilities to reflect extraordinary· 
or unusual expenses as a component of operating revenue deductions for the 
purpose of determining rates. ·Many of these extraordinary or unusual expenses 
result from circumstances and events that are not ·cons.idered "ongoing."· The 
Conmission takes judicial notice of the following rate case orders: Nantahala 
Power & Light Company, Docket No. E-13, Subs 142 and 157; North Carolina Power 
Company, Docket No. E-22, Sub 314; Duke Power Company, Docket No, E-7, Sub 487; 
and· Carolina Water Service, Inc., Docket' No. W-354 1 Subs 74 1 79, and 81. 

In Nantahala Power & Light Company, Docket No. E-13, Subs 142 and 157, .the 
CorrmiSsion reflected several extraordinary or unusual costs in operating revenue 
deductions including, storm ·damage costs related to a "100 year blizzard", 
storage site cl�an-up costs, and clean-up costs related to vandalism. 

In Duke Power Company, Docket No. E-7, Sub 487, the Conmission allowed Duke 
to reco"ver extraordinary maintenance costs that it had incurred as the result of 
Hurricane Hugo and a tornado. 
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In Carolina Water Service, Inc., Docket No. W-354, Subs 74 1 79, and 81, the 
Co111I1ission allowed the company to recover extraordinary maintenance costs that 
it had incurred as the result of Hurrica�e Hugo. 

The Corrrnission is aware that there are many more instances where it has 
reflected in expenses, or allowed specific recovery of, costs related to 
extraordinary or unusual. circumstances that would not be considered "ongoing." 
Because we have consistently allowed utilities to increase expenses for 
circumstances and.events·that would not be considered "ongoing," we fihd it�is 
only equitable for.utilities to decrease expenses for circumstances and events 
of a similar nature. . .· 

Public Staff witness Hoard testified that Piedmont and NCNG have flowed 
through to ratepayers every dollar that they have received as the result of claim 
of right credits, 

The Colllllission recognizes that its Pu�chased Gas Adjustment rule� allowed 
the Company to automatically adjust its rates to recover from ratepayers cost 
increases .that resulted from supplier rate changes. _Some of these supplier rat� 
changes were later found to be inappropriate by the· FERC, .and the amounts 
collected by the sµpplier were consequently refunded to the Company, which in 
turn, refunded the amounts to its ratepayers or deposited the amounts into the 
Company's Expansion Fund. l\fter it received the supplier refunds, the Company 
filed for claim of right income tax·credits. ·Clearly, the supplier refunds 
CAUSED the claim of right credits. If there had been no supplier refunds, there 
would not have been any claim of right credits. The objective of these PGA rules 
was to permit the Company to recover its gas costs, not to provide the Company 
with an opportunity to experience a tax windfall . 

. The supplier refund· claim of right credits were reflected in the ·company's 
test year book expenses, While it is true that the supplier refund claim of 
right credits do not represent a normal ongoing· expense, this, Comnission has 
histor_ically allowed utilities to reflect a normalized level of prudently 
incurred extraordinary expenses in the cost of service. This Comnission has not 
traditionally excluded extraordinary expenses from the cost-of-service •simply 
because the expenses are not "ongoing." Likewise, the Comnission should not deny 
ratepayers the benefit of the supplier refund claim of right credit •simply 
because they are not "ongoing." 

Based on the foregoing, the Conrnission concludes that the Company should 
refund the supplier refund claim of right credit to ratepayers. The Company 
shall accomplish this refund by recording a $731,503 credit in its deferred gas 
cost account. 

�xcess Deferred Income Tax Claim of Right Credits 

• Witness Hoard testified that he believed.it was appropriate to amortize the
$72,271 excess deferred income tax claim of right credits over three.years as a 
reduction to income tax expense. Public Staff witness Hoard recomnended .that 
income tax expense be reduced by $24,090 to refle'ct a three-year amortization of 
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these. credits. Company witness Voigt reconrnended that these credits be amortized 
over a two-year period. Consistent with our finding that rate case expenses be 
amortized over a three-year period, we conclude that the excess deferred income 
tax claim of right credits should also be amortized over a three-year period. 

Unrecognized Prior Year Tax Benefits 

Witness Hoard testified that when adopting FAS Statement No. 109 -
Accounting for Income Taxes, the Company determined that its books reflected more 
deferred tax reserves than required and fecorded an accounting entry to reduce 
(debit) the deferred tax reserves with a balancing entry to reduce (credit) the 
test year income tax expense. He indicated that the Company did not however 
reflect in its rate case filing the $189,164 reduction to book federal income tax 
expense and the $42,013 reduction to book state income tax expense. 

Public Staff witness Hoard explained that FAS 109 required the Company to 
study its deferred tax reserves to determine its liability for deferred taxes at 
the current tax rates and to adjust its deferred tax reserves on its balance 
sheet accordingly. Hr. Hoard further explained that prior to FAS 109, the rules 
regarding accounting for income taxes were set forth in APB 11 1 which focused on 
reflecting income -taxes on ·the income statement for each period at the tax rates 
in effect during that period. Hr. Hoard testified that as the result of the 
Company's deferred tax study, it recognized that it had some excess tax reserves 
for non-plant deferred tax items. 

Public Staff witness.Hoard reco1I111ended that fed�ral income tax expense be 
reduced by $63,055 and state income tax expense be reduced by $14,004 to reflect 
a three-year amortization of the unrecognized prior Year tax benefits. He stated 
that he used a three-year amortization period to be consistent with Public Staff 
witness Perry's recommendation regarding the appropriate amortization period for 
rate case expenses. 

Company witness Voigt opposed the Public Staff adjustment. Witness Voigt 
testified that PSNC recorded a one-time reduction to income taxes of $272,201 as 
the result of adopting FAS 109. He stated that this reduction was composed of 
various tax credits, including $41,024 for the estimated 1993 claim of right 
credits and $231,177 for various book/tax differences. Hr. Voigt stated that the 
prior year unrecognized tax benefits entry is a non-recurring correction of 
cumulative omissions that were corrected through accounting entries made upon 
adopting FAS 109. .Mr. Voigt reconrnended- that the Co111I1issi�n use a two-year 
amortization period for this item, consistent �ith his reco1I111endat1on regarding 
rate case expenses, if it determines that it is appropriate to reflect the prior 
year unrecognized tax benefits as a reduction to income taxes. ,. 

Public Staff witness Hoard testified that some utilities have had 
deficiencies in their deferred tax reserves in the past. Hr. Hoard cited an 
NCNG rate case, Docket No. G-21, Sub 235, as one example of a utility being 
allowed to recover a deferred tax reserve deficiency from ratepayers, and he 
noted that many utilities, in this jurisdiction have recovered the deficiency in 
their state deferred tax reserves by simply reclassifying a portion of their 
excess federal tax reserves to the state deferred tax reserve account. Mr. Hoard 
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reasoned that if it'is appropriate for utilities to recover �eferred tax reserve 
deficiencies from r;;t.tepayers, it is just as appropriate for ratepa,Yers to receive 
the benefit of excess deferred tax reserves. 

The prior year unrecognized tax benefits were reflected.in the Company's 
test year book expenses, but do not represent a normal ongoil)g expens_e. In our 
discussion of ·the supplier refund .claim of right credit we noted that the 
Colllllission has historically all owed utilities to reflect extraordinary or unusual 
expenses as a component qf operating revenue deductions fo'r the purpose of 
determining- rates. and. that many of these extraordinary or unusual expenses result 
from circumstances. and events that are not considered "ongoing�" The Con1111ssion 
in that discussion cited cases where the recovery of eXtraordinar.Y items were 
allowed.· The Comnission believes those cases are' equally relevant here and 
incorporates that discussion.by reference� - · · 

The Collillhsion 'recognizes that it has historically allowed utilities to 
increase expenses for circumstances and events that would not be considered 
"ongoing." The cobtnission therefore believes that it is only eq·uatable to 
require utilities to·decrease expenses for circumstances and'events of a similar 
nature 

The Comnission concludes that .iTlcome tax expense should be reduced by 
$77,059 to reflect the three-year amortiza.tion period for prior year unrecognized 
tax benefits. ·It is. only fair that ·ratepayers should benefit from these excess 
deferred income taxes because they have_ provided rates to cover these deferred 
tax amounts. · · 1-

Based on its .. findings elsewhere in this Order regarding the appropriate 
level of expenses, t�e Colllllissicin concludes that the appropriate levels of state 
and federal income'taxes for this proceeding ·are $1,442,101 and $S,g1s,gs7, 
respectively. 

The Colllllission concludes that it is appropriate to calculate the level of 
state and federal income tax�s as presented in the following schedule: 
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Item 

1. Operating Revenues·
2. Less: Operating Expenses

,3. Operating Income before .Interest (Ll�L2).

-4·• Less': Interest ,Exj,ense
5 •. Plus: Permanent Book/T'!)( differences
6. State Tal(able Income· (L3-L4+L5) ,

7. State lncoine Taxes 0 7.8275%
.8. Amortization of Unrecognized Prfor Year 

. · T3X Benefits· over, 3 ·years . 
9. -State Income Taxes (L7-L8)

IO., Fe�eral Taxable-.Income (L6-L9) 
' ·,, 

II. Federal Income Taxes 0 35%
12. Amortization of Unrecognized Pr.ior.

Year Tax Benefits over 3 years 
13. Amortization of Exc8ss Deferred Taxes

Claim.of Right over 3 years ... 

14.' Federal ·income Ta�es (Sum of Lli-LlJ) 

• SUMMARY CONCLUSION

- Amount

$297,529;748 
(265,447, 1301 

32,082,618 

(13,651,997) 
.171,800 

18,602,421. 

. 1,456,.105 

· Ci4,004l
$ 1,442·,101; 

$17,160,320 

$ 6,006,112 · 

(63,055) 

(24,0901 

S 5,918,967 

Based upon the Commission's_, findings _se� forth herein, the c�mmission 
concludes that the overall level of operati�g, revenue deductions under present 
rates appropriate for use-in.this.proceeding is $272,369,198 consisting of the 
foll owing components: · · · · • · · · 

Item 

Cost of gas 
, Operation and maintenance 

Depreciation 
General taxes 
State income taxes 

'Federal income taxes 
Ainortization of ITC 

Total operating revenue deductions 

Amount , , 
$180,127,806 

52,213,079 
17,547,673 
15,558,572 
1,442,101 
5,918,967 
(439,0001 

$272,369.198 

EVIDENCE AND CONCLUSIONS 'FOR FINDINGS OF'FACT NOS. 81�85 
•, . 

The evidence for these findings of fact is.found in the testimony of Company 
witnesses Voigt, Ziegler, and Jackson;. CUCA witness O'Donnell;cand Public Staff 
witness Hinton. 

In pre-filed direct testimony, Company witness Voigt originally requested 
a capital structure for ratemakirig purposes consisting of 55.84% common equity, 
no short-term debt, ·and 44.16% long-term debt; 'Witness :Voigt .determined the 
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Company's originally requested capital str_ucture by fir:st calculating ·the average 
capital_ structure during 1993. The Company's . average capital structure, 
including short-term _debt, during 1993 con_sisted at; 44.64% cc;,1m1on eq"uity, 8.62% 

, short-term debt, .and 46.74% long-term debt. Witness ,Voigt made pro forma 
adjustments to the 1993 average capital structure to reflect the impact of the 
Company's planned offering of additional common stock and to reflect use of the 
proceeds from the aforesaid offering to eliminate all .short-term debt then 
outstanding and to reduce the outstanding balance of long-term debt. The 
reduction to long-term debt was based on the Company's-decisi�ri to voluntarily 
prepay and conduct early retirement of $5.6 million of debt capital composed of 
two issues with effective cost rates of 9.875% and 10% and to .reflect a $5.2 
million debt capital reduction due to mandatpry sinking fund requirements. In 
essence, witness Voi_gt's pro forma adjustments_ increased the 1993_average: coilll\on 
equity ratio of"44.64% to the requested 55.84% conunon equity ratio and totally 
eliminated short-term debt from the capital ,structure for ratemaking purposes. 
In supplemental and rebuttal testimony,, Company witness Voigt changed the 
Company's requested capital structure .and agreed with_ ,Public Staff -witness 
Hinton's inclusion of short-term debt. By including the level ,of short-term debt 

, reco1J1Dended by wi.ti,E!s_s Hinton in the Compally's originallY T'equested capital 
_ structure, witness Voigt then. recommended a capital strll�tµre cons.isting of 

53.65% �01J1Don equity, 3.92% short-term d!=tbt," and 42._43% long·
-:�erm deb�.

Company Witnesses Ziegler and J�ckson both testified ;'n support of ,the 
reasonableness of th� Company's origincill'y requested capital structure. Company 
witness Ziegler contended that in order for the CompanY"to attract capital on 
reasonable terms when competing with its gas di�tribution company peer group, 
PSNC must maintain an equity ratio in the 50% to 55% range. He identified the 
peer group as the 35 LDCs covered by the stock brokerage firm of Edward D. Jones, 
& Company. Company witness Jackson testified that the. 55.84% conunon equity ratio 
included in the Company's originally requested capital structure was reasonable 
based. on the 52.7% average common equity ratio of his comparable group over the 
1 ast five 'years. · · 

CUCA ·witness ,O'Donnell disagreed with the Company's requested capital 
structure. He testified 'that the.Company's requested capit�l structure, which 
excluded all short-term debt, did not accurately refject tbe·.financing of its 
proposed rate base. Witness O'Donnell pointed out that gas inventory was 
f.inanCed by short-term debt and that gas inventory was included. in rate base. 

'His testimony explained that by excluding short-term debt from its requested 
capital structu•e, PSNC was asking ratepayers to pay the financing·cost of gas 
inventory, but was not allowing ratepayers the benefits of the low cost short
term debt actually used to finance such invento_ry. 

-CUCA witness O'Donnell recommended a capital- ,structure for ratemaking
purposes consisting of 48.7% common equity, ll.8% short-term debt, and 39;5% 
long-term debt. To determine his recotnnended capital structure, witness 

.'O'Donnell calculated the twelve-month av:erage capital structure' of Public-Service 
includi,ng total short-term debt for the .period ending Harch 31, 1994. He then 
adjusted the average capital structure.by including the effects of the coT1111on 
equity issue which occurred in May 1994 as well as· the Company's anticipated 
long-term.debt ,retirements. 
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Public Staff witness Hinton also disagreed with the appro�riateness of the 
Company's ,requested capital structure for ratemaking purposes. When witness 
Hinton compared the equity ratio in the Company's requested capital structure to 

•·the average conman equity ratio of the same 35 LDCs in the Edward D. Jones peer
group, he found that the average conman equity ratio of the peer group defined
by witness Ziegler was'significantly less than the Company's requested collll1on
equity 'ratio. Further, witness Hinton's prefiled testimony also pointed out that
Company witness Jackson, who testified that ·ttie Company's requested cortJ11on equity
ratio was rea�onable b_ased on the fiv�-year average conmton equity r.atio of his
compcirabl e group, had Omitted short-term debt in the comparison and had •al so
included double "AA" rated LDCs in his de�erminatfon.

Public Staff witness Hinton recomnended a capital structure consiSting of 
49.19% ·common equity, 4.07% short-term debt, and 46.74% long-t�rlll debt. To 
determine the long-term �ebt and coT1111on equity balances in his recomnended 
capital structure, he aVeraged common equity and long-term debt balances for the 
12 months ·ending June 30, 1994. Consistent with past CoTlllli��i�n treatment, 
$258,000 was subtracted from the average comnon equity balance to remove previous 
TT'arisco refunds which have b_een treated as cost-free_ capital to the Company. To 
determine the amount of'shOrt-term debt in the capital structure, he recorm,ended 
a b11lance· of short-term debt equal to the Public Staff's recommended amount of 
stored gas inventory included in rate base. He testified that, since short-term 
debt financed gas inventory, matching the ayera.ge amount of. short-term debt 
included· in the capital Structure to the average amount of gas inventory included 
in rate base accounted for seasonality and established the miriimum amount -of 
short-term debt which should be included in the capital structure for ratemaking 
purposes. It was his opinion that the use of stored gas inv�ntory as a proXY for 
short-term debt better matches the actual financing cost of gas inventorY which 
is in.eluded in rate base.· 

· The cost of capital component of a company's overall revenue requirement or 
cost of service is, of course, in part, a function of the capital structure. 
Hore specifically, it is a function of the relative weighting of. the various 
kinds of capital' included in the capital structure to total capital. Various 

·kinds of capital have•vastly different cost rates, Typically, the cost rate for
collll1on equity capital exceeds by far the cost rates for both short-term and _long
term debt capital.· Due to the aforesaid capital costs differentials,· the
development of a reasonable and appropriate capital structure is an integral part
of ttie rate making process. After careful review'Jand consideration· of the entire
e�i dence of record, tfie Cormni ssion finds and cone� udes:

(1) The 53.65% co11TI1on ·equity ratio included in the Company's reconunended
capital structure for ratemaking purposes is considerably higher than the average 
co11TI1on equity ratio of-the industry or the average comon equity ratio of LDCs 

·with a single "A" bond rating. The common equity ratio in the Compan.Y's
recorrmended capital structure for ratem�king purpos�s ·equals 53.6_5%. Acco)'.'ding
to the testimony of CompanY witness Ziegler, PSNC must maintain a comnoll equity
ratio in the 50"/4 to 55% range in�order to attract capital on r�asonable terms
when competing with its: gas distribution compaz:iy pee.r group. Witness Ziegler
identified this "peer group" as the 35 LDCs followed by the stock brokerage firm
of Edward D. Jones & Co. However, the record clearly shows t�at -,the· average
c01JD11on equity ratio of the peer group is lower than 50"/4. Moreover, the 11 LDCS
with a single "A" bond rating within the peer group have a corrmon equity ratio
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below 50%, On an end-of-period basis, the entire 35 company group exhibits only 
a 47.8% average coI1111on equity ratio and the 11 single "A• ra�ed LDCs exhibit only 
a 49.1% average conJ11on equity ratio. over the most recent four quarters, the 
average co1J111on equity·ratio of the entire group is 45.2% and the average conman 
equity ratio of the single "A" rated LDCs Is 46.1%. 

Witness Jackson maintained that the 55.84% coI1111on equity ratio reque·sted 
originally by the Company for ratemaking· purposes was reasonable, because the 
average co1t111on equity ratio of his twelve company comparable group was 52.7%. 
First, the Co1J1T1ission notes the obvious difference betw�en 55.84%·and 52.7%. 
Second, his comparhon suffers because the 52.7% which he presented as the 
average conman equ_ity r.atio of the gro_up omitted consideration of short-term 
debt. When short-term debt Is included,·the average co11111on equity ratio of his 
_group is 47.1% •. Further, his comparable group includes three LDCs with a double 
"AA" bond rating. When these three lDCs are omitted, and .. short-term debt Is 
included, .the average co11111on equity ratio.of the remaining nine LDCs Is 45.0%. 

Witness Ziegler also testified that the difference In the Company's 
requested capital structure and the Public Staff's reco11111ended capital structure 
was necessary due to the associated risk of FERC Order No. 636 and fast-growth 
sy�tem expansion. However, he also agreed on cross-examination that all LDCs had 
been affected by FERC Order No. 636.' The Comnission notes that all companies 
in the 35 member peer group, defined by witness Ziegler himself, have been 
affected by FERC Order No. 636. Yet, the average coI1111on equity ratio of .these 

·LDCs has not incr.eased to even a 50% level.

(2) The 53.65% co11111on equity ratio Included in the Company's reco11111ended
capita 1 structure for ratemaki nq purposes is considerably-higher than the average 
c·oT1111on equity ratio maintained by the Company in recent years. Public Staff 
witness Hinton's Exhibit JRH-4 shows the conmen equity ratio of PSNC each month 
since January 1989. This exhibit shows that the average co11111on equity ratio 
maintained by the Company in recent years is significantly· below the coT1111on 
equity ratio included by the Company in the capital structure it proposes for use 
for purposes of this proceeding. 

(3) The Company's own financial forecasts indicate that its comon equity
ratio will be lower than 53.65% in the future. According to, the record, in 
response to Public Staff discovery, the Company provided a forecasted .capital 
structure for December 31, 1994. Public Staff Voigt CrosssExamination Exhibit 
No. 1 contains the Company's. forecasted capital structure and shows a capital 
structure consisting of 49.7% co11111on equity, 12.9% short-term debt, and 37.4% 
long-term debt. During cross-examination, witness Voigt testified that the 
short-term.debt included in the Company's discovery response was ·Overstated-by 
$13 million to $15 million. This overstatement, according to witness Voigt, was 
due to the sale of the Company's propane operations subsequent to the discovery 
respollse. He testified that the·proceeds of·this sale would allow the Company 
to. borrow $13 m1'1llon to $15 million less short-term debt than originally 
expected. However, on redirect examination, witness Voigt testified that after 
consideration of the proceeds of,the-propane sale, the forecasted coT11J1on equity 
.ratio is still only 52.4% to 52.5% as of December 31, 1994. Further, witness 
Voigt testified that PSNC expects to issue long-term debt in early 1995 and that 
short-term debt-would continue to increase In the winter months of 1995. This 
financing in 1995 will serve to reduce the co11111on equity ratio. 
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, In rebuttal testimony, witness Voigt contended that the Public 'Staff's 
reconrnended capital structure was based on·a historical perspective and failed 
to· inCorporate significant known factors which· clearly made the historical 
perspective inappropriate. The Corrmission notes, however, that evidence in the 
record shows that the Company's own financial forecast predicts that the �orrmon 
equity ratio of the Company at the end of 1994 is expected to be in the range of 
49.7%, to 52.5% with additional debt borrowings expected to occur in 1995. 
Therefore, on a prospective .basis, the 53.65% conmen equity ratio reflected in 
the Company's reconrnended capital structure is less than the comnon equity ratio 
e:Xpected in the near future according to the Company's own f,inancial forecast. 

(4) The appropriate capital structure to employ for purposes of this
proceeding consists of ·45% long-term debt,· 4% short-term debt,- and 50% conwnon 
equity. Based upon �he facts and -circumstances set forth hereinabove 1 the 
Cot11nission finds and concludes that the capital structure advocated for use by 
the,Company, which includes a co111I1on equity ratio of 53.65%, is inappl"opriate for 
use for purposes of this proceeding. 

As previously discussed, CUCA witness O'Donnell recorrmended a capital 
structure consisting of 48.7% conwnon equity, ll.8%'short-term debt, and 39.5% 
long-term debt. Publ,ic Staff witness Hinton ·recommended a capital structure 
consisting of 49.19% conmon equity, 4.07% short-term debt, and 46.74% long-term 
debt. While both of those witnesses used .a 12-month average approach to'account 
for seasonality, witness O'Donnell ended the 12-month period in March 1994 while 
witness Hinton's 12-month average ended in the more recent period of June 1994. 
Witness O'Donnell also adopted the Company's reductions to long-term debt, which 
included the early retirement of certain. debt issues using proceeds from the sale 
of additional common stock. Witness Hinton· in developing his 12-morith average 
capital structure used actual monthly long-term debt balances through June 30, 
1994. Further, witness O'Donnell used total short-term debt in.ttis reconmended 
capital structure while·witness Hinton employed an amount of sttort-term debt 
equal to the level of gas inventory included in rate base. Company witness Voigt 
agreed with witness Hinton ,regarding the appropriate basis for determining, the 
level of short-term debt appropriate for use in developing the proper capital 
structure for purposes of this proceeding. 

Based upon the foregoing and after careful consideration of the entire 
evidence of record, the Conwnission finds and .. concludes· that the appropriate 
capital structure for use for purposes of this proceeding is one consisting of 
46% long-term debt, 4% short-term debt, a'nd 50% c'orri"non equity. In reaching this 
decision, the,Conmission 1 . largely for the reasons" pl"esen_ted by witness Hinton, 
has concluded that the proper amount of short-term debt for use in developing the 
capital structure for use herein is an amount reasonably representative of and 
approximately equivalent to.the level of gas inventory included in rate •base. 
With respect to the levels of long-term debt ,and coTIJ11on equity capital found 
appropriate for ·use herein·, the Comnission has concluded that such levels are 
entirely reasonable and,appropriate in virtually every respect; particularly from 
the standpoint of allowing the Company to ma'intain its credit-worthiness and to 
obtain debt and equity capital on terms that are favorable to both ratepayers and 
shareholders, which should facilitate the acquis,ition of capital needed by the 
C9mpany for system expansion. 
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The·common equity ratio of 50% adopted for use herein is within Standard & 
POOr's (S&P) recommended financial benchmark range for a single "A� bond rating, 
even though the Company's debt is not formally rated. The pre-tax interest 
coverage which the Company is being afforded a reasonable opportunity to achieve 
is also within S&P's recommended financial bench mark range for a single "A" bond 
rating. Additionally, the 50% common equity ratio adopted for use by the 
Comnissian is very close•to the 49.1% average conman equity.ratio of single "A" 
rated LDCs for the most recent quarter ending March or April of 1994, and to the 
49.19% equity ratio advocated by Public Staff witness Hinton. Finally, it is 
nc;,ted that the 50% equity ratlo is the lower bound of. the range of comnon equity 
ratios considered to be appropriate· by Company witness Ziegler. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 86 AND 87 

Company witnesses Voigt and Jackson, CUCAwitness O'Donnell and Public Staff 
witness Hinton each recommended an embedded cost of. long-term debt of 9,53%, 
According to Puhl ic Staff .witness Hinton,- 9.53% was the embedded cost of Tong
term·debt at June 30, 1994. The ConvnisSion, therefore, finds.and concludes that 
the:appropriate cost of long-term debt for purposes of this proceeding is 9.53%. 

With respect to the cost of short-term debt, CUCA witness� O'Donnell 
reco111nended a c9st rate of 5.33%. According·to his testimony, that rate was the 
current prime rate minus 242 basis points. The 242 basis points was subtracted 
from the prime ra_te because PSNC can typically obtain short-term debt at 242 
basis points below prime according to the Company's response to a data request. 
Public Staff witness Hinton recommended a cost of 4.70% for short-term debt. 
Witness Hinton's cost rate was determined· by subtracting 255 basis points from 

.. the prime rate at the time of his pre-filed testimony. He subtracted 255 basis 
points to reflect the spread below prime.which PSNC had obtained with respect to 
its short-term debt financing in 1994. In a late-filed exhibit requested by the 
Commission, the Company also employed· a 4.70%.cost rate for short-term-debt. 

Based on the testimony and exhibits of the Company and the Publ le Staff, the 
Commission finds and concludes that the cost of short-term debt appropriate for 
use in this proceeding is 4.70%. 

•EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT Nos, 88-99

· Three witnesses testified on the issue of the cost of cotm1on •equity capital.
Company witness Jackson reco1JU11ended a cost rate of 12.9%. CUCA witness O'Donnell 
recotm1ended a cost rate of 10.63% 1 which included an allowance of 0.13% for 
flotation costs, and Public Staff witness Hinton reconunended ·a cost rate of 
l!.2%. 

Company.witness Jackson used five approaches to.determine the cost of colIITlon 
equity� Those approaches were presented from· the standpoint·of a compaiable 
group of companie�. including PSNC, as well as from the standpoint of PSNC on a 
�tand-alone basis. ·From a comparable group perspective, witness.Jackson included 
a comparable �arnings study•which yielded average and median conunon equity costs 
of 12.18% and 12.00%,.respectively; a DCF analysis that included a market-to-book 
adjustment which yielded average and median common equity costs of-14.15% and 
14.01%, respectively; a payout ratio test which yielded average and median common 
equity costs of 11.87% and 11.84%, respectively; a risk premium model based on 
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a regression analysis at authorized returns and interest rates in gas rate cases 
since the early 1980s which yielded an average and median corrmon equity-cost·of 
11,87%; and a capital ·asset .pricing model (CAPH) approach which yielded an 
average and median ·comnon equity cost of .11.80%·. On a PSNC stand-alone basis, 
witness Jackson's fi v.e approaches yielded the fol 1 owing resu1 ts: comparable 
earnings study 12.40%, DCF analysis 15.59%, payout ratio.test 12.94%, regression 
�nalysis 11,87%, and CAPH approach 11,80%. From the results of the foregoing 
approaches, as shown on his updated Schedule 6, witness Jackson concluded that 
the cost of co11111on equity to PSNC was in the·range of 11,87% to 12.92%. He 
recomnended a return at the upper ·end ·of that range due to the small 'size of 
PSNC, its stand-alone indicated co11111on equity cost, and the overall impact of 
FERC Order No. 636. 

CUCA witness O'Donnell employed a DCF analysis of PSNC, which yielded a 
common equity cost range of 10.10% to 10.6_0%, as well as a DCF analysis for 24 
companies included in the natural .gas distribution section of The Value Line 
Investment Survey, which, yielded a conunon equity cost range of 9.95% to -10.45%. 
He also used the comparable earnings method, which yielded a common equity cost 
range of 10.25% -to 11.25%. Based on the results of his methods, Witness 
O'Donnell estimated the cost of corm,on equity to be within the range of 10%· to 
10.50% and recoll1Tiended a cost of 10.50%. He added a flotation cost adjustment 
which he calculated to equal 0.'13% •. The flotation cost adjustment calculation 
was based on the known and actual costs associated with stock issuances over the 
last 10 years. Thus, he recommended a rate of 10.63% for the cost of coI1111on 
equity, 

Public Staff witness Hinton employed t�o methods to analyze the investor' 
return requirement for PSNC. The first method was the DCF applied to·PSNC and 
to. two groups of companies he considered to_ be comparable in risk to PSNC. His 
DCF analyses indicated an overall coJ1111on equity investor return requirement Of 
10.2% to 11.2%, which was-based on a PSNC-spet:ific DCF analysis yielding a coI1111on 
equity cost range of 10.1% to 11.1% and DCF analyses of his two comparable groups 
of companies which yielded co11111on equity cost ranges of 10.3%-to,l!.3% and 10,4% 
to 11.4% for his Group A and Group B companies, respectively, The second method 
witness Hinton employed was a_risk premium model based on an approach use� by the 
FERC staff for electi-ic -utilities. This method indicated an investor return 
requirement in the range of 11.2% to 11.7%. Based -on the results Qf that 
analyses, he concluded that the cost of equity to PSNC was within the range of 
10.7% to 11.7%. He further concluded and recommended 11.2% as the best single 
estimate of the co�t of equity. 

Witness Hinton further testified that his 11.2% rec0Tm1ended return was 
reasonable based upon the results of a comparable earnings study which showed 
that recent earned returns for gas utilities have been predominately in the range 
of 10.6% to 11.4%. The·recommended return of 11.2%, according to witness Hinton, 
was also reasonable in comparison to.the 11.2% average authorized return in 17 
natural gas rate cas'es in 1993. 

Witness Hinton also recolJ'lllended· an adjustment to the cost-of-service in 
order to allow the.Company the opportunity to. recover actual expenses incurred 
with respect to the Hay 1994 public offering of common.stock. 
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The determination of the fair rate of return for th.e Company is of great 
importance and must be made with great care since the return allowed will have 
-an irtf!lediate impact on the Company, its stockholders, and its·-customers. In the
final analysis, the•determination of a fair rate of return must be made by this
Conmission using its own impartial judgment and guided by the testimony of expert
witnesses and other evidence of record. Whatever return 1s,-Bllowed,·,it must
balance the interest of.the ratepayers and investors and meet the test set forth
in G.S. 62-133(b)(4) �o-,

..• enable the public utility by sound management to produce· a fair 
profit for i.ts, shareholders, considering changing economic conditions 
and·other factors, as they then exist, to·maintain its facilities and 

·services ih 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 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 
Contnission 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, those of the, State 
Constitution, Ar�. I, §19, being·the same in this respect. 

State ex rel, Util. Corrm. v. Duke Power Co., 285 N.C. 377, 388, 206 S.E.2d 269, 
276 (1974), 

The Corrmission is mindful of the fact that its conclusion of the appropriate 
rate of return must be based upon specifi¢ findings showing what effect it gave 
to particular factors in reaching its decision. State ex rel. Util. Corrm. v. 
PubJ.ic Staff,. 322 N.C. 689, 699; 370 S.E .• 2d 567, 573 (1988). 

The Convnission has carefully considered all of the relevant evidence 
presented in this case·with the con�tant reminder that whatever.return is allowed 
will have an imnediate impact on the Company, its stockholders, and its customers 
and that the Contnission must use its impartial judgment• to ensure that all 
parties involved are treated fairly and ·equitably. Based upon evidence in the 
record, the Conunission,concludes,the following. . 

(I) Application of the DCF model as presented by Company witness Jackson
Should be accorded only minimal •weight in deterniining the cost of comnon equity 
for purposes of this proceeding. CompanY,witness Jackson performed a market
based and traditional DCF analysis with a quarterly compounding adjustment. He 
al so applied a market-to-book ratio adjustment to ·the result of the market-based 
DCF result to arrive at· a second DCF result which included the effect of that 
adjustment. The two DCF results are shown in column 7 and column IO.of Jackson 
Exhibit No. I, Schedule 2, page 3 of 3. Column 7 contains the market-based and 
traditional DCf results, including the quarterly compounding adjustment. This 
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column shows a cost of equ1ty estimate of 10.45% for the comparable, group and 
10.95% for PSNC. Column 10 contains his market-based DCF result after the 
aJ)plication of the market-to-book ratio adjustment. This column, shows cost of 
equity.estimates of 17.62% for his comparable•group and 20.24% for PSNC. 

.
-

According to his testimony, DCF theory holds that a DCF cost rate, If earned 
by a utility company, will tend to equate market price and book value over time. 
Since the natural gas industry has been trading in excess of boqk value and is 
estimated to continue to. do so, witness Jackson advocated the use of a market-to
book ratio adjustment applied to the results of his market-based DCF. He 
testified that the foundation of the DCF model rests upon the efficient market 
hypothesis which assumes that the current market price is the best available 
estimate of a stock's true value. He opined that, to the extent market prices 
do not reflect_ true "value" at all times, the exclusive use of •the DCF approach 
as a determinant of the current cost of common equity in a rate proceeding is 
called into serious question. 

Witness Jack.son agreed on cross-examination that investors determine return 
requirements. He also agreed' �hat investors ·are aware of the fact that the 
Comnission's allowed returns are applied to a-company'·s rate base stated at boolc 
value and not market value. Upon consideration of the foregoing testimony and 
after review of the entire evidence of record, it has become clear to the 
Conrni_s'sion that the mark.et-to-book r.atio adjuStment advocated by .witness Jack.son 
in this case is entirely inappropriate. Such a result is inescapable when one 
considers the .fact that; under the efficient mark.et hypothesis to which witness 
Jack.son appears to subscribe,· knowledge regardiilg the aforementioned Commission 
practice has been talcen fully into account by investors in establishing the 
mark.et price of the Company's common stoclc. · Inasmuch a�-marlcet price is one of 
the parameters embodied in the DCF model and since, as previously discussed, 
mark.et price is, in par.t, a function of boolc value and the rate malcing practices 
of this Coll'IJlission, the Comnission·can only conclude, in the absence of evidence 
to the contrary, that consideration of marlcet-to-boolc re'lationships -are 
inherently,, appropriately, and fully_ considered under straight forward 
application of the DCF ,model, includirlg witness Jackson's applic�tion as 
presented herein before con�ideration of his marlcet-to-boolc ratio adjustment, and 
that no further adjustment to account for marlcet-to-book relationShips are 
warranted or appropriate. Further, the Conanission concludes that witness 
Jack.son's market-to-bOOk ratio adjustment as proposed in this regard is at best 
unfounded, unsupported, and without merit. 

Regarding witness Jackson's implied concern that·market price may at times 
be unrepresentative of true value,_ the Convnission notes that it is hard ·pressed 
to understand why in view of.that concern witness Jackson r�lied upon and placed 
such great weight on market price as evidenced by his DCF approach, particularly 
in consideration of his market-to-book ratio adjustment. · Based upon the 
Commission review of the record, it does· not appear that Witness Jack.son offered 
any meaningful insight in that regard. 

There is additional corroborative evidence in the record that supports the 
Commission's finding concerning the market-to-book adjustment applied to the 
market-based DCF result. For example, Public Staff Jackson Cross Examination 
Exhibit No. 2 shows the effect of the market-to-book adjustment in two examples. 
First, example one shows that the cost of equity increases for a utility trading 
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at greater than book value; This phenomenon is at adds with witness Jackson's 
own testimony that consumers benefit if a utility.'s market-to-book value is 
greater than one. Example two shows that the cost of equity decreases"for a 
utility trading at less than book value, a result even witness Jackson termed 
"ridiculous." Also, on cross-examination witness Jackson agreed that he was not 
aware of any Conmission in the United States that has adopted his market-to-book 
ratio adjustment for the DCF in setting the allowed return. Puhl ic Staff Jackson 
Cross-ExaminatiOn Exhibit No. 6 showed that the Connecticut Department of Public 
Utility Control referred to witness, Jackson's non-market based DCF as an 
inappropriate methodology. •Witness Jackson·also agreed on cross-examination that 
he had applied the market-to-book ratio differently in the PSNC rate case in 
1989; Docket No. G-5, Sub 246, than he app!ied it in this case. 

After ·careful rev.iew of the entire ev.idence of record, the Commission finds 
and concludes that witness JaCkson's market-to-book· ratio adjustment is 
unreasonable and inappropriate for use herein. Due to the Comnission's having 
found support for the appropriateness of the aforesaid adjustment to be grossly 
deficient and due to the impact of said adjustment on witness Jackson's overall 
DCF approach, the Commiss.ion further finds and concludes that witness Jackson's 
overall application of the DCF methodology should be viewed with guarded 
skepticism for purposes•of this. proceeding. Therefore, the Commission finds and 
concludes that witness Jackson's DCF methodology should be accorded only minimal 
weigh� for use herein. 

(2) Company witness Jackson's comparable earnings approach should be
accorded only minimal weight for purposes of determining the cost of convnon 
equity for purposes of this proceeding. , Witness Jackson. 8.gre�d on· cross
examination that his recomnended cost of equity was·derived from his updated 
Schedule 6. The first column on updated Schedule 6 consists of Value Line's 
projected returns on conunon equity for each company in his comparable group for 
the period 1997 through 1999. He testified that investors are far more 
interested in ·potential returns than historical earned returns, therefore he 
reried extensively on the Value Line projected returns for the comparable·group. 

Public Staff Jackson Cross-Examination Exhibit No. 1 shows that Value Line 
has,,previously overestimated the earned return.of every single company in witness 
Jackson's comparable group. Further, in 1987 Value Line projected that the 
average return for the group would be 14.5% during 1989 through 1991. The group 
earned 10.7%. In. 1989, .Value Line projected that the average return for the 
group would be 13,1% during 199! through 1993 but the group again earned 10.7%. 

It is -readily apparent· from the foregoing that Value Line's forecasted 
returns on comnon equity have proven to. be overly-optimistic in prior periods. 
Thus, after careful consideration. of the foregoing and all other evidence of 
record, the Comni�sion finds and concludes that witness Jackson's comparable 
earnings methodology should be accorded only minimal weight in determining the 
cost of coI11J1on equity for purposes of this proceeding. 

(3) Company witness Jackson's payout ratio test approach should be accorded
only minimal weight in determining the,cost of common equity for purposes of this 
proceeding. In performing his payout ratio·test approach, witn·ess Jackson begins 
by dividing the current dividend per share by an average payout ratio determined 
over some historical period. The quotient thus produced is then ·assumed to be 
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the required earnings per share. By dividing the·required earnings per share by 
the current book value, witness Jackson obtained an estimate of the cost of 
equity for each company in his comparable group. 

: Because the payout ratio test approach relies only on dividends per share, 
payout ratios, and book value per share, it is not a market-based approach. That 
method also appears to be devoid of risk factor consideration·s. 

I� pre-filed direct testimony, wi.tness Jackson testified that- the payout 
ratio for the industry was relatively stable over time. However, on cross
examination witness Jackson acknowledged that the payout ratio for the industry 
ranged from 78% to 100% over the 1990 to 1993 -time period and is forecasted to 
drop to 68% by 1997 through 1999 by Value Line. Witness JacksOh also agreed on 
cross-examination that the result from this method varied according to the payout 
ratio assumed in the caH:ulation. Public Staff Jackson Cross-Examination Exhibit 

•No. 4 showed the effect of increasing the pay9ut ratio from 79% to 84% for PSNC.
This rather small change caused the cost of equity estimate to decrease from
12.g4% to 12.15% using the payout ratio test.

Further. on cross-examination, witness Jackson agreed that, if the 
Conunission ·targeted the payout ratio as a way to determine the cost of equity, 
all the company would need to do to be eligible for a higher rate of return would 
be to increase its dividend. He also stated that was why it was inappropriate 
to use this method as the exclusive determinant of the cost of comnon equity. 

Gi_ven the shortcomings of the pay�mt ratio test appr·oach as set forth 
herei nabove, the Convniss.i on· concludes that such approach is 1 argely inappropriate 
for use herein. The CoI1111ission, therefore, finds and concludes that the payout 
ratio tes; approach should be accorded only minimal· weight in determining the 
cost of corrmon equity .for purposes of this 'proceeding. 

(4) Company witness Jackson's CAPH approach should be accorded only minimal
weight .in determi niiig the cost of conman egui t'{ for purposes, of this proceeding. 
Witness Jackson used the CAPH to determine a cost of equity estimate of 11.80%. 
In his CAPH equation, witness Jackson used a beta value·.of 0.61. He testified 
that the 0.61 beta value was the average beta reported by Value Line for the 27 
natural gas distribution companies.included in that publication. 

�ublic Staff Jackson Cross-Examination Exhibit No. 5 showed the CAPH result 
obtained by using the average beta value of 0.39 as reported by Standard & Peer's 
for the same 27 companies used in witness Jackson's CAPH formula. Using the 
Standard l. Poor's average beta value, the CAPH rE!slll,t changed to reflect a cost 
of conmen equity of 10.22%. Public Staff Jackson Cross-Examination Exhibit No. 
5 also ,showed the CAPH result obtained using·the beta value for PSNC standing 
alone of 0.50 as calculated by witness Hinton using the Value Line methodology. 
Using the PSNC-specific beta value; the CAPH result changed to reflect a cost of 
conunon equity of 11.01%. ·On cross-examination in this- regard, witness Jackson 
agreed with the foregoing results without explanation of hiS preference for 
either one of the foregoing beta values .. 

Based upon the foregoing and all other evidence of record, due to the 
significant variability of the CAPH results arising from use of the various beta 
val�es as described hereinabove, the CoTI111ission finds and concludes that witness 
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.Jackson's CAPH approach is largely inappropriate for use herein. The Conmission.
therefore, finds and concludes that witness Jackson's CAPH approach should be 
accorded only minimaJ weight in determining the cost of conman equity for 
purposes of this proceeding. 

(5) Witness Hinton's applications of the OCF and risk premium approaches
shoyld be accorded only minimal weight in determlninq the cost .. of cannon equity 
for purposes of this pro·ceeding. Witness Hinton derived his cost of co1m10n 
equity reconmendation based on a DCF analysis and a risk pr�mium analysis. With 
respect to his DCF analysis, witness Hinton selected one group of natural gas 
distribution companies according to certain risk measures. He analyzed an 
additional group of companies composed of electric and water utfl fties which were 
screened according to similar criteria. The results of applying his DCF model 
to these companies indi_cated -an investor return requirement in the range of 10.2% 
to 11,2%, 

The second method employed by witness Hinton was a risk premium model. He 
used an approach based upon a study performed by Nicholas P,, Lewnes of the FERC. 
This method attempts to capture the additional return investors require on the 
added risk of a utility's equity investment over its debt, The result of this 
analysjs was an investor return requirement in the range of ll.2% to U.8%.· 
Witness Hinton testified that he placed more emphasis on his DCF results than on 
the risk premium method, and he recoTll!1ended �l.2% as the cost of coI1111on equity 
for PSNC. 

The CoI1111fssfon has a 'number of. concerns with the testimony of witness 
Hinton. First,. with respect to witness Hinton's DCF study, he agreed that the 
"grqwth factor" in the DGF equation is the area where one is most apt to see the 
effects of judgment on the part of the analyst. He further testified that he 
derived a growth rate from the data shown on his testimony in Exhibit JRH-8. The 
data preSented there for PSNC growth rates, including its historical growth rates 
as well as the forecasted growth rates, ranged all the Wa.Y from. zero to 8%. 
Witness Hinton testified that he looks "at all the numbers and makes a 
calculation and estimation on �he long-term investor expectatfons"i he was 
unable, however, to explain with any greater particularity how he arrived at his 
growth factor for PSNC. 

Secondly, with respect to witness Hinton's risk premium analysis, there was 
substantial confusion over the basis on which data from state utility rate cases 
was included or excluded. Witness Hinton testified that he used both .f!l!!l!£ 
Utilities Fortnightly data and. also information from Regulatory Research 
Associates. He testified that the Public Utilities Fortnightly data was not as 
thorough as that of Regulatory Research Associates, but that Regulatory Research 
Associates data only targets the "big rate cases that have large revenue 
requirements." Also, witness Hinton eliminated from the Public Utiljties 
FortnightlY data cases in which the debt of the utility was not publicly.rated. 
As he stated: 

.So I had to use or I chose to use both the data bases .. One 
had a. c1ear sample of the larger cases, the other Public· 
Utilities Fortnightly had a lot of the smaller cases, and a 
lot of the smaller cases were not reasonable to use because 
they did not have - they [the debt] were not publicly rated. 
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Overall,'witness Hinton concluded that-the cost of equity capital of PSNC 
is within the range of 10,7% to 11.5%; he settled upon 11.2% as the "best single 
estimate" of the cost of conmen equity. The Conmission has difficulty squaring 
this opinion with witness Hinton's discussion of present financial market 
conditions relative to those experienced in the p�st and corresponding allowed 
returns by the Co11111ission. He testified, for exam�le, that: 

During the twelve months prior to September, 1991, at the 
time of the PSNC last rate hearing in Docket No. G-5, Sub 
280, the economy was experiencing annual infhtion rates 
(CPl-U) and upwards to 6.3%. 

He stated that the economy over the last 12 mo·nths had experienced levels of 
inflation between 2.3% and 2.8%. He further testified, however, that Data 
Resources, Inc. currently forecasts inflation rates of 3·.4% to 3.5% for the 
period 1995 through 1996, which represents a return to levels more like those 
experienced in 1991. He further testified that: "According to Moody's Bond 
Survey. the average yield on long-term 'A' rated utility bonds was 9.1% for 
August 1991, as-compared to the average yield of 8.3% June, 1994." On cross
examination, he agreed that the rate for July w_as 8.4% • Thus, the difference 
in long-term bond yields between August of 1991 and July of 1994 is. approximately 
0.7%. PSNC's allowed return on equity in 1991 was 12.9%; simply adjusting this 
figure by the corresponding reduction in interest rates for long-term bonds 
(0.7%) would imply a current equity return of 12.2%, a figure that is a full 
percentage point above witness Hinton's reco11111endation of ll.2% and significantly 
ab9ve the top of his recomnended range of equity returns. 

Further, looking at witness Hinton's riSk premium analysis, in particular 
Exhibit No. JRH-9, page 3 of 14, Hr. Hinton presented a regression equation used 
to derive an_ estimated or predicte� cost of convnon equity; �sing the current 
long-term debt cost of 8.4% in this equation, the result would be !l.9%. Thls 
figure, again, is above the recorrmended range of 10.7% to 11.5% used by witness 
Hinton in arriving. at his final reconrnendation of 11.2%. Again, this disparity 
terids to undermine witness ·Hinton's recorrme'nded equity range • 

. ' ',, 

Finally, witness Hinton testified that based on his reco11111ended capital 
structure and cost rates, the pre-tax interest coverage ratio was 3.0 times. As 
he acknowledged on cross-examination, the _Standard l Poor's bench mark range for 
a single "A"-rated utility.is 3.0 to 4.25, with 3.75 being the average. His 
reco1T111endations thus produce the results at the very bottom of the range required 
for'debt coverage of an "A"-rated utility.· Moreover, the "BBB" range runs· from 
2.0 to 3.25, so that his reco11111endation actually lies within the overlapping 
"BBB" coverage range. The Co1T111ission does not establish allowed returns based 
on the resulting interest coverage, but the·resulting interest coverage of a 
witness's reco1T111endatioll does provide a useful check on the reasonableness of the 
recorrmendation. On this basis, also, the Conrnission finds the recorrmendation of 
witness Hinton to be unduly low. 

Based upon the foregoing and the entire evidence of record, the Co11111ission 
finds and.concludes that witness Hinton's DCF and risk premium approaches should 
be accorded only minimal weight in determining the cost of comnon ·equity for 
purposes of this proceeding. 
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(6) Witness O'Donnell's applications of ,the DCF and compal"able earnings
approaches should be accorded only minimal weight in determinjng the cost of 
conman equity for purposes of this proceeding. Witness O'Donilell. testifying for 
CUCA, used the DCF method and the comparable earnings method in .arriving at his 
recomnendation. He testified that the DCF method was his primary methodology and 
that the comparable earnings method was used to,check his DCF results. Witness 
O'Donnell arrived at a DCF range of 9.95% to lD.45% for his comparable group of 
companies and 10.10% to 10.6% for PSNC specifically. His estimated current cost 
of·equity from use of the comparable earnings method for PSNC was in the range 
of 10.25% to 11.25%. Overall, witness O'Donnell recomnended that the Company.be 
allowed.a lD.5% r,eturn on equity (plus a flotation cost adjustment). 

For his comparable group, witness O'Donnell determined that the appropriate 
dividend yield was 5.7% and the appropriate growth rate range was 4.25% to 4.75%, 
producing a return on equity range of 9.95% to 10.45% using the DCF method. For 
PSNC, he used a dividend yield of 5.65% and a growth rate range of 4.5% to 5.0% 
for a DCF range of 10.1% to lD.6%. 

The Conmission has concerns with witness O'Donnell's reco11111endation similar 
to those set forth �bove with respect to witness Hinton'-s reconun_endation; if 
anything, .however, these concerns are greater· in the case of witness O'Donnell's 
recomnendation. First Of all, witness O'Donnell testified on cross-examination 
that he had calculated a pre-tax interest coverage ratio for his return -on equity 
recomnendation of 3.0. This suggests, for the reasons discussed above, that 
witness O'Donnell's reco1T111endation is,unreasonably low. Reducing the Company's 
ability to cover its interest payments tends. to increase the cost of debt, which 
disadvantages ratepayers and is not consistent with the Supreme Court's direction 
in the Hope and Bluefield cases, supra. 

Secondly, as was the case with witness Hinton, witness O'Donnell could giVe 
no real expl_anation 'Of how he arrived at his forecasted growth rate for ·the 
comparable companies used in his study. He testified that he used a rate of 
4.25% to 4.75% based on the data presented in his Exhibits KW0-4 and KWD-5. As 
he conceded on cross-examination, however, of the 95 "data points" presented on 
KW0-5, only � actually lie within the range of 4.25% to 4.75%. Witness 

'O'Donnell's judgment may be correct cir it may not be; the Co1I111ission has no way 
of knowing from his testimony how he arrived at his .judgment as to the 
appropriate growth rate for'his comparable companies. 

Addi.tionally, witness O'Donnell testified On crq:ss-examiliation that applying 
his cost of comnon equity to the Company's existing comnon equity capital would 
produce an implicit return of $.90 per ·share. By way of comparison, the 
Company's current dividend is $.82 per share per year. Dividing the dividend of 
$.82 by the return·on equity per share of $.90 results in a payout ratio·of 91%, 
which would leave a retention ratio of only 9%. Clearly, PSNC could not continue 
its current rate of growth, •not to mention increase its growth by expanding to 
unserved territories as desired by the North Carolina General Assembly, if 
witness O'Donnell's recomnendation was accepted. 

A similar conclusion results from. examination of witness O'Donnell's 
reported return on co11111on equity for PSNC in comparison to its recommended 
return. Witness O'Donnell testified that for the period 1990 through 1993, PSNC 
achieved returns of 12% on co1I111on equity. For the year 1993, the return was 
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·11.S¾ on cormnon equity. His proposal would effect a reduction in equity returns
to 10.5%. The Conmission does not believe it plausible to expect PSNC to
maintain its rate of expansion--much less accelerate it--while simultaneously
lowering its equity return as recoI1111ended by witness O'Donnell.

Finally, the Conmission concludes that witness .O'Donnell's recoillllendation 
is simply not plausible. Based on abundant evidence in this record, current 
A-rated utility bond yields are in the range of 8.4%, as discussed above.
Hr. O'Donnell's analysis presented a recorrmended return on equity of 10% to 10.5%
for PSNC. It is not credible that investors can, under existing market
conditions, be expected to supply equity capital to an LDC for an implied risk
premium of I. 5% to 2%.

Based on the foregoing and the entire evidence of record, the ColJIJlission 
finds and concludes that witness O'Donnell's DCF and comparable earnings methods 
should be accorded only minimal weight in determining the cost of corrmon equity 
for purposes of this proceeding. 

(7) Application of the regression analysis approach as presented by witness
Jackson should be accorded the greatest weight in determining the cost of corrrnon 
equity for purposes of this proceeding. On balance, the Co1I111ission finds the 
cost of corrmon equity recommendation presented· by witness Jackson based upon his 
regression analysis approach ,to be the most credible. Accordingly, it will be 
given preponderant weight for purposes of this proceeding. As indicated 
previously, witness 'Jackson's regression analysis approach yielded a cost of 
conrnon equity of 11.87%. 

The Conmission's decision to place the greatest weight on the aforesaid 
methodology is based primarily on the fact that witness Jackson's testimony was 

. more persuasive in support of his regression analysis approach than was his 
'·testimony in support of his other methodologies and the fact that witness Jackson 
was more persuasive in support of his regression analysis- approach than were 
witnesses Hinton and O'Donnell in support of their respective methodologies. 

After careful consideration of the entire-evidence of record, the Co1JV11ission 
finds and concludes (1) that witness Jackson's conclusion that there is a 
significant correlation between authorized returns on corrmon equity in gas rate 
decisions by state regulatory corrmissions and utility bond yields is valid and 
useful for purposes of estimating the cost of common equity for purposes of this 
proceeding and (2) that the methodology employed by witness Jackson for

estimating the aforesaid relationship is reasonable and proper. For the period 
of 1982 through 1993, witness Jackson's regression analysis shows a very high 
correlation (R2 

• 0.932) between authorized returns and utility bond yields. 
Based upon the results of that analysis, and consistent with the regression 
methodology, witness Jackson solved· his regression equation for the current 
average A-rated utility bond yield to produce the indicated cost of conman equity 
of 11.87%. The Conrnission finds and concludes such an approach to be entirely 
consistent and proper. 

Based upon the foregoing and the entire evidence of record, the Conrnission 
finds .and concludes. that witness Jackson's regression analysis approach is 
reasonable and appropriate for use and should be assigned the greatest weight in 
determining the Company's cost of c01TDJ10n equity for purposes of this proceeding. 
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_ (8) Changes In the gas Industry associated with FERC Order No. 636 do not 
justify an additional equity risk premium 1n this case. The evidence for this 
conclusion is found primarily in the testimony and exhibits of Company witnesses 
Ziegler and Jackson and Public Staff witness Hinton. 

Company witness Ziegler testified that the impact of FERC Order No. 636 has 
increased the risk incurred by an LDC in managing its supply portfolio and that 
these additional risks-faced by PSNC and all LDCs should be recognized as future 
allowed returns on equity are established. Concerning FERC Order No. 636 risk, 
witness Jackson testified that individual LDCs face greater challenges than 
pipeline companies, the smaller the LDC the less flexibility and greater risk it 
has, and gas prudence reviews like PSNC's·annual gas prudence review expose LDC 
investors to greater risks. Witness Jackson also quoted Hr. Frank Heintz of the 
Haryland Public Service Corrmission as stating· that the changes in the gas 
industry.will create increasing risks to LDCs warranting higher rates of return. 

Public Staff witness Hinton testified that the investor related risk of FERC 
Order No. 636 was reflected in the market price of PSNC,'s and other LDC's common 
stock. Witness Hinton testified that investors are aware of the current changes 
in the gas industry associated with Order ,No. 636 and have seen the gas industry 
perform in the past under similar regulatory changes that were aimed at creating 
a market-based system of gas delivery. Witness Hinton revhwed various investor� 
related reports on the .risks associated with Order No. 636 that were written 
before and after the Order's implementation. Witness Hinton.also cited the_fact 
that PSNC and other LDCs met an all-time system peak on January 19, 1994, with 
only minor problems, and this fact served to demonstrate to investors the 
Company's ability to operate in this new environment. 

On cross-examination related to risks associated with Order. No.· 636, 
witness Hinton testified that Moody's and Standard l Poor's analyzed several key 
factors before any risk assessment was made. These factors included: pipeline 
transition costs, the size of the utility, the utility's load factor, 
management's ability to operate in a competitive environment, and the regulatory 
.environment. - Witness Hinton further testified that Transco's low transition 
costs, the Company's prior experience with unbundling, and a high load factor 
placed the Company in a favorable position with regard to these factors •. 

The Commission concludes that the implementation of FERC Order No, 636 does 
not justify an additional equity risk premium in this case. The Commission notes 
that the transition to open access has existed for several years and Order Ho.

636 is, in part, just a continuation of prior FERC Orders aimed at creating a 
market for gas delivery.· To the extent that increased risk exists in that 
regard, it is the Commission's view that any attendant increase(s) in the cost 
of conman equity arising therefrom would have.been captured and accounted for 
withfo the regression analysis adopted for.use herein in determining the cost of 
common equity and that no. further adjustment is warranted or appropriate. 

Therefore, based on the foregoing and the entire evfdence of record, the 
Commission finds and concludes that implementation of FERC Order No. 636 does not 
·justify an additional common equity risk premium, and no such-premium will be
allowed.
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(9) The cost-of service adjustment recorm,ended by the Public Staff.to allow
the· Company to recover the flotatiori costs incurred in the May 1994 public stock
offering is reasonable and proper. The evidence for this conclusion is found in 
the testimony and exhibits -of Public Staff witness Hinton. 

·Witness HintOn testified that his recorranended cost of service adjustment
would allow the company.to recover the actual expenses incurred in the issuance 
of corm,on stock on Hay 11 1 1994. He explained further that his recoD111endation 
would allow for the five-year levelized recovery of the actual utility portion 
of issuance expense of $1,145,914. The inclusion of a cost-of-service adjUstment 
for the flqtation costs i incurred since the test year but prior to the hearing, 
reflects an appropriate ·,1evel of -cost recovery fOr the Company, which is of 
particular importance in view of the Supreme Court's holding that such evidence 
is essential, State ex rel. Util. Conrn. v. Public Staff, 331 N.C. 215, 415 S.E.2d 
354 (1992). The COmni ssi on conCl udes that the cost-of .:.service adjustment 
reco111T1ended by witness Hinton is reasonable and supported by evidence in the 
record. ' 

Before proceeding, the Corrrnission notes that as a result of its having 
adopted the Public Staff's position in this regard there is no need to adjust 
the cost of conman equity capital for flotation costs as proposed by witness 
O'Donnell, assuming that such an adjustment would otherwise·be ·appropriate. 

(10) The cost of conman equity capital to .the Company for purposes of this
proceeding is 11.87%. Based upon the findings and .. conclusions reached in this 
regard as set forth hereinabove and after careful consideration of the entire 
evidence -of record, the Commission finds and,Conclu"des that the cost of common 
equity appropriate for use for purposes of this proceeding fs 11.87%, In 
reaching this decision, the Commission, as previously discussed, has placed the 
greatest weight' on the'cost'of conman equity derived by application of witness 
Jackson's regression analysis approach. 

(II) The overall fair rate of return which the Company should be allowed
the opportuni-ty to earn on ·its rate base is 10.51%. Based upon the Conrnission 
findings with respect to the proper capital structure and the appropriate cost 
rates for each component of·capital reflected 'in that capital structure; the 
Conrnission further finds and concludes that, for purposes of this proceeding, the 
overall fair rate of return that PSNC should be afforded an opportunity to earn 
on-its rate base is 10.51%. 

It is well-settled law in this State that it is for the administrative body 
in an adjudicatory proceeding to determine the weight and suffi'ciency of the 
evidence and the credibility of the witnesses, to draw -inferences from the facts, 
and to appraise conflicting evidence. State ex-rel. Utilities Conmission v. Duke 
Power Company. 305 N.C. 1 1 287 S.E.2d 786 (1982); Corrrnissioner of Insurance v. 
North Carolina Rate Bureau, 300 N.C. 381, 269 S.E.2d 547 (1980). The Conunission 
haS followed these principles in good faith in exercising its impartial judgment 
in determining th�- fair .and reasonable rate of return in this proceeding. The 
determination Of the appropriate rate·of return is not a mechanical process and 
can only be made after a study of the evidence based upon careful consideration 
of a number of different methodologies weighed �nd tempered bY the Conrnission's 
impartial judgment. The determination of rate of return in one case is not res 
judicata in succeeding cases. State ex rel. Utilities Commission v. Duke Power 
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Company. 285 N.C. 377. 395, 206 S.E.2d 269, 2·81 (1974). The proper rate of 
return on co1m1on equity_ is "essentially a matter of judgment based on a number 
of factual considerations that vary froril case to case." State ex rel.' Utilities 
Colllllission v. Public Staff, 322 N.C. 689, 697, 370 S.E.2d 567, 570 (1988). Thus, 
the determination must be made based on the,evidence presented and its weight and 
credibility in each ��Se. 

The Co1I111ission cannot guarantee that PSNC, in fact, will achieve the levels 
of return on rate base and co1m1on equity found to be just and reasonable herein. 
Indeed, the Comnission would not guarantee the authorized rates _ of return even 
if it coul�. Such a guarantee would remove necessary incentives·-for the Company 
to achieve the utmost in operational and managerial efficiency. The Comniss1on 
finds and concludes that the rates of re_turn on rate base and coninon equity 
approved in this Order will afford the Company a reasonable opportunity·to earn 
a reasonable return for its stockholders while providing adequate and economical 
s�rvice to its ratepayers. · 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 100 

The Corrmission has previously discussed its findin9s and conclusions 
regarding the fair rate of return which PSNC should be afforded an opportunity 
to earn. 

The following.schedules surrmarize the gross revenue and the rate of return 
,which the Company, should have' a reasonable opportunity to achieve based upon the 
determinations made herein. "These schedules, illustrating the Company's gross 
revenue requirement, incorporate the findings and conclusions made by the 
Colllllission in this Order. 

· · C 

SCHEDULE I 
PUBLIC SERVICE COMPANY OF NORTH CAROLINA, INC. 

DOCKET NO. G-5, SUB 327 
. STATEMENT OF NET OPERATING INCOME 

(excluding Cardinal Pipeline) 
Twelve Months Ende� December 31, 1993 

Present Approved 
Item Rates Increase 

Gas operating· revenue $297',529,748· $10,763,226 
Operating revenue deductions: 

Cost of gas 180,127,806 
Operation and maintena�ce 52,213,079 45,745 
Depreciation 17,547,673 

345,396 General taxes 15,558,572 
State income taxes 1,442,101 811,875 
Federal income taXes 5,918,967 3,346,074 
Amortization of ITC (439,000) 

Total operating revenue 
deductions 272,369.198 4,549,090 

Net operating income 
for return S 25,160,550 16,214,136 

219 

Approved 
Rates 

$308,292,974 

180,127,806 
52,258,824 
17,547,673 
15,903,968 
2,253,976 
9,265,041 
(439,000) 

276,918,288 

1 31,374,686 
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SCHEDULE II 
PUBLIC SERVICE COMPANY OF NORTH·CAROLINA, INC. 

DOCKET NO. Gc5, SUB 327 
STATEMENT OF RATE BASE AND .RATE OF RETURN 

(excluding Cardinal Pipeline) 
Twelve Months Ended December 31, 1993 

Item 

Gas plant in service 
Accumulated depreciation 
Net gas plant in service 
Gas in storage 
Materials and supplies , . 
Working capital - lead lag study 
Customer deposits 
Cost-free capital items 
Accumulated deferred income taxes 

Rate base 

Rates of return: 
Present rates 
Approved rates 

SCHEDULE 111· 

Amount 

$499.618.895 
( 153. 457,716) 
346.161,179 
11,280.289 
3.945.359 

888.151 
(1,727.116) 

(14,543.081) 
[47,391.6211 

$298.613.160 

8.43% 
10.51% 

PUBLIC SERVICE COMPANY OF NORTH CAROLINA. INC. 

Item 

Long-term debt 
Short-term debt 
Co11111on equity 

Total 

Long-term debt 
Short-term debt 
CoT1111on equity 

Total 

DOCKET NO. G-5, SUB,327 
STATEMENT OF CAPITALIZATION AND RELATED COSTS 

(excluding Cardinal Pipeline) 
Twelve Months Ended December 31. 1993 

Capital
ization 
Ratio 

46% 
4% 

. 50% 
�-

46% 
4% 

50% 
� 

Original 
Cost 

Rate base 

Net 
Embedded Operating 
Cost Rate Income 

Present Rates 

$137,362.054 
11.944,526 

149,306.580 
S298.6I3.l6

,
o 

9.53% 
4.70% 
7.71% 

Approved Rates 

$137,362,054 
11,944.526 

149,306.580 
$298.613.160 
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9.53% 
4.70% 

11.87% 

$13,090,604 
561,393 

11,508',553 
$25.160.550 

$13,090,604 
561,393 

17,722,689 
$31.374,686 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. JOI 

The evidence for this finding of fact is contained in the testimony of 
Public Staff witness Dav·is and ,in the rebuttal testimony of PSNC witness. Dickey. 

Witness Davis recomnended that the ColJltliss1on approve a �customer attachment 
fee" for new residential and small comnercial customers to help defray s·ome of 
the costs associated with their addition to the system. He explained that he 
believed that a small contribution is appropriate to cover some of the 
administrative costs involved with the addition of those customers. Mr. Davis 
testified that the proposed fee of $15.00 for new customers on Rate Schedule 
Nos. 105, 110, 125, and 130 would not apply to requests for turn-ons of services 
or reestablishment of services already provided at premises or dwellings. He 
further testified that because the average cost of adding these types of 
customers is approximately $1,450, the "customer attachment fee" is a step in the 
right direction for collection of these costs. Witness Davis stated that the 
Conmission had approved the attachment fee for North Carolina Natural Gas 
Corporation (NCNG) and Pennsylvania l Southern Gas Comp�ny (PlS) in their most 
recent general rate cases. 

The Company, through its witness Dickey on rebuttal, Opposed the "customer 
attachment fee.• Hr .. Dickey explained that the fee had no purpose in that a fe8 
of approximately!% of the capital costs required to serve each of the affected 
customers does little to defray that cost and that the proposed fee is somewhat 
of a disincentive since natural gas is a fuel of choice. Mr: Dickey pointed out 
that the fee may cause an income tax problem for PSNC 1 since the IRS may 
interpret such a fee as a contribution-in-aid-of-construction (CIAC). Mr. Dickey 
testified that he believed that the fee would cause many potential problems while 
solving few. 

The Corrmission concludes that the proposed attachment fee accomplishes 
little in defraying the cost of connection and raises potential problems for 
PSNC. In view of the Company's strong opposition, the attachment fee should 
therefore not be included in PSNC's tariffs, rules, and regulations at this time. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 102-110 

The evidence supporting these findings of fact can be found in the testimony 
and exhibits of Company witness Dickey, Public Staff witness Larsen, and CUCA 
witness Schoenbeck. 

In its appl !cation, PSNC filed the results of its cost-of-service studies 
based on the pro forma end-of-period levels as well as the proposed levels, both 
excluding and including the revenue effect of Cardinal. The Public Staff filed 
cost-of-service studies using the Company's end-of-period levels (which take into 
effect the Public Staff's adjustments to volumes, revenues, investment, and 
expenses) as well as the Public Staff's·recoT1111ended rates, both excluding and 
including Cardinal. Although CUCA discussed the cost-of-service issue at length, 
its witness did not file a cost-of-service study. Witness Schoenbeck corrmented 
on and manipulated the other parties' cost-of-service studies. 

Public Staff witness Larsen identified the main' differences between his 
cost-of-service study and PSNC's as (1)-differences in total company dollars for 
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revenues, expenses, and investment that would affect the overall rate of r.eturn 
and (2) differences in allocation factors. Hr. Larsen explained' that PSNC 
allocated all demand charges on the basis of peak day and allocated all storage 
capacity on the basis of normal winter sales, while he allocated Firm 
Transportation (FT) charges on the basis of peak and average demand. He 
testified that both the Public Staff and PSNC allocated the customer component 
of mains and services baSed on peak customers and the demand component based on 
peak and average demand.

One of the first steps in performing a cost-of-service study 1s to choose 
'-which model to utilize. Both PSNC and the Public Staff used the Seaboard Method. 
'According to witness Larse�, this method uses direct allocations of costs that 
can be directly assigned and allocates fixed costs that cannot be directly 
assigned' on the basis of 50 percent peak demand and 50 percent annual sales. 
CUCA favored the Peak Responsibility Method which assigns fixed costs based on 
peak day demand only. 

During cross-examination by CUCA, witness Larsen explained that the Seaboard 
Hethod ngives proper weighing to the fact that the gas is used year around as 
well as during peak times.n Witness Larsen also testified that in apportioning 
fixed costs, the Seaboard Method's methodology of using '.50 percent peak and 50 
percent average demand is the proper allocation factor since they are used both 
for peak purposes as well as the rest of the year.n 

CUCA witness Schoenbeck testified that the Peak Responsibility Method was 
the "recottlllended" method in conducting a cost-of-service study'. Witness 
Schoenbeck also testified that if one were to use the Seaboard Method, it should 
be modified somewhat .to allocate transmission plant and the demand portion of 
distribution mains on the basis of peak day demand rather than the peak and 
average methodology employed by both PSNC and the Public Staff. In defending 
this modification, witness Schoenbeck testified that the use Of the peak and 
average factor �is equivalent to classifying 50"/4 of these costs as being related 
to sales or throughput and only the remaining 50% as truly going related to the 
peak demands for which these facilities are sized." Witness Schoenbeck further 
testified that "a peak design day criterion is used in the engineering and design 
of transmission and distribUtion 'facilities." During cross-examination by the 
Public Staff, when asked whether an industrial customer who was not on line on 
the one peak day neven though he received gas on the other 364 days� would not 
pay any of the costs for the transmission and distribution mains, witness 
Schoenbeck stated, "That's absolutely right." 

The next step in performing a cost-of-service study is. to determine the 
categorization of costs. Through cross-examination of witness· Dickey by the 
Public Staff, it was determined that costs generally fall into one of four 
categories: production, storage, transmission, and di stri but ion.· After this 
determination is made, then costs are classified into one of three components: 
customer-related, demand-related, and energy or co1m1odity-related. There is no 
controversy in this docket between the parties about the categorization or 
classification of costs for the cost-of-service studies. 

Once costs are categorized and classified into components, the cost-of
service analyst then determines which allocation factors should be used to 
apportion ·costs between the rate classes. The controversy in this case can be 
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described as the fundamental difference between two general principles: 
assigning costs on the basis of which customer classes "caused" the costs to be 
incurred or on the basis Of how the customer classes utilized the system. 

CUCA advocates the cost-causation theory which assigns costs to customers 
·who supposedly "cause" the system or service to exist. When speaking about fixed
gas costs, witness Schoenbeck states that •[t]hese fixed costs are related to
providing a reliable gas supply through the use of firm interstate capacity •••
Consequently, based on cost-causation theory, these same customers should be
assigned these costs." Witness Schoenbeck also stated that "[c]ontracts such as
these are entered into to enable the Company to meet the firm peak demand needs
of.its customers. Hence, the associated costs should be assigned using a peak
demand-related allocation factor."

Witness Larsen, on the other hand, used the theory of system utilization for 
assigning allocation factors. Witness 'Larsen testified that the choice of 
allocation factors should "accurately depict[s] the utilization of the services 
associated with these costs." Hr. Larsen further explained this principle, as 
follows: 

FOr example, those services utilized only on peak days are allocated 
on peak day sendout. If the service is utilized only in the winter, 
it is allocated based on normal winter sales. Costs associated with 
services uti 1 i zed al 1 year, such as Fi rm Transportation (FT), are 
allocated on a combination of peak day and annual sales. 

The last issue to discuss concerning the cost-of-service studies is the 
method used to calculate the custome_r and demand components of the distribution 
mains and services. Two general theories were discussed: the "minimum pipe 
size" method and the "zero-intercept" method. 

Although PSNC used the "minimum pipe size" method in this docket, in past 
cases it has used the "zero-intercept" method. The Public Staff used the 
"zero-intercept" methodology, Although CUCA agreed with PSNC's use of the 
"minimum pipe size" method, CUCA witness Schoenbeck stated that "both approaches 
are _valid if properly applied and generally will yield similar results when 
applied correctly ... " 

Witness Schoenbeck further testified:· 

Proponents of the minimum size method argue that it is readily 
understandable, that mains of at least. a minimum size are required to 
serve all customers, and that the zero-inch method can produce 
unreliable or statistically invalid results. Advocates of the zero
inch approach argue that the minimum siz� main can in fact serve some 
demand, therefore it should be viewed as a demand-related rather than
customer-related cost. · · 

Fortunately, however, for gas dis�ribution 'utilities, either approaCh 
results in about the same amount of costs be'ing assigned to the demand 
and customer components. This' occurs because most of the cost 
associated with.installing distribution mains is related to labor and 
trenching. Consequently, in the current age of plastic mains and 
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higher labor costs, the direct material cost-of the minimum size main 
is a relatively small component of the total installation cost. Thus, 
similar results should. occur under'. either approach and theoretical 
arguments over which approach is superior can be put aside. 

The Public Staff argued that the minimum size method inappropriately allows 
some demand to be included in the customer component. The two-,inch main and 
three-quarter-inch service chosen by PSNC and CUCA will actually supply all -the 
needs of residential customers and therefore should not be used to calculate the 
customer cost component. 

The Public Staff also pointed out that the NARUC Gas Distribution Rate 
Manual states that the minimum size is "the smallest main actually installed in 
the system." Both PSNC and CUCA agreed that the minimum size distribution main 
chosen (two-inch) was actually the fourth largest in a series of olily 12 
different main sizes. 

PSNC witness Dickey testified that the Company has not installed a main of 
smaller diameter than two-inch nor a service line smaller than three quarters of 
an inch since the late 1950s, -so PSNC used the average embedded costs for these 
sizes.to determine the customer component of the mains and services accounts. 

Public Staff witness Larsen used the zero-intercept method. CUCA contended 
that there were mathematical errors in Public Staff's zero-inch regression. An 
error involving the combination of the two-inch and the two and one-half-inch 
distribution mains was corrected by witness in Larsen Revised Exhibits A, 8, and 
c which also include other changes recot1111ended by other witnesses to utility 
plant, operating expenses, and revenues. 

PSNC witness Dickey testified that ·psNC had previously used the zero
intercept method, but ch1:mged to the minimum size method becau�e the zero
intercept method produced negative values, 11, physical impossibility_. 

�UCA's primary objection was to witness Larsen·•s removal of certain data 
points (called outliers}. Hr. Larsen explained that he used a zero-inch 
regression analysis and removed the 3-inch and 12-inch diameter mains to improve 
the "'fit" of variables in his analysis: "I discovered the variables 'fit' better 
if I removed the 3-inch and 12-inch diameter mains ••• " With reSpect to Service 
Account 380, Hr. Larsen· testified that he reinoved 6-inch diameter services to 
improve the "fit." During cross-examination by CUCA, witness Larsen explained 
his reasoning for excluding outliers as follows: 

They were determined to be outliers because they're [sic] unusual cost 
per foot, and also_some of them had very little main length, and we 
were trying to develop the relationship of the majority of the 
information on main sizes and cost per foot to determine wheT'e the 
zero-intercept point was. 

CUCA witness Schoenbeck pointed out that other data points used by Public 
Staff also displayed unusual costs per foot, including the 0.75-inch, 1.5-inch, 
4.0-inch and 8-inch mains as shown in the follOwing table: 
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Diameter Staff 
(Inches) Unit Cost 

($/ft\ 

0.75 1.07 

1.00 3.95 

· 1.25 3.73 

1.50 1.43 

2.00 3.04 

2.50 8.99 

4.00 7.81 

6.00 12.43 

8.00 18.6 

10.00 12.75 

Witness Schoenbeck te�tified that it is inappropriate for an analyst 
·performing a zero-inch main analysis to eliminate select historical diita in order
to achieve a better fit. Data should only be eliminated if it is in error or
so'me ·other abnormality exists. Witness Schoenbeck pointed out that a perfect fit
could.be obtained by eliminating all but two points.

During cross�examination by the Public Staff,'witness Schoenbeck was asked 
whether or not it·was a))prppriate to drop outliers. Hr. Schoenbeck answered that 
it is inappropriate to drop outliers and not say what the results of the 
regression are with all the outliers included. 

Hr. Schoenbeck's own prefiled testimony indicated that the Public Staff's 
workpapers showed regression analyses that included the outliers. However, 
witness Schoenbeck al'so testified' that the Public Staff performed twelve 
regressions of which eight produced negative customer-related components. 
Witness Schoenbeck testified that a negative result is statistically invalid and 

·should be disregarded since it predicts that there is a negative cost for a zero
inch main even th ugh the labor and associated trenching Cost ·must still be
p_erformed.  · · 

As stated earlier, witness Schoenbeck testified that the minimum pipe size 
methodology and the _zero-intercept methodology should yield similar results when 
applied correctly. However, the customer cost components from the "minimum pipe 
size" methodology favored by PSNC and �UCA for mains and services are 65% and 
89%, respectively and the "zero-intercept" methodology sponsored by the Public 
Staff yields customer cost components for mains and services of 10% and 65%, 
respectively. In sun,nary, the methods used by' the Public Staff and PSNC to 
calculate the customer and demand components of the distribution mains and 
services differed and were both challenged by other parties. It should also be 
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noted that the rates-of-return for various customer classes are calculated from 
the cost-of-service studies using the variqus customer and demand components 
discussed here. 

The Conrnission notes that the results of the three cost-of-service studies 
discussed in this case differed significantly. For example, the rates-of-return 
for Rate Schedule No. 150 customers under the ,current rates are 61.37% under 
PSNC's study, !l.57% under the Public Staff's study, and 331.75% under CUCA's 
study. Cost-of-service studies_ reflect a good deal of subjective judgment •. The 
Cqnmission has consistently maintained and held that it would not be appropriate 
to design natural gas rates solely on the basis of cost-of-service studies. 
Cost-of-service studies should �e used as a guide in reaching an appropriate 
balance in rate design. The Co1J111ission concludes that because of the 
subjectivity involved, it is not appropriate to endorse any single cost-of
service study. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 111-132 

The evidence concerning rate design is found in the testimony of public 
witnesses Faye K. Rogers, William Hartin, Marjorie Lockwood, William E. Gravely, 
Dr. Steven Jurovics, J.L. Cook, Norman F. Norman F. Carden Ill and June Horvitz, 
PsNC witness Dickey, Publ fc St8.ff witness Davis, and CUCA witness Schoenbeck. 

Hr. Di�key testified that the first requirement of rate design is to develop 
rates that will recover the revenue requirement allowed by the Co11111ission. As 
the factors he considered in addition to the estimated cost-of-service study, 
Witness Dickey listed the following: (1) value of service or competitive 
conditions existing in the marketplace; (2) historical rate structure and 
relationship between the rates; (3) consumption characteristics of the different 
classes of customers; (4) futu're prospects of maintaining sales levels to the 
various Classes of customers; (5) the need for conservation; (6) National and 
State policies; ?Od (7) ease of administration. 

Hr •. Dickey testified that in addition he considered such factors as the 
ability to negotiate rates, quantit,Y of natural .. gas used, time of use, manner of 
use, and the facilities which the ComP.any mus·t p�ovide and maintain in ol"der to 
meet the requirements of customers. 

Hr. Dickey testified cost-of-service studies are useful as a tool to 
estimate the-return on each rate schedule, but that such studies are somewhat 
subjective since many judgments of the preparer are reflected in the outcome. 
Hr. Dickey stated that no two cost-of-service studies prepared independently by 
different individuals will arrive at the same results. Witness Dickey further 
testified that for these reasons, cost-of-service studies should not be used 
exclusively to design rates but should be used in combination with other factors 
in arriving at the final rate design. He noted that the returns.calculated in 
his cost-of-service study indicated that rates needed to be moved over the next 
several cases closer· to the system return. 

Witness Dickey testified: 

Utility rates in this state and in manY others are based on average 
embedded costs rather than incremental costs. Since incremental costs 
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exceed embedded costs, rates have to be increased over time as new 
plant is added to meet the utility's obligation-to provide Service. 
A large portion of the increased plant .is to serve the. residential 
cl asses·� We bel i ev� residential rates �hc;,ul d more nearly .. provide the 
overall retur.n to- the system in fairness tO the other customers . 
. Give�- _that a feasibility test is used to determine whether, an, 
extension of service is economically sound, increased residential 
returns would also increase-the likelihood that PSNC would be able to 
meet the requests for serYice from this class of customer. The State 
has enacted legislation that provides funds to encourage expansion of 
the natural gas systems. Wit� incre�sed .returns from the residential 
�lass, expansion could be more easily justified without resorting to 
the expansion funds. 

Hr. Dickey recollillended that the disparity in returns between rate schedules 
should be lessened in fairness to all customers. 

With respect to rate design, Mr. Dickey testified that the Company was 
proposing several changes. The first is .an increas� in the facilities charges 
for residential customers. The Company is proposing to increase the year around 
residential facilities charge (Rate Schedule No. 105) from $7.00 to $10.00 per 
month and the seasonal residential facilities charge (Rate Schedule No. 110) from 
$10.00 to·$15.00 per month. 

. Hr. Dii;key teSti.fi ed· the increase. was ·desirable in order to acco1T111odate the 
FERC's. utilization .of ,the Straight, Fixed Variable Method (SFV) versus the 

, Modified Fixed Variable Method (MFV). Witness Dickey testified that due to the 
issuance of FERc:s .Order. No. 636, no pipeline costs were being billed in the 
deit!and component of rates through the SFV •Cost assignment method. The HFV method 
formerly assigned some Costs through the volumetric component of rates. 

!)ther changes fn rate design pt'oposed by the Company included additional 
steps in the declining block rate structure of Rate Schedule No. 15.0 (Large 
Interruptible Industrial 'Service) and its corresponding full margin 

·transportation tariff, Rate Schedule No. 180, and changes·to the summer-winter
differentials of all rate schedules. Hr. Dickey justified the increase in the
steps in Rate Nos. 150 and 180 as one measure to allow the company to serve new 
large users with.rates more in line with the cost to serve those,customers. Hr.
Dickey explained that economies of scale.related•to the use of larger quantities
were recognized when step rates.were initially estab.lished and that the Company's
instant proposal will carry that concept further .to accommodate the large
potential customers that ·are cur,rently looking at, the_ Company's service
territ9ry. The Public Staff also proposed rates with the same new declining
blocks in Rate Schedules Nos. 150 and 180. The Commission finds that the
e�tablishment of the new blocks is not controversial and should be c!-PProved.

Hr. Dickey ·testified that the Company's .. present yE!ar around rates �eflected
a differential of $.30 "per dekatherm on all rates except Rate Nos. ,150. and 180
which. currently had a $.20 per dekatherm differentiat. Th.e Company proposed
differentials in non-Seasonal rates that range from $.40 on the year -around
residential rate to $.02 per dekatherm on the ].ast step in Rate Nos. 150 and 180. 
The Public Staff introduced rate schedules with significantly different sununer
winter differentials. DaYis Revised Exhibit D shows increases in non-seasonal
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rates ranging from $.35 per dekatherm in Rate Schedule 125 and in the last block 
of Rate Schedule Nos. 150°180 to $.14 per dekatherm in Rate Schedule No. 130. 
The Co1J111ission notes that .the Public Staff ·chose to raise the sumner-winter 

differentials in the largest block rates of Rate Schedules Nos. 150 and 180 while 
the PSNC progressively decreased the differentials. In general, the Conmission 
concludes that the-Company summer-winter.differentials are more reasonable. 

Under the Company proposal, the percent increases and/or decreases 
(excluding the effect of Cardinal Pipeline) to its customers would be as follows: 

Rate Schedule No. Customer Class 

105 Residential-Year Around 
110 Residential-Seasonal 
120 Gas Lights 
125 Sm. Gen. Srv.-Yr. Around 
130 Sm. Gen. Srv.-Seasonal 
145 Large General Service 
150 Large lnterrupti bl e Srv. 
175 Transportation for Rate 

Schedule 145 
180 Transportation for Rate 

Schedule 150 

Percent 
Increase/{Decrease) 

14.55% 
22.25% 
0.00% 
2.14% 

19.85% 
1.05% 

(2.86)% 

(3.06)% 

(14.39)% 

Public Staff witness Davis testified· that cost-of-stervice studies are 
subjective and judgmental at best, and that h� did not depend on them solely for 
the magnitude of rate increases· or decreases necessary to design rates. He 
indicated that the cost-of-service study is useful as a guide but, like other 
cost studies, cannot. objectively show the returns paid by each customer class. 
He indicated that cost-of-service studies do not contemplate negotiated 
industrial sales, for example. Hr. Davis stated that since cost studies 
incorporate rates at t�e filed tariff, the returns for the industrial class are 

·overstated.

Hr. Davis testified that there are other relevant ·factors in addition to 
cost-of-service considerations. He stated that: 

I believe that _there are other important factors that must be 
considered in designing rates. Among these are (I) value of service, 
(2) the type of service, (3) the quantity of use, (4) the time of use,
(5) the manner of service, (6) competitive conditions relating to
acquisition of new customers, (7) historical rate design, (BJ the
revenue stability to the utility, and (9) economic and political
"factors.

Value of service is an important consideration because it recognizes 
that the price paid for natural gas service Cannot be significantly 
greater than a satisfactory alternate.'• That gas is cleaner burning 
and eaSier to use also affects its value for some customers. Value of 
service consideration is the reason why rates are designed to a·11ow 
neefotiating based on alternative fuels and also transportation of gas 
procured by end-users. 
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The �ype of service, quantity of use, time of use and manner of 
service are considered by reViewing customer characteristics. 
Different types of customers have different needs. HE!at sensitive 
residential and cot1111ercial customers need more security of service 
during peak winter days and contribute more margin to pay for storage 
services than do non-heat sensitive ·customers. There are also 
distinctions among industrial custom�rs, such as those requiring a 
more firm supply than others. Some industrial customers use their gas 
only as boiler fuel. Some may decide not to have an alternative fuel. 
Rate design should reflect differences among_customers. 

Rates should be attractive to new customers. Industrial customers are 
energy intensive and are very conscious of their choice of fuels. 
Residential customers are also concerned with their long-term 
comnitment to their energy choice. Rates should be set in a manner to 
be appealing to all classes of cus�omers so as to contribute both to 
the-health of the utility and the welfare of its customers. 

Historical rate design is considered both to evaluate the results of 
past rate design and to anticipate the response to proposed rate 
deSign. In the recent past cases for the Company, residential rates 
have been increased substantially more than industrial rates. 
Considering what has occurred in the past, I believe the trend should 
continue in this case, but not by the same magnitude. In this case, 
the Public Staff is recollJJlending a 4.45% increase in residential year 
around revenues and a decrease in interruptible industrial revenues of 
1.19%, excluding the effect of Cardinal. 

In reviewing the revenue stability of the utility, I considered 
whether the rates would enable the Company to attract new customers 
and keep the customers it has. Dramatic changes in rate design can
result in unpredictable revenue shifts and should generally be 
avoided. 

Last, there are economic and political factors to consider. Economic 
growth may be encouraged through rate design in the Company's service 
territory. Proper rate design can facilitate appropriate growth. 

In sumnary, my approach to designihg rates in this case is consistent 
with that followed in prior cases. 

Mr. Davis proposed to increase the facilities charge for two classes of 
customers. He testified that he was proposing to increase the monthly facilities 
charge for Rate Schedule Nos. 105 (Residential - Year Around) and _125 (Small 
General Service - Year Around) by $1.00. This would increase Rate Schedule 
No. 105 from $7.00 to $8.00 per month and Rate Schedule No. 125 from $11.00 to 
$12.00 per month. Hr. Davis, through cross-examination by the Company, indicated 
that the Company's proposal to substantially increase."the facilities,charge due 
to the"adoption by FERC_ of the SFV method was not valid. Hr. Davis indicated 
that the pass-through of the interstate pipeline costs in accordance with the SFV 
method was already being accounted for in gas costs and should not also be 
reflected in•facilities charges. 
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Under Hr. Davis' proposed rate design (excluding the effect of Cardinal), 
the percent increases and/or decreases by class would be as follows: 

Rate Schedule 

105 
llO 
120 
125 
130 
145 
150 
175 

180 

Customer Class 

Residential - Year Around 
Residential - Seasonal 
Gas Lights 
Sm. Gen, Srv.-Yr. Around 
Sm. Gen. Srv.-Seasonal 
Large General Service 
Large Interruptible Service 
Transportation for Rate 

Schedule 145 
Transportation for Rate 

Schedule 150 

Percent 
Increase/(Decrease) 

4.45% 
3.82% 
0.00% 
3.50% 
6,12% 
0.14% 

(!. 19)% 

0.51% 

(6.25)% 

Both the Company and the Public Staff advocated the continuance of full 
margin transportation rates Which the Conmission has consistently adopted in 
prior cases. 

CUCA, through its witness Schoenbeck, recomnended that the Corrmission adopt 
cost-based rates. Witness Schoenbeck reconmended that transportation rates 
should only include transmission and distribution costs. Hr. Schoenbeck 
testified that no supply related costs--such as firm interstate capacity, storage 
or peaking facilities--should be assigned to transportation customers. 

Hr. Schoenbeck reconmended that the Conunission adopt the principle'of moving 
each class one-third of the way to a cost-based level in this proceeding. He 
reco1t111ended the following rate spread: 

CUCA 
Reco1t111ended Rate Spread Proposal 

At Various Increase Levels 
(Excluding Cardinal) 

($000) 

Rate $5 $10 $15 $20 
Class Hi 11 ion Million Hill ion Hill ion 

'105/120 $10,868 $13,426 $15,985 $18,543 
llO 1,060 1,298 1,537 1,776 
125 (67) 1,026 2,120 3,214 
130 167 229 291 354 

145/175 (1,322) (1,094) (866) (638)
150/180 ...1.LlQ§) �) __G,__Qfil_) ...il...lli) 
Total $ 5,000 $10,000 $15,000 $20,000 

The Conmission has consistently maintained and held that it would not be 
appropriate to design natural gas rates solely on the basis of cost-of-service 
studies. The Supreme Court of Horth Carolina has noted that factors other than 
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cost-of-service should be considered in settin·g utility rates. In Utilities 
Corrmission v. N.C. Textile Hanufacturers1.Assoc., 313 N.C. 215, 222, 238 S.E.2d 
264, 269 (1985), the Court held: 

In determining whether rate differences constitute unreasonable 
discrimination, a number of factors should be considered: '(l) 
quantity of use, (2) time of use, (3) manner of service and (4) costs 
of rendering the two services.' Utilities Conm. v Oil 'co., 302 N.C. 
14, 23, 273 S.E.2d 232, 238 (1980). Other factors to be considered 
include 'competitive conditions, consumption characteristics of.the 
several classes and the value of service .to each class, which is 
indicated to some extent by the cost of alternate fuels available.' 
Utilities Co. v. City of Durham, 282 N.C. 308, 314-15, 193 S.E.2d 95, 
100 (1972). 

. . 

The Supreme Court examined this matter again in State ex rel. Util. Cotrm. 
v. Carolina Utility Customers Association, 323 N.C. 238, 372 S.E.2d 692 (1988).
In that case, CUCA and other parties challenged the Conrnission's conclusion in
an NCNG rate c�se that the differences in rates of return among NCNG's various
-customer classes were not unreasonably discriminatory nor unjust and
unreasonable. The Court found that the Commission had made adequate findings and
conclusions and ·that the Commission· had drawn "legitimate distinctions" which
justified maintaining large industrial rates of return at a higher level than
residential, co11111ercial, and small industrial rates of return. The Court held,
,"While an assessment of the Co1T111ission's Order based simply on the cost-of
service evidence might siJggest the adopted rates are unreasonably discriminatory,
the Conrnission's analysis of the non-cost factors permitted in our case Jaw is
sufficient to justify the Commission's decision." Id at 252. The Supreme Court
examined this matter most recently in State ex rel. Util. Corrm. V. Carolina
Utility Customers Association, 328 N.C. 37, 399 S.E.2d 98 (1991J. In this case,
the Court once again held that the Co11111ission did not have to establish rates
based solely on cost-�f-service consideraticins.

The Commission concludes that it is appropriate to consider a number of 
factors when designing rates, including �ost-of-service, value Of Service, 
quantity of natural gas used, the time of use, the manner of use, the equipment 
which the Company must provide and maintain in order to meet the requirements of 
its customers, competitive conditions and cons�ption characteristics. 

With regard to equalized rates of return, return is a· function of risk. 
Witnesses for the Public Staff and Cofflpany testified that different customer 
cl asses presented different risk pr.ofi l es. Al though no witness attempted to, 
quantify the risk associated with the different customer Classes, Public Staff 
witness Davis testified that industrial ·customers with alternate fuel 
capabilities present more risk to the Company'than other customer classes. Rates 
of return among customer.classes, as determined through cost-of-service studies, 
are not directly comparable. Large industrial customers do not always pay the 
rates approved, as assumed in-cost-of-service studies. PSNC has the right to, 
and does, negotiate rates for these customers in order to meet alternative fuel 
prices. This ability to negotiate lower·rates gives these industrial customers 
a bargaining power unavailable to residential and small general service customers 
and increases the risk to the Company. This justifies a higher rate of return 
relative to •residential and small general service customers. Fuel-switchable 
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customers pose greater financial risk because they can leave the system, Causing 
PSNC a substantial loss of sales. The degree of this risk is "a func�ion of 
alternative fuel prices. Therefore, it is important that the Company be able to 
negotiate gas prices below the tariff rate when alternative fuel prices are low, 
in order to lessen the risk of losing customers, It is equally important that 
the tariff rate be set at a level that will compensate the Company when alternate 
fuel pri_ces are high. 

The effect of equalized returns, even if achieved over several rate cases, 
would be hard for Rate Schedule 105 customers because these customers, unlike 
many fuel-switchable customers, cannot easily switch fuels. At the time Rate 
Schedule 105 customers bought their heating systems, their gas rates looked 
relatively attractive compared to how th�y would look under an equalized·return. 
The long-established expectations of these customers should be taken into 
consideration. 

As discussed previously, the Supreme Court does not require that the 
CoT1111ission approve rates resulting in equalized customer class rates of return. 
The Conrnission concludes that it is not appropriate to adopt equalized rates of 
return. Furthermore, industrial customers have been the prime beneficiaries of 
the use of value of service_ as a consideration in ratemaking. Both negotiated 
rates and transportatfon rates grew out of the Conmission's recognition of the 
ne�d to consider value of service and competitive conditions in ratemaking. 

The Conmission rejects the argument by the Company to substantially increase 
the facilities charge to Rate Schedules Nos. 105 and 110. The Commission does 
not agree with the Company's assertion that the adoption of the SFV method by the 
FERC in Order 636 supports increases in non-gas charges by PSNC. The Commission 
agrees with the Public Staff that the Commission's assignment of fixed gas costs 
by rate schedule already includes the charges imposed by interstate pipelines. 
The Corrmission, therefore, agrees that the facilities charge for Rate Schedule 
Nos. 105 and 125 should be increased only by $1.00 per month as proposed by 
witness Davis. However, the Comnission finds no justification to reduce the 
relative difference between the facilities charges in Rate Schedules 105 and 110 
and therefore finds that the 'facilities charge to Rate Schedule No. !ID-should 
also be increased by $1.00 per month •. 

The Conmission finds· the rate design as proposed �Y the Company to be unduly 
burdensome on certain classes. If allowed, rate shock would result. The 
Commission also finds that the rate design as proposed by the Public Staff places 
an undue �urden on other classes. After careful consideration of the many 
factors relevant to rate design including the various cost-of-service studies, 
the many differences between and among �ifferent·customer classes, the need to 
avoid rate shock, the revenue stability of the utility and the need-to expand gas 
service, the Conrnission concludes that rates designed according to the 
req�irements shown on AppendiX A of this Order are just and reasonable. 

WEATHER NORMALIZATION ADJUSTMENT 

PSNC proposed to continue the Weather Normalization Adjustment (WNA) clause, 
Rider E, approved by the Corrmission in the Company's last general rate case. 
Rider E currently applies to customers served under Rate Schedule Neis. 105, 110, 
125 and 130. On cross-examination, witness Dickey testified that the Company's 
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WNA clause is intended t.o minimize the impact of abnormal weather up�n ·psNC's 
earnings; that a number of small, year around industrial custoniers receive 
service under Rate Schedule No. 125; and that the natural gas usage of some of 
those customers was not weather-sensitive. In response to a suggestion advanced 
by counsel for CUCA, Hr. Dickey testified that he opposed allowing small 
industrial customers served under Rate Schedule Na. 125 the opportunity to seek 
and obtain an exemption from rate adjustments under Rider E to the extent that 
those customers could establish the absence of any relationship between weather 
fluctuations and their own natural gas usage. 

The Comnission has historically exe'mpted those customer classes whose usage 
was not weather sensitive from rate adjustments under WNA clauses. The 
imposition of such rate adjustments upon customers whose natural gas usage did 
not vary with changes in the weather is completely inconsistent with the entire 
weather normalization adjustm.ent ,concept. The. Co1J111ission has recognized that 
fact in the most recent �ennsylvania l Southern Gas Company general rate case, 
in which it concluded that "[i]industrial customers on Rate Schedule 102 that are 
determined to be non-heat sensitive may be excluded from the WNA mechanism after 
one year of experience." In re Pennsylvania & Southern Gas Company. Docket No. 
G-3, subs 178 and 180, Eighty-Third Report of the North Carolina Utilities
Conrnission, 365, 373 (1993). Thus, in 'the Pennsylvania & Southern case, the
Conrnission "fine tuned" the local distribution company's Weather Normalization
Adjustment clause in order to limit the impact of that ratemaking device to
weather-sensitive customers.

The undisputed evidence in the present record establishes that small 
industrial customers served under Rate Schedule No. 125 whose natural gas usage 
does not vary with weather are currently subjected to rate adjustments under the 
Company's Weather Normalization Adjustment clause. The continuation of that 
situation is unfair to the affected customers, inconsistent with the entire 
purpose of Rider E, and in conflict with the treatment of similar customers 
served by Pennsylvania & Southern Gas .Company. The only basis for the Company's 
opposition to CUCA's proposal that small industrial customers served under Rate 
Schedule 125 be given an oppo�tunity to obtain an exemption from rate adjustments 
under the Weather Normalizatfon Adjustment clause due to the absence of weather
sensitive gas usage was Kr. Dickey's claim that allowing small industrial 
customers to seek such an exemption would impose an undue administrative burden 
upon PSNC. The Conrnission is not persuaded by the Company's argument. The 
Conmission suspects that the number of small industrial customers seek.ing such 
an exemption is likely to be small. Thus, the Company must exempt any customer 
served under Rate Schedule No. 125 who establishes the absence of any 
statistically significant relationship between its natural gas usage and 
fluctuations in weather from rate adjustments under the Weather Normalization 

·Adjustment clause. Rider E should b� revised to reflect this exemption.

TRANSPORTATION RATES 

With respect to PSNC's transportation rates, CUCA contends that 
transportation rates, like natural gas sales rates, should be based primarily 
·upon cost-of-service considerations and that full margin·rates contain "fixed gas
costs" that are incurred to Obtain the delivery of natural gas volumes to the
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Company's city gate • .  CUCA contends that entities transporting their own 
customer-owned gas �re required tO separately contract and pay for the.�elivery 
of that gas to PSNC's city gate. 

CUCA's position has been consistently rejected by the Co1I1Dission and the 
full margin concept has been adopted as appropriate in all recent natural gas 
utility rate cases. This includes the Company's last general r8te case (Docket 
No. G-5, Sub 280) and the most recent natural gas Utility rate cases decided for 
the other three natural gas companies regula�ed by the Corrmission. 

CUCA's contention that transportation rates should be based primarily on 
cost-of-service studies is r.ejected for the same reasons set forth .in the .earlier 
discussion of cost-of-service studies and factors in rate design. In addition, 
the Conrnission continues to find no·justification for a difference between the 
margins earned on the Company's Sales rate schedules and its transportation. rate 
schedules. The Conrnission concludes that the services performed by the Company 
are sUbstantially the same whether service is provided under the sales rate or 
transportation rate. The Conrnission concludes that fUll margin transportation 
rates continue to be jllst and reasonable. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 133 AND 134 

The evidence for this finding of fact is contained in the testimony of PSNC
·witness Dickey, Public Staff witnesses Davis, and Larsen, and CUCA witness
Schoenbeck.

· · 

In his initial testimony, PSNC witness Dickey proposed the implementation 
of fixed cost recovery rates which "maintained the same general relationship 
between -our rate schedules as was established in our prior general rate case" 
except that "[w]e are not proposing that any fixed cost increment be included in 
the last three step·s of .Rate Schedule Nos. 150 and 180 since there are no 
significant quantities included in these new steps." On cross-examination, Hr. 
Dickey testified that the fixed-charge recovery rate which he proposed for use 
in this proceeding did not track the results of his cost-of-service study and did 
not reflect the levels of fixed gas costs actually included in the Company's 
rates for rate des.i gn p1:1rposes. 

CUCA witness Schoenbeck recommended that the Co1I111ission adopt fixed cost 
recovery rates for use in this proceeding based upon the results of his proposed 
peak responsibility cost-of-service study. 

Whi,le witness Davis provided the volumes by rate class and the total cost 
of gas schedule, witness Larsen provided the allocation factors between rate 

classes. Witness Larsen testified that he sunrned up the demand and storage 

services from the cost of gas schedule and divided this by ttie normal annual 
sales including transportation. Witness Larsen further testffied that this 
allocation of demand and storage charges accurately depicts the utilization of 
the se�vices associated with these costs. 

. 'Through cross-examination by CUCA, Hr, Larsen explained that in determining 
how gas services were utilized, he .also reviewed the Company's daily dispatch 
sheets. In addition, he explained that the peak and average demand allocation 
factor "gives proper weighing to the fact that the gas is used year round as well 
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as .during peak times." When questioned about whether the use: of the normal 
winter sales 811 ocation factor gives any .weighing to··a "peak component", witness 
Larsen stated that this factor does not have a separate peak component but the 
fact that is in.the winter means it does have some influence on the peak. 

The Corrmission notes that the industrial customers (Rate Schedules 145 and 
150) account for 36% of.the winter sales and·that the peak and average alloCation
factor for these same customers is only i6%. (Larsen· Exhibit.A, page 1 of 12)
This is an indication that these cust_omers are utilizing the system to a
,signific�nt degree during the winter periOd and should pay fixed gas costs for
that use.

The Commission alsci notes that although the cost-_of-.service study is 
subjective and judgmental at best, .Mr.· Larsen's -Purchased Gas Expense Exhibit 
contains known vOlumes and dollar figures ai,d ·is .allocated as accurately as 
possible. The C_omni ssi on concludes that i:il though the purchased gas expense 
allocations may not :be exact, they are accurate and are the best available tool 
for. ,-the calculation of the fixed gS.s cost recovery rates. Therefor.e, the 
_Commission adopts the fixed gas cost recovery rates set forth in this finding of 
fact, 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 135-137 

The evidence ·for these findings of fact is contained in the testimon.Y and 
exhibits of PSNC wi.tness Dickey and Public Staff witnesses Davis and Larsen, The 
proposed changes to the Company's Purchased.Gas Adjustment Procedures - Rider D 
is non-controver�i al �nd uncontradi�ted. . � 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 138-142 

The evidence fOr these findings of fact is· contaitled in.the testimony and 
exhibits of Puhl ic Staff witness Davis, in the testimony of PSNC witness Dickey,, 
and.in the Company's approved rule� and regulations, 

Witness Davis testified that PSNC has an extension policy to provide main 
and/or service lirie extensions at no charge whenever such extension is 100 feet 
ol" less. He indicated thiit -in cases where �n extension J'equire�,'more than 100 
·feet, the Company performs an economic feasibility test. PSNC uses a.30-year Net
Present Value (NPV) analysis, Hr. Qavis stated.that if_.the result of the NPV for
a particular project is positive, the extension is made at no charge to the
customer. A negative· result r8quir8s a contribution-in-aid-of-construction
(CIAC) from the potential customer.to make the project feasible.•

Hr. Davis testified that there are two areas with which the.Public Staff has
concerns. the ·first· is how tO incorporate the ·free allowance. of 100 feet into
the calculations.made to determine the appropriate level of CIAC to be paid by
the customer. Mr. Davis' concern is that a .. customer requiring 95- feet of service
gets service free, while a customer requiring 110 feet of service would have to 
pay a CIAC based on a feasibility study that gives no;.consideration to the free
allowance of.100 feet.

Mr. Davis further testified that it is inequitable to allow PSNC to connect
a customer free of ,charge because he. requires slightly less than 100 feet of
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extension. while charging another customer requ1r1ng slightly·over 100' feet a 
CIAC based on the total construction costs for the extension. Mr. Davis stated 
that in the Public Staff's opinion, the proper method would be to provide all 
customers with the 100 feet of free allowance. He testified that this could be 
done without drastically changing the Company's method for determining economic 
feasibility. In cases where a CIAC (based on the total project) is determined 
to be necessary, PSNC could simply take the d�termined unit cost, multiply it by 
100 feet, and remove that cost from the total CIAC. This would reduce the amount 
of CIAC due and give the customer the benefit of the free allow_ance of 100 feet. 

Mr. Davis testified that the second area of concern is when a farm tap is 
required for service to be provided. Farm taps occur in situations where a 
dwelling or business is served from a high·pressure transmission-or distribution 
line. PSNC's current policy on farm taps is that the Company considers any farm 
tap' to be "excess facilitjes•. Hr. Davis• disagrees with this policy. He 
explained that all farm taps. are now installed so that the regulation equipment 
required to step the pressure down to house pressure is located at the main. The 
service line extension from the high pressure line and regulation equipment is 
exactly the same as any ordinary service line extension, in which case the "free 
allowance" should apply� When service extensions are less than 100 feet, 'the 
customer should only have to pay for the additional regulation equipment and 
other extra materials.·· In situations where extensions reqlJire more than 100 
feet, the unit cost for the service line multiplied by 100 feet should be removed 
from the total CIAC. 

To effect the changes. he recoT!ITiend, Hr. Dav'i s recommended that the Company's 
rules and regulations, as shown on Davis Exhibit J, be amended to read: 

"In the event a CIAC, is required, PSNC wil l  multiply the 'per unit 
($/ft) cost of the specific project by 100 feet (free allowance 
footage) and remove that amount from the total CIAC." 

PSNC witness Dickey testified that he disagreed with the Public Staff's 
proposal. He stated that if PSNC were to credit each feasibility study with the 
cost of 100_, feet of main and 100 feet of service, the Company, in effect, would 
be crediting all of the margin generated by.the customer to the cost of the 
second 100 feet of main or ·service. · 

With respect to the· pOtential for discrimination among customers, upon 
cross-examination by the Public Staff, Hr. Di_ckey testified as follows: 

Q. (HS. RANKIN) ·can you tell me whether'the following occurs under
your application of your extension policy. I'm going to give you
two scenarios. Scenario one, you have a potential customer who
is applying "for serv·ice for his new §as_ hot water heater. and his
-- the point at which he will be connected is 95 feet froin' your
main. He would ·get t�at 95 feet free, is that'correct?

A. Yes, this was 95 feet of main or serviCe or both.

Q. You say main in your paragraph. I assume you mean both.

A. Okay.
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Q. And no study is done, no questions are asked, he gets 100 -- the
95 feet free, is that correct?

A. Yes.

Q. s·cenario two, his next door neighbor who the connection for which
is 105 feet from your lines wants to put in a gas hot water
heater. He has to -- a study is done and to the extent the hot
water usage isn't eno\Jgh to offset the cos·t he has to pay for a
substantial part of that 105 feet, does he not?

A. Yes, the feasibility study is'run showing the margin generated by
the ex�ected use and it's done as a net present value study
against the cost of the facility and then a contribution is paid
to make up the negati_ye.net present value.

Based upon the forego1ng, the Conrnissio� concludes that when a customer 
exceeds the line extension allowance of 100 feet of mains and/or-service, a cost 
feasibility test should be performed on the basis of the customer's or project's 
estimated usage and the total amount of main and service line extension needed 
to serve the customer-snot just on the amount of line extension beyond the 100 
foot allowance. The customer should then be required to pay ClAC based on the 
lower of (1) the negative net present value of the entire line extension, or (2) 
the full·cost of extending the line beyond the 100 feet initial allowance. 

'Accordingly, the Corimission further concludes that PSNC mak� the ne�essary 
modifications to its line extension policy in its rules and regulations in 
�onformity with th_e_ prOYisions as provided above. 

EVIDENCE"AND CONCLUSIONS FOR FINDING OF FACT NO. 143 

The Company filed ';ts G-1 Rate Case Information Report.�n March 9,-1994, at 
the same time it filed· its witnesses• testimony and exhibits. As stated in 
Public Staff witness Perry's di_rect testimony, the filing included little or no 
detail for many of the adjustments. Instead,·the Company included a_ statement 
in ltem 10 maintaining the Company will make "more detailed" workpapers available 
to appropriate parties upon request. 

. 

' 

Ks. Perry indicated that the Co111nission's April 3, 1985, Order, in Docket 
No. 6-100, Sub 44, states as.follows regarding what.information the Company is 
required to provide in the Form 6-1 Rate Case-lnformation Report for ltem lOa: 

••• detailed workpapers showing calculations-supporting all accounting, pro 
forma, end-of-period, and proposed rate adjustments in.the rate application 
to revenue, expense, investment, and reserve accounts for the t9st year and 
a complete detailed narrative explanation of each adjustment, including the 
reason why each adjustment is required. Explain all components used in 
each calculation. 

Hs. Perry further testified that the Company did not file the necessary 
detai 1 s required by the Conmissi on or include detai 1 ed narratives addressing 
specific components used iri the calculations. No other party offered evidence 
on this matter. - · · · 
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Based on the foregoing and a review of the Company's G-1 Rate Case 
Information Report, the Conmission agrees with the Public Staff that the 
Company's 6-1 Rate Case Information filing did not incorporate the necessary 
details required by the Coillllission Order. The Conmission concludes that the 
Company must comply with the Coll'Dlliss1on Order in Preparation of its next G-1 Rate 
Case Information Report. 

EVIDENCE AND CONCLUSIONS FOR F.INDINGS 'oF FACT NOS. 144-147 

The evidence for these findings of fact is contained in the testimony and 
exhibits of PSNC witness Dickey and Public Staff witness Davis. 

PSNC witness Dickey testified that the Company's proposed revisions to its 
tariff language and rules and regulations include: (1) changes in wording within 
a number of schedules to clarify and simplify the meaningsi (2) a· �larification 
as to the curtailment required_ of interruptible rate customersi (3) a 
clarification that PSNC does not allow the combining of meters in most instancesi 
(4) an increase in the after hours service fee from $15.00 to. $25.00 to move
toward covering costs; and .(5) an increase in .the returned check charge from
$15.00 -to $20.00 and a provision to allow the charge to correspon� with the
maximum level provided in G.S. 25-3-512. '

An example of the Company's proposed ·changes to clarify meanings is its 
proposal to clarify the definition of residential and small general services rate 
schedules and move certain facilities Such as nursing homes, apartment buildings, 
retirement facilities, etc. from residential rate schedules to the small general 
service rate. The Company proposed to change language in its interruptible rates 
to ensure that it is perfectly clear that customers must curtail all use other 
than pilot usage by 100% when requested to do so by the Company. PSNC also 
proposed to change some of the language in the large general service and large 
int�rr�ptible.colIJllercial and industrial service rate schedules to �larify that 
PSNC "dOes not allow the combining of meters for billing customers unless the 
design of the metering ·facilities required the use of multiple meters. Finally, 
the Company Proposed that Riders A, D and E continue in effect, and that.Rider 
B. be •approved. · · · · 

The Public Staff did not object to the majority of changes proposed by PSNC 
to its tariff rules and regulations. Public Staff witness Davis suggested that 
the after hours fee be raised to $20.00 rather than $25.00. The Public Staff 
supported the Company's increased returned check fee but did not speak to the 
proposal for automatic future changes. 

The Colilllission concludes that it is appropriate to raise the after-hours fee 
to $25.00 and the returned check fee to $20.00 as proposed by the Company. The 
CoT1111ission does not accept the Company's proposal! for automatic increases in the 
returned check fee to corresp?nd with the maximum level under the law. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 148 AND 149 

The evidence for these findings of fact is found in the verified application 
and the testimony and ·exhibits of PSNC witnesses Voigt and RiChardson and Public 
Staff witn·ess Perry. These findings are esse11tially uncontradicted. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT 150-157 

The evidence for these· findings is found in the testimony and exhibits of 
PSNC witness Dickey, Public Staff witness Davis, and CUCA witness Schoenbeck. 

PSNC witness Dickey testified that he filed two, sets 'Of rates in this 
proceeding, one that excludes Cardinal and one that includes the estimated cost 
to build and operate Cardinal. PSNC proposes that the first set be charged from 
the effective date of the Conrnission's Order in this proceeding until Cardinal 
is in service. At the time Cardinal is completed, he reconrnended that the record 
in this proceeding be re-opened only to receive testimony that states that 
Cardinal is in service and to receive evidence as to the actual costs involved 
in the construction of Cardinal and the updated costs of operating Cardinal. 

Both the Company and the Public Staff designed rates-for the inclusion of 
Cardinal, a pipeline project constructed jointly between PSNC and Piedmont 
Natural Gas Company, Inc. The separate rate designs in this case, excluding and 
including Cardinal costs, were developed becaus.e the date on which Cardinal wlll 
be in service will be after the effective date of the Co11V11ission's order in this 
.docket. · Previous findings of fact and ·the related evidence and conclusions 
section established the appropriate rate design without the costs of Cardinal. 

PSNC proposed placing the entire increase related to Cardinal on the 
residential classes (Rate Schedule Nos. 105 and 110). Hr. Dickey testified that 
the capacity available through Cardinal basically will be for the high priority 
marketi ther�fore the costs should be borne by them. 

Public Staff witness Davis proposed to increase rates for every class on a 
flat per dekatherm basis. Hr. Davis testified that all classes of customers will 
receive benefits,from Cardinal. He stated that the additional system capacity 
will not only enable PSNC to better meet its peak requirements, but also will 
allow for less curtailment .of interruptible industrial customers. Hr. Davis, 
through cross-examination by CUCA, testified that the peak day analysis for the 
test year used by all parties did not allocate any usage to Rate Schedule 150 
(Interruptible Industrial) and did not include·the additional peak day capacity 
to be provided by Cardinal. He indicated that the peak day analysis (as used by 
all parties) did include Rate Schedule 145 (Industrial) customers and PSNC's firm 
customers. Because PSNC currently has enough capacity to serve all but the Rate 
Schedule 150 customers on peak day, the addition of 40 thousand dekatherms per 
day would necessarily mean fewer interruptions for Rate Schedule 150 customers 

·in the short-term. This was further confirmed by the fact that based on PSNC's
projected peak day send out and planned additions, it would be some time after
the 1996-1997 winter ,before the initially planned capacity of Cardinal will be

.fully utilized. Witness Davis therefore maintains that increases on a flat per
dekatherm basis are appropriate. Hr. Davis also testified that this would be
reevaluated in PSNC's next rate case as growth continues in the residential

· market and less of the additional capacity is used by Rate Schedule No. 150
customers.

PSNC's proposed allocation would place the ,entire burden of Cardinal on 
residential ratepayers. PSNC would not only place no costs at all on the large 
general service customers, but also none on the small general services customers. 
The Public Staff, with its per dekatherm allocation, would place a significant 
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burden on the large general services customers with no evidence in this record 
that the burden is appropriate. Neither of these allocation methods has a firm 
foundation in rate design theory. CUCA's suggestion that a·peak day allocation 
factor·should be used at least offers a theoretical basis. Its shortfall is that 
it gives the large industrial customers use of the pipeline without having to 
contribute to the cost ·of its construction. The CoT11J1ission notes that the 
Cardinal Pipeline is a transmission line. · Both the Public Staff and PSNC 
allocated transmission pipelines using a peak and average allocation factor. The 
peak and average approach to allocating Cardinal's costs is consistent with the 
approaches taken by PSNC and the Public Staff in spreading the costs of other 
transmission lines. The use of a peak and average allocation factor will spread 
the initial costs of Cardinal and reduce the potential for rate shock if and when 
the issue of rolling in Cardinal's costs is considered in future r·ate cases. The 
Commission finds that, for purposes of allocating the cost of Cardinal in this 
proceeding, the peak and average allocation factor shown on lines 40 and 41 of 
Revised Larsen Exhibit A, page 1 of 12, is appropriate. 

When Cardinal is completed and in service, the record in this proceeding 
will be re-opened for the sole purpose of receiving evidence as to Cardinal's in
service status, the actual costs incurred in constructing Cardinal and the 
updated costs of operating Cardinal. The hearing will be scheduled to occur as 
soon as possible after this testimony is filed. 

-1T IS, THEREFORE, ORDERED as follows:

1. That Public Service Company of North Carolina, Inc., is authorized to
adjust its rates and charges effective for service rendered on and after the date 
of this Order so as to produce an annual level of revenue of $308,292,974 from 
its retail customers (including other operating revenues of $1,089,225) based 
upon the adjusted test year level of operations,found reasonable herein. This 
amount represents an increase of $10,763,226 more than would be produced from the 
rates in effect prior to· this Order, based upon the test year level . of 
operations. 

' 

2. That an increase in the-returned check fee from $15.00 to $20.00 is
approved effective on and after the date of this Order. 

3. That an increase in the after-hours service reconnection fee from
$15.00 to $20.00 is approved effective on and after the date of this Order. 

4. That changes to the General Rules and Regulations are approved as
discussed herein and shall be effective for service rendered on and after the 
date of this Order. The Company shall file the revised General Rules and 
Regulations as approved herein not later than ten days af�er the date of this 
Order. 

5. That PSNC shall file appropriate tariffs and riders in conformity with
the provisions of this- Order, including the requirements set forth in Appendix 
A attached hereto, properly adjusted for all approved increments and decrements. 
These tariffs and riders shall be filed within ten days from the date of this 
Order, and shall be effective· for service rendered on and after the date of this 
Order until such time that new tariffs are approved after Cardinal is placed into 
service. 
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6. That PSNC ls required to preflle as soon as possible after Cardinal ls
placed into service the testimony it will rely on during the hearing when the 
record in this docket is re-opened to receive ·evidence as to Cardinal's in

·service status, the actual costs incurred fri constructing Cardinal and the
updated costs of operating Cardinal. The hearing will be scheduled as soon as 
possible after this testimony is filed. 

· · 

7. That the depreciation rates stipulated to by PSNC and tlie·Public Staff
and set forth in Appendix B attached hereto are hereby approved.

a. That PSNC shall prepare a notice for its customers of the rate changes
ordered in this docket and in Docket No. G-5, Sub 334 and Docket No. 6-5, Sub 332
and shall give notice to its customers by appropriate bill insert fn the next
billing cycle.

. 9. That PSNC shall file its next general rate case in complfance with the 
C0111J1ission's Order in Docket No. 6-100, Sub 44, which details the requirements 
set forth for the 6-1 Rate Case Information Report. 

!D. That PSNC shall record the FAS 112-Postemployment Benefits transition
obligation in a deferred debit account for financial accounting purposes and 
amortize this deferred debit over a three-year period. 

11. That the Company shall refund the supplier refund claim of right claim
of right credit by recording a $731,503 credit in its deferred gas cost account. 

12. That the HGP costs that are approved for recovery in this proceeding
be transferred to a separate account and that the Company credit the account each 
month to reflect the monthly amortization of the costs to expenses. 

13. That PSNC shall file annual reports on the progress of its HGP
investigation and remediation efforts on or before October l of each year. 

ISSUED BY ORDER OF THIS CDHHISS!ON. 
This the 7th day of Octob_er 1994. 

NORTH CAROLINA UTILITIES CDHH!SSION
Geneva S. Thigpen, Chief Clerk (SEAL} 

APPENDIX A 
DOCKET NO. 6°5, SUB·327 
RATE DESIGN INSTRUCTIONS 

!. Rates shall be designed that produce the $10,763,226 increase in revenues 
approved in this order. 
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2. · The company shall allocate the revenue increase of $10,763,226 approved in
this order by rate classes as follows:

CUSTOHER CLASS RATE SCHEDULE(Sl REVENUE CHANGE 
RESIDENTIAL 105 7.0% 
(YEAR AROUND) 

RE?IDENTIAL
rl

110 7.0% 
HEAT ONLY 

SH. GEN. SERVI�� 125 3.0% 

(YEAR AROUND 
SH. GEN. SERVICE 130 7.0'!. 

CHEAT ONLYl 
LG. GEN. SERVICE 145/175 1.38% 

LG. GEN. SERVICE. 150/180 ·2.20%
INTERRUPTIBLE 

3. The percent increase or decrease by customer class may vary slightly, but
must round to the percent-shown in the table above·to the decimal place indicated
in the table.

4. Rate Schedules proposed by the Company as modified in this Order shall be
used.

5. Faci 1 i ties charges and miscellaneous fees as approved elsewhere in the Order
shall be used.

6. SUlllller-winter differentials as proposed by the Company_shall be used.

7. Base cost of gas of $2.75 per dekatherm shall be used.

a. Demand charges and contract demand 1 evel s shal 1 be as proposed by the
Company except as modified in this Order.
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APPENDIX 8 
PAGE 1 of 2 

BEFORE THE 
NORTH CAROLINA UTILITIES COMMISSION 

ill the Matter cf: 

Application of P�UC SER VICE ) 
COMPANY OF NORTH CAROLINA,) 
INC. for u �iit of ill ) 
RataudQupa ) 

· Docket No. G-5, .Sub 327

STIPULATION BETWEEN PUBLIC SERVICE COMPANY 
OF NOR1H CAROLINA, INC AND 

' THE l'tlBUC ff MF REGAJlDING DEPRECIATION 

Public Semce Compuy afNortll Caraliu, 111c. ("PSNC') ud Ibo Public Slaff of the 
Narth Cuoliu Ulililif,< C-missioa, thraup their aadeniped -� hereby •aree as 
follows: 

L PSNC'1 paen1 rata CUI! llllq af Maida 9, l!IM illclDded ..,· adjustment of 
$2,141,497.00 to ldapC lfflled. depncialioa nla u y, :p i by ill wi1llels R11Dell. The 
pn,pcad Jeprecialiaa rata - fnJm the Cmnpuy', .._ depreciallan lllldy, which was 
prepared by Mr. Raaell ud 6led by PSNC aa Jane 1, 1992 ia compliuce will1Commissioa 
Raio Rli-80. 

2. PSNCllllCl1NNlicSdha>eape,dlbatc:arm.tdopaeeiatlou1tashould
CCllllmlle "' be 1111d .... far -al aamben 376 (Dllaillalloa Maim) aad 380 
(Dillrib11tlaa s.mc.). De I ; · •inn rain qned to by Ille Pullllc Sid aad PSNC are 
2.81'1, ud 4.43'1, far A PM T7fl ud 380, : 11, I �- 1be llepti¥e sahqe values 
iaeladed ia Ille i p I •he ._ cak:alatlou rar .._ """"""'" c:mmitly are -1S% 
(Aa:allat 3711) ud � (Ammat 3111); die putll.- llipr1P .. ud apm that the 
clepreciadaa run b dlllrlNtlaa maim ud cllilribatlaa ..- sbaultl be based upon 
salvqa nlwaf-3SIJI (A 113711) ud-55'11 (Aeem,•tll!O). AD depnciatlaa r.at<s -.,,JI 
CCJDtmue-• ► mlr,ln'ld 1luld IIJIGll lbe imr qnervlce life metllocl. 

3. ,'DI lllllct af llllpl1111eatill1 these llml12d cuap ii u i11cnw ia aaou•I
depreciatlaa apaie af 11,529,373.00, u compued to die $2,141,497.00 eaataiaed LD 

PSNC'1 6llq. 'J-. iiUlban are bued OD plul tmll at.Docember 31, 1993. Subject to 
appraval by Ille Cwma· I a, l'SNC lllall bep uiq Ille cbaqed rata far dislnoutioa 
maim ud dillrilniliaa 11MD11 illdbted above u af die bllliaell. mautb dariaa wbicb • 
fiaal order ill dill doct.et "-• effective. 

4. ne putla acbclwledp that this 11ipuladoa ii a raaJt af aealJlialioa ,ad
ccmprcmile; iccordiqly, die apements reached do not aecesurily reflect the re spec"'• 
views of the parties u to the proper treatmea• or lnel of the mauen wlllcli are the su b1w 
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APPENDIX B 

._Page 2 of z 

of the stipulation. Eicept 'u needed to carry oui the terms of a Commission order based
upon. this .slipulation,-the parties have "8f"ed th,� none of the positiom, ·treatment.!, or 
other maaen nllected iD this stip'lation shall have any precedential value, lior shall they 
·otherwise be med iD any subsequent procecdinp bef� this-Commmioa, or any other
re111latoiy body u prool al the matter jn isme. · - ' 

Dated: · · .. · 1uly l 1 11194. 

William A. Oma, u 
-, ' � far l'ultlil: � Compuy 

ofNonllCuollm,lllc. 

, .. &11:. 44,, ,vVickie Moir 
Caamel far Public: Std al Ille 

_ , . Noni!� Ulllllla Commhllau 
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DOCKET NO. G-9, SUB 300 
DOCKET NO. G-9, SUB 306 
DOCKET NO. G-9, sue 30B 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

Docket No. G-9, Sub 300• 

: In the Matter of 
Application of •Piedmon_t Natural Gas 

)

· 
Company, Inc., for an �djustment of ) 
Its Rates and Charges to Track Changes_ 

)

) 
:in Its Wholesale Cost of Gas 

Do9ket No. G-9, Sub 306 

In the Hatter of 
Application.of Piedmont Natural Gas 
Company, Inc., for an Adjustment of Its 
Rates and Charges to Track Changes in· 
Its Wholesale Cost of Gas 

' ) 

In the Matter of 

l

)

· 

- Application of Piedmont· Natural Gas
Company, Inc., for an Adjustment of
Its-Rates and Charges to Track Changes
in Its Wholesale Cost of Gas 'J 

Docket No. G-9, Sub·308 

ORDER ON REMAND 
REQUIRING REFUNDS 

HEARD ·IN: Conmission Hearing Room, Dobbs Building, 430 North Salisbury 
street, Raleigh, North Carolina, on November 2, 1993 

BEFORE: 

A�PEARANCES: 

Conmissioner Laurence A. Cobb, presiding; Chairman John E. Thomas 
and Conmissioners William II. Redman, Jr., Charles H. Hughes, 
Allyson K. Duncan, Ralph A. Hunt, and Judy Hunt 

FOR PIEDMONT NATURAL GAS COMPANY, INC.: 

Jerry W. Amos, Attorne.Y at Law, Brooks; Pierce, Mclendon,
Humphrey l Leonard, L.L.P., Post Office Box. 26000; 
Greensboro, North Carolina 27420 

FOR CAROLINA UTILITY CUSTOMERS ASSOC_IATION, INC,: 

Sam J. Ervin, IV, Attorney at Law, Byrd, Byrd,. Ervin, Whisnant, 
McMahon l Ervin, Post• Office Drawer 1269, Morganton, North 
Carolina 28680;1269 
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FOR THE PUBLIC STAFF: 

Antoinette R, Wike, Chief Counsel, Public Staff - N.C. Utilities 
Comnission, Post Office Box 29520, Raleigh, Nor.th Carolina 
27626-0520 

FOR THE ATTORNEY GENERAL: 

Margaret.A. Force, Associate Attorney General, and.Karen E. Long, 
Assistant Attorney General, North Carolina Department of Justice, 
Post Office Box 629, Raleigh, North Carolina 27602 

BY THE CONNISSION: This Order is being issued following proceedings on 
r.emand resulting from the reversal by the Court of Appeals of the Conmission's
Order of October 31, 1990, in Docket No. G-9, Subs 300 and 306, and the
Cot1111ission's Order of November 21, 1990, in Docket No. G-9, �ub 308. 

In Dock.et No. G-9, Subs 300 and 306,. Piedmont Natural Gas ·Company, Inc. 
(Piedmont) filed a Petition to recover costs associated with new pipeline service 
from the Transcontinental Gas Pipeline Corporation (Transco) Southern Expansion 
project. Piedmont sought to ·recover these costs outside a ·general rate case. 
In Docket No. G-9, Sub 308, Piedmont sought to recover ·costs associated with new 
pipeline·service from the Columbia Gas Transmission Company {Columbia). This 
Petition was also filed outside a general rate case. Both of these proce�dings 
relied upon a ratemaking formula that had been approved in earlier proceedings 
(not in a general rate case) by a Commission Order of February 13, 1990. 

The Conanission issued an Order in Docket No. G-9, Subs 300 and 306, on 
October 31 1 1990, and the Commission issued an Order in Docket No�. 'G-9, Sub 308 
on November 21, 1990: The, Orders approved rate increases for Piedmont. The 
Carolina Utility Customers Association (CUCA) appealed these Orders to the Court 
of Appeals. The Court of Appeals reversed_ the CoT1111ission Orders by opinions 
reported at 106 N.C. App. 218 {1992) .. and 106 N.C. App. 306 (1992). 

On remand, Piedmont filed a letter and proposed order on December 9, 1992, 
Piedmont asserted that no refunds are due as a result of the Court of Appeals 
opinions. On December 30, 1992, CUCA filed Notions for Refund in these dockets 
asking the Conmission to order refunds. The Public Staff filed a Notion and 
Response on February 23, 1993, setting forth its calculation of refunds due, 
Piedmont filed a letter on February 24, 1993, agreeing to the refunds calculated 
by the Public Staff provided that no refunds be required to parties contesting 
the Public Staff's calculation. The Attorney General fl.led a Motion Requesting 
Refunds on March 1, 1993. 

Various other responses and filings have been made in these dockets, but 
they will not be surrmarized in detail here. 

Settlement negotiations ensued among Piedmont, CUCA, the Public Staff, and 
the Attorney General. On June 30, 1993, Piedmont filed a letter reporting that 
it had reached an agreement with the Public Staff but it had not reached an 
agreement with the other parties, Piedmont asked the Conmission to establ'ish a 
procedural schedule for determining the matters in controversy. 
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The Contnission issued its Order on. Remand Scheduling Hearing on July 27,
1993. 

A hearing was held as scheduled on November 2 1 1993. _ The ·following 
witnesses testified: Ware F. Schiefer, Senior Vice President of Piedmont, Ann 
H. Boggs, Direct9r of Gas Accounting for Piedmont, James G. Hoard, Supervisor of
the Natural Gas Section of the Accounting, Divi'sion of the Public Staff, and J.
Bertram Solomon, of GOS Associates, Inc. Following the hearing, the parties filed
briefs and proposed orders.

Based upon the evidence and the record in these proceedings, the Co1T111ission 
makes the following: 

FINDINGS OF FACT 

1. The Commission issued an.Order on February 13, 1990," in Docket No. G-9,
Subs 289, 291, and 296, none of which was a general rate case. The February 13, 
1990 Order amended a ratemaking formula of Piedmont. Part of the new formula 
provided for Piedmont to recover certain costs of replacing.more expensive gas 
suppliers and providing additional supplies of gas through additional pipeline 
capacity. Another part of the new formula provided for a demand charge true-up 
through _operation of �- deferred account.

2. The February 13., 1990 Order was appealed by CUCA. The·court of Appeals
found that CUCA.was not an aggrieved party because the February 13, 1990 Order 
actually reduced rates. The Court of Appeals went on to note that the new 
ratemaking formula: 

would allow Piedmont to increase itS rates in the future to.the extent 
necessary to offset previous reductions under this order. ·• • While 
under this order Piedmont may file, and in fact haS filed to make 
subsequent inCreases, those proposed,fncreases are not Defore us. The 
subsequent proposed increases were. effected through later filings in 
separate dockets which are subject to appellate review ·at an 
appropriate time. Those orders are not before us in this appeal. 

,state ex rel. Utilities Conmission v. CUCA, 104 N.C. App. 216, 218-219 (1991), 
discretionary review denied, 330 N.C. 618 (1992). 

3; Piedmont decided to subscribe· to new pipeline service from the 
Transcontinental Gas Pipeline Corporation (Transco) Southern Expansion project. 
The new service began on November 1., 1990. Part of this service was additional 
capacity. Part of this service ·replaced service that Piedmont previously 
obtained from Cabot Corporation. Certain C8.bot demand charges were already 
reflected in Piedmont 1s .rates by previous orders of the Convnission'-. 

4. On October 1, 1990, Piedmont filed a Petition in Docket No. G-9, Subs
300 and 306, to recQver certain Southern· Expansion costs, as permitted by the 
formula approved•·in the' February 13, 1990 Order. The Comnission issued an Order 
on October 31, 1990, authorizing a rate increase of 4.09t per dt for service 
rendered from November' 1, 1990 through December 31, 1990, and further providing 
that on and after January 1, 1991, the 4.0_9¢ increase would terminate and rates 
would instead be increased by 2.97¢ per dt. 
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5. Piedmont also decided to subscribe to new pipeline service from the
Columbia Gas Transmission Company (Columbia) beghnning December 1, 1990. -The 
Columbia service replaced service that Piedmont previously obtained from South 
Carolina Pipeline Corporation; it did not involve additional capacity. South 
Carolina Pipeline had not been charging any separately stated demand charges. 

6. On November 1, .1990, Piedmont filed a Petition in Docket No. G-9, Sub
308, to recover Columbia costs, .as permitted by the formula approved by the 
Cormnission in the February 13, 1990 Order. On November 21, 1990, the Corrmission 
issued an Order approv·ing an increase in rates of 2.12¢ per dt effective December 
1, 1990, to recover the Columb.ia costs.

7. CUCA appealed both the October 31, 1990 Order and the November 21, 1990
Order. The Court of Appeals reversed and vacated these Orders. State ex rel. 
Utilities Conrnission v. CUCA, 106 N.C. App. 218 (1992) and State ex rel. 
Utilities Commission v. CUCA, 106 N.C. App •. 306 (1992). The Court of Appeals 
reasoned as follows: 

These filings_ reflect decisions by P-i edmont' s management to •make 
fundamental changes in its sources of supply of natural gas and to 
access substantial additional volumes of natural gas . .  While these 
decisions may be arguably laudable, having substantial long-range 
benefits for Piedmont's customers and the economy of this State, the 
rate changes generated by these decisions are simply not of the nature 
of those to be allowed under G.S. 62-l33(f). The factors underlying 
Piedmont's application in these dockets -- additional pipeline 
capacity, and alternative supply sources -- are not distinguishable 
from those factors at issue in State ex rel. Utilities Cot11T1ission v. 
c:F. Industries, Inc., 39 N.C. App. 477, 250 S.E.2d 716 (1979) where 
we disapproved of and disallowed a G.S. 62-133(f) rate change order 
and held that such rate changes must be considered and passed upon in 
a general rate case proceeding pursuant to G.S. 62-133(a)-(e). Such 
is our decision here, and therefore. the order of the Conrnission of 31 
October 1990 under appeal must be �nd is Reversed and vacated. 

106 N.C. App. 220-221. The Supreme Court denied review in both cases at 332 N.C. 
671 (1992). 

8. On December 21, 1990, Piedmont filed an application for a general rate
case in Docket No. G-.9, Sub 309. As part of its application, Piedmont requested 
reapproval of the ratemaking formula in the February 13, 1990 Order as in�erim 
relief in the rate case and reapproval to recover as interim rates in the rate 
case the amounts previously approved in the.Commission's October 31, 1990 Order 
in Docket No. G-9, Subs 300 and �06, and the Commission's November 21, 1990 Order 
in Docket No. G-9, Sub 308. Piedmont requested interim relief in order to obtain 
additional authority to collect the amounts previous approved. 

9. On February 5, 1991, the Commission·issued an Order allowing interim
rate relief which (If reapproved the ratemaking formula .previously approved in 
the February 13, 1990 Order as interim relief in the rate case and (2) reapproved 
the rate adjustments in the October 31, 1990 and November 21, 1990 Orders as 
in,terim relief in the rate case. 
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IO. The purpose of the present Order .is to determine the amount of refunds 
due customers as a· result of the reversal by the Court of Appeals of the October 
31, 1990 Order and the November 21, 1990 Order. 

11. The Public Staff and Piedmont contend that the amount of refunds should
be $473,501 plus interest at 10%. They use ·the period of NOvember I; 1990, 
through February 4, 1991. Their calculation seeks to identify'the additional 
firm pipeline capacity costs collected by Piedmont. 

12. ·· CUCA and the Attorney General contend that the amount of refunds is
$1,547,·456 plus interest at 10%. They use the same period to-calculate refunds. 
Their calculation is based on monies collected for replacement and additional 
capacity. 

13. The Commission finds and concludes that Piedmont should refund all
monies collected pursuant to the authority of the October 31, 1990 Order and 
November 21,. 1990 Order for the period November 1, 1990, through February 4, 
1991. These include the rate increases authorized by the Orders multiplied by 
volumes during the refu'nd period and certain demand charge true-up activity 
undertaken by authority of the Orders. The Co1J1J1ission calculates the amount of 
refunds as $1,363_,937 without interest.. 

- · · 

14. T�e. refunds required herein should include interest at the rate of 10%.

15. The refund plan should be as follows:

All customers whose average daily usage exceeds 300 dekatherms per day 
during the periods the monies were collected from customers shall 
receive a lump sUm refund by check. 

The refunds for all other customers entitled to refunds shall be 
determined by customer class with each such customer receiving a bill 
credit based upon the customer's class percentage contribution during 
the relevant period, 

EVIDENCE AND CONCLUSIONS FOR·FINDINGS OF FACT NOS. 1-9 

These findings recount the proceedings of the Conmission and the Court of 
Appeals in the relevant dockets. The evidence in support of these findings is 
found in the testimony presented at the hearing on remand, the official records 
and files of the Conmission, and the opinions of the Court of Appeals. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 10-13 
. ' 

The evidence in support of these findings is found in· the testimony and 
exhibits of witnesses Schiefer, Boggs, Hoard and Solomon. 

The calculation of refunds·agreed to by the Public Staff and Piedmont is 
found in the testimony of witness Hoard, when he was called to testify for the 
Public Staff, and in the Public Staff's Motion filed on February 23, 1993, which 
was• presented -in evidence as Attorney General Cross Exhibit 7. The calculation 
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is also supported by Piedmont's letter Of. February 24, 1993, in which it accepted 
this calculation as a settlement with the Public Staff, and by the testimony of 
Piedmont witnesses. The settlement refund amcitint is $473 .. 501 plus interest at 
10%. 

The calculation of refunds presented by the Attorney General and CUCA is 
found in the testimony and exhibits of witness Hoard, when he was called as a 
witness for the Attorney General, and witness Solomon, who was presented as a 
witness for CUCA. The calculation is found in Attorney General Hoard Exhibit 1, 
Schedules _A-E, as .discussed and corrected in witness HOard's testimony and in 
Exhibit JBS-1 and in the testinionY of witness Solomon. Their refund amount is 
$1,547,456 plus interest at 10%. 

First, the Comniss·ion must consider the effect of the settlement between 
Piedmont and the Pubiic.Staff. The Commission. has previously dealt with how a 
settlement between some, but•not all, parties to a.proceeding,should ·be handled. 
Such a situation arose in Piedmont's gener.al rate case in Docket No. G-9 1 Sub 
309. The Conmission stated the following in its Order of Ju1y·22, 1991, in that
docket: .. - · · , :

Neither the Attorney General nor CUCA joined in the stipulation. 
The Comnission received the stipulation in evidence, but the 
Comnission proceeded with the hearing in.order to allow all parties an 
opportunity to be . heard. The Commission has conside"red the 
stipulation along with all other testimony· and exhibits received at 
the hearing. The Commission has weighed the terms of the stipulation 
1n the·context of the entire record, an� the Commission has-proceeded 
to determine the Company's rates under the standards of G.S. 62-133 
arid other applicable statutes on the basis of the entir� record. See 
generally, Mobile Oil Corporation v. Federal Power Commission, 417 
U.S. 283, 312-314, 94 S. Ct. 2328, 2348, 41 L. Ed. 2d 72, 97-98 
(1974). 

In the present case, the .Comnission has considered the settlement between 
Piedmont and the Putilic Staff, along with all other evidence. The CoTI111ission has 
considered the entire record in reaching this decision. The Commission has 
decided to adopt neither the settlement calculation nor the calculation of the 
Attorney General and CUCA. 

We begin by analyzing why the Court of Appeals reversed our Orders of 
October 31 1 1990, and November 21, 1990. In each case, P.iedmont subscribed to 
new pipeline service. Some-of the service replaced service previously obtained 
from oth_er suppliers; some of the service added to Piedmont's pipeline capacity. 
Piedmont did not file a general rate case to recover these costs. In each case, 
Piedmont sought to recover the costs of the new s�rvi ce through a PGA, or 
purchased gas adjustment, .proceeding under G.S. 62-l33(f). The Court of Appeals 
held that su�h costs--costs resulting from management decisions to chang� the 
Company's ·source of natural gas supply or to access additional volumes of natural 
gas--cannot be reflected ·•in rates through a PGA proceeding. Such. costs must be 
reflected in rates through a general rate case. The Court did not hold. that 
Piedmont's decisions were imprudent or that,the new services were not needed. 
It simply held that rate changes to recover the costs of these decisions and 
services must be made in a general rate case. Thus, the Commission's task on 
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remand is to determine what rate changes resulted from-the Orders of October 31, 
1990, and November 21, 1990, and to refund the incremental amounts that Piedmont 
collected as a result of these Orders. 

The October 31, 1990 Order dealt with new Southern Expansion service. It 
authorized a rate increase of 4.09¢ per dt for service rendered from November 1, 
1990 through December 31, '1990, and a rate increase of 2.97¢ per dt on and after 
January 1, 1991. The 4.09¢ per dt increase was reduced to 2.97¢ per .dt as of 
January 1, 1991, because part of the Southern Expansion capacity replaced Cabot 
capacity as of January 1, 1991. This gives us one component of the refunds, as 
follows: 

Authorized 
Prorated Recovery 

Month Volumes Rate Amount 

November 1990 5,021,032 $ .0409 $205,360 
December 1990 6,099,633 $ .0409 $249,475 
January 1991 8,296,505 $ ;0297 $246,406 
February 1991 1,046,682 $ .0297 S 31,086 
Total 20,463,852 F32,327, 

The November 21, 1990 Order approved a rate· increase of 2.12¢ per dt 
effective December 1 1 1990 1 to recover. for the new service from Columbia. In 
order to reverse the effect·of this Order and to refund the amounts·unlawfully 
collected under the Order, we must multiply the rate increase by the volumes 
during the refund period. Thus, another component of the refunds can be 
calculated by multiplyfog.this rate increase by the volumes during the refund 
period, as follows: 

Prorated 
.Month Volumes 

November 1990 5,021,032 
December 1990 6,099,633 
January 1991 8,296,505 
February 1991 1,046,682 
Total 20,463,852 

. 
. 

Authorized 
Recovery 

Rate Amount 

$ 0 $0 
$ .0212 $129,312 
$ .0212 $175,886 
$ .0212 S 22,190 

$327,388 

-The last component of the refunds relates to the deferred account. The
deferred account operated as a devi�e to permit Piedmont to "true-up" 
overrecoveries or.underrecoveries of its demand charges. The February 13, 1990 
Order authorized procedures whereby, on·a monthly basis, Piedmont determined the 
difference between (a) the aggregate monthly portion of annual demand charges 
included in the most recently approved PGA and (b) the Company's actual monthly 
portion of annual demand charges. In other words, Piedmont conipared the base 
amount of demand charges contained in its rates and the amount.of demand charges 
which the Company actually incurred. The difference was recorded in the demand 
charge deferred account. Witnesses Hoard and Solomon· testified that the 
appropriate treatment for the entries made to the deferred account for·Southern 
Expansion and Columbia costs during the refund period is to treat any 
underrecovery' as having been recouped from .customers , and to treat any
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overrecovery as having been refunded to customers. Since the base amount during 
the refund period came out ·of the Orders of October 31, 1990 and November 21, 
1990, ft is appropriate to make corrections to the deferred account activity to 
account for the Southern Expansion and Columbia costs during the refund period. 
The entries to the deferred account during the refund period are uncontroverted. 
The entries show a $286,312 underrecovery of Southern Expansion costs booked to 
the deferred account and a $42,090 overrecovery of Columbia costs booked to tne 
deferred account, which, when netted against each other, produce a refund of 
$244,222 related to the operation of the deferred account, 

The three components of the Conrnission's calculation, excluding interest, 
are as follows: 

Southern Expansion collections: 
Columbia collections: 
Corrections to the deferred account: 

Total: 

$ 732,327 
$ 327,388 
S 244,222 

$1,303,937 

CUCA·witness Solomon testified that his calculation includes "direct charges 
and the operation of the Company's deferred account as well as the Cabot-related 
collections for which no Cabot costs were incurred." The Conrnission rejects the 
calculation of the Attorney General and CUCA insofar as they propose to refund 
monies associated with Cabot costs which were approved in Piedmont's general rate 
case in Docket No. 6-9, Sub 278, and in other prior proceedings. The calculation 
of· the Attorney General and CUCA is based on the premise that all rates 
associated with the recovery of Southern Expansion and Columbia costs should be 
refunded. Their calculation multiplies the applicable volumes during the refund 
period times not only the rate increases authorized by the CoTll!lission in the two 
Orders that have been reversed, but also what was embedded in Piedmont's rates 
in prior proceedings to recover certain costs of the Cabot service which was 
replaced by the Southern Expansion service. Since these Cabot-related costs 
were included in Piedmont's rates in either a general rate case or other prior 
proceedings, and not as a result of the two Orders reversed by the Court of 
Appeals, there is no justification for refunding them. As stated ea·�lier, the 
Cbnunission Will require a refund of the incremental rate increases authorized by 
the Orders of October 31, 1990 and November 21, 1990, 

The Co!llllission also rejects the settlement refund amount proposed by 
Piedmont and the Public Staff. The theory underlying the settlement calculation 
is that Piedmont should absorb Southern Expansion and Columbia costs (where they 
were not built into the cost of service in a general rate case) only to the 
extent they represent an increase in total pipeline capacity. i.e., that Piedmont 
should make refunds only for additions to capacity. We disagree. The 
calculation of the settlement refund amount is·premised on an overall capacity 
replacement arrangement. The calculation determines the ratio of the pipeline 
capacity of Southern Expansion and Columbia that replaced South Carolina Pipeline 
and Cabot, Such percentage is then multiplied by the full rate, expressed in 
cents, per dt, associated with the new service to determine a replacement rate. 
The excess of the costs recovered in rates over the replacement rate is deemed 
to be the excess rate. The excess rate is then multiplied by the applicable 
volumes during the refund period to arrive at the excess costs to be refunded. 
This calculation does not conform to our interpretation as to what is required 
by the Court of Appeals' opinions. Further, one of the main arguments that 
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Piedmont presents in its proposed order to support the settlement calculation 
goes like this: If the Attorney General and CUCA's calculation Is reduced to 
correct certain "erl'ors.'' their calculation produces refunds less than the 
settlement calculationi therefore, the settlement refund amount is reasonable. 
But the only way Piedmont can achieve this is by , among other things, applying 
a shorter refund period and a lower interest rate to the Attorney General and 
CUCA's calculation than to the settlemerit calculation, .and, the Conrnission 
specifically rejects these "corrections." 

Piedmont l'aised several objeCtions to the method by which 'the Attorney 
General and CUCA calculated their refund amount. We will consider Piedmont's 
arguments �s they might relate to the CoI11J1ission•s·calculation. 

The refund period begins on November 1, 1990, and ends with the effective 
date of the Corrmission's Order of February 5, 1991, approving interim rates in 
Piedmont's general rate case in Docket No. G-9, Sub 309. The settlement between 
Piedmont and the Public Staff uses a refund period of November 1, 1990, through 
February 4, 1991. The settlement assumes that the interim rate Order of �eliruary 
5 1 1991 1 was effective on the date issued. However, Piedmont argues that if the 
settlement refund amount is rejected, the period of refund should be shortened; 
it argues that the interim rate Order should be interpreted as relating back to 
the ,date on which Piedmont filed its- general rate case application, which was 
December 21 1 1990·. 1 The Conmission rejects this argument. First, as general 
practice, ·co1I111ission orders are interpreted as effective on. the date issued 
unless another.date is specified in the order or required by law. The interim 
rate Order does not specify an effective date, and it should therefore be 
interpreted as effective upon issuance. Second, it is clear from the Order as 
a whole that the Corrmission intended it to be effective upon issuance. Nothing 
in the Order even suggests otherwise. There was a dissent, and it specifically 
interpreted the Order as effective upon issuance. The dissent noted that 
Piedmont was trying to protect itself in case the Conmission's October 31, 1990 
and Novelllber 21, 1990 Orders were reversed. The· dissent stated, "With interim 
relief I Pi edmOnt wi 11 be pr'otected frorri today's date forward even if. it 1 oses the 
appeals.• (Emphasis added.) Third, we note that, until recently, Piedmont itself 
,interpreted the interim rate Order as effective upon issuance. Piedmont filed 
a letter·with the Commission on December 9, 1992, stating its initial position 
on remand. Piedmont stated, nThe effect of these two general rate case orders 
[i.e., the interim rate Order and the final Order] is to terminate any refund 
obligation of Piedmont which may result from the Court'.• reversal of. the Sub 306 
and Sub 308.orders as of February 5, 1991." (Emphasis added.) Fourth, Piedmont 
never asked for interim relief to begin with the filing date of Its general rate 
case application. When it filed on December 21, 1990., Piedmont proposed rates 
to be effective 30 days later on January 21, 1991. (G.S. 62-134(a) requires 30 
days' notice before a utility changes rates.) When it asked for interim relief, 
Piedmont asked for interim relief during the "suspension period." The Conmission 
issued an Order on January 18, 1991, suspending the proposed rates, but the 
suspension period did not begin until the proposed effective date of January 21, 
1991. Fifth, the Conmission can only c;:hange rates before the 30-day notice 
period "for good cause shown in writing • . •  under such conditions as it may 
prescribe." G.S. 62-134(a). Finally, the Co!T!llission questions whether it could 
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lawfully, over ·objection 1 made interim relief effective back to December 21, 
1990, by an order that was not issued until February 5, 1991. For all these 
reasons, the Corrrnission concludes that the appropriate refund period is November 
I, 1990 through February 4, 1991. · · 

-Piedmont makes several "fairness" arguments. It argues· that the costs at
issue were expended to reduce customers' cost of gas and to expand service. This 
argument misses the point. The Court of Appeals itself noted that Piedmont's 
decisions "may be arguably laudable having substantial long-range benefits for 
Piedmont's customers and the economy of this State," but the issue iS not the 
wisdom of Piedmont's decisions. The issue is the legality of the procedures by 
which Piedmont sought to recover the costs generated by its decisions·. Piedmont 
argues that it would have filed a general rate case to recover these costs, 
instead of the present proceedings, had CUCA timely perfected its appeal of the 
Comnission's February 13, 1990 Order •. (CUCA did not file its proposed record on 
appeal on time due to the death of its attorney. CUCA later obtained an 
extens.ion of time and perfected the appeal.) Whatever the reason Piedmont chose 
not to file a general rate case, Piedmont clearly had notice that the legality 
of the ratemaking formula in the Corranission's February 13, 1990 order was an 
issue. Both the Attorney General and CUCA expressed concerns about the legality 
of the formula when it was presented to ··the Commission, and two Corrunissioners 
dissented on grounds that the Order was illegal. Piedmont a]so argues that on 
remand the Conmi ssi on· should consider that it could have recovered ·South .carol ina 
Pipeline demand'costs, which were higher than the Southern Expansion and Columbia 
cDsts. The Comnission interprets its present task as refunding the rate changes 
that resulted from the Orders that have been reversed, and, in doing so, we 
cannot give Piedmont credit for decisions it mfg'ht have made, but did not. 
Piedm�nt never. incurred the South Carolina pipeline demand costs. 

Piedmont argues that a refund related to the deferred account amounts to a 
double refund because monies taken out were subsequently returned through normal 
operation of the deferred a�count. This argument forgets that as of February 5, 
1991,.th� deferred account true-up and the Southern Expansion and Columbia rate 
increases had been authorized as interim rel. ief in a general rat'e case. Deferred 
account activity from that date forward cannot be netted against activity before 
February 5. ·· 

Piedmorit also argues that since only ·cucA appealed the Orders, other 
customers are entitled to no refunds at all, other than what Piedmont has agreed 
to provide in its settlement with the Public Staff. Piea'mont cites several 
auttiorities for the proposition that a party who e1ects not to appeal may obtain 
no benefit from an appeal by another party. None of the authorities cited by 
Piedmont involve public utility rates. Public utility rates are affected with 
the public interest, and the Comnission is �harged with setting just and 
reasonable rates for all. GeS. 62-2. Further, 

[a] rate has not been lawfully established simply because the
Conmission has ordered it. If the Conmission makes an error of law in
its order from which there is a timely appeal the rates put into
effect by that order have not been "lawfully established" until the
appellate courts have made a final ruling on the matter.
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State ex rel. Utilities Corrmi ssion v. Conservation Counci 1, 312 N.C. 59, 67 1 320 
·s.Ed. 679 (1984). A utility must refund the proceeds of rates that were 
unlawfully charged. Id. at 68. CUCA's appeals challenged the Commission's 
Orders on grounds that are applicable to all ratepayers, -not on a basis that 
might apply solely to particular customers. The Court of Appeals opinions do not 
limit the effect of the deci si ans to particular customers or groups of customers. 

· All customers are entitled to refunds.

EVIDENCE AND CONCLUSIONS 'FOR FINDING OF FACT NO. 14 

The evidence for this finding of fact is found in the testimony of witnesses 
Schiefer, Boggs, Hoard and Solomon. 

G.S. 62-130(e) provides, 

In all, cases where·the Conmission requires or orders a public utility 
to refund moneys to its customers which were advanced by or 
overcol 1 ected from its customers, the Corrmi sSi on shall require or 
order the utility to add to said refund an amount of interest at such 
rate as the Conmission may determine to be just and reasonablei 
prov! ded, however, that such rate of interest applicable to said 
refund shall not exceed ten percent (10%) per annum. 

The amount of refunds order·ed by the Co1J111ission must bear interest in order to 
compensate Piedmont's customers for the 1 oss of their funds from November l 1 

1990, until the refunds are made. Piedmont agreed to interest of 10% as part of 
its settlement with the Public Staff. However, Piedmont takes the position that 
if the Conrnission rejects the settlement refund amount, the interest rate should 
be 6% instead of 10%. The Attorney General. and CUCA support interest at the rate 
of 10%. 

The Commission has historically ordered 10% interest on most utility 
refunds. One Commissioner has recently indicated that the Commission should move 
away from 10% interest in light of present economic conditions (see concurring 
opinion to the Commission's September 10, 1993 Order in Docket No. G-5, Sub 279), 
but the Commission believes that 10% is appropriate'in this case. First, 10% 
interest is what the Commission has recently ordered both North Carolina Natural 
Gas Corporation (NCNG) and Public Service Company of North Carolina, Inc. (Public 
Service) to pay on the· refunds that they have made in connection with their 
Southern Expansion costs. Both HCNG and Public Service recovered certain costs, 
outside general rate cases, for new services that they obtained from Transco's 
Southern Expansion project, and 1 like Piedmont, both have been required to make 
refunds. The Conmission approved refund·plans for both HCNG and Public Service 
in Docket No. G-21, Sub 289 and Docket No. G-5, Sub 279, and both plans provided 
for interest at the rate of 10%. The Public Service refund plan was approved as 
recently as, September 10, 1993. In the interest of maintaining consistent 
treatment, as near as possible, for the three companies, the Commission finds 
that the present refunds should bear interest at the rate of 10%. Further, the 
refund period in this case goes back to late 1990 1 when economic conditions wer.e 
different from the present and when interest rates were generally higher. 
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The calculation Of interest through the date of this Order amounts to 
· $489,982. If refunds are substantially delayed for·any reason, interest shall

be added through the date refunds are in fact made.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15 

Witness Solomon, in his prefiled testimony, testified that he believed it 
would be most appropriate to make direct ·refunds by check to the affected 
customers in the exact amount of their overpayment plus appropriate interest. 
Piedmont witness Boggs testified that Pie�mont opposed such a refund proposal. 
She testified that the administrative costs of writing a refund check, mailing 
and reconciling its back account for each of its customers wo·uld be substantial 
and, accordingly, it was for those reasons the Commission had rejected similar 
requests in the past. Witness Solomon, in later testimony, acknowledged that it 
probably would be administratively more efficient to make refunds to smaller 
customers and residential customers through a billing credit and he would not be 
opposed to that. 

Based upon the foregoing, the Corrmission concludes that it is appropriate 
to require a refund plan identical to that recently ordered for NCNG when it was 
required to refund its overcollections for Southern Expansion and Columbia costs. 
Such refund plan is as follows: 

All customers whose average daily usage exc�eds 300 dekatherms per day 
during the periods the monieS were collected from customers shall 
receive a lump sum refund by check. 

The refunds for all other customers entitled to refunds shall be 
determined by customer class·with each such customer receiving a bill 
credit based upon the customer's class percentage contribution during 
the relevant period. 

Such credits shall be based upon consumption during a similar period_ and a report 
should be filed when the refunds are completed. 

IT IS, THEREFORE, ORDERED as follows: 

1. That Piedmont shall make refunds of $1,303,937 plus interest at the
rate of 10% as hereinabove provided, beginning with its next billing cycle and 

z. That Piedmont shall report to the Co11mission upon completion of the
refund plan authorized herein. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 8th day of Ha�ch 1994. 

(SEAL) 
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Docket No. 6-9; Sub 340 

In the Hatter of 
Appiication of Piedmont Natural Gas 
Company, Inc., for Approval of 
FAS 106 Ratemaking Treatment or, 
in the Alternative, for a General 
Increase in its Rates and Charges 

) 
) 
) 

ORDER 
APPROVING 
smLEHENT 

HEARD IN: Mecklenburg Criminal Court Building, Charlotte, North Carolina, on 
February 1, 1994; Guilford County Courthouse, Greensboro, North 
Carolina, on February 2, 1994; and CoTll!lission Hearing Room, Dobbs 
Building, Raleigh, North Carolina, on February 8, 1994. 

BEFORE: CoT11J1issioner Laurence A. Cobb, Presidillg; Corrmissioner Allyson K. 
Duncan, and Corrmissioner Judy F. Hunt. 

APPEARANCES: 

For The Applicant: 

Jerry W. Amos,-Brooks; Pierce, Mclendon, Humphrey & Leonard, Attorneys 
at Law, Post Office Box 26000, ·Greensboro, North Carolina 27420 

For The Public Staff: 

Paul L. Lassiter, Staff Attorney, Public Staff - North Carolina 
Utilities-Conmission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 

For Carolina Utility Customers Association, Inc .. : 

Sam J. Erv.in, IV, Byrd, Byr:d, Er.vin, Whisnant, McMahon l Ervin, P.A., 
Post Office Box 1269, Morganton, North Carolina 28655 

BY THE COMMISSION. On August 26, 1993, Piedmont Natural Gas Company, Inc. 
(Piedmont or the Company) filed a petition in Docket No. 6-9, Sub 340 requesting 
as primary relief authority for deferred accounting treatm·ent of certain post
retirement benefits other than pensions (PBOPs) to comply with Statement of 
Financial Accounting Standards No. 106 (FAS-106). As alternative relief, 
Piedmont requested a general increase in rates and permission to place a portion 
of that increase in effect on an interim basis on November 1, 1993, to permit it 
to recover its additional P80P costs related to FAS-106. 

On September 8, 1993, the Carolina Utility Customers Association, Inc. 
(CUCA), filed a Petition to Intervene· iri Docket •No. G-9, Sub 340, and on 
September 28, 1993, the Conmission issued an Order. granting the petition. 

i 
... ' 

On· September 22, 1993, the Conmission suspended the proposed rates·for a 
period of 270 days from the proposed effective date of September 25, 1993. On 
October I, 1993, the Coillnission issued an Order denying the requested deferred 
accounting treatment and the request for emergency relief. On October.a, 1993, 
Piedmont filed a request for reconsideration of the Co1I1Dission's October 1, 1993 
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Order. On October 12, 1993, the Conrnission issued an Order setting the matter 
for hearing and requiring Piedmont to give notice of the hearing. In that Order, 
the Con111ission also established dates for the prefiling of direct testimony by 
the intervenors and for the prefiling of rebuttal testimony by Piedmont. On 
November 3, 1993, the CoD111ission issued an Order�denying Piedmont's request for 
reconsideration. 

on December 23, 1993, the Co1T1Dission issued an Order in DOcket No. G-9, Sub 
339 authorizing Piedmont to recover 100% of its prudently incurred gas costs 
during the period of review in that docket. In order to "true-up" P.iedmont's gas 
costs deferred accounts, Piedmont was directed to reduce its.rates to all sales 
customers purchasing gas under Rates IOI, 102, 103 and 104 by $.0699 per dt. and 
to all transportation customers transporting gas under Rate Schedules 113 and 114 
by $.0994 per dt. effective 30 days from the date of the Order and continuing for 
12 months. 

on January 11, 1994, Piedmont, the Public Staff and CUCA filed a joint 
motion for approval of a settlement agreement that would settle all matters in 
Docket No. G-9, Sub 340. Under the terms of the proposed settlement, rates to 
customers purchasing gas under Rate Schedules 101 and 102 would be increased by 
an amount approximately equal to the reduction in rates required in Docket No. 
G�9, Sub 339. To avoid having a rate decrease in Docket No. G-9, Sub 339 and a 
rate increase in Docket No. G-9, Sub 340, the parties have agreed in the proposed 
settlement to provide for this offset through entries to Piedmont's demand gas 
cost deferred Account No. 253. 

On January 19, 1994, the Comission issued an Order suspending the prefiling 
of testimony in Docket No. 6-9, Sub 340. On January 20, 1994, the Commission 
also issued an Order in Docket No. 6-9, Sub 340 modifying its suspension Order 
to permit the settlement agreement to become .effective February 1, 1994 1 subject 
to the public hearings in Docket No. G-9, Sub 340 and the Conmission's final 
Order. Also on January 20, 1994, the Co1T1Dission issued an Order in Docket No. 
G-9, Sub 339 staying the effect of decretal paragraph 4 of its December 23, 1993
Or.der in that docket pending further Order of the Comnission.

On February 1, ·1994, the.matter came on for hearing as scheduled. At the 
hearing in Charlotte, Louise Sellers and Graham Keith testified as public 
witnesses. 

On February 2, 1994, the hearing was continued in Greensboro, at which time, 
Hike Aiken and Peter Reichard testified as public witnesses. 

on February e, 1994, the case in chief came on for hearing as scheduled in 
Raleigh, at which time the prefiled testimony and exhibits of the following 
witnesses were offered and accepted into evidence in support of the settlement 
agreement: (1) John H. Haxheim, President, Chairman of the Board and Chief 
Executive Officer of Piedmonti (2) Barry L. Guy, Vice President and Controller 
of Piedmont; (3) Dr. Donald A. Hurry, Economist with C.H. Guernsey & Company and 
Professor of Economics at· the University of Oklahomai (4) Bill R. Horris, 
Director of Rates of Piedmont; (5) Chuck W. Fleenor., Vice President of Gas Supply 
of Piedmont; and '{6) Ware f. Schiefer, Senior Vice President of Marketing and Gas 

-Supply of Piedmont.
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Based upon the verified application, the testimony and exhibits received 
into evidence at the hearings and the record as a whole, the Comnission makes the 
following: 

FINDINGS AND CONCLUSIONS 

1. The Company 1� engage_d in the business of transporting, dfstributing and
selling gas in ·42 North Carolina communities. 

• 
I 

• • 

2 .. In its application in this docket, the:Company is seeking an increase 
in its rates and charges for natural gas service to its North Carolina customers: 

3. The Company is a public utility within the meaning of G.S. 62-3(23).

4. The Comnission has jurisdiction over, among other things, the rates and
charges of public utilities, including the.Company. 

5. The Conmission concludes that the Company is properly before the
Conmission for a determination of the justness and reasonableness of its rates 
and charges as regulated by the Conmission under Chapter 62 of the General 
Statutes of North Carolina. 

6. The only parties submitting evidence in this case with respect to
revenue, expenses and rate base used a test period of the twelve months ended May 
31, 1993, updated for the most part through December 31, 1993, and the settlement 
agr.eement was based upon the same test period. 

7. The Corrmission concludes that the appropriate_test period for use in
this proceeding is the twelve months ended Hay 31, 1993, updated primarily 
through December 31, 1993.· 

8 .. On January II, 1994, Piedmont, the Public Staff and CUCA filed a joint 
motion for. approval of a settlement agreement that would settle all matters in 
this docket. A copy.is attached to this Order as Exhibit A. 

9. Although, the settlement will·only be in effect for nine months, it is
based upon an _increase in annual revenues of $2,029,310. 

ID. As required by 6.S. 62-!33(b)(!), the Conmission has ascertained the 
reasonable original cost ·of the Company's property used and useful, or to be 
used and useful within a reasonable time after the test period, in providing 
natural gas utility service to the public within North Carolina, less that 
portion of the cost which has been consumed by depreciation expense, all as set 
forth in Exhibit B. The Corrmission·concludes that these amounts a_re appropri ate 
for use in this docket. 

II. As .required by G.S. 62-!33(b)(2), the Conmission has estimated the
.Company's probable revenue under the present and proposed rates, all as set forth 
in Exhibit C. The Conmission concludes that these amounts are reasonable for use 
in this docket. 
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12. As required by G.S. 62-l33(b)(3), the Coll1llission has ascertained the
Company's reasonable operating expenses, including actual investment currently 
consumed through reasonable actual depreciation, as is set forth in Exhibit C. 
The Comnission concludes that these amounts are reasonable for use in this 
docket. 

13. As required by G.S. 62-l33(b)(4), the Coll1llission has fixed the rate of
return on the cost of the property ascertained pursuant to findin'g and conclusion 
12 above as will allow the Company by sound management the opportunity to 
produce a fair return for its shareholders, considering changing economic 
conditions and other. factors, as they now exist, to maintain its facilities and 
services in accordance with the reasonable requirements of its customers in the 
territory covered by its franchise, and to compete in the market for capital 
funds on terms which are reasonable and which are fair to its customers and to 
its existing investors. This amount is set forth on Exhibit e. The Conrnission 
concludes that this amount is fair and reasonable and will allow the Company by 
sound management the opportunity to produce a fair return for its shareholders, 
considering changing economic conditions and other factors, as they now exist, 
to maintain its facilities and services in accordance with the reasonable 
requirements of- its customers in the territory covered by its franchise,· and.to 
compete in the market for capital funds on terms which are reasonable and which 
are fair to its customers and to its existing investors. 

14. In determining the expenses set forth in Exhibit C, the Coll1llission has
allowed the Company-to recover·the full amount of its post-retirement other than 
pension costs in the amount of $1,443,951. The Corrmission concludes that the 
recovery of these post-retirement other than pension costs by the Company is just 
and reasonable. 

15. In determining the expenses set forth in Exhibit C, the Conrnission has
also allowed the Company to recover approximately $80 1 000 of environmental clean 
up costsi however, the allowance of these expenses shall not affect the Company's 
right to continue to defer such costs as they are incurred in the future or any 
other party's right to challenge the recovery of such costs as they are•incurred 
in the future. The Conrnission concludes that the recovery of these test period 
environmental cleanup costs by the Company is just and reasonable. 

16, For the purpose of this docket only, the gas in storage included in 
rate base does not include capitalized demand and storage charges. The 
Corrmission concludes that this treatment of •capitalized demand and storage 
charges is just and reasonable for the purpose of the settlement. 

17. Under the terms of the settlement, gas throughput is stated as 68.9 Bcf.
The Coll1llission concludes that for the purpose of this settlement this throughput 
is just and reasonable. 

18. The Commission concludes that no changes in Piedmont's weather
normalization adjustment (WNA) should be made as a result of this Order. 

19, Under the settlement, the parties agreed that all filings by the 
Company, including gas cost true-up filings, under the Company's gas cost 
recovery procedures will not be changed as a result of this settlement and will 
be based on the same allocation of gas costs among rate schedules and between 
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states and will include the same volumes of unaccounted for gas approved in 
Docket No. G-9, Sub 309. The CoT!lllission finds this provision of the settlement 
to be fair and reasonable. 

20. Under the settlement, the Company wil l  accomplish the increase in the
annual level of revenue•by debiting Its demand gas cost deferred Account No. 253 
by $133,333.33 per month during the period of February 1, 1994 through October 
31, 1994. To avoid any changes in existing rates, the rate reductions approved 
In Docket No. 6-9, Sub 339 for Rate Schedules 101 and 102 will be used to offset 
the rate Increases in this docket. The rate reductions ordered in Docket No. 6-
9, Sub 339 for all rate schedules other than Rate Schedules IOI and 102 will 
become effective for service rendered on and after February 1, 1994 and will 
remain In effect for 12 months. 

21. The Conrnission concludes that the increase in the annual level of
revenue, the method of recovering that increase through the demand gas cost 
deferred account, and the rates that result from that method of recovery are just 
and reasonable and should be approved. 

22. The settlement provides that, with the exception of the matters
referred to in finding and conclusion 14 above, the provisions of the settlement 
do not necessarily represent the position of any party to the settlement, will 
not be precedent· in any future rate case filed by the Company and maY not be 
cited as precedent by any party. The Convnission finds this provision of the 
settlement to be fair and reasonable. · 

23. The Commission finds and concludes that the settlement Is fair and
reasonable and should be approved. 

EVIDENCE IN SUPPORT OF FINDINGS AND CONCLUSIONS 1-5 

The findings of fact and conclusions set forth in' findings and conclusions 
1-5 are jurisdictional and were not contested by any party. They are supported
by the Company's verified application and the testimony and exhibits of the
various witnesses and the N.C.U.C. Form G-1.that were filed with the appJ.icatlon.
On February 7, 1994, the Company filed affidavits of publication stating that
notice of the hearing was published in various newspapers in the Company's
service area as required by the Conrnission's Order of October 12, 1993.

EVIDENCE IN SUPPORT OF FINDINGS AND CONCLUSIONS 6-7 

The Company filed its application and exhibits using· a test period of the 
twelve months ended May 31, 1993. In its Order of October 12, 1993, the 
Conrnission ordered the parties to use a test period of the twelve months ended 
May 31, 1993, with appropriate adjustments. The settlement agreement is based 
upon the test period ordered by the Corranission, and this test period was not 
contested by any party. 

EVIDENCE IN·SUPPORT OF FINDINGS AND CONCLUSIONS 8-9 

These findings and conclusions are supported by official files of the 
Commission and the settlement agreement attached to tMs Order as Exhibit A. 
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EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 10 

The reasonable original cost of the Company's property used and useful, 
or to be used and useful within a reasonable time after the test period, in 
providing natural gas.ut_ility service to the public within North Carolina, less 
that portion of the cost which.has b�en cOnsumed by depreciation expenSe, is set 
forth in Exhibit B. The amounts shown on Exhibit B are the result of 
ne9otiations among the parties and are not opposed by any party. The Coimiission 
has carefully reviewed these amounts and conc,lµdes that they are appropriate for 
use in this docket. · 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 11 

The probable revenues under the Company's present and proposed rates are set 
forth in Exhibit c. The amounts shown on Exhibit C are the result of 
negotiations among the parties and are not opposed by any party. The Coimnission 
has carefully reviewed these amounts and concludes that they are reasonable and 
appropriate for use in this docket. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 12 

The Company's reasonable operating expenses, including �ctual investment 
currently consumed through reasonable actual depreciation, is set forth in 
Exhibit C. The amounts shown on-Exhibit C are the result of negotiations among 
the parties and are not opposed by any party. The Conmission has carefully 
reviewed these amounts and concludes that they are appropriate for use in this 
docket. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 13 

The rate of return on the cost of the Company's used and useful property is 
set forth on Exhibit 8. This rate of return is the result of negotiations among 
the parties and is not opposed by any party. The Col!lllission has carefully 
reviewed this return and concludes that for the duration of the settlement it 
will allow the Company ,by sound management the opportunity to produce a fair 
return for its shareholders, considering changing economic conditions and other 
factors, as they now exist, to maintain its facilities and services in accordance 
with the reasonable requirements of its customers in the territory-covered by its 
franchise, and to compete in the market for capital funds.on terms which are 
reasonable and which are fair to its customers and to its existing investors. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 14 

FAS 106 was issued by the Financial Accounting Standards Board (FASB) in 
December 1990 and requires adoption by companies effective for fiscal periods 
beginning after December 15, 1992. Under FAS 106, companies must accrue the 
Costs of medical insurance, life insurance, and other benefits offered to its 
retirees on a current basis rather than expense them when the costs are actually 
paid. The effective date of FAS. 106 for Piedmont is November l, 1993. The 
settlement agreement provides for the Company to recover the full amount of its 
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post retirement benefits other than pension costs in the amount of $1,443,951. 
No party has opposed the recovery of this amount, and the Conmission concludes 
that the recovery of these post retirement benefits other than pension ·costs is 
just and reasonable. 

EVIDENCE IN SUPPORT OF F.INDING AND CONCLUSION 15 

The expenses set forth in Exhibit C include approximately $80,000 of 
environmen�al clean up costs. No party opposed the recovery of these costs. The 
Conmission concludes that the recovery of these costs under the facts of this 
docket is fair and rea�onablei however, the allowance of these expenses shall 
not affect the Company's right to continue. to defer such costs as they are 
incurred in the future or any other party's right to challenge the recovery of 
such costs as they are incurred in the future. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 16 

In computing the rate base in this case, the parties to the settlement 
agreed that for the purpose of this docket only, the gas in storage included in 
rate base does not include capitalized demand and storage charges. No party 
opposed this treatment of gas in storage for the purpose of this docket only; 
however, no party will be bound by this treatment of gas in storage in future 
rate cases. The Cormnission concludes that this treatment of capitalized demand 
and Storage charges is just and reasona�le for the purpose of the settlement. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 17 

Under the terms of the settlement, gas throughput is stated as 68.9 Bcf. 
No party opposed this throughput level. Since the additional revenue requirement 
will be recovered through the deferred account, the gas throughput level does not 
affect the rate increasei therefore, the Corrmission concludes that for the 
purpose of this settlement this throughput is just and reasonable. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 18 

ln the Company's last general rate case, Docket No. G-9, Sub 309, the 
Conmission approved a weather normalization formula (WNA). Under the provisions 
of the WNA clause, certain changes in the "R Factor" must be made when rates are 
adjusted in general rate cases. Since no changes in the Company's billed rates 
will result from this Order the parties have agreed in the settlement, and the 
Conmission agrees, that no changes in Piedmont's WNA should be made as a result 
of this Order. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 19 

Under the settlement, the parties agreed that all fii"ings by the Company, 
including gas cost true-up filings, under the Company's gas co$t recovery 
procedures will not be changed as a result of this settlement and will be based 
on the same allocation of gas costs among rate schedules and between states and 
will include the same volumes of unaccounted for gas approved in Docket No. G-9, 
Sub 309. This provision is required in order to protect the Company's right to 
realize the additional revenue provided by this Orderi therefore, the Comnission 
finds this provision of the settlement to be fair and reasonable. 
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EVIDENCE IN SUPPORT OF FINDINGS AND·CONCLUS!ONS 20-21 
' ', 

. 

Under the settlement, the Company will accomplish the increase in the annllal
level of revenue by debiting its demand gas cost deferred Account No. 253 by 
$133,333.33 per month during the period of February I, 1994 through October 31, 
1994. To avoid �ny changes in existing rates, the rate reductions approved in 
Docket No. G-9, Sub 339 for Rate Schedules IOI and 102 will be used to offset the 
rate-increases in this docket. The rate reductions ordered in Docket No. 6-9, 
Sub 339 for all rate schedules other than Rate Schedules IOI and 102 will become 
effective' for service rendered on and after February 1, 1994· and will remain in 
effect for 12 months. Unless changed by subseque·nt Order of the Commission, the 
effect of this procedure on rates billed to customers during the period of 
February I, 1994 through October 31, 1994 will be as follows: 

Rate Schedules 101 �nd 102: No increase and no decrease in billed rates. 

Rate Schedules 103 and 104: Rates reduced $.0699 per dt. during the 
annual period ending.January 31,'1995. 

Rate Schedules 113 and 114: Rates reduced $.0994 per dt. during' the 
annual perio'd ending Januar,r 31, 1995. 

No party has opposed this procedure or the resulting rates; therefore, the 
Conrnission concludes that these procedures and rates are fair and reasonable. 
The Comnission's decision; however, is without prejudice to any party to seek any 
ch�nge in rates or rate design in future rate proceedings. 

EVIDENCE IN SUPPORT OF FINDING AND �ONCLUSION 22 

The settlement provides that, with the exception of the matters-relating to 
FAS-106, the provisions of thE! settlement· do not necess!lrily ·represent the 
position of any party to the settlement, will not be precedent in any future rate 
case filed by the Company and may not be cited as precedent by any party. The 
Commission finds this provision of the settlement to be fair and reasonable and, 
with the exception noted above, no. party will be bound by any position taken in 
the settleme�t in any future rate proceeding filed by the Company. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 23 

The settlement will provide $1,200,000 of additional revenue to the Company 
during the nine month settlement period and it will do so without increasing 
existing billed rates. The Company intends to fj 1 e another rate case to be 
effective not later than November 1, 1994, and the Commission will have another 
opportunity to examine its rates at that time.- The Commission has previously 
found that the amounts provided in the settlement for rate base, revenues, 
expenses and rate of return are fair and reasOn�ble and that the resulting rates 
are fair and reasonable; therefore, the Co111J1iss·ion finds and concludes.that the 
settlement is fair and reasonable. 

·· 

264 



GAS - RATES 

IT IS, THEREFORE, ORDERED as follows: 

l. That Piedmont is hereby authorized to adjust its rates and charges in
accordance with the settlement agreement attached to this Order as Exhibit A 
effective February 1, 1994, and the settlement agreement is ap.pl'oved�.

2. That .Piedmont is hereby authorized to debit its demand gas cost deferred
Account No. 253 by $133,333.33 per month during the period February I, 1994 
through October 31, 1994, as provided in the settlement. 

3. That Decretal Paragraph 4 of the Cot1111ission's December 23, 1993 Order
in Docket No. 6-9, Sub 339 is hereby amended to the extent necessary to permit 
Piedmont to use the rate reductions approved in Docket No. 6-9, Sub 339 for Rate 
Schedules 101 and 102 to offset the rate increases in Docket No. 6-9, Sub 340 
during the period February l, 1994 through October 31, 1994. The rate reductions 
ordered in Docket No. No. 6-9, Sub 339 for Rate Schedules 101 and 102 will 
become effective for service rendered on and after November 1, 1994 and continue 
for service rendered through January 31, 1995. The rate reductions ordered in 
Docket No. 6-9, Sub 339 for all rate schedules other than Rate Schedules 101 and 
102 will become effective for service rendered on and after February I, 1994 and 

· will remain for service rendered through January 31, 1995. •

4. That Piedmont shall send the notice attached hereto as Appendix A to its
customers as a bill insert in its next billing cycle after the date of this 
Order. 

ISSUED BY ORDER OF THE COHHISSION 
This the 10th day of February 1994. 

(SEAL) 
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CONSENTED TO: 

Piedmont Natural Gas Company. Inc. 

,,jfh= 1 Amos 

A mey 

The Public Staff 

By: -ffe ;t'L:t, 
---,,:P::-a�u71 7L-,. L:--

as
-'--c,i:-'te-,����--

Its Attorney 

Carolina Utility Customers Association, Inc. 

By: ,J4rn�- ,;,,,;_ ,1J. I K4rr--'
Sam . Ervin IV 

1 1 

Its Attorney 
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State of North Carolina 

Before the Utilities Commission 

Docket �o. G-9, S1,1b 339 

In the Matter of: 

Application of Piedmont Natural Gas Company, Inc., 
for Annual Review of Gas Costs Pursuant to G.S. 
62-133.4(c) and Commission Rule Rl-17(k)(6)

Docket No. G-9, Sub 340 

In the Matter of: ) 

Applicati9n of Piedmont Natw-al Gas ComP,any, Inc., . )-
for Approval ofF AS I 06 Ratemaking Treatment or, ) 
in the Alternative, for a Gerieral Increase in its Rates ) 
and Charges ) 

Joint Motion for Approval of Settlement AR;reement 
and Procedures for Implementing Same 

E>gfIBIT A 

Piedmont Natural ·Gas Company,lnc. (Piedmont); the Public Staff and Carolina Utility Custo
mers Association, Inc. (CUCA) hereby respectfully request the Commission to approve the 
f0Uowing Settlement Agreemei:it and� in support heteof. show tbe Commission the foll��g: 

Procedunl 5.ackground 

On December 23, i993 1 �e Commission issued an orde'r in_ Docket No. G-9, Sub 339 
authorizing Piedmont to recover 100% ofits prudentlY incurred gas costs during the period of review 
in that docket. In order to "true-up" Piedmonts gas costs deferred aocounts, Piedmont was directed 
tp reduce its rates to all sales customers pun:hasing gas under Rates IOI, 102, 193 and 104 by S.0699 
per dt. and to all transpertation customers transporting gas under Rate Schedules 113 and 114 by 
S.0994 per dt. effective 30 days from tho date-of the order and continuing for 12 months.

On August 26, 1993, Piedmont filed a petition in Docket No. G-9, Sub 340 requesting as 
primary relief authority for deferred accounting treatment of certain post-retirement benefits other 
than pensions {PBOPs) to comply with Statement ofFinancial Accounting Standards No. I 06 {FAS-
106). As alternative relief, Piedmont requested 3 general increase in rates and permission·to place 
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a portion of that increase in effect on an interim basis on November I, 1993 to.permit it to recover 
its additional PBOP costs related to FAS-106. 

On September 22. 1993; the Commission suspended the proposed rates in Docket No. G-9. 
Sub 340 for a period of 270 days from the proposed effective date of September 25, 1993. On 
October I. 1993, the Commission issued an order denying the requested deferred accounting 
treatment and the request for emergency relief. On September 30, 1993, the Commission issued an 
order setting the matter for hearing and requiring Piedmont to give notice of the hearing. In that 
order, the Commission also e_stablished dates for the prefiling of direct testimony by the intenrenors 
and for the prefiling ofrebunal testimony by Piedmont. 

The Settlement 

The Public Staff and CUCA. the only intervenors in Docket No. G-9, Subs 339 and 340. and 
Piedmont have held a number of discussions to settle both of these dockets and have agreed to settle 
these· dockets on the following tei'ms and conditions subject to approval of thC Commission, and 
their exeCutio'n of this motion reaffirms their agreement to the settlement: 

I. For purposes of this settlement, the "settlement period" shall be the period beginning
February I, 1994 and ending October 31, 1994. Piedmont presently intends to fiie a general rate 
case on or before April I, 1994 to be effective not later than November 1, 1994. Among other 
things, this new rate case will include rate desigri testimony. 

2. Piedmont will be entitled to increase its annual level of revenues in Docket No. G-9, Sub
340 by $2,029,310. The parties propose that the rate reductions approved in Docket No. G-9, Sub 
339 for Rate Schedules 101 andJ02 be used to offset the rate increases in Docket No. G-9, Sub 340. 
To accomplish this rate increase, Piedmont will debit its demand gas" cost deferred Account No. 253 
by $133,333.33 per month during the settlement period. Except as provided in the previous 
sentence, Piedmont wi!I not make any further adjustments to its deferred Account No.,253 under 
Docket No. G,9, Subs 339 or 340 with respect to Rate Schedules 101 and 102. The rate reductions 
ordered in Docket No. G-9, Sub.339 for all rate schedules other than Rate Schedules 101 and 102 
will become effectivefor service rend� on and after February 1, 1994 and will remain in effect 
for 12 months. Unless changed by subsequent order of the Commission, the effect of this procedure 
on rates billed to customers during the settlement period will be as follows: 

Rate Schedules-IOI and 102: No increase and no decrease in billed �tes. 

Rate Schedules I 03 and I 04: Rates reduced $.0699 per dt during ti!• annual period ending 
January 31, 1995. 

Rate Schedules I 13.and 114: Rates reduced S.0994 per dL during the annual period ending · 
January 31, 1995. 

3. Piedmont's overall �te ofretwn on ?'ate base will be stat� as 10.0� %. 
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4. The order approving this settlement ...,ill state the following:

a. Piedmont is allowed the full amount of its · test period PBOP costs
($1,443,951 annually, including an adjment to the test �riod ofS945.069
required by FAS I 06).

b. .ThC allowed expenses include approximately-$80,0Q0 of environmental clean
up costs; however, the allowance of these expenses shall not affect
Piedmont's right to continue to defer such cOsts as they &'e incurred in the
future or any other party's right to chal!cnge the recovery of such costs as
they are incurred in the future.

c. For the purposes of determining rate base for the purposes of this settlement
only, gas in storage does not include capitalized demand and storage charges.

d. With the exception of the matters referred to in paragraph 4a., the provisions
of this settlcnient do not necessarily l'Cpresent the position of any party to thiS
settlement. will not be precedent in any future rate cases filed by Piedmont
and may not be cited as precedent by any pany. Each party to this sett1ement
reserves the right to take any position that party deems appropriate in a future
proceeding.

e. Throughput will be stated at 68.9 Bcf.

f. No changes will be made in the WNA.

5. Notwithstanding any other provision of this Settlement Agreement, including paragraph
4e, all filings, including gas cost true-up filings, under Piedmont's gas cost recovery procedures will 
not be changed as a result of this settlement and .will be based on the same allocation of gas costs 
among rate schedules and between states and will include the same volwnes of unaccounted for gas 
approved in Docket No. G-9, Sub 309. 

6. Subject to the approval of the Commission, the parties ag,<e to implement the Settlement
Agreement through the following procedures: 

a. On or before January IS, J 994, the Commission will issue (I) an order in Docket No.
G-9, Sub 339 staying the effect of decretal pamgraph 4 pending further order of the
Commissionand (2) an order in Docket No. G-9, Sub 340 suspending the dates for
the filing of testimony by intervenors and \h• filing of rebuttal testimony by
Piedmont pending further order of the Commission.

b. On or before January 3 I, 1994, the Commission will approve an order modifying its
�ion order of September 22, 1993 to the extent necessary to permit the panics
to implement the provisions of paragraph 2 of this Settlement Agreement to become
effective February I, 1994.
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c. On Februacy 1, 2 and 8, the Commission v.ill hold lhe'public hearings previously
scheduled for the sole purpose of receiving evidence from public witnesses. Anv
party shall have the right to cross-examine public witnesses as permined by th�
Commission's rules.

d. As soon as practicable after the conclusion of the public hearings, the Commission
will issue its order on the settlement. If the Commission should not approve the
settlement, the Commission will set dates for the filing of testimony and for funher
hearings. The parties agree to present a consent order approving the settlement to the
Commission for its consideration on or before February 1, 1994 ..

7. The foregoing settlement is the result of give and take negotiations among the pan.ies and
represents a compromise believed to be in the public interest. Each provision of the settlement is 
dependent upon all provisions of the settlement being approved without modification; therefore, no 
provision of the settlement is binding on any party until the Commission has. is�ued an order 
approvi�g all provisions of the settlement without modification. 

8. The parties to this settlement agree to use their best efforts to obtain the Co"mmission's
approval of the settlement effective February t, 1994. 

Propo,ed Orden 

Attached hereto for the Commission's consideration are the following exhibits: 

Exhibit A: 

Exhibit B: 

A proposed order in Docket No. G-9, Sub 339 staying the effect of decretal 
paragraph 4 pending further order of the Commission. 

A proposed order "! Docket No. G-9, Sub 340 suspending the dates for the 
filing of testimony by intervenors and the filing of rebuttal testimony by 
Piedmont pending further order of the Commission. 

On or before January 31, 1994, the parties will submit (I) a proposed consent order 
approving this settlement pending public hearings and (2) a proposed consent final order. 

Prayer for Relief 

For the reasons stated above, the parties to this motion respectfully request the Commission 
to approve the Settlement Agreement without modification and to adopt the procedures" set forth in 
paragraph 6 above. 
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-- The Public Staff 

By: 
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SCHfDULE II 
PIEDMONT NATURAL GAS COMPANY 

DOCKET NO. G-9, SUB 340 
STATEMENT OF RATE BASE AND RATE OF RETURN 

For the Test Year Ended Hay 31, 1993 

l.w! 

G•s pl•nt in service 
Accumul•ted depreci•tion 

Net g•s pl•nt in service 
Allow•nce for working c•pit•l 
Accumulated deferred income taxes 

Origin•l cost rate b•se 

Rates of return: 
Present rates 
Approved rates 
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EX!iIBir B 

&!!9Yn1 

$492,ZIB,956 
OJ 6, 770 .707)
375,448,249 
10,807,007 

(60.727,036) 

S325,528,229 

9.7°' 
10.061 
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SCHEDULE I 
PIEPHQNT NATURAL GAS COMPANY 

DOCKET NO. G-9, SUB 340 .. 
STATEMENT OF NET OPERATING INCOME FOR RETURN 

For the Test Year Ended Hay 31, 1_993 

Present Approved 
llim ...Bm1.: lD!:C�IH 

Gas operating reve�u• .-UJl,IQ§i2H 12,Q29,3IQ 

Operating revenue deductions: 
202,897,175 · Cost of gas

Operation and maintenance · 56,352,675 5,164 
Depreciation .12,070,465 
General tixes 16,324,797' 65,232 
State income taxes. 2,399,869 153,335 
Federal income taxes · 9,U5,§5_1 §31,95!-

Total operat1n;;revenue deductions 2i9,5!Q;§U 155,§15
Net operating income for return ,1 n.H1.11r ll11Z�1HI-
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EKH!B11' C 

Approved 
Bs1tu 

l U33,IJ5,l9i!

202,897,175 
56,357,839. 

.,12,070,465 
16,390,029 

, .2, 553,204 
IQ,l2Z,§D5 

3gg,39§.i1Z 

I �i1ZH1ZH 

., _ 
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APPENDIX A 
Docket No. G-9, Sub 340 

In the Matter of 
Application of Piedmont Natural Gas 
Company, Inc., for Approval of 
FAS_ 106 -Ratemaki ng Trea'tment or,· 
in -the A 1 ternat i ve, for a General
Increase in its Rates and Charges 

) 
) 
) - PUBLIC 
)' NOTICE 
) 

Dn August 26, 1993, Piedmont Natural Gas Company, Inc. (Piedmont) filed a 
petition in Docket NO. G-9, Sub 340 requesting as primary relief authority for 
deferred accounting treatment of certain post-retirement benefits other than 
pensions (PBOPs) to comply with Statement of Financial Accounting Standards No. 
106 (FAS-106). As alternative relief, Piedmont requested a general increase in 
rates and permission to place a portion of that increase in-effect on an interim 
basis on November 1, 1993 to permit it 'to recover its additional PBOP costs
related to FAS-106. The Coninission denied the requested deferred accounting 
treatment and the request for in�erim relief and set the matter for hearing. 

Following the scheduled hearings, the ColtlTiission issued an Order allowing 
Piedmont to recover approximately $1.2 million of additional revenue during the 
period February I, 1994 through October 31, 1994. This additional revenue will 
permit Piedmont to recover itS additional FAS-106 costs and will be recovered 
through a debit to Piedmont's demand gas cost :deferred account. Piedmont had 
previously been ordered in Docket No. G-9, Sub 339 to reduce rates on a temporary 
basis to return certain monies in its deferred account. Since the rate increase 
approved in Docket No. G-9 1 Sub 340 to customers purchasing gas under Rate 
Schedules 101 and 102 will be increased by an amount approximately equal to the 
reduction in rates required in Docket No. G-9, Sub 3391 the ·cot1111ission has 
authorized Piedmont to offset the increase and the decrease. As a result, there 
wi 11 be no change in bil 1 ed rates to customers purchasing gas under Rate 
Schedules IOI and 102, until Novemb_er I, 1994, at which time the previously 
ordered rate reductions will take place unless otherwise ordered by the 
Conmi ssi on. Customers purchasing gas under other rate schedules wil 1 receive the 
temporary rate reduction pY'eviously ordered in Docket No. G-9 1 ,Sub 339 effective 
February I, 1994. 

ISSUED BY ORDER OF THE CDHMISSION 
This the 10th day of February 1994. 

(SEAL) 
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DOCKET NO .• G-9, SUB 351 

Before the North Carolina Utilities Commission 

ln the Matter·of 
Application· of Piedmont Natural Gas Company, 
Inc., for (I) a General Increase in its Rates 
and Charges to Cover the Costs (Including'a.Return 
on Investment) of Additional Plant Constructed to 
Expand and.Improve Natural Gas Services in North 
Carolina and (2) Approval of a New Rate Desi'gn to 
Acco1T111odate Changes in the Natural Gas Industry 
Resulting from FERC Order No. 636. 

) 

l 
l 

HEARD IN: 

BEfORE: 

ORDER APPROVING 
SETTLEMENT 

Guilford county Courthouse, Greensboro, North Carolina, on August 30, 
1994 and on October 13, 1994; Mecklenburg Criminal Court Building, 
Charlotte, ,North Carolina, on August 31, 1994 and on October 13, 1994i
and Commission Hearing Room, Dobbs Building,, Raleigh, North Carolina, 
on September 7, 1994 

Commissioner Allyson K. Duncan, Presiding, Commissioner Laurence A. 
Cobb, and Convnissioner William·W. Redman, Jr. 

APPEARANCES: 

For the Applicant: 

Jerry W. Amos, Post Office Box 26000, Greensboro, �orth Carolina 27420 

For the Public,Staff: 

Paul L. Lassiter, Gina C. Holt and James D. Little, Staff Attorneys, 
Public Staff - North Carolina UtiJities Commission, Post Office Box 
29520, Raleigh, North Carolina 27626-0520 

For the North Carolina Department of Justice: 

Margaret A·. Force, Assistant Attorney General and J�- Hark Payne, 
Assistant Attorney General, North Carolina Department of Justice, Post 
Office Box 629, Raleigh, North Carolina 27514 

For Carolin� Utility Customers Association, Inc.: 

Sam J. Ervin, IV, Byrd, Byrd, Ervin, Whisnant, McMahon l Ervin, P.A., 
post Office Box 1269, Morganton, North Carolina 28655 

BY THE COMMISSION •. On March 31, 1994, Piedmont Natural Gas Company, Inc. 
(Piedmont or t�e Company) filed a petition in Docket No. G-9, Sub 351, requesting 
a gen�ral increase in •its rates and charges for natural gas service, approval of 
changes in its rate design and approval of changes in its North Carolina Service 
Regulations. 
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On March 15, 1994, the Carolina Utility Customers Association, Inc. (CUCA), 
filed a.Petition to Intervene in Docket No. G-9, Sub 351, and on March 18, 1994, 
the Co111t1ission issued an order granting the petition. · 

On June 10, 1994, the North Carolina Attorney ,General filed notice of 
intervention. 

On April 27, 1994, the CoTIIni�sion declared Piedmont's application to be a 
general rate case pursuant to G.s. § 62-137 and suspended t�e proposed·rates for 
a period of 270 days from the proposed effective date of Hay 1, 1994. In that 
order, the ColIIllission also set the matter fqr hearing, required Piedmont-to giVe 
notice of the hearing, and established dates for the profiling of direct 
testimony by the intervenors and for the prefil ing of rebuttal testimony• by 
Piedmont. On August 31, 1994, the Co111nission scheduled additional public 
hearings. 

On August 30, 1994, the matter came on for hearing as scheduled. At the 
hearing in Greensboro, Bob Leak, Roderick Laurence Crenshaw and John.Neal Davis, 
111, testified as public witnesses. 

On August 31, 1994, the hearirig was continued in Charlotte, at which time 
Halcom Everett, Jim Richardson and Caroline Hyers testified as public witnesses. 

On September 7, 1994, the case in chief came on for hearing as ��heduled in 
Raleigh, at which time the Conrnission was advised that the Company, the Public 
Staff and CUCA had entered into a stipulation' resolving· all issues in this 
proceeding. The Commission was further advised that the Attorney General did not 
oppose the stipulation and agreed not to appeal any order of the Co111nission 
approving the stipulation in this case. The stipulation was offered into 
evidence and explained to the COT1111ission. A copy of the stipulation is attached 
to this order as Exhibit A. 

At the hearing, the profiled testimony and exhibits of the following 
witnesses wer.e offered and accepted into evidence in support of the.stipulation: 

For the Company: (1) John H. Haxheim, Chairman of the Board, 
President, and Chief Executive Officer of Piedmont; (2) Barry L. Guy, 
Vice President and Controller of Piedmont; (3) Ware F. Schiefer, 
Senior Vice President of Marketing and Gas Supply of Piedmont; (4) 
Chuck W. Fleenor, Vice President of Gas Supply of Piedmont; (5) Ann H. 
Boggs, Director of Gas· Accounting of Piedmont; (6) Malcolm R. 
Ketchum, Vice President of Reed Consulting Group: (7) Sanford D. 
Hickok, Vice President and Managing Director of Executive Compensation 
of Hay Management Consultants, a member of Hay Group, lnC o i and (8) 
Dr. Donald A. 'Murry1 Economist with c. H. Guernsey l Company and 
Professor of Economics at the Univ�rsity of Oklahoma. 

For the Public Staff: (1) Windley E. Henry, Staff Accountant; 
(2) James G. Hoard, Supervisor of the Natural Gas Section of the
Accounting Division; (3) Jan A. Larsen, Utilities Engineer Of the
Natural Gas Division; (4) Eugene H. Curtis, Jr., Director of the
Natural Gas Division; and (5) John R. Hinton, Public Utilities
Financial Analyst of the Economic Research Division.
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For CUCA: (!) Donald w. Schoenbeck, a consultant In the field of 
public utility regulation and a member of Regulatory l Cogeneratlon 
Services, Inc.; and (2) Kevin W. O'Donnell, Senior Financial Analyst 
with Booth-& Associates, Inc. 

For the Attorney General: Bruce Nicholson, Environmental 
Engineer with the Remediation Branch of the Superfund Section, 
D1vf sfon of Sol id. Waste Management, North Carolina Department of 
Environment, Health·and Natural Resources. 

On October 13, 1994, furiher public hearings were held in Greensboro and in 
Charlotte,. No witnesses appeared. 

Based upon the verified application, the testimony and.exhibits received 
into evidence at the hearings, the stipulation, the agreement of the Attorney 
General not to oppose the stipulation and not to appeal an order approving the 
stipulation, and the record as a whole, the Colllllission makes the following: 

FINDINGS AND CONCLUSIONS 

I. The Company Js·engaged in the business of transporting, distributing and
selling natural gas in 42 North Carolina colllllunities. 

2. In its appl !cation In this docket, the Company is seeking an increase
in its rates and charges for natural gas service to its North Caronna customers. 

3. The Company is a public utility within the meaning of G.S. § 62-3(23).

4. The ComniSsion has jurisdiction over, among other things, the rates and
charges of public utilities, Including the Company. 

5. The Colllllission concludes that the Company is properly before the
Comnission .for a determination of the justness and reasonableness of its rates 
and charges as regulated by the Collllllssion under Chapter 62 of the General 
Statutes of Nort� Carolina. 

6. The only parties submitting evidence In this case with respect to
revenue, expenses and rate base used a test period of the twelve months ended 
December 31, 1993, updated for the most part through July 31, 1994, and the 
stipulation was base� upon the same test period. 

7. The Colllllission concludes that the appropriate test period for use In
this proceeding is the twelve months ended December 31, 1993, updated primarily 
through July 31, 1994. 

8. The stipulation executed by Piedmont, the Public Staff and CUCA Is
unopposed by any party. The stipulation settles all matters In this docket. 

9. The stipulation provides for an Increase in annual revenues of
$5,200,000. 

10. As required by G.S. § 62-133(b)(l), the Colllllission has ascertained the
reasonable original cost of the Company's property used and useful, or to be used 
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and useful within a reasonable time after the test period, in providing natural 
gas utility service to the public within Horth•Carolina, less that portion of the 
cost which has been consumed by depreciation expense, all as set forth in 
Schedule II of the stipulation. The Corrmission concludes that these amounts are 
appropriate for use in this docket. 

II, As required by G.S. § 62-133(b)(2), the Commission.has determined the 
Company's end-of-period pro forma revenues under the present and proposed rates, 
as is set forth in Schedule II of the·stipulation. The Colll!lission concludes that 
these amounts are reasonable for use in this docket. 

12. As required by G.S. § 62-l33(b)(3), the Commission has ascertained the
Company's reasonable operating expenses, including actual investment currently 
consumed through reasonable actual depreciation, as is set forth in Schedule II 
of the stipulation. The Conrnission concludes that these amounts are reasonable 
for use in this docket. 

13. As required by G.S. § 62-133(b)(4),-the Colll!lission has fixed the rate
of return on the cost of the property ascertained pursuant to paragraph 10 above 
as will enable the Company by sound management to produce a fair return for its 
shareholders, considering changing economic conditions and other factors, as they 
now exist, to maintain its facilities and services in accordance with the 
reasonable requirements of its customers in the territory covered by its 
franchise, and to compete in the market for capital funds on terms which are 
reasonable and which are fair to its customers and to its existing investors. 
This amount is set forth on Schedule II of the stipulation. The Colll!lission 
concludes that this amount is fair and reasonable and will enable the Company by 
sound management to produce a fair return for its shareholders, considering 
changing economic conditions and other factors, as·they now exist, to maintain 
its facilities and servi ceS 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 
custom�rs and to its exiSting investors. 

14. The level of adjusted sales and transportation volumes used in the
stipulation is 69,615,706 dekatherms which is composed of the following: 

Gas Supply 
Transportation Supply 
Lost & Unaccounted for 
Company Use 
Adjusted Sales and Transportation 

64,937,221 
5,568,325 
(811,466) 
(78,374) 

69,615,706 

The Corrmission concludes that for the purpose of the stipulation this level of 
adjusted sales and transportation volumes �re reasonable. 

15. The Conmission concludes that the rates set forth in Schedule Ill of
the stipulation under the column "Proposed· Rate" will produce the revenues shown 
in Schedule II to the stipulation under the column entitled "After Adjustments 
for Proposed Rates." The Conmission further concludes that the proposed rates 
are just and reasonable to all customer classes. 
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16. In the stipulation, the parti_es stipulate and agree that the Company
shall be permitted to increase its rates on the ·;n service" date· of Cardinal 
Pipeline Company, L.L.C. (Cardinal), in accordance with the previous agreement 
between the Company, Public Service Company of North Carolina, Inc. (PSNC) and 
the Public Staff in Docket No. G-37, and that the increase shall be apportioned 
among rate schedules using the same methodology approved by final decision (as 
defined in the stipulation) in·Publjc Service Company of North Carolina, Inc,, 
Oocket No. 6-5, Sub 327. The Colllllission concludes that this provision of the. 
stipulation is just and reasonable and should be approved. The Colllllission will 
reopen the record in this proceeding when Cardinal is in service solely for the 
purpose of receiving testimony stating that Cardinal is in service and providing 
the actual cost involved in the construction of the project and the updated i:osts 
of operating the project. The Corrmission will approve rates by separate order 
at that time. 

17. The Colllllission concludes that the fixed gas costs that should be
embedded in the proposed rates and used in true-ups of fixed gas costs for 
periods subsequent to October 31, 1994, in proceedings under Rule Rl-17(k) are 
those fixed gas costs set forth in Schedule IV attached-to.the stipulation. 

18. The Colllllission concludes that the "R" values and. heat factors that
should be used in the Company's Weather Normalization Adjustment (WNA) for 
periods subsequent to October 31, 1994, are those "R" values and heat factors set 
forth in Schedule V attached to the stipulation and that Rate Schedule 103 
customers should not be subject to the Company's WNA provisions. 

19. The Corrmission concludes that the Company's proposal to amend its
procedures for rate adjustments under G.S. § 62-133.4 as set forth in the 
Company's N.C.U.C. Service Regulations to provide that adjustments to rates under 
such procedures shall be made on the applicable apportionment percentage rather 
than on a flat per dekatherm bas.is is just and reasonable. 

20. The Colllllission concludes that. the Firm Transportation Agreement,
Interruptible Transportation Agreement and Balancing Agreement filed by Piedmont 
on October 13, 1994, are just and reasonable and should be approved subject to 
the provisions of paragraphs B, 9, 10 and II of the stipulation. 

21. The Commission finds and concludes that all of the provisions of the
stipulation are fair and reasonable under the circ�stances of this proceeding 
and should be approved. 

· EVIDENCE IN SUPPORT OF FINDINGS.AND CONCLUSIONS 1-5·

The findings of fact and conclusions set forth in Findings and·Conclusions 
1-5 are jurisdictional and were not contested by any party. They are supported
by the Company's verified application and the testimony and exhibits of the
various witnesses and the•N.C.U.C. Form Gs! that was filed with the application.

· . EVIDENCE IN SUPPORT OF FINDINGS AND CONCLUSIONS 607

The Company filed its application and exhibits using a test period of the 
twelve months ended December ·31, 1g93_ In its order of April 27, 19g4, the 
Colllllission.ordered the parties to use a test period of the twelve months ended 
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December 31, 1993, with appropriate adjustments, The stipulation is based upon 
the test period ordered by the Conrnission, and this test period was·not contested 
by any party, 

EVIDENCE IN SUPPORT OF FINDINGS AND CONCLUSIONS 8-9 

These findings and conclusions are supported by the stipulation attached to 
this •order as Exhibit A. · · · 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 10 

The reasonable original cost of the Company•S property used and useful, or 
to be used and useful within a reasonable time' after the test:i period, in 
providing natural gas utility service to the public,within North Carolina, less 
that portion of the cost that has been consumed by depreciation expense, 1s set 
forth in. Schedule II of Exhibit A. The amounts shown on Schedule II of Exhibit 
A are the result of negotiations among the parties ,and are not opposed by any 
party.. The Conrni ssi on has ·carefully reviewed these· ·amounts and concludes that 
they•are·appropriate for use in this docket. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION II 

The probable revenues under the Company's present and proposed rates are set 
forth in Schedule II of Exhibit A. The amounts shown on Schedule II of Exhibit 
A are the result of negotiations among the parties and are not opposed by any 
party. The Corrmission has carefully reviewed these amounts and concludes that 
they are reasonable and appropriate for use in this docket. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 12 

The Company's reasonable operating expenses, including actual investment 
currently consumed through reasonable acttial depreciation, is set forth in 
Schedule II of Exhibit A, The amounts shown on Schedule II of Exhibit•A are the 
result of negotiations among the parties and· are·not opposed by any party. The 
CoI1111.ission has carefully reviewed these amounts and concludes that they· are 
appropriate for use in·this docket. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 13 

The rate of return on the cost of the Company's used and useful property 1 s 
set forth on Schedule II of Exhibit A. Thfs rate of return is the result of 
negotiations among the parties and is not opposed.by any party. The Conmission 
has carefully revi.ewed this return and concludes that it will allow the Company 
by sound_ management the· opportunity to ·produce' a fair return for its 
shareholi:lers, considering changing economic conditions and other factors, as they 
now exist, to maintain its facilities and services in accordance with the 
reasonable requirements of its customers in the territory covered by its 
franchise, and to compete in the market for capital funds on terms which are 
reasonable and which are fair .to its customers·and to its existing investors. 
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· EVIDENCE· IN SUPPORT OF FINDING AND CONCLUSION 14'
. . . . 

'The •l evel. of adjusted sales and. transportation volumes ,used In. the 
stipulation is 69,615,706 dekatherms·. This·volume level Is derived.as follows: 

Gas Supply. 
Transportation Supply 
Lost l Unaccounted for 
Company Use 
Adjusted Sales ,arid Transportation 

64,937,221 
5,568,325 

(8lr,466) 
[78,374169.615.706 

This throughput level is the result of negotiations ..;on'g the parties and is not 

opposed by any party. · The Commission has· carefully reviewed this throughput 
level and concludes ·that it is a fair and reasonable. approximation of the 
Company's pro forma a�justed sales and transpRrtation volumes. 

EVIDENCE .IN·'SUPPORT OF FINDING AND, CONCLUSION 15' 

. The computation of revenues under the proposed rates is set forth on 
Schedule III of Exhibit A.' These computations show that the proposed rates.will 
produce the revenue� used by the Commissio� in its determination of the revenue 
increase granted in this order. The rates approved herein provide an overall 
Increase to the Company of 1.51%. .These rates result· in an Increase ·for 
residenthl customerS.of 4.29%, an increase for conrnercial customers. of 1.61%, 
a decrease for firm industrial .customers of 0.39% and a decrease for 
.1nter,upt1ble customers, of 3.84%. 'These rates are the result of negotiations 
among the parties and are not opposed by any party. The Commission has care.fully 
reviewed these rates· and. concludes 'that they, are just and reasonable to all 
customel" cl asses. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 16 

The Commission has �reviously approved an agreement between the Company, 
Public Service, and the .. Public Staff in Docket No •. G-37 that permits the Company 
to increase its rates on the·"in serv.ice" date o"f.Cardinal'. The Company proposed 
that the rate increase be apportioned among all·-rate schedules in an equal per· 
unit amount. The Public Staff supports the Company's . proposal. CUCA argues that· 
the cost of the new pipeline should be .assigned to the ·various customer classes 
based on a design-day demand allocation factor and that the rate ,increase should 
be similarly apportioned,-. The issue of the-proper allocation of Cardinal costs 
and .the proper apportionment .of the- rate increase Is, before the Commission In 
Public Service Company of North Carolina, Inc.·, Docket No; G-5; _Sub 327. The, 
Public Staff and CUCA are parties to the Public Service docket 'and agre_e in the 
stipulation to be ·bound :by the decision, in the'Public Service docket. Piedmont 
also agrees to be bound by the Commission's. decision in the· Public Service 

docket •. Based on the agreement of the parties, the .Commission c.6ncludes that It 
is fair-and reasonable to allocate costs and to apportion the Cardinal rate 
increase in this-docket in the.same:manner as such costs are allocated and such
rate Increase is appoi'.tioned In the ·Public Service docket. ,. 

-

When cardinal·is completed and in service, the.record In this proceeding 
will be re-opened for the sole purpose of.·receiving evidence as to Cardinal's In
service .,status, .the .actual· costs' incurred 1n constructing- ·cardinal· and the 
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upd-ated •costs of operatin9 Cardinal. A hearing will -be scheduled to occur as 
soon as possible after this testimony is filed, and the Conmission will issue a 
separate order approving,rates ,following the hearing. The rate change will be 
effective as of the date the separate order is issued. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 17 

Under the Cotm1isSion'S procedures for truing-up fixed gas costs in 
proceedings under Rule Rl-17(k), it is necessary and appropriate to determine the 
amount of fixed gas costs that are embedded in the rates ,approved herein. In the 
stipulation, the parties agree that for the purpose of this proceeding and future 
proceedings under Rule·RI-17(k) the appropriate amount of fixed costs for each 
.ate schedule is the amount set forth in Schedule IV of the stipulation. The 
Comnission has carefully examined these amounts and concludes that they are just 
and reasonable. _ -

·, EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 18 

Under the Company's .WNA, it is necessary and appropriate to determine the 
"R" values and heat factors that will be used in the Company's WNA. In the 
stipulation, the parties agree that the "R" values and·.heat_ factors that should 
be used in the Company's WNA are those �R" values and heat faCtors set forth in 
Schedule V of the stipulation. Compariy witness Fleenor testifi�d- that Rate 
Schedule 103 customers app�ar to be statistically insensitive to temperature 
changes on a monthly basis and should not be subject to the WNA; Public Staff 
witness Curtis _agrees that Rate Schedule 103 customers should not be subject to 
the WNA, and the stipulation does not provide any "R" .values or heat. factors for 
Rate Schedule 103. The Ccirrrni ssi on has car.eful 1 y reviewed the "R" va 1 ue,s and ·heat 
factors and concludes that they are appropriate- and in cOmPliance With the rates 
approved herein an� �ith the other provisions of thi� order. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 19 

Company witness Fleenor testified that it is no longer appropriate to add 
or remove fixed gas costs under Piedmont's PGA on an equal per. unit.basis because 
f.i rm customers are al 1 ocated higher fixed gas costs than i nterrupti bl e customers.
Witness Fleenor testified that it is more appropriate to add or subtract future
changes in. fixed gas costs on a pro rata basis. Exhibit CWF-7 contains the
revised PGA ] anguage proposed by witness Fleenor. Puhl ic Staff witness .Curtis
testified that the Public Staff has no objection to this change. No. other party
offered any testimony on. this change and 1 after Careful review, the Conmission 
concludes that the change is appropriate and should be approved. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 20 

On June 17, 1994, the Company furnished drafts of the Firm Transportation 
Agreement, Interruptible Transportation Agreement and Balancing·Agreement to the 
other ,parties. Public Staff witness Curtis testified that the Public Staff 
reviewed these agreements and advised Piedmont of its cCimments. CUCA witness 
Schoenbeck. made certain reconmendations to change the 1 anguage of these 
agreements. CUCA's concerns are addressed and· resolved in paragraphs a,, 9, 10 
and II of the sti pul ati on. On October 13,, 1994, Piedmont filed revised 
agreements to address the comments of the Public Staff and to comply with the 
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stipulation. "The Corrmission has carefully reviewed the'agreements and concludes 
that they should be approved subject to the provisions of paragraphs 8, 9, 10 and 
11 of the stipulati�n. 

EVIDENCE IN SUPPORT OF FINDING AND CONCLUSION 21 

For the reasons set forth in the foregoing paragraphs, the Co11111ission 
concludes that the stipulation provides a just and reasonable resolution of all 
the issues in this case, will allow the Company a,reasonable opportunity to earn 
a fair return, arid providBs'.just and .reasonable rates to all customer classes. 
Therefore, the Corrmission finds and concludes that all of the provisions of the 
stipulation, taken together, are fair and reasonable under the circumstances of 
th)s proceeding and should.be approved. 

IT IS, THEREFORE, ORDERED as follows: 

1. That Piedmont is hereby authorized to adjust its rates and charges in
accordance with the stipulation attached to this order as Exhibit A effective on 
service rendered on and after November 1, 1994, and the stipulation is approved. 

2. That Piedmont shall file appropriate tariffs to comply with paragraph
I of this order wfthin ten (!OJ days from.the date of this·order. 

3. That prior to -increasing its rates to recover costs associated· with
Cardinal, Piedmont shall file revised tariffs consistent with this Corrmission's 
orders in Docket G-37, in Docket G-5, Sub 327, and in this•'docket. Those rate 
schedules shall reflect'the allocation of the additional Cardinal ·costs using the 
method approved by the Comnission in Docket G-5, Sub 327. In addition, Piedmont 
shall file with those tariffs a schedule of "R" values to reflect the increase 
in marg.in associatefwith ·the increase� 

'· . 

4. That ir\ the true-up of fixed gas costs for periods subsequent to October
31, 1994, in proceedings under Rule Rl-17(k), Piedmont shall use the fixed gas 
costs set forth in Schedule IV attached to the stipulation. 

5. That for periods subsequent to October 31, 1994, and prior to the
effective date of the filing required by paragraph 3 of this order, Piedmont 
shall use the "R" values and-heat factors set forth in Schedule V attached-to the 
stipulation. 

6. That Piedmont.shall file revised N.C.U.C. Service Regulations to reflect
the changes in its procedures for rate adjustments under 6.S. § 62-133;4 approved 
herein. 

7. That the Firm Transportation Agreement, Interruptible Transportation
Agreement and Balancing Agreement filed with the Corrmission on October 13, 1994, 
are approved effective November 1, 1994, subject to the provisions of paragraphs 
8, 9, IO and II of the stipulation. 

8. That Piedmont shall send the notice attached hereto as Appendix A to its
customers as- a bill insert in the next bil 1 ing cycle· after the_ date of this 
order. 
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9. That Piedmont is:required to prefile as soon as possible after-Cardinal
is placed into service.the testimony it will rely on during the hearing when the 
record in this docket is re-opened to receive evidence as to Cardinal's in
service status. the actual cost inc;urred 1n constructing Cardinal and the updated 
costs of operating Cardinal. The hearing will be scheduled as soon as possible 
after this testimony is filed. 

ISSUED BY ORDER OF THE COMMISSION 
This the 19th-day of-October, 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

DOCKET NO. G-9, SUB 351 

BEFORE THE NORTH CAROLINA UTiLITIES COMMISSION 

In the Matter of 
Application of Piedmont Natural.Gas Company, 
Inc., for (1) a General Increase in its Rates, 
and Charges to Cover the Costs (Including a Return 
on Investment) of Additional.Plant Constructed to. 
Expand and Improve Natural Gas Services in North 
Carolina and (2).Approval of a.New Rate Design to 
Acco111nodate Changes in the Natural Gas Industry 
Resulting from FERC Order No. 636. 

l 
l 
l 
l 

APPENDIX A 

PUBLIC NOTICE 

The North Carolina Utilities Co111nission issued an Order allowing Piedmont 
Natural Gas Company, Inc. (Piedmont). to increase its rates and charges by 
approximately $5.2 million annually, or 1.51% overall, effecti.ve November 1, 
1994. 

Piedmont's application for a rate increase-was filed with the Comnission on 
March 31, 1994. In its application, Piedmont requested an·• increase of 
approximately_$1O.4 million annually. The increase approved by the Co!lll1ission 
was the result of a stipulation entered into, or not opposed by, the parties to 
the proceeding, including the Public Staff of the North Carolina Utilities 
ColIIJ\ission. 

In its application, Piedmont stated that the rate increase was needed 
because it has been adding customers, making capital improvements in its utility 
properties and obtaining new long-term capital from the sales of securities at 
unprecedented levels. The reasons cited by Piedmont in support of its request 
for a .rate increase were to allow it to maintain its facilities and services in 
accordance with the r�asonable requirements of,its customers, to compete in the 
market for capital funds on fair and reasonable terms and to produce a fair
profit for its stockholders. · · 

The Conrnission notes that the increase to specific classes of customers will 
vary in order to have each customer class pay its fair share of the cost of 
providing service. 
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A typical year-round residential. customer's annual 'bill .will increase 
approximately 3.87% based on 910 therms of gas usage. 

A subsidiary of Piedmont Natural Gas Company, lnc., and Public Service 
Company of North Carol Ina, Inc., have entered into an agreement to jointly 
construct an intrastate pipeline called.Cardinal Pipeline, which Is expected to 
be completed In December 1994. When Cardinal Is completed and put in service, 
the record in the rate case will be re-opened,.a further hearing will be held to 
consider evidence regarding-the cost of the Cardinal Pipeline, and-Piedmont's 
rates will be adjusted accordingly. The rate changes noted above .exclude the 
effect of the Cardinal Pipeline. 

lSSUED BY ORDER OF THE COHHlSSION. 
This the 19th day of October, 1994; 

(SEAL) 
NORTH CAROLINA UTILlTIES COHHISSlON 
Geneva.s. Thigpen, Chief Clerk 

DOCKET NO. 6-9, SUB 351 

Before the North Carolina Utilities Co11111ission 

In the Hatter of 
Application of Piedmont Natural Gas Company, 
lnc.,·for (1) a General Increase in its Rates 
and·Charges to,Cover the Costs (Including a Return 
on lnvestment) of Additional Plant Constructed to•
Expand and Improve Natural Gas Services in North 
Carolina.and (2) Approval of a New Rate Design to 
Acco11111odate Changes in the·Natural Gas Industry 
Resulting from FERC Order No. 636. 

l 
·l 

ERRATA ORDER

BY THE COMMISSION: On October 19, 1994, the Co11111ission
°

issued its Order 
Approving Settlement in this docket. Through inadvertence, .the stipulation of 
the parties which was approved.by the Order and which should have been attached 
to the Order as Exhibit A, was omitted. 

The Co11111ission finds good cause to issue the present Errata Order with 
Exhibit A attached hereto. 

IT IS, THEREFORE, SO ORDERED. 

ISSUED 'ey ORDER-OF THE COMMISSION. 
This the 20th day of October 1994. 

(SEAL) 
NORTH CAROLINA UTILlTIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

For Stlpuiation and Schedules see Official Copy of Order ·1n Chief Clerk's o·ffice. 
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DOCKET NO. G-5, SUB 332 

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In the Hatter of 
Application of Public Service Company of 
North Carolina, Inc., for Annual Review of 
Gas Costs Pursuant to G.S. 62-133.4(c) 

ORDER ON ANNUAL, 
REVIEll OF GAS·COSTS 

and Conmission Rule Rl-17(k)(6) 

HEARD: 

BEFORE: 

APPEARANCES: 

August 9, 1994, at 10:00 a.m., Conmission Hearing Room, Dobbs 
Building, 420 North Salisbury Street, Raleigh,_North Carolina 

Corrmissioner Laurence A.· Cobb, Presiding; and Comnissioners 
Charles H. Hughes and Ralph A. Hunt 

_For Public Service Company of North Carolina, Inc.: 

William A. Davis, II, Tharrington, Smith, and Hargrove, 209 
Fayetteville Street·Hall; Raleigh, North Carolina 27601 

For the Public Staff: 

Vickie L. Hair and Gisele L. Rankin; Staff Attorneys, Public 
Staff - North Carolina Utilities Colllllission, Post Office 
Box 29520, Raleigh, North Carolina 27626-0520 

For Carolina Utility Customers Association, Inc.: 

Sam J. Ervin, IV, Byrd, Byi-d, Whisnant, HcHahon ,& Ervin, Post 
Office Drawer 1269, Morganton, North Carolina 28680'1269 

For the Attorney General: 

Margaret A. Fo.i"ce, Assistant Attorney General, Department of 
Justice, Post Office Box 629, Raleigh, North Carolina 27626 

BY THE COHHISSION: On June !, 1994, Public Service· Company of North 
Carolina, Inc., (PSNC or Company) filed the direct testimony and exhibits of 
Franklin H. Yoho, Senior Vice President - Marketing and Gas Supply for PSNC, and 
Danny G. Smith, Senior Financial Accountant, relating to the annual prudence 
review of PSNC's gas costs pursuant to G.S. 62-133.4(c) and Colllllission Rule Rl-
17(k)(6). 

On July!, 1994, the.Colllllission issued its Order scheduling a public hearing 
for August 9, 1994, setting dates for pre-filed testimony and intervention in 
this'•docket and ordering PSNC to pub! ish notice. 

On July 12, 1994, the Attorney General filed Notice of Intervention. On 
July 21, 1994, Carolina Utility Customers Association, Inc. (CUCAJ, filed a 
Petition to Intervene which was allowed by the Colllllission on July 28, 1994. 
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The Public Staff filed the direct testimony of James G, Hoard, Supervisor 
of the Natural Gas-Section, Accounting Di_vision, and Jeffrey L. Davis, Staff 
Engineer, Natural Gas Division on July 25, 1994. 

The'Stipulation of PSNC and the Public Staff was-filed on August.9,. 1994. 
PSNC witnesses Franklin H. Yoho and Danny G. Smith and Public Staff witnesses 
James G. Hoard and Jeffrey L. Davis testified at the·public hearing on August 9, 
1�4. · . 

On August 12, 19�4, PSNC filed a corrected Schedule 8 to the testimony of 
Danny G. Smith.· 

• On September 14," 1994, PSNC filed Affidavits of Publication evidencing the
publishing of the notice required by the Commission. 

Based .on the testimony and exhibits and the entire record in this 
proceeding, the Commission makes the following:, 

FINDINGS OF FACT 

1. PSNC is a public utility as that term is'de'fined'·in Chapter 62 of the
North Carolina General Statutes. 

2. PSNC is engaged 'in the purchase, distribution and sale of natural gas
(and in some instances, the transportation of custom'er-owned gas) to 
approximately 275,000 customers in central and western North Carolina.

' . ' . . 

3; ·psffc has filed w.ith the Commission·and·submitted to the Public Staff all 
of the information required by G.S. 62-133.4(c) and Commission Rule·Rl-17.(k) and 
has complied with the __ procedural requirements of such statute and rule.

4. The test period for review of gas costs in this proceeding' is the twelve
months ended March 31, 1994. 

· · · 

5. ·ouring the period of review, PSNC incurred gaS costs 0f'$162,182,317,
and received $168,489,257 in recovery of gas costs through its rates. This 
resulted in an overrecovel"'y• of $6,306,940;' whiCh- is' added to·"the balance owed to 
customers of $986,460 in PSNC's deferred·gas cost accounts at the beginning of 
the test year and1 fs offset by the $5;318,842 of negotiated losses during the 
year. · 

,, 6. At March_ 31, 1994, PSNC had a net credit balance of ·$1,930,158 in its 
deferred accoun�s. consisting of� d�bit balance of $2,792,293 in the,sales only 
deferred account and a·credit balance of $4,772,451 in the all customers deferred 
account. 

· 7. The Public Staff took no exceptions to PSNC's accounting for gas costs
and recoveries .during the·period of review. 

8. 
review. 

PSNC has, properly accounted for its gas costs d�ring the period of
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. 9. PSNC has transportation and supply contracts .,with th·e interstate 
pipelines which transport gas directly to PSNC's system and long· term supply 
contracts with other suppliers. 

10. The Public Staf.f and P_SNC have entered into a stipulation, a copy of
which is attached. as Appendix A, in which the Public Staff acknowledged that 
pr.ior to filing its testimony in this docket, it obtained sufficient information 
from PSNC to adequately review the prudence of the Company's gas costs. In 
connection with future prudence reviews, PSNC has'agreed that with respect to 
future long-term supply aerangements, PSNC will make av�ilable to the.Public 
Staff written information pertaining to potential sources of gas supply evaluated 
by the Company but not selected provided the information is protected as stated 
in the stipulation. The Public Staff and PSNC will attempt through further 
discussions and an on-site visit to reach an under.standing on certain information 
regarding each source of short term gas Supply that was evaluated but not 
selected by the Company. The Public Staff and PSNC further agreed_ either may 
seek a further Co1TDt1ission order if agreement is not reached. 

II. Based on information reviewed by the Public Staff, PSNC has made
prudent gas purchasing decisions, and the gas costs incurred by PSNC during the 
period of review were prudently incurred. 

12. PSNC should be.permitted to recover 100% of its prudently incurred gas
costs. 

13. P�NC requested Commission approval· to collect the amount owed PSNC
while simultaneously refunding the amounts due customers beginning with the first 
billing cycle of the month that follows the issuance-da�e-of the Commission's 
Order in: this docket. . 

14. ,The rate changes associated with the balances in the Company's deferred
accounts at March 31, 1994 1 the end of the revi�w period in this proceeding, 
would be a temporary increment of $0.0706/dt to rates paid by sales only 
customers and a temporary decrement of $O.og76/dt to the rates paid by all
customers. ' 

: , • . 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. I AND 2 

The evidence for these findings of fact is contained i·n the official files 
and records of the Commission and the testimony of PSNC witness Yoho. These 
findings are essentially informational, procedural or jurisdictional in nature 
and are facts uncontradicted by any of the parties. 

EVIDENCE AND.CONCLUSIONS FOR FINDINGS OF FACT NOS. 3 ANO 4 

The evidence for these findings of fact is contained in the testimony of 
PSNC witnesses Yoho and Smith, and the findings are based on 6.S. 62-133.4(c) and 
Commission Rule Rl-17(k)(6J. 

G.S. 62-133.4 requires that PSNC submit to the Commission information and 
data for a historical twelve-month test period which information and data include 
PSNC's actual cost of gas, volumes of purchased gas, sales volumes, negotiated 
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sales volumes and· transportation volumes. ·In addition to such information, 
Co!lll1issiori Rule Rl,17(k)(6)(c) requires that there be filed weather-normalized 
sales volume data, �ark papers, a�d direct testimony and exhibits supporting the 
information filed. 

Witness Yoho testified that Conmission Rule Rl-17(k)(6) required PSNC to 
submit to the Conmission on or before June I, 1994, the required information 
based on a twelve-month test· period ending March 31, 1994. Witness Yoho-

- testified that PSNC complied with the filing requirements of G.S: 62-133.4 (c)
and Conmission Rule Rl-17(k)(6) and an examination of witness Yoho's ·and Smith's 
testimony and exhibits confirms the same. Witness Smith also testified that PSNC 
filed with the Conmission and submitted to the Public Staff throughout the review 
period complete monthly accounting of the computations required by Conmission 
Rule Rl-17(k)(5)(c). Public Staff witness Hoard confirmed that the Public Staff 
had reviewed the filings and that they comply with 'the Rul_es. 

The Conmission concludes that PSNC has complied with all the procedural
requirements of G.S. 62-133.4(c) and Conmission Rule Rl-17(k) 'for the twelve
month review period ended March 31, 1994. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS;,5-8 

The evidence supporting these findings of fact is found in·the testimony of 
·PSNC witness Smith and Public Staff witness Hoard.

- PSNC witness Smith testified that PSNC billed customers $168,489,257 for gas
costs, and incurred gas costs of $162,182,317 during the review·period. Witness
Smith's exhibit shows that the $6,306,940 ($168,489,257 less $162,182,317)
overrecovery·of gas costs during the period was added to the $986,460 deferred 
gas cost balance owed to customers at the beginning of the period, and offset by 
the $5,318,842 of negotiated margin losses that occurred during the review 
period. · 

· . · · ·
· 

PSNC witness Smith testified that at the end of the twelve-month'period,
PSNC had a credit balance of $1,930,158 in its deferred accounts. This credit 
balance consists of a debit balance of $2,792,293 in the conmodity deferred 
account (sales customers only) and a credit balance of $4,772."451 in the demand
deferred account (al 1 customers). _ 

· 

Witness Hoard testified that the Public Staff had examined PSNC,'s accounting
for gas costs during the review period and determined that PSNC had properly
accounted for its gas costs.

Based upon the testimony and exhibits of the witnesses, the monthly filings
by PSNC as required by Conmission Rule Rl-17(k)(5)(c) and the findings of fact 
set forth 'above, the CoI1111ission concludes·that PSNC has properly accounted for
ga� costs dui-ing the .period of rev_iew. - · · · 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 9-12 

The evidence supporting these findings of fact is found in the testimony of 
PSNC witnesses Yoho and Smith and Public Staff witness Davis. 
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Witness Yoho testiJied that the most appropriate description-.of PSNC's" gas 
supply policy is a "best cost" supply str��egy. Witness Yoho testified that in 
developing the Company's gas supply strategy, there•are three areas 9f �mphasis: 
supply seC�rity, operational flexibility, and cost of gas. · 

Witness Yoho stated that the first and foremost area of concern is security 
of gas supI)ly. He ·teStified that to maint_ain the ne,;:essary· supply security ,for· 
the Company's firm� Custon.ief'.'s, all Of PSNC�s· firm interstate piP.eline
transportatiof f capacity is backed up either ·by supply contracts providing· 
delivery guarantees or by storage. He stated that. the, rationale for this 
requirement is driven by the· fact that ,during 'design peak. conditions, 
interruptible markets would most likely be curtailed. Witness Yoho testified 
that the Company has executed long-term supply agreements and supplemental ,short
-term su�pJy agreements, with .a variety of· suppliers including ·.producers, 
interstate pipeline affiliates, and independent marketers. He further testified 
that by developing a diversified portfolio of capable long-term and short-term 
su�pliers, increased security of .gas supply is a�hieved. He testified that 
potential suppliers are evaluated on a yariety of factors including past 
performance and gas deliverabilit! capability. 

Witness Yoho testified that the second area of concern is the necessity of 
maintaining the operational flexibility of the Company's gas supply portfolio. 
He testified such flexibi.lity is required because of the daily changes in PSNC's 
inarket as a result of weather, operating ,schedules of industrial.customers, and 
the impact of fluctuating alternate fuel prices • 

. Witness-Yoho testified that the third area of emphasis is cost. Hr. Yoho 
stated that PSNC is committed to acquiring the most cost effective supplies of 
natural gas available fOr its customers while maintaining the necessary security 
and fl exi bi 1 ity to s�r,vi? its market. 

• ," Witness Yoho'also testified that PSNC executed service agreements with CNG
Transmission Corporation (CNG) which became effective November !, 1993. He 
testif,ied, that while Transcontinental Gas Pipe Line Corporation (Transco) is 
still the Company's primary interstate pipeline supplier, the contract wit� CN_G
is for ·30,000 dt/day of additional capacity.. He further testified that the
Company also executed agreements with'.the following interstate pipelines which
deliver gas into CNG's system: Texas Eastern, Tennessee Gas Pipeline, and Texas
Gas Transmission. 

Public Staff witness Davis testified that the Puhl le Staff served PSNC with 
data requests relating to ttie Company's gas purchasing philosophies, customer 
requirements, and gas por.tfolio mixes. Witness Davis testified tha� even though 
the scope of NCUC Rule. Rl-17,(k) is limited to a historical test_year, he also 
considered ·other information -such as design day estimates, forecasted load 
.duration cur.ves, forecast�d gas s�pply. needs, projections of capacity 8d_ditions 
and supply changes I and· changes in customer 1 Qad profi 1 es. Witnes_s Davis further 
testified that based on hiS review of PSNC's gas supply contracts, information 
on hOw convnodity or variable costs were determined, reservation fees, and the 
Company•·s gas proc·urement philosoptiies, it was his opinion that PSNC's purchasing 
practices .were re�sonable and �rud.ent. 
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Before the-co1t111encement of the hearing, the Public Staff and PSNC entered 
into a stipulation regarding· how information is to be provided in the future 
pertaining to suppliers of natural gas who submit proposals to PSNC but are not 
selected to provide supplies. In connectfon with future prudence reviews, PSNC 
has agreed that with, respect to future long-term,supply arrangements, PSNC will 
make,available to the,Public Staff written information pertaining to potential 
sources of gas supply evaluated by the C?mpany but not selected provided the 
information is protected as stated in the stipulation. Long-term supply 
arrangements •are defi_ned as contracts for a term of more· than one year. In 
regard, tO potential .. �ource$ of shorter-t�rm _supplies that are not selected, 
PSNC and the Public Staff have agreed to attempt,. thro.ugh further.discussions and 
an o_n-site visit, ,to r�ac_h an agreement as to the appropria�e ·1nformation to .be 
made available in future review periods. The Public �taff and PSNC further agreed 
that either may·seek a further Conmission order if agreement· is not reached. 

,_. The c�ninissi,on concludes that the,gas, costs incurred by PSNC during the 
review period ended March·31, 1994, were reasonable and prude�tly incurred, and 
PSNC should be permitted to recover 100% of its prudently incurred gas costs. 
The Conmission is also of the opinion .that the stipulation between PSNC and the
Putilic Staff should be approved. 

EViDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 13 AND 14 

Witness Smith testified that PSNC requests Commission approval to collect 
the amount owed the Company while simultaneously refunding the amounts due to its 
customers beginning with the first billing·cycle of·the month that follows the 
issuance date of the Commission's Order in this docket •. Witness Smith testified 
that the increment to collect the Harch 31, 1994 balance due from sales only 
customers of $2,792,293 over the succeeding annual period would be $O .• O7O6/dt. 
He also testified that the decrement to refund the.balance due to all customers 
of $4,772,451 would be $O.O976/dt. Witness Smith further testified that 
transp·ortation customers would receive the full benefit of the decrement whereas 
the rate of sales custofflers would decrease by the net of the decrement and the 
increment, which is $O.O27O/dt. 

Public Staff witness Davis testified that he was in agreement with the 
proposed temporary increment and the temporary decrement propos9!d by the Company. 

The Corrrnission believes that the proposed temporary incr�ment and the 
temporary decrement are just and reasonable to collect and simultaneously refund 
the balances in the gas deferred accounts until further order by the·conrnission. 

IT IS THEREFORE ORDERED as follows: 

I. That PSNC's accounting for gas costs and recoveries during the twelve
month period of rev.iew ended Harch 31, 1994, be, and the same hereby is, 
approved; 

2. That PSNC be, and it hereby is, authorized to recover 100% of its gas
costs incurred during the twelve-month period of review ended Harch 31, 1994, as 
the same are·reasonable and prudently incurred; 
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3. That the stipul'ation agreed upon by PSNC and the Public Staff and
attached as Appendix A is' hereby approved; · �

< 

4. That PSNC·shall increase the rates to' sales·only customers by $0.0706
per,dekatherm to collect the amount.currently due to the Company related to the 
sales only deferred gas account'beginning with the first billing cycle of the
month following the date of this Order; · · ' 

5. That PSNC shall decrease the rate to all customers by $0.0976· per
dekatherm simultaneously with Ordering Paragraph 4 above to refund to customers 
the current amount due them by the Company·related to the all customers deferred 
gas account beginning with the first billing cycle of the month following the 
date of this Order; and.' 

· 

6. That PSNC shall give notice to all its customers of the change in rates
approved herein in conjunction with the notice o·f the rate chailges· approved ·in 
Docket No. G-5,·SUb 327. 

ISSUED BY ORDER'OF THE COHHISSION. 
This.the 7th day of October 1994. 

(SEAL) 
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In The Matt8r-Of 

GAS·- MISCELLANEOUS 

STATE OF NORTH CAROLINA 
UTILITIES COMMISSION 

RALEIGH 

APPENDIX A 

The Application:of Public 
service company or North 
Carolina For Annual Review 
Of Gas Costs P:ursuant 

) 
) 
r DOCKET NO •. G-5, SUB 332 

To G.S. 62-l33.4(c) And 
Commission Rule Rl-17(k)(6) 

) 
' ) 

) 

. li!TIPULH:s;OM 

Pul:iliC SerV'icO company of ''Ncirth Carol_ina, InC. ("PSNC"
or the "Company") arid 'the Public sta:t':t' of the North Caro,lina 
Utilities Commission hereby agree as follows: 

1. The Public·staff acknowledges that prior to filing
its testimony· in the above-capt1qned proceeding, it obtained 
sufficient information from PSHC to adequately ri:iview the 
prµ.dence Of PsNC's gas Costs. The·terms.of this ·stiPulation 
shall supersede the recomm8ndation.contained in the Testimony 
of Jeffrey L. Davis (filed'July 25, 1994) at page 4, line 24, 
through page 5-, line 7. 

2. PSNC agree& in connection with future prudence
reviews that, with respect to future· long•term. supply 
arrangements (defined as contracts having a term of more than 
one year) , PSNC will make avail�la to the Public Staff 
written �nformation pertaining to potential sources of gas 
supply evaluated by the Company but not selected, including 
requesta for prop�sala and proposallil received .,in ref$ponse, 
provided this information is protected . by the same 
confidentiality agreements and protective qrderS to which. 
executed contr�cts are subject. Such information will not be 
used in any way that might lead to its disclosure or· its 
becoming part of the evidence of record without first 
obtaining· the Company's_ consent to such use or obtaining· a 
commission order permitting such use. 

3. With respect to potential sources of shorter-term
supplies that are not selected·, PSNC and the Public Staff will 
attempt, through further discussioria and an·oh-site visit, to 
reach an understanding as to the appropriate form an4 extent 
of information to be made available in future review periods. 
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Either pc!rty may seek a_further Commission order in the event 
agreement is· no� �eached ... 

4. This agreement is without prejudice to the right of
either party to seek the modirication· of any of the foregoing 
terms and condi'tions upon appropriate application to the 
cOmmission. 

DATED August�,,....
<;
,__ 

__ 1994. 

William. A., Davi�, II 
Counsel for Public Service Co�pany 
of NOrth cZlrOi'ina·, xriC.· 

. 
:., 

Giae!e L. Rankin ,-
Counsel for Public Staff of the. 
North carolina Utilities Commission 
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DOCKET NO. G-21,· SUB 323 

In the Hatter 
Application of North Carolina Natural 
Gas Corporation for.Annual Review of 
Gas Costs. Pursuant to G.s.· 62-133.4(c) 
and Conmission Rule Rl-17(k)(6) 

) 
) 

ORDER ON ANNUAL REVIEW 
OF GAS COSTS 

HEARD IN: Conmission Hearing Room, Dobbs Building, 430 North Salisbury Street, 
Raleigh, North Carolina, on April 12, ·1994, at 10:00 a.m. 

BEFORE: .Conmissioner Judy Hunt, Presiding, Chairman �alph A. Hunt and 
CoT1111issioner Laurence A. Cobb 

APPEARANCES: 

For North Carolina Natural Gas Corporation: 

Jeffrey N. •Surles, McCoy, Weaver, Wiggins, Cleveland and Raper, Post 
Office Box 2129, Fayetteville, North Carolina 28302 

For Carolina Utility Customers Association, Inc.: 

Sam J. Ervin;' IV, Byrd, Byrd, Whisnant, HcHahon & Ervin, Post Office 
Drawer 1269,. Horganton, North Carolina 28680-1269 

For the Using and Consuming Public: 

Margaret A. Force, Associate Attorney General, Department of Justice, 
Post Office Box 629, Raleigh, North Carolina 27626-

For the Public Staff: 

Antoinette R. Wike, Chief Counsel ,and Gina C. Holt, Staff Attorney, 
, Public Staff - North Carolina Utilities Conmission, Post Office· 

Box 29520, Raleigh, North Carolina 27626-0520 ' 

BY THE COHHISSION: On January 31, 1994, North Carolina Natural Gas 
Corporation (NCNG or-Company) filed the direct testimony and exhibits of John H. 
Honaghan, Jr., Vice President of Gas Supply and Transportation .for NCNG, and 
Gerald A. Teele, Senior Vice President. and Chief Financial Officer of NCNG, 
relating to the annual prudence review o�NCNG's gas costs pursuant to G.S. 62-
l33.4(c) and Conmission Rule Rl-17(k)(6). 

On February 2, 1994, the Conmission issued its Order scheduling a public 
hearing for April 12, 1994, :setting dates for pre-filed· testimony and 
intervention in this docket and ordering NCNG to publish Notice of these matters 
in.a form of notice·attached.to the Conmission's Order. 

On February 28, 1994, Carolina Utility Customers Association, Inc. (CUCAJ, 
filed a Petition to Intervene which petition was-allowed by the'Conmission on 
March 8, 1994. · 

295 



,GAS - MISCELLANEOUS 

On March 30, 1994, the Public Works Commission of the City of Fayetteville 
(PWC) _filed a Petition to Intervene, which was allowed by the Conunission on March 
31, 1994. 

The Public Staff filed the direct testimony of Julie G. Perry, Staff 
Accountant,. and Jeffrey L. Davis, Utilities Engineer, on March 28, 1994. CUCA 
did not pre-file testimony in this proceeding. PWC did not pre-file testimony 
or make an ap�earance in this proceeding. NCNG witnesses John M. Monaghan and 
Gerald A. Teele and Public Staff witnesses Julie G. Perry and Jeffrey L. Davis 
testified at the public hearing on April 12, 1994. NCNG filed Affidavits of 
Publication evidencing the publishing of the notices required by the Conmission 
and such Affidav,its were entered into evidence at the start of the. hearing. 

Based on the testimony and exhibits and the entire record in this 
proceeding, the Cotlll\ission makes the following: 

FINDINGS OF FACT 

I. NCNG is a public.utility as that term is defined in Chapter 62 of the
North Carolina General Statutes. 

2. NCNG is engaged primarily in the purchase, distribution and sale of
natural gas (an_d in some instances, the transportation of customer-owned gas) to 
more. than 129,000 customers in south central and eastern North Carolina. 

3. NCNG has filed with the Conmission and submitted to the Public Staff
all of the information required by G.S. 62-133.4(c) and Commission Rule Rl-17{k) 
and has complied with the procedural requirements of such statute and rule. 

4. The test· period for review of gas costs in this proceeding is the
twelve months ended November 30, 1993. 

5. During the period of review, NCNG incurred gas costs of $110,664,843,
and received $115,933,234 in recovery of gas costs through its rates, This 
resulted in anoverrecovery of $5,268,391, which.offset the unrecovered balance 
of $9, 870,616_in NCN&'s deferred gas cost accounts at the beginning of the test 
year. 

6. During the period from August through·November 1993, NCNG transported
3,657',608 dekatherms {dts) and recorded net compensation of $249,992•pursuant to 
buy/sell agreements. The Company credited 90% of the net compensation from these 
transactions to its all cu�tomers deferred account.· 

7. At November 30, 1993, NCNG had a net credit balance of $8,830 in its
def�r,red accounts, •consisting of a debit balance of $396,755 iri the·c0T1111odity
deferred account and a credit balance of $405,585 in the demand deferred account. 

8. The Public Staff took no exceptions to NCNG's accounting,for gas costs
and recoveries during the period of review. 

9, NCNG has properiy accounted for its gas costs during the period of 
review. 
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10. NCNG has· transportation and supply contracts with the interstate
pipelines which transport gas directly to NCNG's system and long term supply 
contracts with 10 other suppliers. 

11. The Public Staff requested NCNG to provide certain informatlon
regarding each source of gas supply that was evaluated by the Company but not 
selected. NCNG refused to provide thls information. In future proceedings, NCNG 
shall provide such information to the Public Staff and Attorney General pursuant 
to the confidentiality provisions ordered herein. · 

12. Based on information reviewed by the Public Staff, NCNG has made
prudent gas purchasing decisions, and the gas costs incurred by NCNG during the 
period of review were prudently incurred. 

13. NCNG should be permitted to recover 100% of its-prudently incurred gas
costs. 

14. At the time of the hearing, NCNG did not propose to change its rates.

· 15. As of the date of the hearing NCNG had a temporary increment of
$;0642/dt for sales only,customers and a temporary decrement of $.0886/dt for all 
customers approved by the·. Commission in Docket No. G-21, Sub 315, 'effective 
November 1, 1993. By order issued Hay 3; 1994, in Docket No. G-21, Sub 327, the 
Commission approved the elimination of the $.0642/dt sales only increment and an 
increase in the all customers decrement to $.1424/dt. 

16. The rate changes associated with the balances in the Company's deferred
accounts at November 30, 1993, the end of the review period in this proceeding, 
would be a temporary increment of $.0126/dt to rates paid by sales only 
customers and a temporary decrement of $.0093/dt to rates paid by all customers. 
Removing the current. temporaries and replacing them with the temporaries 
associated with the November 30, 1993, deferred account balances would result in 
an increase in sales only rates of $.1457/dt.and an increase in•transportation 
rates of $.1331/dt. 

17. It is just and reasonable to continue the.current temporary incretnents
and decrements until further order of the Commission. 

18. The Pubrlc Staff recommended and NCNG concurred that the test period
should be changed so that it ends on October 31 of each year. In order to 
accommodate the shift in test periods, the.next test period for NCNG would only 
be for eleven months·ended October 31, 1994. The twelve-month test period would 
resume with the year ended October 31, 1995. The Commission has issued an Order 
in Docket No. G-100, Sub 58, proposing to change Commission Rule Rl-17(k)(6)(a) 
to effect the Public Staff recommendation. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 AND 2 

The evidence for these findings of fact is contained in the official files 
and records of the Commission and the testimony of NCNG witness Honaghan. These 
findings are essen'tially informational, procedural or jurisdlctional .in nature 
and are facts uncontradicted by any of the parties. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 3 AND 4 

The evidence for the�e findings of fact is contained in the testimony of 
NCNG witness Honaghan and the findings are based on G.S. 62-133.4(c) and 
Corrmission Rule Rl-17(kl(6). 

G.S. 62-133.4 requires that NCNG submit to the Colllllission information and 
data for a historical twelve-month test period that includes NCNG's actual cost 
of gas, volumes of purchased gas, sales volumes, negotiated sales volumes,and 
transportation volumes. In addition to such information, Cormnission Rule 
Rl-17(kl(6J(c) requires that there be filed weather-normalized sales volume data, 
work papers, and direct testimony and exhibits supporting the information filed. 

Witness Honaghan testified that Corrmission Rule Rl-17(k)(6) required NCNG 
to submit to the Corrmission on or before February 1, 1994, the required 
information based on a twelve-month test period ending November 30, 1993. 
Witness Honaghan testified that NCNG complied with the filing requirements of 
G.S. 62-133.4(c) and Corrmission Rule Rl-l7(k) (6) and an examination of witnesses 
Monaghan's and Teele's testimony and exhibits confirms the same. Witness Teele 
also testified that NCNG filed with the Colllllission and submitted to the Public 
Staff throughout· the review period complete monthly accountings of the 
computations required by Corrmission Rule Rl-17(kl(5J(c) •. Public Staff witness 
Perry confirmed that the Puhl ic Staff had reviewed the filings. and that they 
complied with the rule. 

The Corrmission concludes that NCNG has compl led with all the procedural 
requirements of G.S. 62-133.4(c) and Colllllission Rule Rl-17(k) for the twelve 
month review perio� ended Nov¢mber 30, 1993. 

EVIDENCE AND CONCLUSIONS FDR FINDINGS OF FACT NOS. 5 - 9 

The evidence supporting these findings of fact-is found in the testimony of 
NCNG witness Teele and Public Staff witness Perry. 

NCNG witness Teele testified that at the beginning of the twelve-month 
per.lad, NCNG had a credit balance of $8,830 in its deferred accounts. This 
credit balance consists of a debit balance of $396,755 in the colllllodity deferred 
account (sales customers only) and a credit balance of $405,585 in the demand 
deferred account (al 1 customers). · · 

Witness Perry also testified that NCNG entered into buy/sell agreements 
starting in August 1993. During the period from August through November 1993, 
the C�IJlpany transported 3,657,608 dts and record_ed gross compensation of $510,791 
and net compensation of $249,992 pursuant to these agreements·. Witness Perry 
concluded that as a result of the buy/sell arrangements, the contracting end 
users, the firm market ratepayers, and the Company shareholders have benefitted. 
The firm market ratepayers received approximately $225,0DO, or go%, of the net 
compensation from such tfansactions as a credit balance in the demand deferred 
account, which helped to mitigate the impact of the $3.7 million increase in 
charges for Firm Transportation (FT) service from Transcontinental ,Gas Pipe Line 
Corporation (Transco) that resulted primarily from the shift to the Straight 
Fixed Variable rate design methodology. 
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Witness Perry testified that the Public Staff had examined NCNG's accounting 
for Its gas costs during the review period and determined.that NCNG had properly 
accounted for its gas costs._ 

eased upon the testimony and exhibfts of the witnesses, the monthly filings
by NCNG as required by Comnlsslon Rule Rl-17(k)(S)(c) and,the findings· of fact 
set forth above, the Coillllission concludes that NCNG has properly accounted for 
gas costs during the period.of review. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 10 - 13 

The evidence supporting these findings of fact is found in the testimony of 
NCNG witnesses Monaghan and Teele'and Public Staff witness Davis, and in the 
Comnlssion's official files in this docket'. . · · . 

Witness Monaghan testified that the primary objective of NCNG's Board·of 
Directors' gas supply ·acquisition pol icy is to· insure that, the Company ·has 
adequate volumes of competitively priced natural gas to meet the peak day demands 
of all firm customers on its system and to provide the maximum service possible 
to all custom�rs during other tim!!S thioughout the year. Witness Monaghan 
testified that NCNG takes steps to keep its gas cost.s as 1 ow- ,as poss! bl e 
comnensurate with its gas supply acquisition policy, ,which gives due 
consideration to price, security of supply, and flexibility of supply 
arrangements. ln'order to implement its policy, wi�neSs Monaghan testified that 
NCNG has a "portfol lo mix" of long-term supply contracts, maintains backup peak
day gas supplies, requires that long-term contracts provide for periodic 
renegotiation, and requires that.firm Qas supplies be acquired primarily to meet 
peak season firm requirements. In addition, NCNG participates in matters before 
the Federal Energy Regulatory Conunission (FERC), works .closely with its 
industrial and municipal customers to negotiate rates or arrange transportation, 

· and has its internal Gas Supply, Gas Control, and Industrial Marketing
departments meet regularly. Witness Monaghan testified that NCNG also keeps
informed about natural gas supply, closely monitors the energy markets, and
comnunicates with its pipelines and gas suppliers.

NCNG sells or transports gas to two markets, firm and,interruptible. Its 
firm market is principally residential, conmerclal and small Industrial 
customers. NCNG's firm market also includes customers who have firm contracts 
for the purchase or transportation of cer.tain volumes of gas and demand charges 
in their rates, including NCNG' s four municipal customers. Witness Monaghan 
testified that NCNG believes that spot market purchases are more appropriate in 
the su1I111er month� when it is serving primarily an interruptible market. 

Witness Monaghan testified that to ensure �hat new long-term gas supplies 
acquired as a result of Columbia Gas Transmission Corporation's (Columbia's) 
restructuring of services under FERC Order 63� on November 1, 1993, were obtained 
at a competitive cost, and also to provide market intelligence to be  used in 
negotiations under three of NCNG's existing l'ong-term contracts, NCNG sent a 
request for 1 ong-term proposals (RFP) to 15 suppliers, and .received proposals 
from 14 suppliers in response to the RFP. .NCNG has long-term supply and 
transportation contracts with Transco, wh_ich is essentially available on demand, 
and storage services provided by T_ransco and Columbia, as well as other long-term 
suppliers. . . · 
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Witness Honaghan testified that Order 636 had a negl i gi bl e impact on 
services prOvided by Transco, because Transco has operated its system as a fully 
unbundled transportation system since 1989. He also testified that NCNG also has 
10 long-t�rm supply contracts, including the Transco FS sales service contract, 
representing a total firm supply of 182,607 dekatherms per day for winter 
delivery and lesser amounts,in the remainder of the year. 

Public Staff witness Davis testified that the Public Staff served NCNG with 
data requests to which NCNG did not respond in full. During its investigation, 
the Public Staff requested NCNG to identify each potential source of gas supply 
that it added during the winter season and explain why the supplier was selected. 
NCNG responded to this request. The Public Staff also requested NCNG to identify 
each source of gas supply that it evaluated but did not select, describe the 
price and other contract terms offered, and explain why the supplier was not 
selected. According to NCNG's response, which is on file with the Co11111ission, 
the Company sent a RFP ,to 15 suppliers in the spring of 1993 and received 
proposals from 14 suppliers in response. The Company also received unsolicited 
proposals from one of its existing 1 ong�term suppliers and from two other 
suppliers. The 17 proposals offered a total of 17 discrete options from which 
to choose. No further information was provided. Mr. Davis rec011111ended that the 
Company's RFPs and responses be made available for review by the Public Staff 
under· the same confidentiality agreements currently in effect for contract 
review. Although the Public Staff has reviewed NCNG's gas purchase and 
transportation contracts and compared them ta similar contracts entered into by 
other gas utilities in North Carolin�, meaningful and thorough review of 
proposals that are accepted logically requires access to RFPs and proposals that 
are rejected. According to Hr. Davis, prices and·supply contracts entered into 
by utilities around the.country are helpful tools to the Public Staff; however, 
they do not provide detailed information or terms which· impact a company's 
decision to contract with a supplier or transporter, such as the reservation 
charges or "fixed premiums" which are a large part of NCNG's efforts to control 
the overall cost of gas. 

Witness Honaghan testi_fied that the gas supply proposals, which contain 
information considered conmercially sensitive by the suppliers, are submitted on 
a confidential basis, and that the suppliers were not informed in advance that 
proposals submitted but not accepted might be subject to inspection or 
disclosure. Witness Honaghan admitted that suppliers whom NCNG has dealt with 
accept the fact that executed contracts are subject to inspection by the Public 
Staff. Witness Honaghan also stated"that the Company could change its practices 
and inform its suppliers prospectively when it requests proposa 1 s that they might 
be subject to regulatory inspection. 

Witness Honaghan argued that disclosure of the commercially sensitive 
information in the prop·osals might be detrimental to NCNG's ability-to obtain 
competitive supplies, and that NCNG feared some suppliers would not even submit 
bids at all if they knew the proposals which were not accepted would be subject 
to review. However, Hr. Monaghan admitted that the foregoing reasons for 
refusing to turn over the RFP proposals were the same reasons that had been given 
in""Docket No. G-100, Sub 47, for treating NCNG's actual contracts as confidential 
or proprietary. The Commission has taken judicial notice of its Orders in Docket 
No. 0 6-ID0, Sub 47; dated February 21, 1989, Karch 29, 1989, and April 23, 1993. 
Under these orders, contracts are not filed with the Conmission or the Public 
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Staff, but are made availabfe for .. inspection, by certain, authorized 
representatives of the Attorney General. and '.Public Staff who have signed a 
confiaentiality agreement. The contracts remain in the custody,of the Company 
or an authorized representative of the Company·, and members of the Conm1ss1on 
Staff do not have acce_ss, nor have they ever· sought access, �o these contracts. 
Witness Monaghan admitted that there have been no occasions since 1989 where the 
Public ,Staff has disclose.d ,information contained in the contracts. in violation 
of the �onfidentiality agreements or protective,order., 

,, • Notwi{hstanding NCNG's r�fusal 'to pr�vide ';�formation relaied to the gas 
supply sources that•were not selected,, Public Staff witness Davis reviewed the 
remaining responses to the data requests posed to NCNG, NCNG's testimony and 
exhibits in this docket, the monthly information submitted by NCNG on gas costs 
for the review period, gas purchase-and transportation contracts, reservation or 
fixed .cost fees,, gas purchasing philosophies, ·customer -requirements, gas 
portfolio mixes, desi_gn-day-.estimate·s, forecasted gas supply needs, customer load 
profile changes, and projections of capacity :additions and supply changes. Mr. 
Davis testified that in. the Public Staff'.s;opinion, NCNG'.s purchasing practices 
Wer.e reasonable and prydent. 

The Co111Tiission canciude�,· that the gas ,costs in'curred by NCNG during th� 
review period erided Nov.ember 30, 1993,-were reasonable and pri.ldently incurred; 
and NCNG should be permitted to recover 100% of its prudently incurred gas costs. 

The Co111Tiission finds. that NCNG's arguments in support of its refusal to 
provide to the PubJ.ic Staff the requested· information. regarding the procurement 
process are unconvincing. It is implausible that,a supplier who accepts the,fact 
that if its proposaf is selected 'by NCNG, it will be subject to review by the 
Public Staff under. strict confidentiality. and. protective orders, will decline to 
submit a proposal for the mer_e reason that-: its unaccepted ploposal.would be 
subject to ·review under the same confidentiality', ageeements. The executed 
contracts are protected by stw:-.ict confidel'ltiality agreementsi and protective 
or�ers. Witness Honag�an ·adm_itted that NCNG is concerned with the prospect of 
the Public Staff's secon�-guessing its decisions, b.ut this concern does not 
negate the Public Staff's statutory right, on behalf. of the consuming public, to 
look at ·all relevant factors necessary to render •a complete,and. accurate opinion 
regarding whether NCNG's purchases were prudent. Indeed, under 6.5. 62-34, the 
Public Staff has the same authority as the Co111Tiission and its staff to examine
�he books and records _of pub)k utilities.,,. 

. 
. 

, The Co111Tiission believes that inforin�tion related to,.the •RFPs and the 
proposals received,by-NCNG are relevant to a thorough and complete analysis and 
review of the prudence .of NCNG's ,gas purchasing practices. Therefore, the 
Co111Tiission will ,order .,that In subsequent review periods, .NCNG shall,provide to 
the Public Staff any and al_l information pertaining to potential .sources of gas 
supply that were evaluated by the Company but not selected, including its RFPs 
and proposals received in response, provided this information is protected by the 

, terms and conditions of·the confidentiality agreements.and protective orders to 
which the executed contracts are·subject. · Further,· in light of-NCNG's concern 
that disclosure of information in such RFPs and proposals might compromise its 

' bargaining position, the. Colllliission hereby specifically orders that the .Public 
Staf.f ,and Attorney General not use any.information in such RFPs or proposals in 
any way that might lead to its disclosure or to its becoming.part of the evidence 
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of.record without first obtaining the Company's consent to such use or filing a 
motion with·the Comnission and obtaining a Comnission order permitting such use. 
NCNG·may so advise'potential suppliers. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 14 - 17 

NCNG witness Teele testified that NCNG has in its sales rates an increment 
of $.0642/dt for the deferred gas costs-sales cUstomers only account effective 
November 1, 1993, and a rate decrement of $.0886/dt for the deferred gas costs
all customers account effective November l, 1993 .. The tempor-aries were approved 
in connection with the Company's Purchased Gas Adjustment (PGA) filing in Docket 
No. G-21, Sub 315. The increment and decrement were proposed to be in·rates for 
twelve months ending October 31, 1994. 

Witness Teele testified that because the net deferred account balance is 
close to zero and because of the volatility ·;n ccinmodity costs and expected 
Overcollection of fixed costs this winter�. NCNG reCorranends that the current 
increments and decrements and the rates Presentl.Y in place remain the same·. He 
did state, however, that NCNG may file an application to lower its rates 
effective Hay 1, 1994, The Collll1ission takes official notice of the Company's 
application in Docket No. G-21, Sub 327, to.eliminate the $,0642/dt sales only 
increment and increase the all customers· decrement to $,1424/dt, These changes 
were approved by order issued Hay,3, 1994. 

Public Staff witness Davis testified that the .rate changes associated with 
the deferred account balances at November 30, 1993, the end of the annUal review 
period, would be a temporary increment of- $.0126/dt to rates .. paid by sales only 
customers and a temporary decrement of $ ,0093/dfto· rates paid by transportaii on 
customers. He stated that .if·th� temporary increments and decrements in effect 
at the time of the hearing were removed and replaced with tHose associated with 
the deferred account balances, the result would be ·increases to sales only and 
transportation customers of $,0277/dt and $0,0793/dt, respectively.· He further 
stated that under NCNG�s proposal, cµstomers would receive refunds of current 
overcollections as well as the refunds required by G.S. 62-133.4. Therefore, the 
Public Staff believed that NCNG's proposal was reasonable and did not r�conmend 
a rate change in this proceeding. 

The conmission concludes that witness Davis's analysis remains valid. Based 
on the calculations shown in his testimony (Tr. p. 129, 11. 5-20), replacing the 
$,1424/dt per dekatherm temporary decrement with the temporary increment and 
decrement associated with the deferred account balances would result in rate 
increase of $,1457, per, dekatherm fof sales only customers· and $,1331 per 
dekatherm for transportation customers. Such changes are clearly inappropriate 
at this time. The Collll1ission concludes that the recollll1endation'of the Company 
and the Public Staff not to change rates· is just and reasonable and that the 
current temporcir.ies shoul� rem,a:in in effect until further order.

EVIDENCE AND CONCLUSIONS FOR FINDING OF 'FACT NO. 18 

Public Staff witness Davis recollll1ended that NCNG's historical twelve-month 
test period as set forth in NCUC Rule Rl-17(k)(6)(a) be changed.· Witness Davis 
testified,that the Company's present test year, which ends November 30, presents 
problems for investigation and evaluation, because i-t involves a "split winter". 
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Witness Davis further explained-that:NCNG's winter period 1s considered to be· 
Novembe� through ·March, but when the current test period is used, the Public 
Staff does not get �o analyze a lull winter. The Public�Staff recomnended, and
NCNG concurred, that the problem be_.,corrected in two steps. First, the next test
_period should be only eleven months to acco1m1odate the sh1ft,1n ·test periods, 
such that NCNG's test year would be the· ele_ven months ended··october JI., 1 1994. 
Second, the test year ·shift. would be completed in. 1995 and· would ·continue -•.
thereafter with- the· .t'welve months ended October 31. , " 

The Conrnission believes that it is reasonable to change NCNG's test ye'ar as
provided in NCUC Rule Rl-17(k)(6)(a) as reco1m1ended by the Public Staff and to· 
change the hearing date for NCNG •. The hearing date for the present proceeding 
was changed-at NCNG's;request due to the proximity of the Easter holiday. Since 
the present test year was adopted in a rulemaking proceeding in Docket No. 6-100, 
Sub 58, the Co1m1ission believes it appropriate to deal with this change in that 
docket. The Co1m1ission has issued··an Order in that docket to change NCUC Rule 
RI-17(k)(6)(a)' to effect the Publ le Staff reco1m1endation. 

IT IS THEREFORE ORDERED as follows: 

1. That NCNG's accounting for gas costs and recoveries dur-1n9 "the twelve
month period of review ended November 30 9 1993, be, and the same hereby 1�. 
approved. ·, · · · 

2. That NCNG be, and it hereby is, authorized to recover.JOO% of its gas.
costs incurred during the twelve-month ,period of review ended November 30, 1993, 
as the same are reas_onable and prudently incurred� 

3. Thai: NCNG produce· for· review by.,the Public Staff' and the Attorney
General any and all, information related to •potential -sources �of g{ls supply �hat 
the Company evaluated but did,not select during the next and all future review 
periods, including its RFPs and the proposals relating to the RFPs, subje�t to 
the.confidentiality _agr�ements and prot�Ctions imposed herei�above._

4. That the increments and decrements in NCNG's· rates, which,.are presently
in place, remain unchanged until further-order of the Co1m1ission; 

5. That the Co1m1ission has issued an order•in Docket·No. G-106,·sub 58,
proposing to change NCNG's test year as provided in NCUC Rule. Rlsl7(k)(6)(a) to 
the twelve months ending October 31 and that, assuming the change, is adopted in,_ 
that docket, an eleven-month review period for the next pr�dence review 1s 
authorized:to acco1m1odate the transition. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 8th day of June 1994. 

(SEAL) 
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DOCKET NO. T"2143, SUB 26' 

· ,BEFORE THE ·NORTH CAROLINA .UTILITIES COMMISSION.

In the Matteri'of.
Merritt• Truckfog ·company,, Inc., Post · )
Office' Box '18346; Greensboro, North ) . 'FINAL ORDER OVERRULING EXCEPTIONS 
Carolina. 27419 - Appl I cation for. Conman ) · AND AFFIRMING RECOMMENDED ORDER 
Carrier �uthority · ) 

ORAL ARGUMENT 
HEARD IN:, Conmission Hearing Room 2115,. Dobbs Building, 430 North Salisbury 

Street, Raleigh, North Carolina, on TUesday, July 19, 1994, at
,, 9:30 a.m. ' 

BEFORE: Ralph A. Hunt, Presiding;· Conmissioners Will,iam W! Redman, Jr., 
Laurence·A. Cobb, and Judy Hunt 

APPEARANCES: 

For·theApplicant: 

Theodore C, Brown, Attorney· at Law, Post Office Box• 12547, 
Raleigh, North Carolina 27605 
For:: _Merritt Trucl<h1g Company,. Inc. 

For the Protestants: 

Ralph McDonald;• Bailey & Dixon; 'Attorneys at Law, Post Office Box 
1351, Raleigh, North Carolina 276D2-1351'• 

: For: Santee Carriers, Inc., ·and,Southern Bulk Haulel"s,• Inc. 

BY THE COMMISSION: On,May 13, 1994, Comnission Hearing Examiner Barbara A. 
Sharpe entered a Reconmended Order in this docket granting. in part the 
application for conman carrier-authority filed by Merritt Trucl<ing Company, Inc. 
(Merritt or Applicant). By the Reconmended Order, the·Applicant was granted 
irre9ular route comnon carrier authority as follows: 

Transportation of Group 21, conmodities·in bull<, in tanl< trucks except 
1 ime and fly· ash, statewide.   ·  

On May 31, 1994, tije Protestants filed certain exceptions to the Reconmended 
Order and requested the Conmissiori 1;0 schedule an oral argument to consider those 
exceptions. · • · · · 

. 

· ' An.,oral argument was scheduled for Tuesday, July 19, 1994, to consider the
Protestants' . except i ans. 

Upon call of the matter for oral argument at the appointed time and place, 
both the Applicant and the Protestants were represented by counsel who offered 
oral argument in support of their respective positions. 

WHEREU�ON, the Conmission reaches the following 
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CONCLUSIONS 

Based upon a.careful consideration of the entire record in this proceeding, 
the CoIIIIlission concludes "that all of the· findings. of- fact, ··conclusions, and 
decretal paragraphs contained in the Recorimended Orde,: dated Hay 13, 1994, in. 
this docket are fully supported-by the record; that the Recomnended Order should 
be affirmed and adopted as the Final Order of the,•Comnission; .and that each of 
the exceptions _filed by the Applicant �hould be overruled and denied • 

 

IT IS, THEREFORE; ORDERED as follow�:· . 

I. That the exceptions filed· by the ·Protestants with respect· to the 
Recomnended Order entered in this docket ·on Hay 13, .1994, be, -and the same are 
hereby, denied. 

2. That the Recomnended Order Granting Application in Part entered in this
docket by Hearing Examiner Barbara A. Sharpe on Hay 13, 1994, be, and the.same
is hereby; affirmed and adopted as the Final Order of the Comnission, 

ISSUED BY ORDER OF THE COHHISSION. 
This the 20th day of July· 1994.

(SEAL) 
 

. NORTH CAROLINA UTILITIES COHNISSION 
Gail Lambert Mount, Deputy Cleric . 

DOCKET NO. T-2689, .SUB ·6 : 

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In the Matter of 
Puryear Transport, ·Inc., 5844 Lease Lane, · ) 
Raleigh, North Carolina 27613 -

)) Application for Comnon·carrier Authority 

FINAL ORDER OVERRULING 
EXCEPTIONS AND AFFIRMING 
-RECOMMENDED ·ORDER 

ORAL.ARGUMENT 
HEARD IN: 

BEFORE: 

APPEARANCES: 

Comnission Hearlng Room ims; Dobbs Building, 430 North Salisbury 
Street, 'Raleigh, North Carolina, on Tuesday, January 4, 1994, at 
9:30 a.m. 

Comnissioner Ralph A. Hunt,. Presiding; ·chairman John E. Thomas, 
and Commissioners William W. Redman; Jr., Charles H. Hughes, and 
Allyson K.· Duncan 

For the Applicant: 

Robert W. Kaylor, Bode, Call l Green, Attorneys at Law, Post 
Office.Box 6338, Raleigh, North Carolina· 27628-6338 
For: Puryear Transport, Inc. 
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For the Protestants: 

Ralph McDonald, Balaley & Dixon, Attorneys at Law, Post Office Box 
1351,,Raleigh, North Carolina.27602-1351 
For: Eagle lransporf··corporation; Kenan·Transport· Company, 

· Iricorporated; Wendel 1 Transport Cor·porat1on; and A.c.
·widenhciuse, Inc. . ' · · ·: -

(- ,.·· f, • . 

BY THE COMMISSION: ·on December 6, 1993, Conunission Hearing Examiner Barbara 
A. Sharpe entered· a ReComnended · Order in this docket granting r,in :part the
'application for corrmon ca'rr.ier operating allthority filed· by Puryear Transport, 
Inc. (Applicant). By the Reconmended Order, .. the Applicant was granted irregular
route cannon carrier authority as fol.�ows: · . 

Transportation of Group 21, Speci.fication No. 2 oil, in bulk, in tank 
trucks, from Lee county ,to-all points in North Carolina. 

On December'. 14, ·1993, the Applicant filed certain' exceptions. to the 
Reconmended �rder and requested the Commission to schedule an oral argument to 
con�ider those exception�. 

By Order eii.tered in, this docket on Decembe� 15, ·1993, the Comnission 
scheduled •an.oral argument for Tuesday, Ja_nuary 4, 1994, at 9:30 a.m. to consider 
the Applicant's exceptions.' ·1 

Upon call of the matter for oral argument at the appointed time and place, 
both the Applicant and the Protestants were·,rep�esented by c;ounsel who offered 
oral argument in support:of their respective positions. 

WHEREUPON, the Cp!""ission reaches the following 

CONCLUSIONS 

Based upon a careful·consideration of the entire record-in this proceeding, 
the Comni ssi on concludes "t;hat al 1 of the findings of fact, conclusions, and 
decretal paragraphs contained in the Recommended Order dated December 6, 1993, 
are fully supported by the record; that the.Reconmended Orde�.should be affirmed 
and adopted as the Final Order of the Conmission;, and that each of the exceptions 
fi'led by the Applicant should be overruled and denied. 

IT IS, THEREFORE, ORDERED.as follows: 

1. That the exceptions filed by Puryear Transport, Inc., with respect to
the Recomnended Order entered in this docket on December 6 1 1993, be, and the 
same are here�y, denied. 
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2. That the Recomnended.Order Granting Applicant, In Part entered in this
. docket by Hearing Examiner Barbara A. Sharpe on December 6, 1993, be, and the 

same is hereby, affirmed and adopted,as the F.inal Order of;the-Comnisslon. 

ISSUED BY ORDER OF THE COMMISSION. 
This the. 6th. d,iy•of January 1994. 

(SEAL)· 
. NORTH CAROllNA UTILITIES COMMISSION 
Geneva s. Thigpen, Chief Clerk 

·Conrni ssi oner Charles H. HiJghes dissents. • Conrni ssioner Hughes •would reverse the
Reco1m1ended Order and grant the appli�atio�.

Comnissioners Laurence A. Cobb and Judy Hunt dldnot participate in deciding this
case. 
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DOCKET NO. P-31, SUB 125 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION · 

In the Matter of 
Lexington Telephone Company - Denton and 
Thomasville to Lexington Extended Area Service 

ORDER ESTABLISHING 
EAS RATE ADDITIVES 
AND AUTHORIZING POLLING 

HEARD IN: Commission Hearing Room 2115, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on Wednesday, June 2, 1993, at 
9:30 a.m. 

' 

BEFORE: Commissioner Julius A. Wright, presiding; Commissioners William W. 
Redman, Jr., Sarah Lindsay Tate, Charles H. Hughes, Laurence A. Cobb, 
and Allyson K. Duncan (Commissioners Tate and Wright did not 
participate in decision-making process.) 

APPEARANCES: 

For Lexington Telephone Company: 

F. Kent Burns and Daniel C. Higgins, Burns, Day & Presnell, P.A., Post
Office Box 10867, Raleigh, North Carolina 27608

For AT&T Communications, Inc.: 

William A. Davis, II, Thar_rington, Smith & Hargrove, 209 Fayetteville 
Street Mall, Raleigh, North Carolina 27601 

For the Using and Consuming Public: 

Antoinette R. Wike, Chief Counsel Public Staff - .North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 

BY THE COMMISSION: This matter arose with the submission of resolutions 
adopted by the Davidson County Board of Cammi ss i oners, the Thomasville Area 
Chamber of Commerce, the Cities of Lexington and Thomasville, the Town of Denton, 
and petitions bearing approximately 3,500 signatures expressing support for two.:. 

way, non optional extended area service ( EAS) between Lexington Telephone 
Company's (Lexington or Company) Lexington exchange and ALLTEL Carolina lnc.'s 
(ALL TEL) Denton exchange as well as between the Lexington exchange and North 
State Telephone Company's (North State) Thomasville exchange. The Public Staff 
brought the matter before the Regular Commission Staff Conference on 
April 6, 1992, and stated its belief that the facts demonstrated sufficient 
community of interest and broad-based support to justify pursuing the EAS 
proposal. 
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By Order issued April JO, 1992, the Commission required Lexington and North 
State to .conduct· cost studies and ALLTEL to apply· its EAS matrix tariff to 
develop l oca 1 rate increases for their respective exchanges. The- cost st·udy 
results and EAS tariff results were to be provided to the Commission within 90 
days. 

On December 14, 1992, the Public Staff again brought the matter to the 
Regular Commission Staff Conference. The Public Staff stated that it accepted 
ALLTEL's EAS rate addi,tives for the Dellton.exchange but had made .several changes 
in Lexington's and North State's cost studies and recalculated its own rate 
additives, which it con_sidered de minimis; for the Lexington and Thomasville
exchanges. Lexington and North State did not agree with the rate additives 
calculated by the Public Staff. On January 12, 1993, the Commission issued an 
Order requiring the Public Staff to file its Lexington and North State cost 
studies and supporting workpapers. The .Public Staff filed its cost study 
revisions and supporting workpapers on Janua_ry 16, 1993. On February 25, ·1993, 
the Commission issued an Order setting the matter for hearing to determine the 
appropriate rate additives for Thomasville and Lexington, stating tha� it found 
sufficient community. of i nterest,-to authorize p6l ling once the appropriate EAS 
rate additives were established. 

On April 8, 1993, North State advised the Commission that it and the Public 
Staff had reach�d agreement on rate additive� for Thomasvill"e, ·which, in the 
context of this proceeding, would be considered de minimis. Noeth State 
therefore requested that it be excused from the hearing. By Order issued 
April 15, 1993, the Commission excused North State from the hearing and approved 
the EAS rate additives applicable to the Thomasville exchange, reserving the 
question of whether these additives would be considered de minimis to a later 
paint in the proceeding. · 

. When the matter came on for hearing, essentially two•issues were·before the 
Cominission: 

1. What are the incremental equipment costs that Lexington will incur to
provide the proposed Denton and Thomasville to Lexington EAS arrangement? 

2. Will Lexington sustain serious financial di stress if the Cammi ssi on
fails to consider lost toll and access revenues {hereinafter, toll and access 
revenues combined are referred to as toll revenues) in .determining the .fAS rate 
additives applicable to the Lexington exchange? 

Additionally, Lexington also raised two other issues at the time of the 
hearing: 

I. Will Commission Rule R9-7 be unconstitutional if applied so·as to deny
Lexington recovery of the toll revenue lost from providing the proposed EAS 
arrange�ent? 

2. If the subject EAS arrangement is implemented, should it be expanded
to include Lexington's Welcome and Southmont exchanges? 
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Lexington presented- the :test'imony and. E!xh i bits of 8. Ear.l Hester, Jr., Vice 
President and -Assistant General Manager: Dale T. Snider; General Accounting 
Manager: and Joel 0. Williams, President of Mid-South Consulting Engineers, Inc. 
The Publi� Staff presented the testimony and exhibits of Robert A. Goetz and John 
T. Garrison, Jr., engineers with the Communications Division of the Public Staff,
and Jbhn Robert Hinton, a f.ir'lancial analyst with the Economic Research Division.

On January 14, 1994,· Lexington filed a mo'tion to stay further proceedings 
and-1suspend deliberation in this docket. The primary reason cited was'the advent 
of the defined-radius, plan proposals being addressed in Docket No. P-100, 
Sub 126. In this spirit,· Lexington had filed proposed revisions to its tariffs 
to establish a Lexington expanded local calling plan, a type of defined-area 
plan. 

On January 28, 1994, the Public Staff filed a Response to Motion to Stay 
Further Proceedings in which it opposed Lexington's motion. The· Public- Staff 
noted that Lexington has proposed.expanded local .calling in the past but that the 
Commission had proceeded with the EAS proposal. The Public Staff also noted.and 
opposed North State's January 24, 1994,-request in Docket'No. P-100, Sub 126, 
that the Commission defer action on its exchanges involved in this docket pending 
its proposed revisions in the·Triad Regional Calling Plan. 

, Based on ·the· foregoing, the evidence adduced at the hearing, and the entire 
recor.d in the !!latter-, the Commission makes the.following 

FINDINGS OF FACT 

!. The scope of the EAS proposal should be•limited to toll-free calling 
between Lexington and Denton and between Lexington and Thomasville. 

2. Apart from any consideration of whether lost toll ·and access revenues
should be reflected in developing the applicable Lexington EAS rate additives, 
in all other respects the cost study procedures advocated by the Public Staff are 
reasonable· and appropriate for use in this proceeding to determine Lexington's 
incremental costs of providing EAS. 

3. The net annual toll and access revenue loss that should be anticipated
by Lexington as of the subject EAS cutover date is $600,969. 

4. The· EAS rate additives applicable to the Lexington exchange should
reflect the inclu"sion of 50% of the loss of toll and access revenues·resulting 
from. implementation of ,the Denton and Thomasvi 11 e to Lexington EAS arrangement 
in order to avoid placing Lexington in serious financial distress . 

. 5.- The legal and constitutional arguments raised by Lexington concerning 
Commiss.ion Rule R9-7 are flawed and' erroneous. 
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6., The appropriate EAS rate additives applicabl� to the Company's 
Lexington exchange are as follows: 

SERVICE 

One Party Residence 
One Party Business 
Key Trunk 
PBX Trunk 

RATE 

$ 0.90. 
$ 2.29 
$ 2.86 
$ 4.60 

7. The appropriate EAS rate additives applicable to ALLTEL's Denton
exchange are as follows: 

SERVICE 

·one Party Residence
One Party Business
Key Trunk ·
PBX Trunk

RATE 

$ 3.02 
$ 7.41 
$11.10 
$14.81 

8. The appropriate EAS rate additives applicable to North State's
Thomasville exchange are as follows: 

SERVICE 

One Par.'ty Residence 
One Party Business 
Key Trunk 
PBX Trunk' 

RATE 

$ 0:17 
$ 0.39 

$ 0.42 ,, 
$ 0.63 

EVIDENCE AND CONCLUSIONS FOR FINDiNG OF FACT·NO. 1, 

The ev.idence suppol"ting this finding of filct is contained in. th� testimony 
and exhibits of Lexington's witness Hester and Public Staff Witness Garrison. 

The Commis�ion Order, issued on February 25, 1993, setting this matter for 
hearing found that a sufficient community of interest and broad-based support had 
been demonstrated t9 authorize pol 1 i ng regarding the proposa 1 of to 11-free 
calling between Lexington and Denton and Lexington and Thomasville. The purpose 
of the hearing scheduled for June 2, 1993, was for making a determination of the 
appropriate level of the EAS rate additives for the Company's Lexington 
subscribers and· North State's Tnomasyi11e subscribers.· 

. On April 12, 1993, Lexington prefiled the direct testimony of witness 
Hester; therein the .. Company took the position that the scope of the Lexington and 
Denton and Lexington and Thomasville EAS inquiry should' be expanded to. include 
the COinpany's Welcome and Southniont ex_ch�nges. 

At the hearing,,�itness Hester provided the community of interest fa�tors 
(CIFs) for Southmont to Denton and from Welcome to Thomasville. Although witness 
Hester did not know the CIFs for Southmont to Thomasville and from Welcome to 
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Denton, witness Garrison pfovided an estimate of the CIFs for these_two routes 
as well as the CIFs from Denton to Southmont and Welcome. The C!Fs for the 
additional routes are as follows: 

ROUTE 

Southmont to Denton 
Southmont to Thomasville 
Denton to 'Southmont 
Denton to Welcome 
Welcome'to Denton 
Welcome to Thomasville 

SIL 

1.74 
1.47 
0.74 
0.17 
0.24 
1.08 

Information from which to determine the CIFs from Thomasville to Southmont 
and Welcome waS not available. The only percentage making calls (PMCs) available 
for these additional routes ·is from Denton to Southmont, which is 13%. From the 
information available to the Commission, the additional routes proposed by 
Lexington do not meet the ca 11 i ng criteria set out in Rule R9-7 fo_r intra-county 
EAS proposals which require a CIF of 2.0 for residential customers or a combined 
residential/business CIF of 2.5 with a PMC of 25% or greater. 

The Commission can find no special circumstances in this case. Lexington 
is the only party to the proceeding who �as recommended that the scope of the EAS 
proposal be expanded. , The proposal was formally instituted a year before 
Lexington proposed its expansion in witness Hester's testimony·. During that 
time, Lexington had ample opportunity to request inclusion of i.ts Southmont and 
Welcome exchanges. Moreover I the Commission has received ·no broad-based support 
from affected customers to add Southmont and Welcome to the EAS proposal. 

Based on the foregoing, the Commission concludes that the scope of the EAS 
proposal should be limited to tOll-free' calling'betWeen Lexington and Denton and 
t;,etween Lexington and Thomasville. Thus, the· Southmont and Welcome exchanges 
wi,11 not be included in the subject EAS arran·gement. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2 

The evidence supportin-g this finding of fact is contained in the testimony 
and exhibits of Lexington witness· Willi ams and Public Staff witnesses Goetz,
Garrison and Hinton. · 

" " 

The cost study rate additives for the subject EAS arrangement as developed 
by the Public Staff, based on incremental "equipment costs, are $0.18 for 
residential service and $0.47 for business service. Lexington witness Williams, 
a consultant with Mid-South Consulting Engineers, Inc., developed corresponding 
rate additives of $0.47 fo·r residential serVice and $1.20 for business sef'Vice. 
These forego-ing. EAS rate additives are all calculated exclusive of any 
consideration of toll revenue loss and-they indicate a wide difference between 
the parties as to what the appropriate rate additives, exclusive of lost toll 
revenues·, should be: Such differences are due, respectively, to the parties 
varying opinions as to what are the proper factors/aSsumptions to be used in 
performing an appropriate cost study for purposes of this proceed;'ng-. In 
general, Lexington and the Public Staff had different opinions with respect to 
the following factors/assumptions: average busy hour, stimulation factor·, traffic 
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projections, trunk requirements, trunk additions, central office (CO) digital 
port costs, digital trunk controller (OTC) and network module equipment, embedded 
equipment costs and discount rates. 

With regard to the issue of average busy hour,· witness Williams identified 
the busy hour for toll traffic between Lexington and Thomasville and Lexington 
and. ,Denton by examining two weeks of Company billing data and choosing the 
busiest hour of usage for each route during the two-week perfod. The busy hour 
used for the-Lexington-Thomasville route was 8:00-9:00 p.m. on May 14, 1992; the 
busy hour used for the Lexington-Denton route·was 8:00-9:00 p.m. on May 13, 1992. 

To make its determination of the average busy hour, the Public Staff used 
the Southern Bell Telephone and Telegraph•Company (Southern Bell) method of busy 
hour EAS Centum Call Seconds (CCS __ 100 seconds of usage on a telephone facility) 
determination, which uses toll messages measured during a·typical 30-day period 
of the year which should exclude days when the traffic , is expected to be 
unusually high or low such as Christmas and Mother',s Day ... ·, 

In lexington'·s cost study, witness Williams used a,stimulation factor of 6.0 
to convert estimated toll traffic in CCS at cutover to estimated EAS CCS at 
cutover. Witness W.il l iams testified that actual EAS traffic st imul at ion factors 
could vary from 1.5 to 1?.0 or higher, although the average in most cases was 3.0 
to 5.0. Witness Williams indicated that the route to. Thomasville would be 
greatly affected by the furniture market and might cause peaks of traffic greater 
than his projection and the fact that Lexington is the county seat would also 
tend to increase st imul at ion. , Based- on this reasoning, .. witness Willi ams stated 
that'the stimulation on this route would therefore ,be somewhat higher than the 
average of 3.0 to, 5.0 as seen on most EAS upgrades and thus he believed 6.0 to 
be an appropriate stimulation factor. 

Public Staff witness Goetz testified that he used a Southern' Bell formula 
for his traffic calculations which incorporated a stimulation factor of 5.0. The 
Public Staff· provided information which documented Southern Bel 1 's exper.i ences 

•with EAS traffic stimulation on 15 separate trunk group offerings which included
large metropolitan exchanges and/or county seat exchanges. Such da't� showed that
·Southern Bell had used stimulation factors ranging from 3.0 to 10.0 since
February.1985,.with �.0 being employed exclusively·since July 1987 and in every

;case, using its standard conversion factors and a stimulation factor of 5.0,
Southern Bell overestimated the number of EAS,trunks required at cutover. The
only other telephone company with more. exchanges in_vo l ved· in EAS proposals
(including county seat or countywide calling proposals) over the past five years
is Carolina Telephone Company (Carolina). Witness Goetz'testified that Carolina
had used stimulation factors in the range of 3.0 to 5.0 during. this same period
of·time .. Based on the foregoing, witness Goetz believed a stimulation factor of
5.0 was more appropriate than the factor of 6.0 used by the Company.

' 

Further, with regard to the issues of traffic projection, trunk 
requirements, and trunk additions, a determina�ion .of two-way EAS C�S levels for 
each route had to be calculated in order to compute the number of two-way trunks 
required to carry the anticipated EAS traffic loads. In this regard, witness 
Williams argued that there was no basis to determin'e if the Southern Bell formula 
used-.by witness Goetz to determine the' CCS .requirement is valid. Witness 
Williams' concern was that such fonnula assumed a duration of 220- seconds per 
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ca 11 , whereas the actual ·1 ength for -ca 11 s to Thomasvil 1 e was 40 s¢conds greater 
and the actual length for calls to Dento·n was 50 seconds greater. Further, 
witness Willi ams took issue with witness Goetz' s -use of a 50% factor to account 
for ring, no answer and ·busy conditions, instead of using a 30% factor as he 
recommended. 

Pub1 ic Staff witness Goetz stated that he was unaware of how the conversion 
factors used by Southern Bell were- specifically determined, beyond the 
information that Southern Bell has provided in past EAS studies submitted ta the 
CommisSion·, but that he understood the factors had been obtained through years 
of studies. On redirect examination, witness Goetz testified that to the best 
of his knowledge, the Commission had never rejected the factors that Southern 
Be 11 uses in its EAS studies. ·Further, as iloted by the Pub1 i c Staff, the 
important point is that the formulas and factors used will closely approximate 
those that will. exist at cutover. Witness Goetz provided an· Exhibit No. 3, 
captioned "Southern Bell - EAS Trunk Group Data", as evidence showing that the 
Southern Bell formula is not likely to underestimate the traffic levels that will 
occur. Such exhibit provided data, for 15 different Southern Bell EAS offerings 
occurring between 1985-1992, which,showed that in all the Southern Bell offerings 
the number of trunks fnstalled was much greater than the number of trunks 
actua 11y required. AccoY'di ng to ·witness ·Goetz, witness Willi ams' procedures terid 
to produce higher traffic levels than those employed· by Southern Bell, and may 
result in placement of·tr.unk quantities which significantly exceed the actual 
requirements. 

. ' 

. The Company and the Public Staff agreed on a 10% EAS growth. rate after 
cutover, and the Company did ncit object to the traffic tables which the Public 
Staff used to translate EAS traffic levels into trunk requirements. 

Based on the foregoing, the Commission• finds that the Public Staff's 
methodology for determining the average busy hour is reasonable and appropriate 
for use in this proceeding. The Commission believes that the Public Staff's 
method of using toll messages which exclude days of unusually high or low traffic 
for an average busy hour is reasonable and appropriate. The Cammi ss ion a 1 so 
agrees with. the Public Staff that a stimulation factor of 5.0 is a fair standard 
considering the common use among other �elephone companies of a factor of·S.O or 
less. Further, the Commission believes that, for purposes of this .proceeding, 
the Southern Bel 1 formula prodlices rea�onab le traffic and trunk project i ans. The 
Commission therefore finds the incremental trunk requirements specified by the 
Public Staff for the cutover year and subsequent years to ·be reasonable. 

Regarding th·e issues of CO digital por.t costs/OTC and network module 
equipment, witness Wil 1 i ams provided costs for new centra 1 office ,equipment which 
,included CO digital ports and DTC and network equipment and testified that these 
represent costs for projected central office additions that will be required at 
an earlier date than would otherwise be required as a result of EAS traffic. 

Public Staff witness Goetz testified that he did not oppose inclusion of DTC 
and network ·module costs in the study, but he argued that Lexington '·s .cost study 
unfairly required EAS to bear the full cost of DTC and'network module equipment 
that would be predominantly used for non-EAS purposes. According•to witriess 
Goetz, the cost of lexington'·s 1994 OTC placement was, assigned to EAS, despite 
the fact that. only three of the 20 available circuits would be used to satisfy 
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EAS requirement$. For all years except 1993, witness Goetz took costs per DS-1 
port in a fully-equipped network module with a bay and in a fully-equipped OTC 
with a bay and multiplied them by the DS-1 port·requirements .for the Lexington
Thomasvil 1 e and Lexi ngton-Oenton EAS. He foll owed the same procedure in 
computing the 1993 network module cost, but noted that there·would be embedded 
OTC bi:i-Y equipment in place during 1993 and excluded the OTC bay cost from the 
1993 equipment calculations. 

The Commission concurs with the Public Staff that Lexington's recommended 
allocation of OTC and network module equipment improperly shifts the burden of 
•the EAS and non-EAS costs onto the EAS arrangement.· The Commission believes that
the Public Staff's methodology for computing the costs of the OTC and network
module equipment is reasonable and those results should be included as a cost· to
.the ·provision of the subject EAS.

As to the issue of embedded costs, Lexington contendS that it is entitled 
under Rule R-9-7(e)(2,) to recover•the embedded cost of investments previously 
used to provide toll service but which will be used for EAS rather than toll upon 
implementation·of EAS. The Commission finds that the record shows there is spare 
<;apaci ty on toll facilities between· Lexington and Thomas vi 11 e arid between 
Lexington and Denton.- This capacity is currently available to carry traffic 
along these routes a"s well as to the_ rest of the world, and 1t will remain· 
available for the same purpose-after EAS is implemented. The fact that overall 
toll traffic will be temporarily reduced at cutover only means that the Company 
will not have to add circuits as soon as it otherwise would. It does not mean, 
and Rule R-9-7(e)(2) does not provide,· that the cost of these circuits is an 
incremental cost o_f providing EAS. The Commission therefore concludes that the 
embedded CO switch usage cost shown in Lexington'S ·cost study ·does not satisfy 
the definition of embedded toll investment being reused for EAS, and thus should 
be excluded from the subject EAS cost study. 

The one remaining issue between the Company and the Public Staff is the 
appropriate di_scount rate to employ to.determine the present worth of each year's 
revenue requirement in the EAS cost study based upon-a ten-year present worth 
analysis. Lexington .. witness Wi 11 i ams' cost study employed, a 10. 49% rate ·of 
return on the related EAS investment and· a 12% discount rate:• However, oil cross 
·examination witness Williams testified that he would have to defer to someone
else to address· the appropriateness_ of such rates, but thereafter, Lexington ,di d
,not provide any such.witness.

Public Staff witness Garrison used a rate of 10.41% as his return on 
investtnent and also .as his discount rate in his cost study as recommended by 
witness Hinton. Witness Hinton's recommended discount rate of 10. 41% was 
Calculated based upon a pro forma capita·l structure consistin"g of 47% long-term 
debt, 1% preferred stock and 52% common equity and with corresponding related 
cost rates of 8.74%, 5.81% and 12%, respectively. 

Based on the evidence presented in regard to the appropriate discount rate 
and based upon our previously discussed general conclusions to· agree with the 
Public Staff regarding other major factors at issue in the cost study, the 
Commission finds that for purposes of this proceeding only, on balance, the 
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Public Staff's cost study factors/assumptions are overall more· reasona_ble than 
Lexington'·s with one exception. That exception relates to the issue of toll loss 
recovery which is addressed sllbsequently, specifically, in the Evidence and 
Conclusions for Finding of Fact No. 4. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 3 

The evidence supporting this finding of fact is found in the testiniony and 
exhibits of Company witness Hester and Public Staff witness Garrison. 

Witness Hester testified that the Company's.toll revenue lass- related to the 
Denton and Thomasville to ·Lexington EAS arrangement would be $485,041, annually, 
based upon the Company's actual toll revenue figures. Witness Garrison testified 
that the subject EAS related toll revenue loss would be $600,969, annually, based 
upon a calculation that reflects the manner in which Lexington receives monies 
from. the intralATA- toll pool, as well as the interLATA access and, bi,1ling and 
collection rates applied to the .actua 1 messages and minutes used in its cost 
study.' 

In this proceeding, the evidence of record does not contain. any dir:ect 
explanation of how Lexington's actual toll revenue loss figures were calculated. 
The Public Staff stated that it considered the Company's calculation of the 
actual toll revenue loss· to be equivalent to its billed toll revenues which would 
be incorrect, especially,- since Lexington receives both intraLATA toll pool 
revenues and foreign exchange revenues based on settlements. 

Witness Garrison testified that the manner in which Lexington receives 
moriies from the intraLATA toll pool is th� result of a ·settlement. This 
settlement approach imputes access charges on• the minutes ·of use Lexington 
reports to the pool based upon the traffic sensitive rates plus ·amounts. for 
network and operator surcharges plus a residual distribution minutes of use 
charge. Likewise, witness Garrison testified that foreign exchange r�venues· 
received by Lexington are also -the result of settlements. Further, witness 
Garrison testified that his interLATA access and bi 11 i ng and. collection revenues 
refl E!ct Lexington's rates ti mes the mi nut es of use and messages used -in the 
Public Staf.f' s study. Therefore, the i nterLATA access and bil 1 i ng and collection 
amounts calculated by the Public Staff would be consistent with-the messages and 
minutes used in its cost study. Additionally, the Public Staff's calculation of 
the accounting and commercial savings to be experienced by Lexington also 
reflects the messages used in its cost study . 

. Based upon the foregoing, the Cammi ssi on believes that Lexington's to 11 
revenue loss• calculation would be inappropriate.for use ·in this proceeding. The 
Commission therefore concludes that a net toll revenue loss of $600,969, as 
calculated by the Public Staff, reflects the base minutes and messages used- in 
the cost study and is a reasonable determination of the net toll: loss that will 
be experienced by Lexington as of the EAS cutover. 

EVIDENCE AND CONCLUSIONS-FOR FINDING OF FACT NO. 4 

The evidence suppOrting this finding.of fact is contained in the.testimony 
and exhibits of Lexington's witnesses Hester and Snider and Public Staff witness 
Hinton. Lexington and the Public Staff have opposing recommendations on what is 
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thE! __ appropriate amount of lost toll revenues, resulting from implementation of 
the Denton' and Thomasville to Lexington EAS arrangements, to be .charged to 
subscribers receiving the extended area servic� as a permanent component of their 
recurring monthly rate, in addition to the incremental cost of providing the EAS 
arrangement, in order to avoid placing the company in serious financial distress. 
Lexington's recommendation is that the·EAS rate additives established in this 
proceeding should reflect the inclusion of 100% ot: the subject lost toll revenues 
-in order to avoid serious financial distress: The Public Staff disagrees with
Lexington.in this regard and recommends that the EAS rate-additives not reflect
any inclusion· of; the subject lost toll revenues, since such revenue loss would
not, in the Public Staff's .opinion, place Lexington under serious financial
distress.

Commission Rule R9-7(e)(l) states,.in part, as follows: 
... 

" ..• As a general rule, the· Commission has not authorized telephone 
companies to consider lost toll revenues in developing applicable EAS 
charges. The Commission will continue tO follow this general policy 
in future EAS cases unless it can. be clearly demonstrated in a 
particular case that a failure tO consider lost toll revenues will in 
fact result in •serious financial dfstress to the LEC and, in turn, to 
its remaining local customers._ .. " 

The Commission's Rules, including Rule R9-7, do not set forth specific 
standards or guidelines to. be foll owed in (;letermin·i ng the· existence or absence 
of "serious financial distress". In this proceeding, Lexington and the Public 
Staff have presented widely-differing approaches as to how the Commission should 
make such a determination. Lexington's approach results i � a recc;>rnmendation that 
the EAS rate additives include 100% of the subject lost·toll revenues, whereas, 
the Public Staff's appro·ach would exclude 100% of the subject lost toll revenues 
from the calculation of the appropriate EAS rate additives. 

Lexington contends that the following factors should· be considered in 
assessing the issue of serious financial distress: 

(1) the amount of the instant · tOll revenue loss in comparison to the
revenue increase allowed Lexington at the time of its last general rate
increase, 

(2) the amount of the after-tax toll revenue loss in comparison to the
Company's current level of operating income� and

.. (3) the impact of the toll revenue loss on the level of earnings the 
Company can reasonably be expected to achieve measured in terms of the 
overall rate of- return and return on common equity. 

As indicated above, Lexington stated that the Commission should consider the 
subject toll revenue loss in comparison to the revenue increase allowed Lexington 
at the time of its last general rate increase for the purpose of assessing the 
existence of serious financial distress. Lexington last received a general rate 
increase of $1,111,433 on June 14, 1982. A comparison of the toll revenue loss 
of $600,969.to the $1,111,433 increase iw local service revenues granted in 
Lexington's last general rate case, reflects that this sp�cific toll revenue loss 
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represents over half of Lexington1 s last allowed rate increase. Thus, Lexington 
stated that the toll revenue loss is a significant amount which would subject the 
Company to serious financial distress if lost. 

As noted above, Lexington further contends that the· Cammi ss ion should 
consider the subject after-tax toll revenue loss in comparison to Lexington's 
current level of operating.income in resolving the issue as to the existence of 
serious financial distress. In its brief, Lexington stated that the portion of 
; ts net income which is represented by the amount of to 11 to be lost is 
approximately 12%. That impact was also stated by witness Hinton on cross
examination during the hearing. Lexington concluded that a revenue loss of this 
magnitude can only be described as serious. Refinement of the after-tax toll 
revenue loss as a percentage of operating income yields a factor of 11.06%, 
rather than 12%; this factor-of 11.06% is based upon a comparison of the subject 
after-tax toll revenue loss of $365,265, as determined by the Public Staff, in 
comparison to the Company's 1992 calendar _year level of operating income of 
$3,302,819. Using either 11-.06% or 12%, the comparison clearly reveals that the 
toll revenue -loss is financially significant. 

Finally, in resolving the issue as to the existence of serious financial 
distress, Lexington conte'nds that the Commission should consider the impact of 
the toll revenue loss on the level of earnings it is currently achieving measured 
in terms of the overall rate of return and return on common equity. In 
developing the aforesaid returns, Lexington witness Snider made several pro forma 
adjustments to· its 1992 _actual level of earnings for known and quantifiable 
changes that the Company would experience in 1993, as. follows: 

(I) $69,622 increase in revenues for the EAS rate additives proposed by the
Public Staff, as revised, assuming the EAS-was implemented,

(2) $125,473 reduction in revenues for a prior year overbilling of special
access charges to AT&T,

(3) $303,162 reduct ion in revenues for the termination of its operator
services contract with AT&T,

(4) $460,176 reduction in revenues' for changes in its switching system
services and transmission facilities services contracts with- AT&T,

(5) $485,041 reduction in revenues for the estimated toll· loss from
implementation of the EAS arrangement,

(6) $45,486 reduction in revenues for its revised billing and collection
agreement with AT&T,

(7} $206,000 reduction in revenues for the nonrecurring circuit 
installation charge-paid by AT&T, and 

(8) $115,000 reduction in expenses to recognize the laying off of temporary
operators.

Accardi ng to the direct test imon.Y of wi t_ness Snider, Lexington '.s calendar 
year 1992 actual operations yielded a return on common equity of 13;09% and the 
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overall return on rate base was 12.48%, based upon the Company's Calendar year 
1992 actual capital structure. Adjusting Lexington's calendar year 1992 actual 
operations, such that all of witness Snider's pro forma adjustments as cited 
above are included, will' result in a return on common equity of 9.35% and an 
overall return on r.ate base of 9.17%. Further, if all of the foregoing pro forma 

_ adjustments are considered as proposed by witness Snider, except with one charige 
such that the estimated toll loss from implementation of the EAS arrangement is 
increased from $485,041 to $600,969, (as determined by the Public Staff) and 
reflecting Lexington's methodology of adjusting the capital structure for the pro 
forma change in retained earnings, then the resulti_ng return on common equity 
will �e·9.04% and the overall return on rate base will be 8.90%. 

In its brief, Lexi_nQton stated the_ following facts: (1) the Commission, in 
the most recent telephone rate case at the time of Lexington's filing in this 
proceeding, had allowed a 12.5% return on common equity; {2) the Pu_blic Staff in 
assessing special amortizations by telephone companies, including Lexington, has 
been using a 14% return on common equity; and (3) in Lexington's last general 
rate case, the Commi$sion, by Order issued June 14, 1982, allowed Lexington a 
16.?5% return on common equity. Based upon the foregoing, Lexington concludes 
that the returns on common equity f9r Lexington··without full toll loss recovery 
fall far short of a rea�onable return. 

Lexington witness Hester testified .that the implementation of an EAS rate 
additive which does not allow the Company to recover an adequate portion of the 
subject toll revenue loss will force the Company to file a general rate case. 
Given the cost and time demands entailed in filing a general_ rate·case; Lexington 
states that this may be• the single most pragmatic indicator of the serious 
financial distress the Company will experience if it is not ··allowed to recover 
its toll losses. 

Additionally, Lexington stated that if you looked at the toll loss of 
$535,757 as initially calculated by the Public Staff and based upon the level of 
access lines of -21, 004· in the Lexi ngtol1 exchange, then the toll loss is 
equivalent to $25. 51 per access 1 ine per 1 .year or $2 .13 per month. Thus, si nee 
local service rates are residually determined, then the presen� residential base 
rate of $7.04 per mon_th would have to be raised by over 20% to recover just the 
to11 •1Qss. Such analysis in the Compaliy's opinion illustrates serious financial
,distress. , · 

Further, in its 'brief, 'Lexington states that the Public Staff's pcisiti on 
that a company is not experiencing serious financial distress so long as it can 
pay the interest on its debt even if the Company could not repay its debts is 
absurdly unrealistic. 

Based on the foregoing, Lexington concludes that the evidence, supports an 
additional increment in the EAS rate additives to recover 100% of the lost toll 
revenues resulting from implementation of the subject EAS arrangement. 

Essentially, the .Public Staff �ontends-that, for the purpose of assessing 
the eXi stence of serious financial di stress, the Cammi ssi on should base its 
decision primarily on two financial benchmarks, the debt leverage·ratio and the' 
fixed charge coverag'e ratio•. 
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. .  The Public Staff contends that a company will be confronted with serious 
financial distress if it experiences a significant deterioration in its ability
to make scheduled interest payments. Such a condition, according to the Public 
Staff, would be indicated by a pre-tax fixed charge coverage ratio of less than 
2.0 times. 

In developing benchm'arks. for use in, assessing the existence of serious 
fi nanci a 1 di stress, Public Staff witness Hinton, in lieu of the Company's actual 
capital structure, employs a pro forma capital structure·. The Public Staff 
states that in view of the lower financing costs of debt capital· as compared to 
equity capital, Lexington's actual capital structure as of December 31, 1992, 
consisting of 9.33% long-term debt, 3.31% preferred stock and 87.36% common 
equity, is inappropriate both for setting rates and for determining the existence 
of serious financial distress in this EAS pr9ceeding. 

In developing the capital structure whic� it.considers to be appropriate, 
_the Public Staff essentially uses an average capital structure based ·on the 
capital structures of six independent telephone companies and the seven regional 
Bell Holding Companies. The Public Staff selected those companies because. they 
are primarily. involved in provi�ing local ·exchange service, however, witness 
Hinton acknowledged on cross-examination that all the companies in.eluded in his 
analysis are also involved in activities other than the provision of local 
telephone service. The Public Staff's pro forma capital structure is composed 
of 47% long-term debt, 1% ·preferred stock,,and 52% common equity. 

The Public Staff advises that, based on, financial criteria published by 
Standard & Poor's (S&P's), the capital structure which it employs limits debt 
leverage to a degree such that it meets S&P's standard in that r.egard in qrder 
for a Company's debt issues to receive an "A" bond rating. 

Based on its analysis, the Public Staff .concludes that the loss of toll 
revenues associated with the proposed EAS arrangement 'would not result in serious 
financial distress to Lexington. The Public Staff bases its conclusion primarily 
on: '(!) the fact that the Company's fixed charge �overage ratios of 21.40 times, 
calculated using the Company's actual capital structure, and 4.30 times, 
calculated using the Public Staff's pro forma capital structure, meet or.exceed 
the S&P fixed charge coverage standard, ·of 3.3 - ·5.0 times, which is necessary 
in ·order for a company·'s bonds to qualify for an "A" or greater rating from that 
bond rating agency and (2) the fact that the Company's debt leverage ratios of 
9 .33%,. based on its actua 1 capita 1 structure, and 47%, based on the Public 
Stilff's pro forma capital structure, are well :within the S&P debt leverage 
guidelines which must be met in order for a company's bonds to qualify for an "A" 
or greate'r bond rating. The foregoing ratios calculated by the Public Staff were 
based on actual operating results for calendar year 1992, adjusted to give effect 
,to the. Public Staff's determination of the toll revenue loss, of $600,969, that 
will be realized upon implementation of the proposed EAS arrangement. 

The Public Staff observes that if a utility consistently fails to earn its 
cost of capital its financial health will eventually erode .to a point such that 
it will be faced with serious financial. distress. The Public Staff further 
states that a company's failure to achieve its cost of capital 9ver a one-year 
time horizon will not necessarily lead to such a result. With respect to those 
matters, the Public Staff asserts that such earnings considerations are factors 
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that should be evaluated in the context of fixed charge coverage and debt 
leverage ratios. However, witness Hinton provided calculations showing that, i-f 
based on actual operating results for the calendar year 1992 adjusted to give 
effect to the Public Staff's determination of the toll revenue· loss of $600,969, 
the return on common equity will equate to 11.51% using Lexington's actual 
capital structure and 15.67% using the Public Staff's pro forma capital 
structure. Witness Hinton concluded that neither of those calculated returns on 
equity indicate the existence of existing or impending finan�ial distress.

Finally; the Public Staff asserts that it is inappropriate to•make pro fonna 
adjustments to the level of eariiings the Company is currently achieving as 
proposed by Lexington. The Puhl i c Staff contends that_ such pro forma adjustments 
belong in proceedings involving general rate relief arid not EAS proceedings. 
Further, the Puhl ic Staff states that there are other mitigating" ,revenu'e and/or 
cost-related factors -pertaining to the Company's financial condition that 
Lexington has not considered that should be considered if the Company's financial 
condition is to be rev-iewed on a pro forma basis. The Public Staff states that 
such matters would "be reviewed ·in a general rate case proceeding. The Public 
Staff further stated that examples 'of such factors include_ increased op�l"ator 
serv.i ce revenues from Lexington's long di stanc,e affiliate and the Company's five
year amortization of its transitional obligation under Financial Acc_ounting 
Standards Board Statement No. 106 (FASB No. 106) •. 

Even though the Public Staff disagreed wi_th the Company's position regarding 
pro forma adjustment's·, it performed an analysis including such adjustments. The 
Public Staff indicated that even under that pro forma scenario the resulting 
fixed charge coverage and·return on common equity benchmarks fail to indicate 
serious financial distress. Specifically, witness Hinton's analysis in tMs 
regard, yielded the following results: a return on common equity of 9.24% and a 
fixed charge coverage ratio of 20.lO'times based on Lexington's actual capital 
structure and a return on common equity of 11.85% and a fixed Charge coverage 
ratio of 3.7 times 'based On the Public Staff's pro forma capital structure. 

. 
. 

J3ased on' the foregoing, the Public Staff concludes that the evidence does 
not support an additioilal increment in the EAS rate additives to cover any 
portion of LexingtOn's lost toll revenues arising from implementation of the 
subject EAS arra�gement. 

Determination Of the appropriate treatment to be accorde� toil revenue loss 
for purposes of this proceeding is an. exceedingly difficult undertaking and one 
that the Commission has not entered into lightly. Indeed, the Commission has 
g.iven thoughtful and lengthy consideration to the evidence of record in its
entirety in resolving the subject toll revenue loss controvers�.

For purposes of this proceeding, the Public Staff argued that it was 
inappropriate for the Commission in its assessment of the Company's financial 
condition to consider such condition on a pro forma basis. With respect t6 
.Lexington's pro forma-financial condition as presented by the Company, the Public 
Staff argued that there, were· other mi ti gat fog factors pertaining to Lexington' S 
fiilancial condition that were not reflected in the Company's prq forma analysis 
that should be takeri into account if said financial condition is to be evaluated 
on a pro forma basis. The Public Staff cited two examples of such factors, 
however, it did not ·quantify the economic impact of its examples. Lexington 
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contended that the Commission should consider its financial position on a pro 
forma basis taking into account known, mater.ial, and measurable changes in the 
levels, of revenUes and costs that the COrnpany could reasonably be expected to 

experience in the near term. 

The Commission agreeS with Lexington concerning the use of pro forma data 
in .assessing the financial c·ondition of the Company for purpose_s, of this 
proceeding. The Co'mrriission• recognizes, as in9icated by the Public Staff, th�t 
the nature of this type of proceeding makes it extremely difficult to identify, 
investigate and litigate a 11 of the probable changes that will affect the 
Company's financial condition in the near te�m. However, the Commission concurs 
with Lexington and so·finds and concludes that it would be unfair, unreasonable 
and inappropriate to totally disregard known and material changes in revenues and 
�osts that will have a significant impact on the Company's financial condition 
simply. because all such changes might not have been identified. 

At 1:his juncture,- the Commission also notes th.it there are factors present 
in the regulated public utility telecolllil!unications environment today which have 
an all too real potent_ial of adversely affecting Lexington's financial condition, 
the effects ·of Whi_ch have-Rot been quantified and reflected in the record"of this 
proceedi_ng. Such factors illclude pending legi_slation at the national level 
involving local telephone service competition and the matter of intraLATA 
competition in North Carolina. 

As previously discussed, LexingtoTI stated that, in assessing,. the issue of 
financial distress, it is appropriate to consider the impact of the toll revenue 
loss. on the level "of. ea_rnings the Company can reasonably be expected to achieve 
annually measured in terms of the overall rate of return and return on common 
equity. The Public Staff takes the position thilt a company's failure to achieve 
its cost of capital over a one-year time horizon -does not necessari.ly equate to 
financial di stress. More specifically, the Public Staff _asserts that such 
earnings considerations are·factors that s�ould be evaluated in, the context of 
fixed charge coverage and debt 1 everage ratios, such that an i ndi cation of 
serious. fi nanci a 1 di stress .would be indicated by a pre-tax fixed charge ,Coverage 
ratio of less than 2.0 times. The Commission does not agree w�th the Public 
Staff's assertion to the effect that, as long as the fixed charg� cov_erage ,ratio 

is at or above 2.0 times, a company is not facing serious financial distress. 
Such a standard. is siinply too stringent for purposes of thfs EAS proceeding. 
Further, the Commission believes that in an EAS proceeding such as- this it is 
entirely reasonable and appropriate to consider the status -of the Company's 
existing and expected near-term financial condition measured in terms of return 
on common equity and/or its overall rate of return. 

Lexington's calculation of its return on common equity was 9.35% based on 
the Company'� actua 1 1 eve 1 of operations f1;>r calendar year 1992 modified to 
reflect witness Snider's pro forma adjustments. When all of Lexi'ngton 1s pro 
forma adjustments are considered and the Company-'s estimated toll revenue loss 
is increased to the level -of ,loss determined by the Public Staff, the resulting 
return on common equity is 9.04%. The <;ommon equity return of 9.04% is increased 
to 11.85% when the aforesaid assumptions are changed to include the Public 
Staff's pro forma capital structure. The foregoi_ng pro forma returns on common 
equity are all lower than th€! 1_2% return on common equity recommended for use .by 
Public Staff witness Hinton ,for ,the purpose of performing. an analysis of the cost 
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of the instant EAS proposal. Those proforma returns on common equity clearly 
indicate that exclusion of the toll revenue loss from the subject EAS rate 
additives would have, a significant adverse impact, on Lexington's �xisting 
financial condition,' 

In summary, Lexington argued that the level of its pro forma return on 
'common equity, the magnitude of the toll ,revenue loss in compar.ison to its" 

operating income, and:the· fact that.it will be forced to file a general rate case 
if it is not allowed to recover the toll revenue loss clearly indicate that -it 

,will be placed in serfou.S financial distress if it is nOt allowed to include all 
'of the ·toll revenue loss as a component of its EAS rate additives upon 
implementation of the proposed EAS arrangement. By contrast, the Public Staff 
argued that, based upon its analysis of fiXed charge coverage.and debt leverage 
ratios, there was no indication that Lexington -would be placed in serious 
financial distress should the Commission disallow recovery of 100% of the subject 
toll revenue loss. After careful ,c;onsideration of the-foregoing and -the entire 
evidence of record, the Commission finds and concludes that it must reject the 
p�sitions of both parties concerning the appropriate treatment to be accorded the 
tOll revenue .loss •for purposes of this proceeding. 

The toll revenue loss of $600,969 which will be realized, by Lexington upon 
implementation of ttie proPosed EAS arrangement is of immense, significance to the 
Company. On an after-tax basis the effect of that loss equates to an qperating 
income reduction of 11.06% annually. Such percentage is based on Lexington's 
operating results for the calendar year 1992. On a pro forma basis, the subject 
toll revenue loss, equates to an op_erating income reduction of 13.63% annually 
when �onsidering the pro forma adjustments. proposed by Company witness Snider. 
Given the re.volutionary Changes that are continuing to take pla�e in the 
telecommunications industry both at the Federal and state level, which in 
addition to the ins�ant toll revenue lO�s may-further substantially adversely 
impact the Company's financial well-being, the Commission would be remiss if it 
failed'to compensate Lexington to a reasonable extent for the operating revenue 
1 oss it is sure to .realize as a 'result of implementation of the Denton and 
Thomasville to Lexington EAS arrangement. 

Based upon, the foY'egoing and the entire evidence of recor,d, the Commission 
finds and concludes .that in this particular proceeding it is appropriate to 
establish EAS rate additives for Lexington that reflect the inclusion of 50% of 
the toll revenue loss ,which will be realized by Lexington upon implementation of 

'the Denton and Thomas vi 11 e to. Lexington EAS arrangement. The Commission further 
finds and concludes that such action is required in order to avoid subjecting 
Lexington to serious .financial di stress. The Commission believes that such 
treatment reflects a fair and reasonable balancing of the evidence presented by 
both Lexington and the Public Staff. The Commission emphasizes, however, that 
this decision, to allow re'covery o'f 50% of the toll revenue ·1oss, should not be 
construed as a 'change in Commission .policy regarding the inclusion of -toll 
revenue loss as a component of EAS rate additives, for that· clearly is not the 
case. Such determinations will ·continue to ,be made on a case-by-case basis based 
on the facts and. circumstances present in each case. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5 

The evidence supporfing this finding Of fact is fouild primarily in 
Lexington's and the Public Staff's - briefs, proposed orders and reply briefs 
filed in this proceeding. 

In general, the legal and constitutional arguments ra.ised by Lexington were 
as follows: 

1. Rule R9-7 is unconstitutionally vague on its face and as applied in
this case;

2. R\Jle R9-7 unreasonably discriminates between matrix and non-matrix
companies;

3. Rule R9-7(c) is in conflict with G.S. 62-133;

4. The exclusion of lost toll revenues in establishing EAS rate additives
is a taking of the cpmpany's property without just compensatiCin; and

5. The burden of proof is not on the Company as to all issues related to
the appropriate EAS rate additives.

The Public Staff disagreed-with Lexington on all five of these issues. 

Based upon a careful review of the evidence set forth in the arguments of 
Lexington and the Public Staff in this regard, the Cammi ssi on reaches the 
following conclusions: 

1. The rule is not unconstitutionally vague on· its face and as applied in
this case. 

Our State Court of Appeals has stated the void-f�r-vagueness doctrine as 
follows: 

Under the due process clause of the fourteenth amendment to the United 
States Constitution, a statute is void for vagueness if its terms are 
so vague, indefinite and .uncertain th_at a person cannot determine its 
meaning and therefore cannot determine how to order his behavior to 
meet its dictates. Nestler v. Chapel Hill/Carrboro Bd. of Education, 
66 N.C. App. 232, 238 (1984) (citations omitted). 

Nestler involved "inadequate performance" as grounds for dismissal of a 
public school teacher under G.S. 115C-325(e)(l)(a). The court held that 
inadequate performance is a term that a person of ordinary understanding can 
comprehend and that, since the employee was advised on several occasions that his 
performance was ir'ladequate ,because of his teaching methods, the statute was 
constitutional as applied to him. l!!- The same court has also held that North 
Carolina's equitable distribution statute, G.S. 50-20, is not unconstitutionally 
vague, noting that "[t]he United States Supreme Court has recognized that there 
are certain areas where, by the nature of the _problem presented, legislatures 
simply cannot establish standards with great precision. See Smith v. Goguen, 415 
U.S. 566, 94 S.Ct. 1242, 39 L.Ed. 2d 605 (1974)." Ellis v. Ellis, 68 N.C. App. 
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634, 636 (1984). In both Nestler and Ellis, which involved civil-statutes, the 
court gave the Legislature a great deal of latitude. This is in_ accor� with the 
view stated by -the United States Supreme COurt in Village of Hoffman Est. v. 
Flipside, Hoffman Est., 455 U.S. 486, 498 (1982): 

The degree of vagueness that the Constitution tolerates--as well, as 
_the relative importance of f_air notice and fair enforcement--depends 
in part on the nature of the enactment. Thus, economic regulation is 
subject to a less strict vagueness test because its subject matter is 
often more narrow, and because businesses, which face economic demands 
to - plan behilvior Carefully, can be expected to consult relevant 

.,legislation in advance of action. Indeed, the regulated enterprise 
may have the ability to clarify the meaning of the regulation by its 
own inquiry, or by resort to an administrative process. (Footnotes 
omitted; emphasis added): 

When the Commission iS engaged in rulemaking, it is exercising legislative 
authority _delegated to. it by the General Assembly under _G.S •. 62-30 and -31. 
State ex rel. Util. Comm. v. Edmisten, 294 N.C. 598, (1978). Rule R9-7 is a 
codi.fication of CommisSiori pol icy and practice in EAS cases over many years. It 
is written in a way th_at balances the need for consistency with the need for 
flexibility .in dealing with proposals no two of which are the same •. Whether the 
exclusion of lost toll revenues will result in serious financial d-istress to the 
utility necessarily dej:,ends on the facts _and circtimstances of each cclse. The 
Commission can examine those facts and- circumstances and· make the finding 
contemplated by the rule. That is one o-f the puri:�oSes of h·olding a hearing in 
the instant case. Nothing more is constitutionally.r,equ'ired. 

2·. The rule does not unre�sonably discriminate between �atri'x and non
matrjx comQanies; 

Rule R9-7(e) (I) provides, "Except under unusual and extenuating 
circumstances, cost studies generally will not be required for those telephone 
companies who have ha4 EAS matrix p 1 ans approved by the Cammi s�i on." Lexington 
has not identified an.)' circumstances which would have justified requiring ALLTEL 
to conduct a ·cost study in this case.' Lexington's· position appears1 to be that 
its EAS rate additives should be of the same order·of magnitude as those produced 
by application of ALLTEL's matrix tariff and that any differences·between cost 
study rates and.matrix rates is unconstitutional. 

Lexington misunderstands .the canst i tuti onil l requirements. All that is 
required to satisfy the requirements of the Equal Protection Clause in economic 
regulation is. that different treatment bear a rational relatfonship ,to a 
legitimate public interest. See State ex rel. Util. Comm. v. Nantahala Power & 
light Co., 3265 N.C. 190, 204 (1990), citing New Orleans v. Dukes, 427 U.S. 297 
(1976). As noted above, the advantages of rriatrix tariffs are obvious. They are 
designed to produce rates that wi·ll enable a local exchange company (LEC) to 
recover the revenue requirements for its combined ,EAS arrangements without having 
to go to the effort and expense of conducting a study of the incremental 
E!quipment cost on each EAS "ro_ute. In some ,instances, a .. matrix will produce no 
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EAS rate additive because of existing EAS arrangements. In other instances, the 
additfves can be substantial, as in this case at Denton, which has n·o EAS to any 
other exchange. But, the overall result,•inclUding ease of administration, is 
deemed to be reasonable. ' ' 

The ·Commission has ·left 
approval- of matrix tariffs. 
observed'that 

it to the LECs to decide whether or not to seek 
In its Order adopting Rule R�-7, the Commission 

an EAS matrix rating ·syStem may not be appropriate for appl icatioll to 
each local exchange company in North Caro1'ina. For instance, it seems 
to be the case that matrix rattng plans are probably not appropriate 
for sma 11 LECs or for larger LECs with few exchanges and wide 
divergence in exchange size_. Approval of EAS matrix pliins must be 
considered on a company-by-company basis. (North Carolina Utilities 
Com�ission Orders and Decisions, 77th Report at 18.B.) 

The Commission has approved matrix tariffs not only for ALLTEL but also for 
its smaller affiliates� Heins Telephone Company (a three-exchange company) and 
Sandhill Telephone Company (a two-exchange company). LE!xingtori, otl the other 
hand, has never filed a matrix tariff. That is its choice. The reasons for.any 
i nequa 1 i ty in the treatment of matrix and non-matY:ix companies under the rule are 
more than sufficient to pass constitutional muster. 

3. Rule R9-7(c) is not in conflict with G.S. 62-133.

Our State Supreme Court has clearly held that rates may be changed in 
rulemaking proceedings under the proper, circumstances. See State ex rel. Util. 
Comm. v. Nantahala Power and Light ·co., 326 N.C. 190 (1990) ("Nantahala"). In 
that case, Nantahala appealed to the Court of Appeals from Orders of the 
Commission in Docket No. M-100, Sub 113 (."the Tax Docket') requiring it to flow 
through to ratepayers 'the benefits 'of the Tax Reform Act, one of which was to 
lower the corporate income tax rate from 46% to 34%. The Court of Appeals held 
that "there is no authority either in our statutes or in our case law that allows 
rates to be adjusted by a -rulemaking process�" State ex rel. Util. Comm. v. 
Nantahala Power and Light Co., 92 N.C. App. ·545, 553 (1989). According to the 
Court of Appeals, the Commission should have handled the matter under G.S. 62-
133, -136, or -137 either as a general rate case or as a complaint _proceeding. 
lg. at 551. On appeal and discretionary review,-the Supreme Court reversed the 
Court of Appeals, concluding that its holding in State ex rel. Util. Comm. v. 
Edmisten, Attorney General, 294 N.C. · 598 (1978)("Edmisten III"), provides 
author; ty for changing rates in rul emaki ng proceedings in speci a 1 c-i rCumstances, 
such as in the Tax Docket. 326 N.C. at 195. 

Edmisten ·III involved an appeal by the· Attorney General from Commission 
Orders pursuant to Rule Rl-17 (h), authorizing three of the then five North 
Carolina natural gas 1 oc_a 1 di stri buti on companies (LDCs) to increase rates by a 
surcharge on a 11 · rate .schedules and to use the proceeds to participate in 
exploration and drilling ventures approved by the Commission. By adopting Rule 
RI-17(h) in Docket ·No. G-100, Sub 22 (the E&D docket), the Commission had 
establ_ished procedures for participation by the LDCs in E&D programs and for rate 
adjustments to recover the costs incurred and to account for the revenues 
received. W�en the Attorney General filed notice of appeal and exceptions, the 
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LDCs requested hearings pursuant to G.S. 62-90(c). The Court'held that it was 
not error for the Commission to fail to declare the procee4ings to be a general 
rate case and hold hearings under G.S. 62-133 before increasing rates. 194 N,C. 
at ·608. Nor was it eY'ror to allow the increases to go illto effect without 
hearing upon finding, as provided in Rule Rl-17{h), that they would not cause the 
L□Cs' rates to ·exceed the levels mcist recently approved in· general rate cases.
294 N.C. at 609. 

In Nantahala, the Court held that it was unnecessary to hold trial-type 
hearings at all in the Tax docket be�ause, 

I) the tax reduction affected. all utilities uniformly; 2) a large
number of utilities were affected, ·making "individual hearings for·all
iniippropriate; and-3) no adjud-icative-type facts were in dispute so as
to require a trial-type hearing for each individual utility ..

·325 N.C. at 203. Naritahala had contended that there were adjudicative-types of
facts in dispute, including primarily that it was earning less than its
authorized rate of return, but the Court ruled that this fact had nothing to do
with the change in the taX laws and "shoul_d be decided in an. individualized
proceeding s�ch as a .�omplaint hearing or a general rate case." 326 N.C. at 202.

·In Edmisten III, the Court held that it was unnecessary to hold a hearing
pursuant to G.S.,62-81, th.e speciill procedure for hea_rings.in general rate cases.
294 N.C. at 608. Rule Rl-17(h)(4) provided for a hearing on a proposed project
if it was n6t approved or disapproved Within 30 days,. however, anf Rule Rl-
17 (h)(6) provided for a hearing if the Commission found that the proposed
increase· would result in the LDC' s rate of return exceeding · the level inost
recently authorized. These, presuma.bly, would h�ve been trial-type hearings.

Similarly, under Rule R9-7, the Cammi ssi on·.may authorize. po 11 i ng for all or
part of an EAS proposa 1 and may est ab 1 i sh' rate additives without hearing if there
are no adjudicative faCts in dispute. But, if facts related to the·EAS-proposal
are in dispute, such. ·as, the incremental equipment costs ·and approprfate rate
additives, the.Commission may hold a trial-type hearing as it did in the instant
case. There is no conflict, however, between this procedure and the Commfssi on' s
duty to follow· G.S. 62-133 when .determining the company's, overall revenue.
requirement and.rate of return; just as there was none between that statute and
the Commission's rules- in Edmisten III and .Nantahala.

4.. Exclusion of lost toll revenues is not a taking of the company's
property without jus� compensation.

The case cited by the Company, Duquesne Light 'Co. v. Barasch, �ss·u.s. 299
(1989), was a general rate case in which the net effect of the rate process on
the utility's property was subject to review: That is not true of the instant
case. Whether L.exington's rates will be higher or lower ,than a· confiscatory
level cannot be· determined outside a general rate case. The Company"'s
contention, therefore, is untimely. Moreover, Lexington's assertion in this
regard is, at least' -in part, moot in view of the Commission's decision to allow
50% of lost toll revenue.
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5. The burden of proof is on the Company as to all issues related to the
approprjate EAS additives. 

Burden of proof has two meanings� the burden of persuasion_ (sometimes 
called the burden of the issu·e) and the burde� of producing evidence. The burden 
of persuasion refers .to· the duty of establishing the truth of a given 
proposition; the burden of producing evidence (sometimes called ,the burden of• 
going forward) refers to a party's obligation to meet with evidence a prima facie 
case against it. 29. Am. Jr. 2d Evidence § 123; 2 H. Brandis, North Carolina 
Evidence� 202 (2d rev. ed. 1982). The burden of persuasion rests on the party 
who, as determined by the pleadings or by the nature of the case, asserts the
affirmatfve of an issue. 290 Am.- Jr. 2d, .s.!!J!tg_, at § 127; Brandis, supra, at § 
208. For example, under our statutes; the burden is on the utility of proving
that its proposed rates are just and reasonable. G.S. 62-75; State ex -re]". Util.
Comm. v. Southern Ry., 267 N.C. 317, 323 (1975), modified, 268 N.C. 204 (1976);
State ex rel. Util. Comm. v. Carolinas Comm. for Indus. Power Rates & Area Dev.,
.In£..., 257 N.C. 560, 568 (1962) .. It is generally said that the burden of
persuasign never shifts, while the burden of producing evidence can pass from
side to side throughout a proceeding. 29 A. Jr. 2d, supra, at§ 124.

When telephone sub�cribers initiate an EAS proceeding they are effectively 
alleging that, because of the community of irlterest, service between or among 
their communities should be treated as local rather than long-distance and paid 
for on a toll-free basis. Toll service under these circumstances is viewed as 
inadequate and unreasonably discriminatory, and G.S. 62-42. authorizes the 
Commission to remedy these conditions by directing that changes be made. When 
an.EAS proceeding arises out ·of a coinplaint by EAS proponents, the burden of 
proof is on them. Thus, u_nder. Rule R9-7, the burden of proof as to whether EAS 
is in the public interest rests with the EAS pr.oponents. They have the burden 
of demonstrating to the initial satisfaction of the ·Public Staff and, 
subsequently to the Commission, that there is �road-based support for the 
proposal. Rule R9-7 requires a threshold showing based on toll calling studies. 
Letters, resolutions, and petitions may suffice in addition or the Commission may 
schedule public hearings. "The final showing is by a poll of the affected 
subscribers. 

If, in an EAS proceeding, the Cammi ssi on determines that the ca·i ling study 
results and Other support are sufficient to justify polling, and di r�cts a 
company to conduct � cost study bas_ed on incremental equipment costs, the burden 
of persuasion is on the company as to the reasonableness of the costs and the 
rate additives proposed., Lexington concedes that it has the burden of proof, 
i.'e., persuasion, as to the inclusion of toll revenue loss, in the ,EAS rate 
additives. The Company has the burden of persuasion as to the incremental 
equipment.costs as well. The Commission directed the Company to conduct a cost 
study to· determine the appropriate rate additives and file .the .results. The 
burden of persuasion, however, did not shift. If the Company had failed to 
request EAS additives, as can happen in the case of a matrix-company with several 
EAS arrangements already in place, the burden would not be on .the PµbJic Staff 
to develop and support them. There simply would be no increase. 
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The Commission has held a hearing to determine the appropriate EAS rate 
additives and correctly rules that the Company has the burden of proving that its 
proposed rate additives are just and reasonable. Lexington has failed to meet 
that burden, except as' to' the 50% of lost tol.l revenue that·the Commission is 
granting herein. 

EVIDENCE ANO CONCLUSIONS FOR FINDINGS OF FACT NOS. 6, 7 AND 8 
\., In additfon to the-ev.idence supporfing the ,previous findings of faC:t, these

findings of fact are :based on the testimony and exhibits of Lexington witness 
Williams and Public Staff witness Garrison, on the application of ALLTEL's EAS 
matrix tariff and on the EAS rate additives agreed to by North State and the 
Public Staff. 

Based upon our finding� �et forth in the foregoing evidence and conclusiOns 
regarding the appropriate �ost study factors for Lexington and our allowanCe of 
50% toll loss recovery for Lexington, and using the revenue units as calculated 
by the Public Staff, the Commission finds that the appropriate EAS rate additives 
applicable to the Company's Lexington exchange are �s follows: 

SERVICE 

One Party Residence 
One Party Business 
Key Trunk 
PBX Trunk 

RATE 

$ 0.90 
$ 2.29 
$ 2.86 
$ 4.60 

For the Denton exchange, ALLTEL proposed that the EAS rate additives should 
be based upon its EAS matrix tariff. The Public.Staff was in agreement with the 
resulting matrix rates recommended by ALLTEL. The Comnission therefore concludes 
that the appropriate EAS rate additives applicable to·ALLTEL's·Denton exchange 
should be as recommended by the parties and are as fol�ow�: 

SERVICE 

One Party Residence 
One Party Business 
Key Trunk 
PBX Trunk 

RATE 

$ 3.02 

$ 7.41 
$II.IO 
$14.81 

. With regard to North State's Thomasville exchange, the Public Staff 
performed a cost study to determine the related EAS rate. additives and 
recommended that the resulting rates be considered de minimis. North State 
agreed with the Public Staff's recommended rate additives and concurred that the 
rates be considered de minimis. The 'Commission accepts the 'riiteS·agreed to by 
these two ·parties and thus finds that the appropriate. EAS rate additives 
applicable to North State's Thomasville exchilnge are els follows: 
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SERVICE 

One Party Residence 
One Party Business 
Key .Trunk 
PBX Trunk 

RATE 

$ 0.17 
$ 0.39 
$ 0.42 

$ 0.63 

Additionally, the Commission concludes that the Thomasville exchange EAS 
rate additives are de minimis and that, pursuant to Rule R9-7(h)(I), no polling 
will �e required. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the appropriate rate additives for two-way, nonopt i ona l EAS
between Lexington's Lexington exchange, ALLTEL' s Denton exchange and North· 
State's Thomasville exchange are as follows: 

LEXINGTON: 

SERVICE 

One Party Residence 
One Party Business 
Key Trunk 
PBX Trunk 

DENTON: 

SERVICE 

One Party Residence 
One Party Business 
Key Trunk 
PBX Trunk 

THOMASVILLE: 

SERVICE 

One Party Residence 
One Party Business 
Key Trunk 
PBX Trunk 

RATE 

$ 0.90 
· $ -2.29

$ 2.86

$ 4.60

RATE 

$ 3.02 
$ 7.41 
$11.10 
$14.81 

RATE 

$ 0.17 
$ 0.39 
$ 0.42 
$ 0.63 

2. That Lexington is authorized to conduct a po 11 of its Lexington
subscribers to determine their desire for two-way, nonoptional EAS to Denton and 
Thomasville at the appropriate:rates as set forth in Ordering.Paragraph No. 1. 

3. That ALLTEL is authorized to conduct a poll of its Denton subscribers
to determine their desire for two-way, nonoptional EAS to Lexington at the 
appropriate rates as set forth in Ordering Paragraph No. l. 
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4. That, upon· a favorable vote by both Lexington's and ALLTEL's
Subscribers in their respective exchanges of Lexington and Denton, a no-protest 
notice be sent by North State to its Thoffiasville subscrib�r.s at the appropriate 
rates as s�t forth in Ordering Paragraph No. 1. 

5. That Lexington's petition filed· on January 14, 1994, i:� �ti!y further
proceeding� and suspend.deliberation in thfs docket and North State's request of 
January 24, 1994, filed in Docket No. P-100, Sub ·126, ·to �•.fer action with 
respect to its exchanges involved in this EAS docket are hereby denied. 

ISSUED BY ORDER OF THE COMMISSION. 
This the Bth. day. of June 1994. 

(SEAL) 

Commissi9ner Lallr�nce A.· C9bb. concurring. 

NORTH CAROLINA.UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

I concur in the dec.ision in-this case but �isagree with the finding that the 
legal and constitutional arguments raised by Lexington are "flawed and 
erroneous". Had the Commi'ssion sustained the rather ludicrous sta.ndard for: 
financial distress urged on us by the P.ubl.ic Staff and denied the recovery of 
lost toll revenue, I am of the -opinion that Lexington could have 'been successful 
in raising one or more of its �rguments ·�n appeal. 

Laurence A. Cobb� C9mmissioner 
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DOCKET NO. P-55, SUB 925 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Southern Bell Telephone and Telegraph 
Company Tariff Filing to Establish Rates· 
For Implementation of Caller ID Servite 

ORDER EXTENDING EXPERIMENT 
PENDING FURTHER ORDER 

BY THE COMMISSION: On December 1, 1992, Southern Bell Telephone and 
Telegraph Company (Southern Bell) began offering Caller ID for a two-year 
experimental period. This ·offering complied with the Commission's May 12, 1992, 
Order Allowing Caller ID With Per-line and Per-Call Blocking in Docket No. P-55, 
Sub 925. 

Southern Bell has filed a tariff which would extend the experiment from 
December I, 1994, to Apr"il 12, 1995, the effective date ·of the Federal 
Communications Commission's (FCC's) March 29, 1994, order implementing rules 
regarding interstate blocking options. This order requires that all customers 
have access to free per-ca 11 blocking but not per-1 i ne blocking on all i ht erst at� 
calls; effectively preempting ihe states from requiring per-line blocking for 
interstate calls. 

Since the FCC order, 14 states and two Consumer groups have joined the 
Attorney General of North Carolina in a Petition to Reconsider this order and 
require that per-line blocking be available to all customers. The National 
Association of Regulatory Utilities Commissioners (NARUC) and the National 
Association of State Utility Consumer Advocates (NASUCA) also oppose this order. 
The order has al so been opposed in the, Ni nth Circuit Court of Appeals by the 
State of California. 

In its May 12, 1992, Order, the Commission required that Southern Bell and 
other local exchange companies which would offer Caller ID provide certain 
statistical information on the service at least two months prior to the end of 
the two-year experimental period. Southern Bell's report of May 12, 1994, 
indicates that 20.4%·of Southern Bell's customers in the areas that have Caller 
ID available have selected per-line blocking. The comparable figure for Central 
Telephone Company (Central), based upon its report of March 31, 1994, is 34.22%. 

Central was the first company in North Carolina to implement Caller ID and 
the associated blocking options. In November 1994, Central proposed, the Public 
Staff recommended, and the Commission allowed central's Caller ID service and 
per-1 i ne and per-ca 11 blocking opt i ans to become permanent, with only mi nor 
changes in the notice and balloting requirements from the Commission's directives 
ptescribed in the May 12, 1992, Order. 

This matter came before the Regular Commission Conference on November 28, 
1994. The Public Staff argued that the Commission should make permanent Southern 
Bell's experimental offerings and those of the other local exchange companies now 
offering Caller ID on an experimental basis to better solidify its stand on 
blocking availability. The uncertainty of the outcome of the FCC's docket is not 
a legitimate reason for postponing action or for modi fi cation of the Cammi ssi on' s 
policy. 
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The Public Staff, therefore, recommended that,the:Commission disapprove 
Southern Bell's tariff and, require Southern, Bell to file a tariff making Caller 
ID. permanent, fol,lowing the same provisions of notice and balloting allqwed by 
the Commission for Central Telephone on _November 7, 1994. Margaret Force 
appeared on behalf of the Attorney General ,in ,support· of the Public Staff's 
recommendation. Linda Cheatham of Southern Bell argued· that extending the 
experiment would -have no negative impl i cat i ans. 

On December 1, 1994, !;_he Commission ,issued an Order,Extending Experiment aTld 
�etting out a schedule for corrments. 

, 

' 
� \ 

. 

On December 2, 1994, Southern Bell filed its response in opposition to the 
Public Staff's recommehdat.ion. It reiterated its·recommendation that the Caller 
ID experiment _be extend•� until -April ,12,. 1995. 

Southern Bell argued that the high penetration rate for per-line blocking 
was indicative of the easy avail abi 1 i'ty and re qui red not i fi cation of such 
blockfng. · Further,. Southern Bell asserted that Ca_ller ID is presently not 
compensatory. Southern Bell also expressed its intent to seek modifications. in 

Caller ID should the FCC not uphold its order .. If necessary, it may seek to 
withdraw the ·service. The FCC order, as noted before, mandates free per-call 
blocking for interstate calls, preempts states from requioing different blocking 
for such calls, but does not directly preempt intrastate aspects of calling 
number delivery services. Southern Bell stated that, technically, it could not 
now or .in the foreseeable future provide different blocking regimes for 
interstate and intrastate call�. 

Southern Bel.l -suggested that the Public Staff's position h�rein was at 
variance with its position in the Nil .docket, where the Publ 1c Staff urged the 
Commission to await the FCC ruling on that matte_r. Southern BeJl also suggested 
that whether to extend' the existing experimental tariffs or to make these tariffs 
permanent is within management discretion. 
. On December 9, 1994; the Public Staff filed its reply •. The Public Staff

maintained that the reSults o·f the experiment indicate a strong demand for per
line blocking and that making the experiment permanent would reaffirm. the 
Commission's commitment to per-line blocking and reenforce the requests by-NARUC 
and others for the FCC to reconsider its Order'. 

The Public Staff cited the following. statistics on Caller ID: 

COMPANY 

Central 
Southern Bell 
ALLTEL 

% PER-LINE BLOCKING CALLER ID SUBSCRIPTION% 

34 

22 
13 

2.5 
0.5 
0,3 

The Public Staff argued that, if anything, these figures suggest that the 
more customers subscribe to per-line blocking, the higher the subscription rate. 
While Clearly there are too manY variables to permit cer:tai_nty as to why this is 
so, one of the major variables appears to be marketing. Central has adopted a 
more aggressive.marketing approach and it has a higher Ca 11 er ID .penetration 
rate. The Public Staf� rejected Southern Bell's Nil argument as invalid, given 
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the difference in circum_Stances, and suggested that much -of the Caller ID costs 
have already been iilcui-red. Aside from balloting and notification, the costs of 
continuing Caller ID are low. At any rate, the Public Staff was willing that the 
notification process require balloting only of .new customers and in newly 
implemented areas, with annual notification by bill insert. 

. 
,, 

. 

The Public Staff stat�d that it would not oppose the withdrawal of Caller 
ID by Southern Bell, but insisted that the blocking options must stay in place 
for other services such as ISDN, enhanced ca 11 return, SMDI and voi Ce .ma i T. The 
Public Staff concluded .. by saying that making Caller ID ·a regular service offering 
would not preclude any of Southern Bell's options after April 1st. 

The Attorney General filed its reply on December 9, 1994. The Attorney 
General recalled the history of the docket and the concerns of law enforcement, 
victims' rights advocates, and battered women shelters who- bel_ieved then, and 
still believe, that per-1 i ne blocking is necessary to protect their hea 1th, 
safety, and pl"i vacy. The Attorney General argued that there is no evidence 
either here or in other states that blocking availability has negatively affected 
Cil1Ter ID penetration rates. If Southern Bell is indeed losing money, ,it can 
increase Caller .ID rates, more aggressively advertise Caller ID, or request 
relief from the notice requirements. The Attorney G_e"neral doubted that Southern 
Bell would indeed drop the ·SerVice if thwarted, and he argued that the Commission 
has the au_thori.ty to require Southern Bell to offer adequate Caller ID service. 
The Attorney General cited G._s. 62-32 (supervis·ion powers; rates and service)' and 
G.S. 62-118 ,(abaridonment a·nd reduction of service); together with rel ev.ant case 
law, for this proposition-. Thus, continuation of the serv·ice is not a management 
decision, and the Commission c;an require per!llanent· Caller ID serv-ice with per
line blocking. lastly, the Attorney General noted that, if the Commission grants 
Southern Bell's request and the FCC refuses to reconsider its ordE!r, then 
Southern Bell subscribers may lose in-state per-line blocking on April 12, 1995, 
while Central customers will keep theirs.· 

This matter returned to the agenda of the Regular Commission Conference on 
December 19, 1994. Karen Long of the Attorney General's Office and Linda 
Cheatham of Southern Bell addressed the Commission. 

·WHEREUPON, the Commission reaches the following

CONCLUSIONS 

After careful consideration of the filings in this docket, the -Commission 
concludes that Southern Bell's Caller ID experiment, including free per-line and 
per-call blocking, should be extended ·indefinitely pending the rendering of the 
FCC's Order on Reconsideration and pending ·further Commission ·order. 

The Commission does not believe that it is advisable at this point to 
require Southern Bell to do �omething that it is obviously resistant to doing-
i.e., making its Caller ro·tariff permanent. At the same time, the Commission 
likewise does not believe that it is advisable to put a time limit on the 
exp�riment so that it wi·ll' expire on a date certain. The Commissi9n views it as 
specul'ative-at best as to what the FCC decision may be and even whether it will 
be rendered by the projeCted date. The Commission is further dubious \hat a 
Commission action to make Southern Bell's tariff permanent would influence the 
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FCC in its· decision-making· process, much less tip the scales towar�
reconsideration. The Commission notes that Central's Caller ID tariffs are 
permanent as requested by that Company, and the Commission's past Orders speak 
for themselves regarding the COmmission's view concerning the appropriate 
blocking policy. 

In conclusion, this Order is meant.tO addreSs the relatively narrow qlJestion 
before the Commission as to the device by which. Caller ID is to remain in force 
for the time being as a service. The Commission does not·by this Order address 
the merits of Caller ID coritroversy. Judging from· the quantity and intensity of 
recent filings, it is possible that the Calle� ID controver.sy may be revisited 
at some future time. However, it is not necessary for .the Comm_ission to do so 
now. 

. . 

IT IS, THEREFORE; .ORDERED that Southern Bell's Caller ID service, including 
free per-line and per-call blocking, be indefinitely extended as an experiment 
pending further Order and that Southern Bell be required to refile its Caller ID 
tariff consistent with the provisions of -this Order.. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 21st day of December 1994. 

{SEAL) 
NORTH CAROLINA UT!llTIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

Commissioner Char]es H. Hughes did not participate. 
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DOCKET NO. W-314, •SUB 29 

BEFORE THE NORTH CAROLINA'UTILITIES COHHISSION 

In the Matter of 
Application by Surry Water Company, Inc., 
Post Office Box 127, Sherrills Ford, 
North Carolina 28673, for a Certificate 
of Public Convenience and Necessity to 
Furnish Water Utility Service in Bfshops 
Ridge Subdivision in Forsyth County, North. 
Carolina, and for Approval of Rates 

I 
) 

ORDER GRANTING 
FRANCHISE ANO 
APPROVING RATES 

HEARD: June 23, 1994, Conmission Hearing Room 2115, Dobbs Building, 430 
North Salisbury Street, Raleigh, North Carolina ·-

BEFORE: · Comnissioner Charles H. Hughes, Presiding, Chairman Ralph A. Hunt, and 
Commissioners William W. Redman, Jr., Laurence A. Cobb, and Judy Hunt 

APPEARANCES: 

For the Applicant: 

Robert F. Page, Attorney at Law, Crisp, Davis, Page, Currin l Nichols,
LLP, Suite 400, 4011 Westchase Boulevard, Raleigh, North· Carolina 
27607 

For the Using and Consuming Public: 

Robert 8. Cauthen, Jr., Staff Attorney, Public Staff - North Carolina 
Uiilities Comnission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 

BY THE COHHISS!ON: On March 21, 1992, Surry Water Company, Inc. (Surry, 
Applicant, or Company), filed an application in Docket No. W-314, Sub 26, for a 
certificate of public convenience and necessity to furnish water utility service. 
in, Bishops Ridge Subdivision and for approval of rates. By Order issued November 
16, 1992, the CotllJlission �enied the application. 

On December 23, 1992, In Docket No. W-1027, Forsyth Water Company, Inc. 
(Forsyth), filed an application for a water utility franchise for Bishops Ridge 
Subdivision. Forsyth was a new corporation formed by Carroll and Mary Weber, 
stockholders of Surry. By Order issued on May 19, 1993, the Commission denied 
the franchise sought in Docket No. W-1027 because of the Commission's concerns 
of the overall financial fitness of the Webers. The Commission concluded that 
Forsyth had not carried the burden of proof as to Forsyth's financial fitness. 

On October 13, 1993, in Docket No. W-314, Sub 29, Surry again filed for a 
water franchise in Bishops Ridge Subdivision. On March 23, 1994, Surry filed a 
motion for reconsideration of the Order issued on November 16, 1992, or, in the 
alternative, for the Colffllission to grant temporary operating authority�n Docket 
No. W-314 Sub 29. 
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This matter was presented to the Colllnission by the Public Staff at the 
Hay 16, 1994, Staff Conference. The Public Staff recolllnended that an Order be 
issued granting temporary operating authority, approv.ing interim rates, requiring 
a $10,000 bond, scheduling a hearing-subject to cancellation if no significant 
protests were received, and requiring public nptice. 

By Order• of Hay 19, 1994, the Commission granted temporary operating 
authority, approved· interim rates, .required bond, required publ;ic notice, closed 
Docket No. W-314, Sub 26, and set the matter for hearing. ; .. 

The hearing was held as scheduled. The Applicant presented the testimony 
of Jocelyn M. Perkerson, Vice President of.Surry Water Company, Inc. ,The Publ.fc 
Staff presented the profiled testimony of John Robert Hinton, Public Utilities 
Financial Analyst,·Economic Research.Division of the Public Staff. 

:company witness Perkerson testified that the Company had complied with all 
of the requirements outlined in the Order of Hay 19, 1994. 

Public Staff witness Hinton, testified for the Public Staff that it was 
reasonable to expect that the addition of Bishops Ridge wou_ld enhance the 
financial viability of'Surry Water Company, Inc. 

Upon consideration-of th,,foregoing, the verified appl !cation,' the testimony 
and exhibits received into evidence at the,hearing, and the entire record in this 
docket, .the Commission makes the following , 

FINDINGS OF FACT 

!. Surry is seeking a certificate of public convenience. and necessity to 
furnish water utility service in Bishops, Ridge Subdivision in Forsyth County, 
North Carolina. 

2. There is a demand and need for water utility service in Bishops Ridge
Subdiv.ision; 

3. The Applicant's proposed monthly wate.r rates are as follows:

Metered Residential Water Rates (Hon'thly)

Base charge 
Usage charge 
Testing charge, 

1st 12 months 
2nd 12 months 
After 2nd 12 months 

$ i. 75 ·mi nimwri .' 
2.02/1,000 gallons 

15.54/month '. 
9.23/month 
l.01/month

4. · ·The financial viability of Surry and .the other companies affiliated
with Surry and Mid South Water Systems, Inc., will be enhanced by the addition 
of a franchise to-serve-Bishops·Ridge,Subdivision. 

5. A bond in the required amount of $10,000 has been posted.
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CONCLUSIONS 

From a review and study of the application, the evidence presented at the 
hearing, and other·-informat1on in the Conunission's files in this docket, the 
CoT1111ission reaches the following, conclusions:' ' 

1. The Applicant should be granted a certificate of public convenience and
necessity to provide water utility service In Bishops Ridge Subdivision, Forsyth 
County; North Carolina. 

2. There is a demand and need for water utility service.in Bishops Ridge
Subdivision which can best be met �y the Applicant.at this time. 

3. The rates approved by the Corm,ission for water utility service in
Bishops Ridge Subdivision are the uniform rates of Surry and are contained in the 
Schedule of Rates, attached hereto as Appendix,&. These rates are not .unfair·or 
unreasonable and are uriopposed by the parti�s of recor4. 

4. A bond in the amount of $10,000 has been posted with United Carolina
Bank, as required. 

5. The addition of Bishop's Ridge will enhance the financial viability of
the CoJ11pany. This conclusion .fa based primarily on the testimony of Public Staff 
witness Hinton. His testimony was not contested by the Company, It indicated 
that, since Surry is incurring the expenses to.provide water service to Bishops 
Ridge· Subdivision, the Company's financial condition would be Improved by being 
allowed to charge its uniform rates for the servi�e provided. The Comnission, 
therefore, concludes that Surry's financial viability and the financial vi abi l 1ty 
of the other companies affiliated with Surry· and Hid South wil-1 .be enhanced by 
the addition of Bishops Ridge Subdivision. 

IT IS, THEREFORE, ORDERED as follows: 

1. That Surry Water Company, Inc., is hereby granted a certificate of
public convenience and necessity in order to provide water utility service in 
Bishops Ridge Subdivis-ion, Forsyth County,· North Carolina, as is more 
particularly described in th� application made a part hereof by reference. 

2. That Apperidix-A, attached hereto, shall constitute the certificate of
public conveni en�e and nece�sity. 

3. That the Schedule of Rates, attached hereto as Appendix B, 'is hereby
approved and said Schedule of Rates is hereby deemed to be filed with the 
Conunission pursuant to G.S. 62-138. 

4. That a copy of this Order and Appendix B shall be mailed or hand
delivered by Surry to all of its customers· affected by this proceeding; that 
said Order and Appendix B be mailed or hand delivered no later than·3D days after 
the date of this Order; and that the Applicant submit to the Comnission the 
attached Certificate of Service properly signed and notarized no later than 45 
days after th_e date of this Order. 
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• . 5. ·That-the Applicant shall maintain its books. and records in such a
manner that all the applicable items of information required in the Applicant's 
prescribed Annual Report to the Commission can be readily identified from the 
books and records and·can be utilized by the Applicant in the preparation of said 
Annual Report. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 9th. day of September 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Gail L. Mount, Deputy Clerk 

Commissioner Charles_H. Hughes dissents. 

DOCKET NO.,W-314, SUB 29 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

Know All Hen By These Presents,•That 

SURRY WATER COMPANY, INC. 

is hereby granted this 

CERTIFICATE OF PUBLIC CONVENIENCE -AND NECESSITY ·

to provid_e water util
°

ity service 

in 

BISHOPS RIDGE SUBDIVISION 

Forsyth County, North Carolina 

subject to such orders;· rules, regulations, and 
conditions as are now or may hereafter be lawfully 
made-by the North Carolina �tilities Commission. 

APPENDIX A 

ISSUED BY ORDER OF THE COMMISSION. 
This the 9th day of September 1994. 

(SEAL) 
- NORTH CAROLINA UTILITIES COMMISSION 

Ga i 1 L Mount, Deputy Cl erk 
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SCHEDULE OF RATES 

for 

SURRY WATER COMPANY, INC. 

for providing water utility service in 

BISHOPS RIDGE SUBDIVISION 

Forsyth County, Nortn Carolina 

Meter'ed .Rates: (monthly) 

Base chargel' 
Usage charge , 

$23.29 (minimum charge) 
$ 2.02/1,000 gallons 

APPENDIX B 

Connection Charge: $450.DO (only for property that ,is not In the original 
deve 1 opment. ) 

Reconnection Charges: 

If water service cut off by utility for good cause: 
l.f water service �iscOntinued at cus��mer's request:;

Cut-off Valve Replacement Fee: $40.00 

$15.DO 
$IO.DO 

(This fee will be charged only when Company Is required 
cut-off valve ·as a result of damag�s made by homeowner). 

to replace 

Bills Due: On billing date 

Bills Past Due: 15 days after billing date: 

Billing Freguen_cy: Shall be monthly for serv.fce in arrears 

Finance Charge for Late Payment: 1% per month wi.11 be applied to the unpaid 
balance of.all bills still past due 25 days after billing date. 

This rate,is effective for water serv.ice provided until February 28, 1995. 
After that date the rate becomes: 

Base Facility Charge 

March I, 1995 -
February 29, 1996 

$16.98 

After 
February 29, 1996 

$ 8.76 

Issued m Accordance with Authority Granted by the North Carolina Utilities 
Coll'lllission in Docket No. W-314, Sub 29, on this the 9th day of September 1994. 
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· CERTIFICATE OF SERVICE

I, __________________ , mailed· with sufficient

postage or hand deliver�d. to all affected customer$ the att!l,ched Notice to 

Customers issued by Order of the North Carolina Utilities Commission in Docket 

No. W-314, Sub 29, and- said Notice was mailed or hand delivered by the date 

specified in the Order. 

This the --� day of ________ 1994. 

BY: 

Name of Utility Company 

The above named Applicant, -·----------�--• personally

appeared before me this day and, being first duly sworn, says that the required 

Notice was mailed or hand delivered to 811 affected customers, ·as required by the

Commission Order dated ____________ in Docket·No. W-314, Sub 29.

Witness my hand and notarial seal, this the ___ day of�----

1994. 

Notary Public 

Address 

(SEALr Hy Commission Expires: 
Date 
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DOCKET ND, W-72D, S�B !DD 

BEFORE THE NORTH CAROLINA.UTILITIES COMMISSION 

In the Matter of 
Application by Mid South Water Systems, 
Inc., Post Office Box 127, Sherrills Ford, 
North Carolina 28673, for Authority to 
Provide Sewer Utility Service in 

ORDER GRANTING 
SEWER UTILITY 
FRANCHISE, 
APPROVING 

Killian Crossroads Service Area in RATES, AND 
REQUIRING REFUNDS CataWba County, North Carolina, arid for 

Approval of Rates 

HEARD IN: 

BEFORE: 

APPEARANCES: 

Corrmi ssion Hearing Room 2115, Dobbs Bull ding, 430 North Salisbury 
Street, Ra1eigh, North Carolina, on Thursday, June 23,. 1994 

Cotmiissioner Charles H. Hughes, Presiding, Chairman Ralph A. 
Hunt, arid Co11111issioners William W. Redman, Jr., Laurence A: Cobb_, 
and Judy·Hunt 

For the Applicant: 

Robert F. Page, ·Attorney at Law, Crisp, Davis, Page, Currin & 
Nichols, LLP, Suite 400, 4011 Westchase Boulevard, Raleigh, North 
Carolina 27607 

For the Using and Consuming Public: 

Robert B, ,Cauthen, Jr., ·staff Attorney, Public Staff - North 
Carolina Utilities Corrmission, Post Office Box 29520, Raleigh, 
North Carolina 27626-0520 

BY THE COMMISSION: On May 10, 1990, Hld South Water Systems, Inc. (Mid 
South, Applicant or Company), filed an application in Docket No. W-720, Sub 100, 
Seeking a franchise to provide sewer utility service in the Killian Crossroads 
service ar:ea in Catawba County, North Carolina: 

During the course of its investigation,, the Public Staff learned that Mid 
South was charging rates without authority in this service area. 

This matter was presented to the Conunission by the Public Staff at the 
Hay 16, 1994, Staff Conference. The Public Staff reconunended that an Order be 
issued granting temporary operating authority, c1:pproving interim rates, 'requiring 
a $10,000 bond, 'scheduling a hearing subject to cancellation if no significant 
protests were received, and .requiring publ.ic notice. The.Public Staff also 
reconmended that Hid South be required to refund, with interest, all monies 
collected in this servi�e area prior to the granting.of temporary·authority. 

By Order of ·Hay 23, 1994, the Commission granted temporary operating 
authority, approved interim rates, required a $10,000 bond, required public 
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notice, and set the matter for hearing. The grant of temporary authority was 
made subject to Mid South receiving and notifying the Conmission-of _its receipt 
of funds to pay taxes on contribution in aid of constru�tion, (CIAC). 

. . 

. ' 

The hearing was·held as scheduled. The Applicant presented the testimony 
of Jocelyn H. Perkerson, Vice President of Hid South Water Systems, Inc. The 
Publk Staff presented the prefiled testimony ·of John Robert Hinton, Public 
Utilities Financial Analyst, Economic Research Division of the Public Staff. 

On July 5, 1994, Hid South. filed as a la�• exhibit -'indicating that 
$42,785.26 had been conected as CIAC gross-up. 

On June 20, 1994 a late-filed exhibit was filed show!ng the posting-of a 
$10,000 bond. 

On August 5, 1994, an exhibit was fHed, as requested at the June 23, 1994, 
hearing, providing information regarding the cost incurred by Mid.South for the 
repair and·maintenance and improvement of the Killian Crossroads system since the
application for franchise was f.iled. 

Upon consideration of the foregoing, the verified appli cation, the testimony 
and exhibits received into evidence at the hearing, and the entire· record in this 
docket, the Commissio�- makes the following 

FINDINGS OF FACT 

1. Hid South is seeking a certifica�e of public convenience and necessity
to·fuJ'n\sh sewer utility• serv.ice in Killian Crossroads in Catawba County, North 
Carolina.· 

2. There is· a demand and need .for sewer utility service in Killian
• Crossroads. · 

3. The Applicant's_proposed monthly sewer rates are as follows:

Metered Commercial Sewer Rates'{Honthlyl

Base charge 
Usage c�arge 

Flat Rate: {Residential) 

.$12.25 minimum 
3.00/1000 gallons 

$29:0�/month 

4. A bond in the amount.of $10,000 has been posted:

5. CIAC gross up has been collected from the developer in the amount of
$42,785.26 on a contribution of $68,000.00.· 

6. Mid South has ·sold excess treatment capacity to the developer of
Baypointe Subdivision for• the sum of $32,000, but has:not" treated this as a

·contribution and has not �ollected gross-up on this amount.-·

7. Payment for excess capacity constitutes taxable CIAC and, therefore,
should be grossed-up as required by this Commi_ssion in Docket No. H-100, Sub 113.
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8. Hid South· has collected revenues from customers in the Killian
Crossroa�s service area without authority. 

9. Granting of this franchise will enhance the financial vlabll ity of Hid
South and of the other companies affiliated with Hid South. 

·. EVIDENCE AND· CONCLUSIONS FDR FINDINGS OF FACT NOS. I - 3

F'rom a review and study of the applicat'ion, the evidence presented at the 
hearing, and other information in the Commission's files in this docket, the 
Commission reaches the following �onclusions: 

A. The Applicant should be granted a certificate of public convenience
and necessity to provide sewer utility service in Killian Crossroads,
Catawba County, North Carolina.

B. There is a demand and need for sewer utility service in Killian
crossroads which can best be met by the Appl leant at ,this'. time.

C. The rates approved by the Colllllission for sewer· utility service in
Killian Crossroads are the uniform rates of Hid South .and are
contained in the Schedule of Rates, ,attached hereto as Appendix B.
These rates are not unfair or unreasonable and are unopposed by the
parties of reCord.

EVIDENCE.AND CONCLUSIONS FOR FINDING OF FACT NO. 4 

Hs. Perkerson ,testified that a bond ,in the amount of $10,000 had been 
posted. The information filed with the Corrmission shows that a Certificate of 
Deposit was issued by United Carolina Bank on June 6, 1994 in_the amount of 
$10,000 for Hid South Water Systems, Inc. The Certificate number is 467804. The 
Co1JD11ission therefore concludes that the requirements relating to the bond have 
been met. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5 

The contract provided by the Company with SIHO Properties and the testimony 
of Ms. Perkerson indicate that Hid South received CIAC in the amount of $68,000 
for the Baypointe Subdivision. Hs. Perkerson testified that the check for the 
gross-up in the amount of $42,785.26 would be picked up from the developer within 
a few days and that a copy of the paper work would be filed as a 1 ate-filed 
exhibit. This was done by a filing on June 29, 1994. The Colllllission concludes 
that the requirements relating to CIAC and the resulting gross up have been met 
by the Company. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 6 - 7 

SIHO Properties purchased 16·,000 gallons of excess capacity in the Killian 
Crossroads sewer facility. The price for the excess capacity was $32,000. The
Commission concludes that the $32,000 paid .to Mid South by the developer of
Baypointe is a contribution in aid of construction. This payment is cash 
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contributed by a developer to cover the cost of plant for the-provision of 
services to the ·development. This payment constitute_s taxable CIAC and should 
be grossed-up as required by the Commission in Docket No. H-100, Sub 113. · 

EVIDE�CE AND CONCLUSIONS' FOR FINDING OF FACT NO. 8 

Company·witness Perkerson testified that-at some point in time"the Company 
began to bill the Killian Crossroads customers. - She indicated that the billing 
began prior to her employment with the Company and that Hr. Weber, the Company 
President, was not aware that the billing was taking place prior to a Sewer rate
case heard in 1992. She indicated -that the bills were mailed out with no attempt 
to cOllect from pers·ons -who did liot pay". There were no. past" due notices and no 
threats to disconnect:'. 

Witness Perkerson also testified that during- the time the,customers were 
being served there were a·number of expenses that were being incurred each month. 
A late-filed exhibit was filed showing these_ expenses as being '$27,828. The 
revenues that were received also shown on the late-filed exhibit were $12,240. 
These amounts are for the 18 months. ended June 30, 1994. Although the Company 
did not profit from the serving of these customers over the fou�-year period 
·since the application ,was filed, .the Company did charge· for service prior to
receiving auth�rity from the Commission.

The Commission concludes that Hid South should be required to account for 
and refund, with in_terest at 10% p8r annum� 'all mol'lies received for service p'i'ior 
to the granting of temporary operating authority on Hay 16", 1994. .Where 
possible; this refund may be made by credit against future bills. 

EVIDENCE AND CONCLUSIONS, FOR FINDING OF FACT NO. 9 

This finding is based primarily upon the testimony of Public Staff witness 
Hinton. His testimony was not contested by the Hid South. It indicated that, 
since Hid South is incurring the expenses to.provide sewer service to Killian
Crossroads, the Company's financial condition would be improved by being allowed 
to charge its uniform rates for the services provided. The Commission, 
therefore, concludes that Hid ·,south's .. financial viability and the financial 
viability of the other companies ��fil-ited with:Hid South will be enhanced by the 
addition of-Kil1ian:Cr.ossroads. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the Applicant, .Hid South W�ter Systems, Inc., is hereby granted
a certificate of public convenience. and necessity to furnish sewer utility 
service in the Ki 11 i anJ:rossr�ads Service area, Catawba County, North Carolina. 

2. That Appendix A, attached hereto, shall constitute the certificate of
public convenience and necessity. ' ' ' 

3. That the Schedule of Rates, attached hereto as Appendix B, is hereby
approved for service rendered on and after.·the effective date of this Order and 
that such Schedule ,hereby•deemed filed with the Commission pursuant to G.S.
62-138.  
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4. That the bond in the amount of $10,000 previously filed with respect
to the grant of temporary operating authority, shall remain in effect for the 
franchise. 

5. That this franchise is granted conditionally subject to the taxes on
the $32,000 in CIAC received from the developer of Baypointe being paid by the 
developer to Hid South within 60 days of the date of this Order and further 
subject to Mid South's refund with interest of all monies received for service 
prior to the granting of temporary authority on Hay 16, 1994.· Where possible, 
this refund may be made by credit against future bills. Hid South shall file an 
accounting of funds received and a plan for refunds with th_e Convnission and 
Public Staff within 10 days of the date of this Order. After the,Public Staff 
has had an opportunity to corrment, the Conrnission will issue an Order specifyjng 
the procedure for refunds. Hid South shall notify the Commission once the 
developer has paid the gross-up on the $32,000 of CIAC. 

6.. That a copy •of this. Order and Appendix B, shall be mailed or ,hand 
delivered by Hid South to all of its customers affected by this proceeding. 

ISSUED BY.ORDER OF THE COHMISSION. 
This the 9th day of September 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Gail L. Mount, Deputy Clerk 

Conmissioner Charles H. Hughes dissents. 

STATE OF NORTH CAROLINA 
• UTILITIES 'COMMISSION

RALEIGH 

DOCKET NO. W-720, SUB 100 
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

Know All Men By These Presents, That 
MID SOUTH WATER SYSTEMS, INC. 

is hereby granted this 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 

to provide sewer utility service 
in 

KILLIAN CROSSROADS 
Catawba County, North Carolina 

subject to such orders, rules, regulations, and 
conditions as are now or may hereafter be lawfully 
,made by'the North Carolina Utilities Conmission. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 9th day of September 1994. 

APPENDIX A 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Gail L. Mount, Deputy Clerk 
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SCHEDULE OF RATES 

for 

MID SOUTH WATER SYSTEM, , INC • 

. for providing sewer utility service in 

KILLIAN CROSSROADS 

CataWba County� North Carolina 

Metered Rates: {Conmercial) 

$ 12.25 

APPENDIX B 

Base charge (zero usage) 
Usage charge $ 3.00/1,000 gallons 

Flat Monthly Rate: (Residential) 
. -

Connection Fee: 
Except where excluded by contract 

Reconnection Charges: 

If service cut off at customers request Or 
_by utility for good. caµse and the sew�r 
customer is also a water customer: 

If water service not provided by'utility: 

$ 29.00 

$400.00 

$ 15.00 

$ 75.00 

Customers who have been disconnected and are reconnected at the same 
address within nine months of disconnection will be charged the 
monthly base charge or the monthly flat rate per month'for the period 
d�ring which,.��ey were disconnected· .. 

Returned Check Charge: 

_,Bills Due:_ On billing date_
Bills Past Due: 15 days after billing date 

$ 20.00 

BHling Frequency: Shall be monthly for service in arrears 

Finance Charge for Late Payment: 1% per month wi_ll �e applied to the unpaid 
balance of all _bills still past due 25 days after billing date. 

Deposits: Hay be requested in accordance with NCUC Rules Rl2-l,through Rl2-6.

Issued ,n Accordance with Authority Granted by the North C�rolina Ut1l1ties
Conmission in Docket No. W-72D, Sub 100, on this the 9th day of September 1994. 
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CERTIFICATE OF SERVICE 

I, __________________ , mailed with sufficient 

postage or hand delivered to all affected customers the attached Order 

issued by the North Carolina Utilities Conunission in Docket No. W-720, 

Sub 100, and said Order was mailed or hand delivered by the date specified 

in the Order, 

This the ___ day of ________ 1994, 

BY: 

Name of Utility Company 

The above named Applicant, _____________ , personally 

appeared before me this day and, b�ing first duly_sworn, says that the required 

Order was mailed or hand delivered to ail affected customers, as required 

by the Co1J111ission Order �ated ____________ in Docket No. W-720, 

Sub 100. 

Witness my hand and notarial seal, this the ___ day of ____ _ 

1994. 

Notary Public 

Address 

(SEAL) Hy Commission Expires:· 
Date 
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DOCKET NO •. W-720, SUB 117 

BEFORE THE NORTH CAROLINA UTILITIES CDMHISSION 

In the Matter of 
Application by Mid South Water Systems, 
Inc., Post Office Box 127, Sherrills Ford, 
North Carolina -28673, for,Authority to 

. Provide Water Utility Service in 
Pine Isle Subdivision, Iredell County, 
North Carolina, and for Approval of Rates 

ORDER GRANTING 
FRANCHISE AND
APPROVING RATES

HEARD IN: Commission Hearing Room 2115, Dobos Bui-lding, 430 North Salisbury 
Str.eet, Raleigh, North C11,roli_na, on Thursday, June 23, 1994, 

BEFORE: 

APPEARANCES: 

Commissioner Charles H. Hughes, Presiding, Chairman Ralph A. 
Hunt, and Conmissioners Wi-11.iam W. Redman, Jr.,· Lalirence A. Cobb, 
and Judy Hunt 

For the Applicant: 

Robert F. Page, Attorney at Law, Crisp, Davis, Page; Currin·.& 
Nichols, LLP, Suite 400, 4011 Westchase Boulevard, Raleigh, North 
Carolina 27607 

For the Using and Consuming Public: 

Robert 8. Cauthen, Jr., Staff Attorney, _Public Staff - North 
Carolina Utilities Commission, Post Office Box 29520, Raleigh, 
North Carolina 27626-0520 

BY THE COMMISSION: On Hay 13, 1992, Mid South _Water Systems, Inc. (Mid 
South, Applicant or Company), filed an application in Docket No. W-720, Sub 117, 
seeking a franc�ise t9 provide water utiltiy service in Pine Isle Subdivison,
Iredell County, North_.Carolina. The Public Staff and Hid South disagreed on 
,whether taxes would be due on contributions in aid of constrution (CIAC). On 
Octover 16, 1992, the Commission issued an Order scheduling a a hearing on the 
issue of taxes on CIAC •.. By motion filed on November 19, 1992, Hid South 
requested a continuance of"that _hearing. 

On October 13, 1993, -Hid South 1 filed a revised application.addressing the 
issue of CIAC and stating that taxes on-the CIAC of $180,440 would be collected
using the full gross-up method. · · 

This matter was presented to the Commission by the Public Staff ·at the 
Hay 16, 1994, Staff Conference. The Publi'c Staff recommended that an Order be 
issued granting temporary operating authority, approving interim rates, requiring 
a $10,000 bond, scheduling a hearing subject to cancellation if no significant 
prot.ests were received, and requiring public notice. -
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By Order of May 23, 1994, the Commission granted temporary operating 
authority, approved interim rates, required a bond, required public notice, and 
set the··matter for hearing. The grant of temporary authority was made subject 
Hid South receiving and notifying the Conrnission of its receipt of funds to pay 
taxes on CIAC. 

The hearing was held as scheduled. The Applicant presented the testimony 
of Jocelyn H. Perkerson, Vice President of Hid South Water Systems, Inc. The 
Public Staff presented ,the prefiled testimony of John Robert Hinton,- Public 
Utilities Financial Analyst, Economic Research Division of the Public Staff. No 
customers appeared at this hearing. 

Upon consideration of the'-foregoing, the verified applica�ion, the testimony 
and exhibits received into evidence at the hearingi and the entire record 1n this 
docket, the Comnission_�akes the following

FINDINGS OF FACT 

1. Mid South is seeking a certificate of public convenience and necessity,
to furnish water utility serv-ice in the Pine Isle Subdivision in Iredell County, 
North Carolina. 

2. There is a demand and need for water utility service in the Pine Isle
·subdivision.

3. The Applicant's proposed monthly water.rates are as follows:

Metered Residential Water Rates (Monthly)
Base charge $ 8.35 minimum 
Usage.charge $ 2.05/1000 gals. 
Testing charge 

!st 12 months
2nd 12 months
After 2nd·12 months

$11. 16/month 
$ ·9.20/month 
$ .62/month 

4. The CIAC gross 'up collected from the developer by Hid _South Water
Systems, Inc. is $113,532.27. This amount is sufficient to pay the estimated 
taxes on CIAC. 

5. Hid South's financial viability is enhanced by the addition of the Pine
Isle Subdivision. 

•6. A bond in the required amount of, $10,000 has been', Posted'.

CONCLUSIONS · . · 

From a review and study of the application, the evidence presented at the 
hearing, and other information in the Conunission's files in this dockei, the 
CoT1111ission reaches the following conclusions: 

!. The Applicant should be granted a certificate of public convenience and 
necessity to provide water utility service in the Pine Isle Subdivision, Iredell 
County, North Carolina. 
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2. There is a demand and need for water utility service in the Pine Isle
Subdivision which can best be met by the Applicant at this time. 

3. The rates approved by the Conanission for water utility service in the
Pine Isle Subdivision are the uniform rates of Hid South and are contained in the 
Schedule of Rates, attached hereto as Appendix B. These rates are not unfair or 
unreasonable and are unopposed by the parties of record. 

4. A bond in the amount of $10,000 has been posted with United Carolina
Bank. 

5. CIAC in the amount of $180,440 has been received by the Company and
gross up in-the amount of $113,532·.27 has been paid by the developer. 

6. Hid South's financial viability is enchanced by the addition of the
Pine Isle Subdivision. This conclusion is based primarily upon the testimony of 
Public Staff Witness Hinton. His testimony was not contested by the Company. 
It indicated that, since Mid South is incurring the expenses to provide water 
service to Pine Isle Subd.ivision, the Company's financial condition would be 
improved by being allowed to charge its uniform rates for the service provided. 

IT IS, THEREFORE, ORDERED as follows: 

I. That the Applicant, Hid South Water-Systems, Inc., is hereby granted
a c�rtificate of public convenience and -necessity to furnish water utility 
service in the Pine Isle Subdivision, Iredell County, North Carolina. 

2. That Appendix A, attached hereto; shall constitute the certificate of
public convenience and necessity. 

3. That the Schedule of Rates, attached hereto as Appendix B, is hereby
approved for service rendered on and after the effective date of this Order and 
that such schedule is hereby deemed filed with the Conanission pursuant to G.S. 
62-138.

4. That the bond in the amount of $10,000 previously filed with respect
to the grant of temporary operating authority, shall remain In effect for the 
franchise. 

5. That a copy of this Order and Appendix B shall be malled or hand
delivered by Hid South to all of its customers affected by this proceeding; that 
said Order and Appendix B be mailed or hand delivered no later than 30 days after 
the date of this Order; and that the Applicant submit to the Commission the 
attached Certificate of Service properly signed and notarized no later than 45 
days after the date of this Order. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 9th day of September 1994. 

(SEAL) 

Commissioner Charles H. Hughes dissents. 
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DOCKET NO, W-72O,'SUB· 117 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

Know All Men By These Presents, That 

MID SOUTH WATER SYSTEMS, INC. 

is hereby granted this 

CERTIFICATE OF PUBLIC CONVENI.ENCE AND NECESSITY 

to provide water utility service 

in 

PINE ISLE SUBDIVISION 

Iredell County, North Carolina 

subject to such orders, rules, regulations, and 
conditions as .are now or may hereafter .be lawfully 
made by the North Carolina Utilities Con111ission. 

ISSUED BY OROER OF THE COMMISSION. 
This the 9th day of September 1994. 

APPENDIX A 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 

·Gail L •. Mount, Deputy Clerk
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SCHEDULE·OF RATES 

for 

MID SOUTH WATER SYSTEMS, INC. 

for providing water utility service In 

PINE ISLE SUBDIVISION 

Iredell County, North Carolina 

Metered Rates: (both residential and nonresidential) 

Base charge: (based on meter size)ll 

Meter size 

3/4" X 5/8" 
3/4" 

l" 
1-1/2"

2·
3• 
4" 
6" 

$ 1g.51 
$ 29.09 
$ 48.25 
$ 96.15 
$153.63 
$287 .75 
$479.35 
$958.35 

Connection Fee: s·400\oo· (except where excluded by contract) 

Reconnection Charges·: 

If water service cut off by utility for good cause 
or at customer's request: 

If water service cut off by utility for good cause, 
when there is no cut-off.valve: 
(to cover installation of cut-off valve) 

APPENDIX B 

$15.00 

$50.00 

Customers who have .been disconnected and are reconnected at the same address 
within nine months of disconnection will be charged the monthly base charge or 
the monthly flat rate per month for the period during which they were 
disconnected. 

Cut-off Valve Replacement Fee: $40.00 
(This fee will be charged only when Company is required to replace cut-off valve 
as a result of damages made by homeowner). 

Returned Check Charge: $10.00 

Bills Due: On billing date 
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Bills Past Due: 20 days after billing date 

Billing Frequency: Shall be m.onthly for service in arrears 

Finance Charge for Late Payment: 1% per month will be applied to the unpaid 
balance of all bills still past due 25 days after billing date. 

peposits: May be request�d in accordance with NCUC Rules Rl2-1 through Rl2-6. 

11 This rate is effective for water service provided after the date of this
Order and is applicable until February 28, 1995. After February 28, 1995, 
the rates become: 

Metered Rates: 

Base Charge* (based on meter size) 

3/4" x 5/8" 
3/4" 

1· 

1-1/2"
2·
3" 
4" 
6" 

March I, 1995 After 
February 28, 1996 February 28, 1996 

$ 17 .55 
$ 26.15 
$ 43.35 
$ 86.35 
$137.95 
$258.35 
$430.35 
$860.35 

$ 8.97 
$ 13.28 
$ 21.90 
$ 43.45 
$ 69.31 
$129.65 
$215.85 
$431.35 

*Monthly base charges or montly flat rates will be charged whether or not unit
; s occupied unless disconnection is requrested (see reconnection charges). Units
that.are sold or rental units that change occupants (where service is not in name
of landlord). will not be charged these charges for the period that they were
disconnected from system.

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. ,W-720, Sub 117,on this the 9th day of September 1994. 
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CERTIFICATE OF SERVICE 

I, -----------------�• mai.l ed, with sufficient

postage or han'd delivered to all affected customers the attached Order issued by 
. 

the North Carolina Utilities Conmlssion In Docket No. Wa72O, · Sub 117, and 

said Order was mailed or hand delivered by the date specified in .the Order. 

This the ___ •day of _______ _ 1994.

BY: 

Name of Utility Company 

The above named Appl leant, -------�-----• persor,ally

appeare� bef�re m�.this day and, being first duly sworn, says th�t the required

Order.was mailed or hand delivered to all affected customers, as required by the 

Conmlsslon Order dated 

Sub 117. 

in Docket No. W-72O, 

Witness_my hand and notarial seal, this the day of, 

1994. 

(SEAL) Hy Connnlssion"Expires: 
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DOCKET NO. W-1044 

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In .the Hatter of 
Application of Bradfield, Farms Water 
Company, 145 Scaleybark Road, Charlotte, 
North Carolina 28209 for a Certificate 
of Public'Convenience and Necessity to 
Provide Water and Sewer.Utility Services in 
Bradfield Farms Subdivision in Cabarrus and 
Mecklenburg Counties, North Carolina-, 
and for Approval of Rates 

ORDER GRANTING 
WATER AND SEWER 
UTILITY FRANCHISE 
AND APPROVING RATES 

HEARD IN: Charlotte-Mecklenburg Government Center, Charlotte,, North 
Carolina, on May 17, 1994 

BEFORE: 

Collll1ission Hearing Room 2115, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North·Carolina, on Hay 24, 1994 

Commissioner Ralph A. Hunt, Presiding, and Collll1issioners William 
W. Redman and Charles H. Hughes

APPEARANCES: 

For Bradfield Farms Water Company: 

Louis s. Watson, Jr., and Joseph W. Eason, Hoare l Van Allen, One 
· Hanover Square, Suite 1700, Raleigh, North Carolina 27601

For the Public Staff: 

Robert B. Cauthen, Jr., Staff Attorney, Public Staff - North 
Carolina Utilities Comnission, Post Office Box 29520, Raleigh, 
North Carolina 27626-0520 

BY THE COHHISSION: On December 13, 1993, Bradfield Farms .Water Company 
(Bradfield, Applicant, or Company) filed an application for a certificate of 
public convenience and necessity to provide water and sewer utility service in 
Bradfield Farms Subdivision in Mecklenburg and Cabarrus Counties and for approval 
of rates. A revised application was filed on February 14, 1994. The Comnission 
issued an Order on January 27, 1994, granting temporary operating authority, 
approving interi� rates, requiring posting of a bond in the amount of $200,000 1 

and scheduling hearings in Charlotte on Hay 17 1 1994, and in Raleigh on May 24, 
1994. The remainder of the procedural history of this matter is found in the 
records, files, and Orders of the Conmission in Docket Nos. wc120, ·sub 96 and 
Sub 108 and Docket No. W-1026 which are hereby .incorporated by reference. 

. On Hay 4,. 1994, the Public Staff filed the testimony and exhibits of 
Katherine A. Fernald, Supervisor, Accounting Water Section, Andy, R. Lee, 
Director, Water Division, and Gina Y. Casselberry, Utilities Engineer, Water 
Division, and the affidavit of Thomas W. Farmer, Jr., Financial Analyst, Economic 
Research Division.. 
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On May -11; 1994, the Company filed the direct and supplemental testimony and 
exhibits of Daniel L. Barflobi 1 President. of Bradfield Farnis Water Coillpany, 
William�- Saint, Secretary and·Treasurer of Bradfield Farms Water·Company, and 
Oreste V. Baffi, of Arthur Andersen & Co. 

' The hearing in Charlotte was held as scheduled. The following public 
witnesses appeared and offered testimony: Jennifer Parsons, Fred'Stees, O.D. 
Furr, Patrick Ford, Grady Balentine, Ted· Czuba; Kevin Burd, Mark Brown, Susie 
Katz, Paul Pollinger, Cameron Esmailian, Angela Walker, Tim Keesling, and Mike 
Sansevieri. Generally, the public witnesses presented testimony in oppositiqn 
to the proposed rate increase and one public witness complained about having 
problems caused by hard water. ' �

The hearing in Ra 1 ei gh was held as.scheduled. · The Company presented the 
direct and rebuttal _testimony and exhibits of· Daniel "L. Barnobi, William E. 
Saint, and Oreste V. Baffi, and the rebuttal testimony of M.L. Stankovic, Sales 
Manager for the South-Charlotte Division of John Crosland Company (Crosland), the 
developer of Bradfield Farms Subdivision • .The·'Public Staff presented the 
testimony, and. exhibits of Gina Y. Casselberry, Andy R. Lee and Katherine A. 
Fernald. The Public Staff and the Company entered· into a stipulation with 
respect to the affidavit of Thomas W. Farmer, Jr., which was subsequently reduced 
to writing and filed with the Convnission .. -

. . . 

On the basis of the application, the testimony and exhibits at the hearings, 
the records in Docket Nos. W-720, Sub 96 and-Sub !OB and Docket No. W-1026 and 
the entire. record'in t�is proc�eding, -the.Commission now makes the following 

FINDINGS OF FACT 

GENERAL MATTERS 

1. Bradfield, a subsidiary of Crosland, is seeking a certificate of public
convenience and necess.ity to furnish water and sewer utility service in Bradfield 
Farms. Subdivision in Mecklenburg and Cabarrus Counties, North Carolina, and to 
provide blll k sewer treatment service to utilities serving Silverton and Britl ey 
Subdivisions in Cabarrus County, NDrth Carolina, and approval of rates. 

_2. There is a demand and need for water and· sewer utility ser.vice in 
Bradfield Farms Subdivision. Th.ere is a demand and need for bulk sewer treatment 
service in Silverton and Britley Subdivisions. 

3 . .. _The Applicant's proposed monthly water and sewer rates, as. amended at 
the hearing, are as follows: 

Metered reSidential water rate 
Base charge, zero usage 
Usage charge 

Flat residential sewer rate 

Bulk sewer rate 
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4.· The.monthly water and sewer rates recommended by the Public Staff are
as follows: 

Metered residential water rate 
Base charge, zero usage 

• Usage cha�ge

Flat residential sewer rate 

Bulk sewer rate 

EPA-testing surcharge 

$ 5.25 minimum 
$ 0.40/1,000 gallons 

$12.10 

$ 7.75/residence 

$ 2.65 
. 

The EPA-testing surcharge is to be added to the flat rate for water utility 
service for a period of 12 months starting.with the first billing following the 
effective date of this ,Order.· 

5. The Applicant· proposes to employ Rayco Utilities, Inc. (Rayco), to
perform the day-to-day·operation·and maintenance of the water· and sewer systems 
at Bradffeld Farms ·subdivision under the terms of a contract, the Utility 
Operating Agreement, filed with the application. Rayco is presently providing 
this service to the Applicant under its temporary operating authority and is 
technically fit and qualified to provide the services required. 

6. water and sewer service has been prQvided to residents of Bradfield
Farms Subdivision at least since•Jg90 by the Applicant or its predecessors in 
interest using the existing facilities. 

7. The test period appropriate for use in this proceeding is the 12 months
ended December 31, 1993·. 

RATE BASE 

8. It is inappropriate in this proceeding to include in rate base the cost
of transferred assets which have previously been contributed by the developer to 
utility operations. ·. • 

9. It is inappropriate in this proceeding to include in rate base the cost
of purchased assets. 

10. The land used by the utility as of December 31, 1993 is part of the
transferred assets and, therefore, should not be included in rate ·base. -

II. It is inappropriate to include a deduction in rate base for capacity
sales related to the transferred assets. 

12. It is inappropriate to include post-test-year plant additions in rate
base. 

13. It is inappropriate to include in rate base the cost of the primary
main and hydrants. 

14. The total plant in service for utility operations is zero.
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15. Since there is zero plant in service, the appropriate level of
accumulated depreciation is also·zero:: 

16. It is appropriate to include in rate base cash working capital of
$6,466 for water operations and $9,989 for sewer operations and average tax 
accruals of $1,110 for water operations and.$1,787 for sewer operations. 

17. Bradfield's reasonable rate·base·used ar:id useful in prqviding water and
sewer utility service is $13,558, consisting of cash working capital of $16,455 
reduced by average taX accruals of.$2,897. 

. 

REVENUES 

18. The appropr.iate numbers of end-of-period ·customers are 361 for water
utility service, 349·for f]at rate sewer

1
service, and 71 for bul.k sewer seryice. 

�19. The appropriate levels of end-of-period service revenues are $92,353 
for water utility· service, $109,572 for flat rate sewer util ity service, and 
$20,448 for bulk sewer service. 

, 20. It, is inappropriate to include nonoperating revenues of $12,628 in 
total utility operating revenues. 

21. The appropriate level of uncollectibles under present rates is $2,224"
of which $924 is applicable to water operations·and $1,300 is applicable to sewer 
operations. 

,· CUSTOMER'GROWTH 

22. It 1s appropriate to adjust ptirchased power ft,r welter operations for
customer growth. The approJ)riate customer growth factor to ·be used for such 
adjustment is 1.103. 

OPERATION ANO.MAINTENANCE EXPENSES 
. ' 

23. It .is appropriate to reflect ·contractual accounting services at the
actual rates unde� the contract with the operator. 

24. The appropriate level of contractual legal services is $5,000, of which
$2,550 relates to water operations arid $2,450 relates to sewer operatio·ns. 

25. The appropriate level of both-materials andcsupplies and contractual
engineering· services associated with. maintenance and repair expenditures is 
$12,000, of which $2,000 and $3,000, respectively, relate to water operations and 
$3,500 and $3,500, respectively. relate to sewer op�rations., 

26. The appropriate-level of materials and supplies for operations is
$4,000, •Of which $2,040 relates to water operations and $1,960 relates to sewer 
operations. 

27. The appropriate level of salaries to be included in the management· fee
is $15,760. 
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28. Based on the level of salaries found appropriate in thfS proceeding,
the appropriate level of rent, payroll taxes, benefits, and workers' compensation 
to be included in the management fee is $3,530. 

29. - It is appropriate to allocate the management fee between water and
sewer operations based on·the n�ber of customers. 

30. The appropriate level of management,fees is $19,290, of which $g,s39
relates to water operations ahd $9,451 relates to sewer operations. 

31 .. The appropriate level of chemical expense for sewer operations is 
$5,000. 

32. The appropriate level of electric power expense is $22,960, of which
$7,292 relates to water operations and $15,668-relates to sewer operations. 

33. The appropriate level of expense for �ludge removal is $6,400 for the
sewer operations. 

34. It is appropriate to include $750 for permit fees in operation and
maintenance expenses, of which $300 relates to water operations and $450 relates 
to sewer operations. 

35 . .. It is appropriate to include $902 for testing expenses. for water 
operations and $1, ODO for. testing expenses for, sewer .operations. 

36. A $2.65 per month per customer EPA-testing surcharge for 12 months is
appropriate for recovering the cost of required tests under phase II of the Safe 
Drinking Water Act (SDWAJ., 

37. The appropriate level of.contractual services - oth�r is $2g,027, of
which $9,227 relates to water, operations and $19,800 relates to,sewer operations.

38. The appropriate level of insurance expense is $3,600, of which $1,800
is applicable to water operations and $1,800 is applicable to sewer· operations. 

39. It is appropriate to include $2,318 in miscellaneous expense for the
actual phone 1 ine expenses ·incurred by the emergency operator in the water 
operations during the test year. · 

40. The appropriate level of miscellaneous expense·for the Company's annual
expense of maintaining its surety bond is $1,500, of which $765 relates to water 
operations and $735 relates to sewer operations; 

41. The appropriate level of regulatory expense is $10,000, of which $5,100
relates to water operations and $4,900 relates to sewer operations. 

42. The appropriate level of total operation and maintenance.expense is
$131,643, of which $51,729 relates to water operations and $7g,g14 relates to 
sewer operations. 
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OTHER .OPERATING REVENUE DEDUCTIONS • 

43. The.appropriate 
 

level of depreciation expense is zer�-
, 44. The appropriate .level .of; property tax expense is $1,000 for water 

oper,ations,and.$1;000,for sewer operations. 

45. Based on the other findings and conclusions set forth in this Order,
the appropriate�evel of regulatory.fees is $78 for water operations and $109 for

. sewer operations. · ·. .... · • ·, , · ·. , . 
. . 46. Based on the other findings and conclusions set forth In, this .Order, 

the appropriate level of gross .receipts tax is$3,657·for.water operations. and 
$7.,723, for sewer operations. · · ,, 

.,47. Based on the other findings and conclusions set forth in this Order, 
the appropriate·level of state Income taxes is $2,710 for water operations and 

$3,098 for sewer operations., 

. 48. Based on the other findings and .conclusions set forth•-ln this O;der, 
the appropriate level of federal Income taxes is. $5,714 for water operations and 

$6,569 for sewer operations. 
' . -. " 

49. It is inappropriate to foclude, 1nterest expense as an. operating revenue
deduction since It is considered that such costs would be• recovered as a 
component of-the level of net operating income approved by the Co11111lssion in this 
proceeding based on the operating ratio methodology. 

50. The 
 

appropriate level of other operating 
 

revenue deductions is $31,.658,.
of· which· $13,159 relates to water operations and $18,499 relates to sewer 
operations. 

METHODOLOGY FOR REVENUE•.:DETERffINATION 

. 51. ·The appr�prlate methodology to. use: in determining rates In this 
proceeding Is the operating ratio methodology. 

. 52. The appropriate margin on operating revenue deductions requiring 
a return is:9;00% for purposes of-this proceeding. 

RATES, FEES,· AND OTHER MATTERS , .• 

53. Th� Co11111isslon finds \hat the �ates should be set to, produce total
annual revenues.of $158,919. These revenues will allow Bradfield.the opportunity 
to earn a 9.00% margin on Its operating revenue deductions requiring a return 
which the Co11111lssjon has found, to· be reasonable upon consideration. of the 
findings in this Order. 

54.'.ln a situation where the Applicant cuts off a customer's water service 
for good cause and there is not a-tut�off valve located on the customer's water 
service line, the Applicant has requested a reconnection charge 9f $50.- The 
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Puhl ic Staff recomnends, in Such a situation, _that the reconnection charge be set 
at $15 plus the actual cost of installing a cut-off valve on the customer's water 
service line. The appropriate charge for such situation should be actual cost. 

55. In a situation where the Applicant prov.ides sewer service, but not
water service to a customer, the Applicant has requested a reconnection charge 
of $75 if the customer's sewer service is cut off for good cause. The Public 
Staff recoD1nends, in such a situation, that the reconnection charge be set at $15 
plus the actual cost of installing a plug on ·the customer's sewer service line. 
The appropriate charge for such situation should be actual cost· .. 

-56. The Applicant has ·nOt requested a connection charge 'for future
customers but has requested that the cost of connecting a future customer·be 
included in rate base and recovered through rates in future general rate•case 
proceedings. The Public Staff recommends that the Applicant request a connection 
charge based on the·cost for connection of future customers to the water and or 
sewer systems. The Conmi ssion will not require the Applicant to establish· a 
connection charge, at this time. Further,. the Commission finds that any decision 
on the inclusion in rate base of utility plant to serve future customers, if any, 
will be decided in the Company's future general rate case proceedings based on 
the facts and evidence presented to the Comnission at that time. 

57. The proper rates to be set in this proceeding are found in the Schedule
of·Rates attached hereto as Appendix B. 

EVIDENCE AND CONCLUSIONS FDR FINDINGS OF FACT NOS. 1-5 

The evidence supporting these findings of fact is contained in the 
application and supporting documents and in the Commission.'s•records. These 
findings are generally jurisdictional and informational and are not contested. 

EVIDENCE AND CO�CLUSIONS FOR FINDINGS DF FACT NOS. 6 AND 7 

The evidence supporting these findings is contained in the records of the 
Conmission in this docket, in the Conmission records in Docket Nos. W-72D, Sub gs· 
and ·sub IDB and Docket No. W-ID26, and in the 'testimony of Company ·witnesses 
Saint and Barnobi, and Public Staff witness Fernald. 

Company witness Barnobi testified that Bradfield filed its application based 
upon a projected test year ending December 31, 1994, since neither Crosland nor 
Bradfield had any actual historical operating data upon which to base a 
historical test year. Further, witne_ss Barnobi explained that until December 
1993, the water and sewer systems at Bradfield Farms had been operated by Hid 
South Water Systems, Inc. (Hid South). Company witness Saint forecasted the 
December 31, 1994, test year level of annual expenses for Bradfield based on a 
Combination of estimates· and annualizations of ,operating expense data for the 
period' from December 12, 1993 through April 30, 1994. 

Public Staff witness Fernald testified that, as set forth underG.s. 62-133, 
Bradfield's · operations should be based on a historical test year ending 
December 31, 1993. 
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In setting rates for public utilities, the CoIJJI1ission is generally required 
1by G.S. 62-133(c) to employ a. test period consisting of 12 months' historical
operating ex�erience, but the Conmission shall consider such relevant, material 

.and competent evidence as may be offered to show actual cha�ges in costs,
revenues and public utility property used and useful up to the time the hearing 
is closed. While this is not possible ·in .. the case of new utHities; the·subject
water and sewer utility.is not a new utility per se. Watl:!!r .and sewer utility 
·services have been provided for a number of years and actual historical operating
.data is ,available. Under these circumstances, th_e Conmission finds that the test
period appropriate for use in this proceeding is the 12 months ended 
.J)lj!cember 31, 1993. 

EVIDENCE AND CONCLUSIONS FDR FINDINGS OF FACT NOS. 8-17· 

The evidence for ,these findings of fact is found :in the testimony of Public 
Staff witnesses Fernald and Lee and Company witnesses Baffi and,Barnobi. The 
following tables summarize the amounts which the Company and the Public Staff 
contend are·the proper·levels of rate base to be ,used in this proceeding: 

Item 

Plant in service 
Accumulated Oepreciation 
Cash working capital 
Average tax accrua-1 s 

Total original cost,
,rate base 

,Item 

Plant in service 
Accumulated depreciation 
Cash working capital.• 
Average taX accruals 

Total original cost
rate base 

WATER OPERATIONS, 

Company Public Staff 

$1,136,099 $ 
(32,096) 

0 
0 

i1,I04,00:( I- ,

SEWER OPERATIONS 

0 
0 

3,879 
(I, 116) 

2,763. 

Compan1 . Public Staff 

$ 952,468 $ 0 
(21,647) 0 

0 6,523 
0 (1,800) 

,, 

'$ 930,821 $ 4.723 

PLANT IN S,ERVICE 

Difference 

$(1,136,099) 
32,096 
· 3,879
(1.116) 

UI,101,240) 

-Difference

$ (952,468) 
21,647 
6,523 

(1,800) 

s (926,098) 

The fir�t component of rate bas� on which the parties disagree is plant in 
serY.ic!!. T�e differences. in the,levels- of,_plant in service reconmended by the 
Company and the Public Staff are composed ,of the following -items: 
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Water Sewer 
·Item Oi;ierations oi;1erations Total 

Transferred assets $ 408,973 $ 779,077 $1,188,C8'.J 
Purchased assets 475,000 0, 475,IXD 
,Land at 12/31/93 36,000· 54,000 !IJ,IXD 
WWTP capacity sales 0 (101,231) {!Ol,zll) 

' 122,060 1994 additions 220;622 342,622 
Primary _main an� hydrants 94,126 0 94,126 

Total $1,136,099 $ 952,468 810381567 

Transferred 'assets 

- The Company included-in plant in service on its application $1,188,050 of
transferred assets. As shown on pages 15 and -16•of the workpapers attached to 
Company witness Bilfff's testimony, $1,169,451 of these transferred· assets were 
in serv1ce·at December 31, 1993 and the remaining amount of $18,599 relates to 
well No. 3 which will be in service in 1994. The physical plant in service at 
December 31, 1993, included in the amount of $1,169,451, consists of mains to 
serve Bradfield Farms' phases II, III, IV, V-A and V-B, two wells (Nos. 6 and 7), 
a 250,000 gallon per day sewer treatment plant and sewer trunk lines. 

The hist�ry of the, transferred assets is as follows: 

(1) 

(2) 

{3) 

The developer, Crosland, origirially paid for these assets and 
contributed them to Mid South. 

In 1993, these assets were subsequently transferred from Mid South 
back to Crosland under the Reconveyance and Purchase Agreement filed 
on November 29, 1993 in Docket No. W-1026. Under this agreement, 
Crosland did not pay Hid South for these transferred assets. 

Crosland will enter into an Asset Purchase Agreement (Exhibit 6 of 
Application) to sell these assets to Bradfield Farms Water Company, an 
affiliate, for $1,188,050. 

Public Staff witness Fernald removed these assets from plant in service 
since the cost of the plant was initially contributed to the utility operations 
of Mid South. Witness Fernald testified that Crosland initially contributed the 
plant to Hid South and recovered it through the sale of lots from customers. 
Further, witness Fernald testified that she did not believe that the customers
should have to pay twice for .this plant. 

· · 

Public Staff witness Lee testifie_d that, 'if the Commission allows any cost 
of the wastewater treatment plant (WWTP) in rate base, the issue of excess 

·capacity would have to be addressed. Witness Lee testified that the WWTP has a
capacity to serve approximately 700 customE!rs and that there were 420 sewer
customers, including Silverton and Britley -'Subdivisions: being served at
December 31, 1993.

Company.witness Barnobi stated that Bradfield intends to include the cost 
of these assets in its rate base at the purchase price of those assets set forth 
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in the Asset Purchase Agreement between Bradfield and Crosland. Witness Barnobl 
testified that exclusion of these assets from Bradfield's rate base will preclude 
Bradfield from providing reliable and reasonably priced long-term water and sewer 
service. Additionally, witness Barnobi testified that although Crosland 
originally int�nded to and di_d contribute these transferred assets, to Mid South, 
the ·Conrnlsslon's Order requiring reconveyance by Mid South to Crosland, 
effectively rescinded that original transaction. Further, the Company argues 

. that since the Conrnission Order Issued on October 13, 1993, in Docket No. W-1026, 
rescinds the earlier contribution by Crosland to. Mid South then the property was 
never dedicated to public service and that Crosland now .intends to sell the 
transf�rred assets to Bradfield. Therefore, ,it is the Company's opinion that it 
should not now- be held to Crosland's or.iginal - intent to contribute the 
.transferred assets.. Further, witness Barnobi testified that the Company:s 
proposed rate base treatment would not result in customers paying twice for the 
same property since the price paid by the customers for the homes represents the 
fair mar,ket_value of those ho�es. 

However, on cross-examination by the Public Staff, witness Barnobl testified
that Crosland had been recovering the cost of.the .transferred plant through the· 
sale of·.1ots. In this regard, witness Barnobi responded to several questions· on 
cross-examination as follows: 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

I HAD ASKED HOW CROSLAND WAS HANDLING THE COSTS OF THE PLANT 
WHICH WAS. INITIALLY TRANSFERRED TO MID SOUTH FOR TAX PURPOSES. 

It is included in the lot cost.of the homes that are sold and as 
su_ch time at the time. of cloSing·, tho�e costs are ·expensed as 
part of the cost of the home. 

SO YOU HAVE BEEN RECOVERING. THE COST OF THAT PLANT THROUGH THE 
SALE OF LOTS? 

Yes. 

·Now, ·you ARE ASKING TO HAVE TiiAT'INCLUDED IN RATE BASE, IS THAT
CORRECT? 

That is correct.

AND THAT IS THE SAME PLANT THAT YOU WERE RECOVERING THROUGH THE
SALE OF LOTS, IS THAT CORRECT? 

Sa�e faciHti�s,

OKAY. NOW, 'ARE YOU PROPOSING TO MAKE REFUNDS TO THOSE, CUSTOMERS
FOR THE PLANT COSTS THAT WERE RECOVERED THROUGH THE SALE OF THEIR 
LOTS? 

. A. . No. 

·'1n regard to witness Lee's testimony regarding the �P's eXce'ss capacity,
the Company stated that although the WWTP is large enoijgh to serve slightly more 
thari the existing number of customers, the entire value of the plant should be 
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allowed in rate base as it is needed to trieet demand in the· near future. The 
Company stated that it has ari obligation to serve peak demand and anticipated
growth. 

' · 

-Based upon the evidence, the Conmissicin concludes that it would be
inappropriate to include the transferred assets in rate base in this proceeding. 
The facts of this case indicate that the developer is recovering the cost of the 
contributed property through' the sale of lots. ·· Thus, if the ·cost of the 
transferred property was included in rate_ base, the ratepayers would end up 
paying twice for the same plant; i.e., once thr.ough rates and once in the price 
of their lots. The coim:ii ssion believes that the ratepayers shOul d only be 
responsible for reimbursing an ·1nvest9r once fo_r utility property. Ther:efore, 
the Cot11J1ission finds that it would be unfair and unreasonable to include the 
transferred property -in rate base in this proc_eeding. 

Further, the Company has advanced the position that the Cot11J1ission's Order 
issued October 13, 1993, in Docket No. W-1026, requiring the return of Certain 
uti 1 i ty property to the developers I effectively Canceled Crosland' s contribution 
of pr'operty to the utl<l ity; The Commission finds that this argument fgnores the 
fact, acknowledged by witness Barnobi, ·that the cost of this property is being 
recovered through the sale of lots. Thus, the Conmission concludes th3t since 
the Company does not plan to·reimburse lot purchasers for their contribution to 
the cost of this property, the Company cannot also ·ask those ,pu,rchasers to 
provide through rates either a return on investment or, through depreciation, a 
return of th�t investment. 

Additionally, because the·Commission finds that it would not be appropriate 
to include the cost of these assets, including the WWTP, in' rate base, there is 
no issue of excess capacity related to the WWTP to be.decided. 

Purchased assets 

The Company included in rate base $475,000 paid by Crosland to Mid South for 
a 250,000 gallon elevated storage tank and three wells (Nos. 3', 6 and 7). As 
shown on pages 15 and 16 of the workpapers attached to Company witness Baffi's 
testimony, $455,100 of these purchased assets were in s'ervice at 
December 31, 1993 and the remaining amount of $19,900 relates to well No. 3 which 
will be in service in 1994.

The historY of the purchased assets is as follows: 

(1) Mid South, or its construction division, installed or made
improvements to the elevated storage tank and three wells.

(2) 

' (3) 

Crosland dePosited $440,300 into· an ·escrow account. Funds were 
withdrawn from this account by Mid South t'o reimburse·it for monies it
had spent.

· · 

In 1993, these assets were purchased from Mid South by Crosland for
$475,000 under ·the Reconveyance and Purchase Agreement. Company
witness B�rnobi testified that 'baSed on engineering estimates, the
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Company allocated $370,100 of the purchase price to the elevated 
storage tank and $104,90D to the three wells s;nc·e Hid South was 
unable to document the exact cost of those additions. 

(4) Crosland will enter into an Asset Purchase Agreement (Exhibit 6 of
Application) to sell these assets to Bradfield, an affiliate, for
$475,000.

Public Staff witness Fernald removed these assets from,plant• in service 
since the·cost of the plant was initially contributed to the utility·operations 
of Hid South. On cross-examination, witness Fernald testified that, "Those 
assets that were never owned by Crosland, the $475,000, $370,000'of that, and 
actually more than that, was paid for by funds put into an es�row account by 
Crosland, they weren't actually paid for by Hid South." ' 

Public Staff. witness•Lee testified that ,there will be an excess capacity 
issue if the CoT1111ission allows any cost of-the elevated storage tank in rate 
base. Witness lee testified that the elevated storage tank has a capacity to 
Serve 1,250 water customers and that there were 361 water cust9mers being served 
in Bradfield Farms at December 31, 1993. 

Company witness Barnobi testified that t_he $475;000 of purchased assets 
should be included in rate'base because " ••• Crosland's payment of $475,000 to Hid 
South for the Purchased Assets was solely to facilitate compliance with the 
Conmission's Order., Crosland negotiated with Hid South for return of those 
assets, which were indispensable for the operation of the water system." Further 
witness Barnobi stated that he did not believe that Crosland or Bradfield should 
now be penalized for actions taken to comply with the Conmission's Order of 
October 13, 1993, in Docket No. W-1026. 

Additionally, Company witness Barnobi testified that Crosland deposited 
$440,300 into an· escrow account to pay for certain construction of water utility 
property to be performed by Hid South. Witness Barnobi further testified that 
the_ $440,300 was deposited into an escrow. account as a cost of Crosland's 
operations and that such funds were-included in the sale of lots. However, the 
Company takes the position that the escrow �ccount is separate from the·expense 
incur.red by Crosland'to reacquire the utility system and that the evidence does 
not indicate that any of the $475,000 paid to Hid South had been recovered by 
Crosland. Thus, the Company argued that the·existence of the escrow account to 
finance the origina·l construction of part of the purchased asset$ does not remove 
the $475,000 paid for the purchased assets. 

Based upon the eviderice, the Commission concludes that it would be 
inappropriate to include the purchased assets in rate base in this proceeding. 
The facts of this case indicate that $440,300 was contributed by the developer 
to Mid South to pay for these assets and that the developer recovered these costs 
through lot sales. Thus, to include property paid for by this $440,300 
contriliution in rate base would result in customers paying twice ·for the same 
property. The Company argues that excluding this property penalizes it for 
obeying the Conmission's Order in Docket No. W-1026. To the contrary, the 
Con,nission believes that to include property for which the·company is•recovering 
through lot sales wquld unfairly penalize the Company's customers. 
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As to·the remaining $34,700 of the purchase.price, which is the difference 
between the $475,000 purchase price and the $440,300 of escrow funds, the Company 
did not provide any documentation .or evidence supporting• other improvements 
and/or additions constructed by Hid South, for which Crosland should have paid 
$34,700.' In fact, Company witness Barnobl stated that he did not know what exact 
amount Hid South expended and whether it .. was expended by the utility company, 
Based upon the foregoing, the Conmission concludes that it would be· inappropriate 
to include any portion of the $475 1000 in rate base in this proceeding. However, 
,al though the incl us ion of the $34,700 amount in- rate base has .been denied in this 
case, the Co1m1ission finds that, in regard to this specific' investment of 
$34,700, the Company should not be precluded from l itl gating the reasonableness 
of such costs in its next· general rate case; proceeding, if it so chooses.-

Additionally, because the ColJlllission finds that it is not,approprlate to 
include these purchased assets, including the'elevated sto�age tank, in rate 
base, there is no issue of excess capacity related to. the elevated storage tank 
to·be decided. 

Land at December 31, 1993 

The Company included in plant in service $90,000 of land that was in service 
at December 31, 1993. As shown on pages 15 and 16 of the workpapers attached to 
Company witness Baff,i 's testimony this land is classified as retained assets. 
Company witness Barnobi defined retained assets as. property "which Crosland never 
transferred to Hid South, but retained for .use in, future phases of Bradfield 
Farms·. n 

On cross-examination,·_ Public - Staff witness .Fernald stated "I. had some 
problems with a few [items] of the retained property.· For example, the land 
1 i sted, there was no . 1 and· 1 i sted as transferred but according to responses and 
other deeds and everything there was land that was transferred so I had a problem 
there as to classification •.. " 

Company witness Baffi, -during cross-examination, read into the record in 
this docket the following Company response to a Public Staff data request: 

Question reads: Please provide a breakdown indicating·exactly what 
land (elevated storage tank, WWTP, wells, lots, et cetera) is included 
in the land amounts at 1-1-94 of $36,000,for the water operations and 
$54,000 for sewer operations, Response: The land relates.to lots, to 
well lots and sewer treatment plant is shown on subdivision map filed 
with the appl I cation, Land is valued at approximately $10,000 to 
$12,000 per acre. The land was transferred from Hid South to John 
Crosland pursuant to the Commission Order. See details as wells 6 and 
7,elevated storage tank and sewage treatment plant and the values are 
$12,000, $12,000, $12,000, and $54,000, respectively. 

Based upon the foregoing, the Commission concludes that the $gO,OOO of land 
at December 31, 1993 ,is part of the transferred assets, not retained assets, as 
classified by the Company. According to the Company's own data· response, this 
·land was transferred from Mid South back to Crosland. 
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the Colllllission has concluded that it is inappropriate to•include the transferred 
assets in rate base and therefore, it is inappropriate to.dnclude ,the subject 
land investment. 

WWTP capacity sales 

The Company included in rate base a deduction of $101,231 as of December 31, 
1993,, for the Sale of 1WWTP capacity. Crosland, ·the developer, has entered into 
several contracts to sell ·capacity in the ·WWTP to other developers.' As·shown on 
page 17 of the workpapers attached to Company witness Daffi's testimony, $251,500 
had been received for the sale of capacity at December 31, 1993, and the Company 
projects that it will receive an additional $294,500 from sales of capacity 
during 1994. · · , -  · . · 

: on· cross-examination, Company•witness Daffi testified that the difference 
between the actual amount received and/the amount deducted from rate ·base are 
related to excess dollars that go to ,reduce the future additions. Witness Daffi 
also testified that the Company do_es have· the money from these sales.-: 

· ·eased upon the foregoing, the Colllllission concludes that money received under
, these contracts is cost-free capital to the utility, However, .the Colllllission has 
found elsewhere in this·-Order" that it would not be appropriate to •include costs 
related to the ·transferr:e'd assets, including- the WWTP, in· ·rate base for 
ratemak1ng purposes. ,rherefore, the Cot1111ission concludes that it would not be 
appropriate to.include a�deduction for capaCitY sales related to those assets in 
rate base. 

1994 plant additions 

.. The Company included·$342,622 in plant in service for the cost of its 1994 
plant additions. This ·difference is -due to the fact that the Company used a 
future test year .ended December 31, 1994, while the Public Staff used a 
historical test year ended December'31, 1993, 

_ According to page 16 of the exhibit attached to Company witness Daffi's 
testimony, these 1994 plant- additions relate to expenditures on mains in 
Bradfield Farms' phases 7 and 10, well No. 3 and sewer trunk lines and lift 
stations. Company witness·earnobi testified that Bradfield Farms' phases 7 and 
10 were not placed into service until February 1994 when. Bradfield.was granted 
temporary.operating authority in Bradfield Farms Subdivision. Witness Barnobi 
further testified that well No. 3 was placed into service in April 1994. 
Further, witness Barnobi testified that up until the time the Company received 
temporary operating authority, not one lot had been sold in Bradfield Farms' 
phases 7 and . 10, However, the Company takes the position that .. the pl ant 
additions made up through .the close of the hearing should,· by statute, ·be 
included in rate base. 

Public Staff witness Fernald testified that she removed the estimated cost 
of the 1994 additions from rate base since .the cost of these additions is not 
known and these additions were not in serv-1ce at the end of the test year. 
,Public Staff witness Lee testified that the plant installed to, serve future 
customers should not be allowed in rate base in this proceedings, Witness Lee 
further testified that allowing this plant in rate base would create a problem 
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of not matching plant·with revenues and expenses and would unfairly burden the 
existing customers with higher rates to pay for plant required·to serve .future 
customers. Witness Lee also testified that,. in fairness to ·the existing 
customers. tap fees designed to recover the estimated cost of future plant 
additions should be charged to future customers. 

Further, witness Lee testified that wells 6 and 7, which were included in 
the transferred assets, have the capacit,Y'·to serve the customers that are·on line 
as of April 3D, 1994. Witness Lee stated that based on the DEH approval, ,the two 
wells can serve up to 392 customers and that .there were 361 water cµ�tomers being 
served in Bradfield,Farms·at December 31, 1993. 

As discussed in finding of fact No. 7, the test year for, use in this 
proceeding is the 12 months ended December 31, 1993, 6.S. 62-133(c) does allow 
the Cotm1ission to adjust this test period for- actual changes in costs, revenues, 
and Utility ·plant placed in service. The Company's proposed order reflects 
amounts being included for projected additions through April,30, 1994. However, 
the Company has not provided any supporting evidence as to the actual cost of the 
plant additions after the end of the test year, the actual expenses associated 
with those plant additions, and the actual number of customers that would be 
served by those plant. additions, Based upon.the foregoing, the Conmission finds 
that it is inapp"opriate to include the amount of $342,622 for post-test-year 
plant additions in rate base in .this proceed-ing� To do, otherWise would create 
a problem of not matching plant with revenues and expenses and would. unfairly 
burden the -existin·g cu�tomer"s with higher rates. 

Primary main and hydrants 

The last remaining difference of $94,126 in plant in service relates to the 
company's inclusion of the cost of a primary main of $76i501. and hydrants of 
$17,625. According to Page 15 of the workpapers attached to Company witness 
Baffi 's testimony, these items are retained assets. Company witness Barnobi 
defined retained assets as "·property which Crosland never transferred to Hid 
South, but retained for use in future phases of Bradfield Farms." 

Public Staff witness Fernald testified that she removed all plant previously 
contributed to utility operations and all future additions. Public Staff witness 
Lee testified that utility plant that has been installed to, serve future 
customers should not be allowed in rate base· in this proceeding� including the 
p·rimary water main. 

The Comnission concludes that it would be inappropriate to include in rate 
base the cost of the primary main and hydrants which were retained by the Company 
for use ln future phases. The Conmission believes that to do otherwise would 
create ,a, problem of not matching plant with revenues and expenses and would 
unfairly burden the existing customers with higher rates. 

Sumnary conclusion 

Based on the foregoing, the CoI1111ission concludes that the total plant in 
serv.ice is zero for,the Company's water·operations and. zero for the Company's 
se�er Clperatiot}s ·;n this proceeding. 
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ACCUMULATED DEPRECIATION 

The difference in accumulated depreciation between.the Public Staff and the 
Company is due to the difference in the levels• of plant in service. The Company 
included one year of accumulated depreciatiQn on the plant in service as of 
December 31, 1994. The ·Public Staff inCluded a zero balance for accumulated 
depreciation based on its determination -that the plant in service was zero. 

Public Staff witness F�rnald testifi'�ci that if the Company was allowed rate 
�ase_treatment of ,its pr�posed plant costs, the issue of the appropriate.level 
of accumulated· depreciation would have to be addressed� ,

' 

When asked why he included only one year of accumulated.depreciation when 
customers have been r'eceiving service fol" riiore than one year, Company,wftness 
Daffi testified that he included only one year of accumulated depreciation 
because the Company's position is that Bradfield is starting its operations in 
December of 1993 and that it will ·be purchasing the plant at original cost. 
Also, when asked why the Company was paying original cost for a system which is 
not in its original state (a used system), witness Daffi testified that the 
Company has taken the approach that Bradfield would be operating the utility as 
if- non� of .this had gone befo·re. · 

Based on our conclusion _reachE!d previously in this Order, that the net plant 
in service :�al an�� .is zero-, the Conrni ssi on,. concludes that the app�opri ate .1 evel 
,of accumula�ed deprecia�ion is also zero. 

CASH WORKING CAPITAL 

The Company did not include any"cash working capital on its application. 
The Public Staff included an amount based on one-eighth of operating and, 
m�intenance expenses, which is a st�ndard formula used by this Conmission for 
water and Sewer companies. Based ori the level of operating. and maintenance 
expenses determined elsewhere. in this OrdE!r, �he Comniss.icin concludes that the 
appropriate level of cash working capital for purposes, of this proceeding is 
$16,455, of which $6,466 relates to water operations and $9,989 relates to sewer 
,operations. · 

AVERAGE TAX ACCRUALS 

The Company d1d not ,include any ·amount for average tax accruals ·on its 
application. The Public Staff included' an amount based on on_e-sixth of gross 
receipts tax and one-half of property taxes, which ,is a, standard formula· used by 
this Conmission for water and sewer companies. BaSed on the ·level of gross 
r'eceipts tal<es and property taxes determined ·e1sewhere in this Order, th� 
Corrmission conclude!:i that :i;he appropriate level o_f average tax- accruals, for 
Purp.oses of _this proceeding, to be�tT'eated' as a -reduction in rate base is $2,897, 
of which $1,lIO relates to water operations and $1,787 relates to sewer 
operations. 
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SUHHARY CONCLUSIONS. 

Based on the foregoing,' the Corrrnissi on concludes that the Company's 
reasonable rate base used and useful in providing water and sewer utility service 
is $13',558, composed of the following items: 

Water Sewer 

Item OJ!erations O�erat1ons Total 

Plant in service $' D $ 0 $ 
Accumulated depreciation 0 0 0 

Cash working capital 6,466 9,989 16,455 
Average tax accruals {1,110) {I, 787) {2,897) 

Total original cost 
rate base $ 5,356 $ 8,202 $ 13.558 

' 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 18-21 

The evidence for these findings of facts is found in the testimony of Public 
Staff witnesses Fernald and Cassel berry and Company witnesses Baffi, Barnobi, and 
Saint. 

The parties disagree on the level of end-of-period customers. Public Staff 
witness Casselberry testified that based on the test· year ending 
De.camber 31, 1993, and Mid South's billing records she determined 361 customers 
received water utility service, 349 customers received flat rate sewer service, 
and 71 customers received bulk sewer service. 

Company witnesses Baffi, Barnobi and Saint also used conflicting levels for 
end-of:.period customers. . Company witneSs Daffi used average end--of-period 
customers for 1994, and Company witness Barnobi used end-of-period customers as 
of April 30, 1994. -Company witness 8affi determined 392 water customers, 392 
flat rate sewer customers, and 90 bulk rate sewer customers. Company witness 
Barnobi testified that the end-of-period customers as of April 30, 1994, was 370 
water customers, 370 f.lat rate sewer customers, and approximately 84 bulk rate 
sewer customers. Company witness Saint's Exhibit I reflected that he used 370 
water customers, 370 flat rate sewer customers and 90 bulk rate sewer customers. 
Witness Saint's proposed customer levels would result in the proposed revenue 
level that was reflected i� the Company's proposed order. 

Based on the foregoing, the Corrmiss1on concludes that the'end·of the test 
year is December 31, 1993, and the appropriate end-of-period custoiners 'is 361 for 
water utility service, 349 for flat rate sewer ,utility service, and 71 'for bulk 
rate sewer utility service. Additionally, the Comnission also finds that it 
would be appropriate. to use ·the December 31, 1993 1 nurnbe·r ·of customers to 
allocate expenses between the water and sewer operations, when allocation is 
appropriate, by using factors of 51.00% for water operations and 49.00% .for sewer 
operations. 

Further, as a result of the parties' disagreement on the proper level of 
end-of-period customers, the parties also disagree on end-of-period revenues. 
Based on the Company's amended proposed rates and the existing rates under the 
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emergency operator, Public Staff witness:Casselberry calculated the Company's 
present and proposed revenues using th,e Public Staff's end-of-pel".iod customers. 
The Company's existing and amended proposed revenues using the end-of-period
customer Count at December.31, 1993, are as follows: · · 

WATER UTILITY SERVICE 

Applicant's Existing Rates: 

Base charge 
Usage charge 

361 cust •. X $8.35 X 12 mo. • $36,172 
27,4D5,32D gal. x $2.05/1,000 • $.56,181 

Total Revenue S 92,353 

Applicant's Amended Proposed Rates: 

Base charge 
Usage charge 

361 cust. x $9.15 x 12 mo. • $ 39;638 
27,405,.320 gal. X $2.75/1,000 • $75,365 

Total Revenue 

SEWER UTILITY SERVICE 

Applicant's Existing. Rates: 

Phase II 
Remaining Phases 
Bulk Rate Britley 
Bulk Rate Silverton 

Total Revenue 

151 cust. x $29.00 x 12·mo. 
198 cust. x $24.00 x 12 mo. 
. 20 cust. x $24.00 x 12 mo. 
51 cust. x $24.00 x 12 mo. 

'

Applicant's Amended Proposed Rates: 

Phase II 
Remaining Phases 
Bulk Rate Britley 
Bulk Rate Silverton 

Total Revenue 

151 cust. x $28.15 x 12 mo. 
198 cust. x $28.15 x 12 mo. 
20 cust. x,$13.00 x 12 mo. 
51 cust. x $13.00 x 12 mo. 

Sll5,003 

• $ 52,548
• $ 57,024
•·$ 5,76D
• S 14,688

Sl30.D20

-• $ 51,D08 
• $66,884
• $ 3,120
• $ 7,956

$128.968 

The Company's amended application.and direct and supplemental testimony did 
not include calculations· for revenues under present rates. Furthermore, Cofflpany 
witnesses Baffi and Saint used conflicting end-of-per.lad revenue levels. Witness 
Baffi testified.that the Company's proposed rates would generate revenue.levels 
of $134,90D for water utility service, $164,640 for flat rate sewer service, and 
$14,040 f9r bulk rate sewer service. Witness Saint testified that the Company's 
proposed rates would generate revenues of $ll3,886 for water utility service, 
$124,986 for flat rate sewer service, and $14,040 for bulk sewer service and 
these are the proposed revenue levels reflected in the Company's proposed order. 
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Based on the foregoing, the Comnission concludes that the-appropriate level 
of end-of-period revenue is $222,373, composed of $92,353 for water utility 
service, $109,572 for flat rate sewer utility service, and $20,448 for bulk sewer 
service based on the end-of-period customer count at December 31, 1993. 

OTHER REVENUES 

The last revenue difference between the parties is other sewer revenues. 
The Company included other revenues related to interest and dividend income of 
$12,628. Public Staff witness Fernald made an adjustment to remove this level 
of rev�nue since it is a nonoperating item. As shown on pages 17 and 18 of the 
Company witness Baffi's workpapers, the Company calculated this interest income 
baSed on a 4.00% rate on the monies received from the Sale of WWTP capacity that 
was not included as a rate base deduction by the Company. 

In the Evidence and Conclusions for Findings of Fact Nos. 8-17, the 
Comnission addressed the treatment of money- received from the sale of WWTP 
capacity. In consideration of this finding, the Comnission concludes that the 
interest income on the monies received for the sale of WWTP capacity should not 
be included in operating revenues for ratemaking purposes in this proceeding. 

UNCOLLECTIBLE REVENUES 

Public Staff witness Fernald testified that she removed the Company's 
proposed· level of bad debt expense since the estimated costs were not supported 
by any documentation and she did not know if they were a representative level. 

Company witness Saint testified that the proposed bad debt expense is an 
estimate; the Companyi s best guess, based on what the:company assumes its level 
of bad debts could possibly be over the course of a year. Witness Saint further 
testified that in determining the uncollectible rate, "We looked. at past trends 
in other. busillesses that we are familiar with. We tried to get as much 
information as we could from the prior operator and used a conservative 
factor ••• " Under the Company's proposed level of bad debt expense of $5,000 on 
a combined system basis and using the previously determined end-of-period revenue 
level of $222,373 under present rates, the resulting uncol l ecti bl e rate is 
approximately 2.25% 

The Co!llllission believes that it is not unreasonable to expect,that the 
Company wil,l incur uncollectible revenues during the course of its yearly 
operations, but the Co!llllission also believes that the Company's estimate 
reflecting. a rate of 2.25% may be somewhat high based on the CoI1111iss.ion's 
knowledge of what other regulated water and sewer utility companies are 
experiencing. Therefore,. the Comnission believes that a lower uncolleictible rate 
would be reasonable and concludes that a rate of 1.00% would be appropriate in 
this proceeding. Based ·upon the conclusions previously reached regarding 
revenues, the Conrnission cOncl udes .that the appropriate level of uncol 1 ecti bl es 
is $924 for water operations and $1,300 for sewer

, operations.

374 



WATER"AND SEWER-. CERTIFICATES 

SUMMARY CONCtUSIONS 

.. Based on the foregoing, the Conmisslon concludes .that the appropriate level 
of end-of-period net operating revenues is $220,149, of which $91,429 relates to 
Water operations and $128,72.0 relates �o sewer operations. 

EViDENCE AND CONCLUSIONS.FOR FINDING OF FACT NO. 22 

The evidence supporting this finding of fact is found in the testimony and 
exhibits of Public Staff witness Casselberry. Witness Casselberry testified that 
she determined � customer growth factor of 1.-103 for water operations and a 
customer growth factor of 1.137 for sew�r operations. Witness Casselberry 
reconmended adjusting purchased power for water operations and chemical expenses 
for sewer operations to reflect customer growth. The Company did not oppose the• 
theory of witness Cassel berry's adjustment. However, the Company did not agree 
with the levels of purchased jJowe!" for ·water operations and chemical expense$ for 
sewer operations as proposed by the Public Staff. 

Based on the foregoing, the Conmission concludes that it is appropriate to 
adjust purchased power and chemical expenses to reflect customer growth if the 
Public Staff's underlying assumptions· in its purchased power and chemical 
expenses are determined to be appropriate; i '"·, the base to which the customer 
growth factor is applied would have to be considered appropriate. As discussed 
subsequently, the Conmission finds that the Public Staff's reconmended level of 
purchased power expense for the water operations is correct and thus, the 
Commission agrees with the application of a 1.103 customer growth. factor to 
reflect a proper level for this cost of service item. However, the C0T1111iss1on 
does not agree with the Public Staff's recorm1ended level of chemical,expense as 
will be discussed subsequently. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 23-42 

The evidence supporting these findings of fact is found in .the testimony and 
exhibits of Public Staff witnesses Fernald and Casselberry and Company witnesses 
Barnobi, Saint, and Baffi. The following tables summarize the positions of the 
parties for operation and maintenance expenses: 
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WATER OPERATIONS 

Item Company Public Staff Difference 

Administrative l office: 
Contractual services - acct. $ 4,500 $ 4,596 $ 96 
Bad debt expense . 2,500 0 (2,500) 
Contractual services - legal 2,500 0 (2,500) 
Management fees 19,458 3,108 (16,350) 

Maintenance l repairs: 
Materials and supplies 2,000 0 (2,000) 
Contractual services - eng. 3,000 0 (3,000) 

Electric power 15,748 7,292 (8,456) 
Permit fees 0. 300 300 
Testing fees 5,000 902 (4,098) 
Materials and supplies 2,000 0 (2,000) 
Contractual services - other 15,004 5,400 (9,604): 
Insurance 1,800 1,250 (550) 
Miscellaneous: 

·Phone lines 2,400 -2,318 (82) 
Other 8,200 765 (7,435) 

Regulatory expense 5,000 5,100 100 

Total OlH expenses $ 89,110' $ 31,031 $ (58,079) 

SEWER OPERATIONS 

Item Company Public Staff Difference 

Administrative l office: 
Contractual services - acct. $ 3,300· $ 3,300 $ 0 
Bad debt expense 2,500 0 (2,500) 
Contractual services - legal 2,500 0 (2,500) 

• Management fees , 19,458 2,985 (16,473) 
Maintenance & repairs:' 

Materials and supplies -- 3,500· 0 (3,500) 
Contractual services - eng. 3,500 0 (3,500) 

Chemicals 5,000 1,795 (3,205) 
Electric power 16,748 15,668 (I, 080) 
51 udge removal 6,400 1,300 (5,100) 
Permit fees 0 450 450 
Testing fees 5,000 0 (5,000) 
Materials and supplies 2,000 0 (2,000) 
Contractual services other 23,300 19,800 (3,500) 
Insul"ance 1,800 1,250 (550) 
Miscellaneous: 

Other 5,950 735 (5,215) 
Regulatory expense 5,000 4,900 {100) 

Total O&.H expenses S 105,956 $ 52,183 $ (53,773) 
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· CONTRACTUAL SERVICES, -.ACCOUNTING.- . ,·

The first area of difference· in. operation and maintenance expenses 1s 
contractual services - accounting. Th_e Cc;,mpany,.included .an estimated amount for 
contractual services - accounting for water operations of $4,500· and $3,300 for 
sewe, operations., Public Staff witness Fernald increased the Company's expense 
level for water operations.by.$96.to reflect the actual cost for meter reading 
based .on the operator. contract with Rayco. Such adjustment resulted in the 
Public Staff recolllllending an expense level of $4,596 for contractual accounting 

-services. • Witness Fernald agreed .with the Company's proposal ,regarding
contractual services - accounting expenses. for jts sewer operations: ·Bradfield 
did not oppose the Publ.ic ·Staff's adjustment to its water operations for 
con�ractual ser.vices .; .accounting. · · 

The Colllllission.agrees that.it is approp:iate to reflect contractual·services 
- accounting, at the actual.rates under·the .contract,with the operator. Based
on the foregoing, the Colllllission concludes that the appropriate ·1evel of 
contractual ser.vices - accounting ·for water op�rations is $4,596 and f6r sewer 
,operations is $3,300. 

ESTIMATED COSTS 

· The estimated costs addressed in this section consist of various expense
items which were estimated by the Company and totally eliminated by the Public 
Staff; The differences between• the ·parties in this regard relates -to· the 
following expense items: 

Item 

Bad·debt.expense 
Contractual services : , , 1 ega 1, 
.Ma 1 ritenance l repairs: 

Materials l supplies 
, Contractual.services -·eng.

Materials l �upplies . ',. , · .. 1 

. , Total, 

Water 
Operations 

. $· ,2,500 
2,�00 

2,000 
3,000 

: 2,000 

12,000, ., 

Sewer 
Operations. Total 

2,500 $ ,, 5,000 
2,500 · 5,000'

3,500 5,500 
3,500 6,500 
2.000 4,000 

14.000 * 26,000 

Public Staff witness ,Fernald·test1f1ed·w1th regard to these items of expense 
that she removed· them from the cost of service since such costs were not 
supported by any documentation. Nltness,Fernald also testified that materials 
and·supplies,costs.are· covered under the·agreement with the contract operator. 
When questioned about the. four-month (January-April ,!994) actual figures listed 
on Exhibit I attached to Company witness Saint's testimony, witness Fernald. 
testified, "In the audit I repeatedly asked for any kind· of documentation to 
support the Company's estimates. I was not.provided any. I rece1ved,.th1s was 
filed·last· week, and:! only.had yesterday'to look at it. I don't know where 
those numbers were ·coming from, whether .they:.are representative levels, whether 
there 1s extraordinary costs ·in them, l jList don't know.• . 

Company witness Saint testified that .the amended application. Included. some 
expenses for which. no actual costs had been incurred during the four-month period 
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since December 1993, but he stated that it·was riecessary to include such expenses 
because it is either likely or certain that such expenses will be incurred over 
the course of an entire •year as originally anticipated and included in the 
Company's initial application. When asked on cross-examination how he determined 
that'.these amounts were reasonable when there was no actual cost to base them on, 
witness Saint testified that "As it was stated in my prior'testimony, many costs 
were· -based on estimates .and discussions with consulting engineers, with our 
operator. and our prior history. For items that we did not have actual costs·for, 
we went back to what those estimates were, looked at them one more time and in 
most cases where I have indicated by footnote B, those estimates that were in the 
amended application we are still using." 

Regarding these items of expense, the Convnission is concerned by the Public 
Staff's total elimination of these expenses just because they are estimates. A 
review of the record in.this docket reveals that the Public Staff specifically 
asked witness Saint the following question: "How did you calculate your ·bad debt 
expense?" However, the Public Staff did not repeat this question regarding 
calculations in specific regard to the Company's other estimated expenses; thus 
the directly associated evidence is very limited. 

Witness Saint testified that the proposed bad debt expense is an estimate, 
the Company's best guess, based on what the Company would assume could be a 
possible bad debt incurred ·over the course of a year. Witness Saint further 
testified that in determining the uncollectible rate, "We looked at past trends 
in other businesses that we are familiar with. We tried· to get as much 
information as we Could from the prior operator and used a conservative 
factor ••• " 

As previously discussed in preceding findings, the Corrmission has concluded 
that it is reasonable to recognize bad debt expense using an uncollectible rate 
of I.DO% and that such costs should be recognized as uncollectible revenue. Such 
decision by the Colllllission·results in estimated uncollectible revenues of $924 
for water operations and $1,300 for sewer operations. 

In regard to the other remaining .differences in estimated expenses: 
(!) co.ntractual services - legal, (2) maintenance and repairs. - related materials 
and supplies and contractual services - engineering, and (3) materials and 
supplies, the Convnission finds that the amounts proposed by the Company are 
reasonable and repr.esentatfve when considered in conjunction with the 
Corrmission's other decisions on cost of service -in this proceeding. 

As discussed subsequently, the CoTIJ11ission agrees with the parties that the 
level of regulatory expense should be $1D,DDD, yet the Convnission recognizes that 
according to Exhibit 2 provided by Company witness Saint, the Company's actual 
regulatory costs for the. four-month. period since .December 1993 have totalled 
$44,902. In consideration.of the actual level of incurred r.egulatory costs, the 
Corrmission �elieves that the inclusion of the Company's estimated expenses for 
contractual legal services of an additional $5,000 is reasonable to .reflect a 
proper normalized level·for such expenses. 

In the utility operating agreement between Crosland and Rayco at Section 
2(b) the agreement states the following concerning repairs: 
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Operator agrees to operate, maintain, repair the F.acility in strict 
compliance wi.th the requirements of 1 aw and applicable rules·_ and 
regulations i_n order that adequate water and sewer service wi 11 be 
provided bY. Utility to the residents of the Subdivision ••• 

The aforesaid maintenance obligations shall include the provision of 
all required labor, tools, materials, supplies and equipment. 

. ' . ' 

However, Section 4·of the utility operating agreement s�ates the f9llowing 
concerning:repairs: 

Emergency service. Operator will provide 24-hour availability for 
servicing the Facility, seven (7) days per week. Emergency visits to 
repair equipment will be charged at the rate of $40:0o per. man hour. 
Visits will be considered emergency after 7:00 pm Monday. through 

- Friday, -Saturdays and Sundays�

Additionally, Section II of the utility operating agreement ,states the
following concerning-repairs: 

Extraordinary Repair, Maintenance and Upkeep of System. Operator 
shall be responsible for emergency and extraordinary repairs, 
maintenance and ·upkeep and will use Land Design Engineering as a 
consultant in performing the same. Such ·repairs, maintenance and 
upkeep will include damage that may occur due to weather, 1 ightning 
and acts of God and will include i.te�s sui:h .. as replacing blowers, 
grinder pumps, well pl.imps, electrical malfunctions, air lines, water 
lin�s, sewer li_nes, manholes -and d11mage done by .third. parties 
("_extraordinary, events"). 

Operator shall notify Utility at the time of discovery of any damage 
or repairs needed as a result of extraordinary ,events.· Verbal 
approval w.ith written approval to follow must be obtained ,by Operator 
for any repairs·.· estimated to exceed $250.00 before any repairs t_o 
damage is made or any monies spent ••• 

In addition to the fees set forth above, Operator shall be reimbursed 
for ·actual cost� for labor, parts and materials in making such 
extraordinary repairs and maintenance expensesi pr�vided, however, 
that such costs incurred are within the budgeted costs approved for 
such items .in .the annual budget ,for extraordinary maintenance and 
upkeep of the system or are specifically approved by Utility. 

Further, Sectio?l 12 of the utility operating agreement states the following 
concerning parts inventory: 

Parts Inventory. Utility, from time to time, may approve the purchase 
of specific parts of a critical nature to be inventorted by the 
Operator for the ,repair and maintenance of the Facility. These parts 
may include, but are not limited to, blowers,.,grinder pumps arid well 
pumps. These parts will be specifically identified as being for the 
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Facility and shall not be intermingled with Operator's inventory, 
Operator will be .reimbursed by Utility for the actual cost of 
inventory parts. Uti 1 ity' s approved · engineering consultant must 
approve all-such purchases based on specific need; type and part. 

In regards to the proper levels of maintenance and repairs and materials and 
supplies, the Commission recognizes that not all these kinds of costs would be 
covered by the operator under contract; for example, the contract requires the 
utility to pay for extraordinary repairs, maintenance and upkeep of system and 
to also pay for the actual cost of inventory parts. Additionally, the Commission 
also believes that there is a·necessity for some allowance-for materials and 
supplies costs necessary to carry out the day-to-day administration and 
management of the system, aside from the materials and supplies to be provided 
by the contract operator. 

Based upon the foregoing, the Corrmission finds that the subject expenses 
should be allowed and allocated to the water and sewer operations by the number 
of customers (51.00% water/49.00% sewer) where allocation is appropr.iate, rather 
than using the 50/50 allocation used by the Company, The proper amounts for the 
subject expenses are as follows: 

Water Sewer 
Item OQerations OQerations • Total

Contractual services -legal $2,550 
Maintenance-& repairs: 

$ 2,450 $ 5,00D 

Materials & supplies 2,000 3,500 5,500 
Contractual services - eng. 3,000 3,500 6,500 

Materials & supplies 2,040 1,960 ___!,.QQQ 

Total sg,590 $11,410 s21,ooo 

MANAGEMENT FEES 

·The\parties disagree on the amount of management fees. The differences in
the level of management fees is comprised.of· the following items:'. 

Water Sewer 
Item OQerations OQerations Total 

Salaries $ (13,294) 
Payroll taxes, benefits, 

$ (13,390) $ (26,684) 

and workers' compensation (2,478) (2,4g7J (4,975) 
Rent (516) (524) (l,OlO) 
Other unexplained difference (62) (62} (124} 

Total difference s (16,350) s (16,473_) S (32,823) 

Salaries 

The first area of difference between the parties is the level of salaries, 
As shown on page 22 of the workpapers attached to Company witness Baffi 's 
testimony, the Company included salaries of $31,520 for the utility operations. 
This salary level is based on the total annual salary of four personnel of 

380 



WATER AND SEWER - CERTIFICATES 

$217;6D0, which the Company then allocated to utility operations·based on the 
Company's estimates of time that will be dedicated to utility operations. 
Company witness Barnobi testified that Bradfield itself wi.ll not have any 
employees, therefore, Bradfield has contracted with Crosland to provide the 
overall management, accounting, and contract operator oversight necessary to 
provide adequate water and sewer utility service. Witness Barnobi testified that 
Crosland will be • ••• responsible for the administration of the utility system and 
recordkeeping related, to the operation of the system, including.· without 
limitation, field supervision of the subcontract operator, ,all bookkeeping, 
preparation of financial statements and keeping of records, preparation and 
filing of all reports required by this Conmission in connection with the 
operation of the system and generally maintaining records -and accounts in 
accordance with normal and accepted utility accounting principles.n Company 
w.itness Saint testified that the Company allocated a total of .24 hours per week
between four individuals to utility operations: President - 4 hours per week;
Controller - 6 hours per week; Accountant - 6 hours per: week; and Land
Development Manager - 8 hours per week.

Public Staff witness Fernald testified that the average salary of the four 
personnel being allocated by the Company is $54,400, or approximately $26.15 per 
hour. Witness Fernald testified that the Company'.s level of salaries and average 
hourly rate is unreasonable for a water and sewer utility this size whlch has a 
majority of its functions performed by a contract operator. Witness Fernald 
reconmended that the level of salaries should be based on estimated hours for 
each function times an hourly rate of $13. Witness Fernald testified that her 
reconmended $13 hourly charge was based on what the Public Staff generally sees 
for other water and sewer utilities this size. Further, she s·tated that it nwas 
also based on speci-fically review of Rayco's salary levels which since· they are 
a utility in that area and are actually the contract operator and based on 
Comnission orders. For example, on the Harrco order .•• the Hearing Examiner 
Stated that a -$20 hourly rate was unreasonable for the functions performed."· 
Witness Fernald testified that she calculated a total of 372 hours.for budget 
approval, bookkeeping, preparation of gross receipts tax reports and annual 
reports and regulatory fee reports, miscellaneous items, preparation of financial 
statements, and coordination with the operator. Witness Fernald's 372 hours per 
year would be equivalent to approximately 7 hours per week to be spent on utility 
operations. 

The Comnission recognizes that the managem�nt agreement between Bradfield 
and Crosland is an affiliated transaction and, therefore, deserves special 
scrutiny to ensure �hat ratepayers do not pay more than the reasonable cost of 
service. As. stated by witness Barnobi, Bradfield itself has no employees, but 
rather has ent�red into a management agreement with Crosland for management 
services. -·

The Conmission believes that the level of salaries as ·proposed by the 
Company in this proceeding is unreasonably high; however, on the other hand, the 
Conmission also �Inds that the Public Staff's estimate In this regard Is 
unreasonably low. Neither the Company nor the Public Staff presented a specific 
breakdown of how they determined the number of hours required to provide the 
required administration arid management duties for the-water. and sewer systems. 
Thus, the Conmission •is unable to make a straight-forward: determination as to 
what is specifically the most appropriate amount of time necessary to be spent 
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for such activities. The Conmission considers that the amount of time proposed 
by the Public Staff is inadequate to perform the duties that are required of the 
Company's management under th� management agreement. ·Further, the Comni ssion 
also considers.that the Public Staff's proposed hourly rate of $13 per hour is 
unreasonably low for the hiring and retention of competent executive management 
and accounting personnel and to compensate them accordingly. Based upon the 
foregoing,· the Comnission finds that for P.Urposes of this proceeding,. a 
reasonable level of management fees is most reasonably approximated by·allowing 
a level of salaries expense at one-half of what the Company has proposed. 

Therefore, the Conunission finds that the appropriate level of salaries tO 
be included in the management fee is $15,760. 

Payroll taxes, benefits, workers' .compensation and rent expense 

The differences in payroll taxes, benefits, workers' compensation and rent 
expense result from the parties' differing levels of proposed salary expense. 
Both parties have used the factors of 9.75% for payroll taxes, 5.51% for benefits 
and 3.16% for workers' compensation·to calculate their respective proposed levels 
for these.expenses.· There being no controversy,over the appropriate. factors, to 
use in this regard, the Co!llllission agrees with the use of the foregoing factors 
for a determination of the proper levels of payroll taxes, benefits and workers' 
compensation. 

Regarding rent expense, witness Fernald testified that she allocated a 
portion of the total costs for the office building housing Crosland employees to, 
utility operations based on the square footage of the bui-lding and the employees' 
time spent on utility operations. Witness Fernald's calculation resulted in a 
level of rent expense of $366, which she allocated to the water and sewer 
operations based on the number of customers (51.00% water/49.00% sewer), 
resulting in rent •expense of $187 for water operations· and $179- for sewer 
opera ti ans. 

Witness Saint testified that the Company's amended application reflected an 
allocation factor of 3.00%to apportion rent expense from Crosland to the·utility 
company. According to witness Saint, the 3.00% factor was calculated by dividing 
the office square footage used by Bradfield personnel by the total office square 
footage. The Public Staff opposed the Company's office space allocation factor 
of 3.00%, since the Company's allocation charged the total rent related to these 
employees' office space to utility operations. Witness Fernald stated that only 
a percentage of these employees' time is spent on utility operations, so only a 
percentage of their office space s�ould be allocated to utility operations. Upon 
the filing of supplemental testimony a week before the May 24, Jgg4 hearing, 
witness Saint revised the 3.00% factor to a factor of 1.00% stating that the 
original estimate was lowered to account for the percentage of time dedicated to 
utility operations by Crosland's employees. Using a factor of I.DO% would result 
in office space rental expense of $1,406, yet the Company'.s total expenses 
reflect an additional unexplained difference of $124.-

Based upon the foregoing,. the Conmission concludes that for purposes of this 
proceeding, rent expense should be determined based upon the Public Staff's 
methodology,, but adjusted to reflect the ·conani ssi on' s determination of salaries. 
The CoTIJllission, having previously determined the appropriate level'of salaries, 
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concludes that the· appropriate level' of payroll taxes, ben�fits, workers' 
compensation, and rent expense to be included in the management.fe·e is $3,530 and 
such expenses should be allocated to the water and sewer operations based on the 
number of customers (51.00% water/49.00% sewer). 

The Conrnission finds that the appropriate level of management fees for use 
in this proceeding is $19,290, of which $9,839 relates to water operations and 
$9,451 relates to Sewer operations as follows: 

Water Sewer 
Item Ogerations Ogerations Total 

Salaries $8,038 $7,722 $15,760 
Payrol 1, ·-taxes, benefits 

and workers' compensation 1,481 1,422 2,903 
Rent expense � _____w 627 

Total $9,839 $9.451 $19,290 

CHEMICALS 

The parties,.disa9ree- on the,appropriate level for chemica1 ·.expenses related 
to sewer operations. Public Staff witness Casselberry testified that Kid South 
was,.unable to proVid� specific invoices for chemical expenses directly relat�d 
to �he operation of the era�field.system. Therefore, witness Casselberry used 
the· cost·per customer based on Hid South's chemical expenses for a11 of its 
systems to determine her -proposed level fqr chemical expenses. Witness 
Casselberry further testified that this practice has been accepted by the 
ConrnissfOn in other transfer cases. 

, Company witness sa·int's representative level for chemical experises was based 
on an estimate provided by Rayco, the' Company's contract operator. Rayco 
estimated that the sewer system at Bradfield would require 10 to 15 pounds of 
chlorine per day. At a cost of $!·per pound of chlorine, Bradfield will incur 
expenses .for chemicals of approximately $5,000 for t�e. sewer system. 

Based upon the for�going, the Commission concludes that the cost of ·chemical 
expenses for the sewer operations as estimated by Rayco, the· Current.operator of 
this system, represents a fair and reasonable level for purposes of this 
proceeding. The Commission believes that it is more appropriate to•use.the cost 
of such chemicals as estimated by Rayco who is actually operating the subject 
sewer system than to take Hid· South's per-customer average cost o'f, chemicals for 
all of its systems ·as a surrog3te for eradfield's chemical expenses. Therefore, 
the Co111Dission concludes that $5,000 is an appropriate level for chemical ' 
expenses for the Company's sewer operations. 

ELECTRIC POWER 

The parties disagree on the appropriate level of electric power expense. 
Public Staff witness Fernald adjusted electric power expenses to reflect the 
actual amount during the test year fol' -water and sewer operations. Witness 
Fernald then adjusted the·actual amount for water operations for customer growth
as recommended by Public Staff witness Casselberry. · · 
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As shown on Exhibit 2 attached to the testimony of Company witness Saint, 
he estimat�d electric power expense as follows: 

(I) Elevated storage tank - Harch 1994 bill times 12 months O $576
(2) Well No. 6 - $400 per month estimated cost times 12 months, $4,800
(3) Well No. 7 - January - March 1994 bills annualized ■ $5,172
(4) Well No •. 3 -,$400 per month estimated cost times 7 months• $2,800
(5) Well No. l - $400 per month estimated-cost times 6 months• $2,400
(6) Sewer pump - February 1994 bill times 12 months, $792
(7) WWTP - January - Harch 1994 bills annualized O $15,956

Witness Saint .testified that for the elevated storage tank, the Company took
the highest bill, which .was Harch 1994, and multiplied it by 12. Witness Saint 
admitted that this was not a true average based on the January,,February, and 
Harch 1994 numbers, but witness Saint stated that his number was based on what 
appeared to be a rising rate with the Company's limited history. Witness Saint 
further testified that the amount for well No. 6 is not based on actual cost and 
that although the experience the Company has had so far is lower, that experience 
does not represent typical usage that the Company would expect in the future. 
Witness Saint also testified that •it would have been useful to have 1993's 
history in arriving at his estimate. However, Witness Saint stated that both he 
and Witness Barnobi had conversations with the prfor·operator to get information 
and that he did not receive that information. 

Company witness Barnobi testified that he did. receive information from Hid

South but that he did not provide that information to witness Saint since the 
original numbers witness Saint was using had,,already included the information 
that was obtained from Hid South. Witness Barnobf further stated that "Those 
were estimates, as we looked at the numbers, as we discussed them, we looked at 
what Mid South had paid for utilities and we looked at what we were paying for 
utiliti�s, okay, and we made some adjustments. ·They were used in determining 
what we would use as budgets for those items •. " 

As previously discussed, the Commission has found that the test year for 
this proceeding is the.12 months ended December 31, 1993. The Commission finds 
that it would be appropriate to determine the reasonable level of electric power 
expense in this proceeding based on 12,months of actual data from the emergency 
operator's records versus,the Company's·estimate based on four months of 1994 
data and estimates. Additionally, the Commission does not agree with witness 
Saint's inclusion of electric power expense for wells 1 and 3, since these wells 
are not considere� necessary to serve the existing customers as of 
December 31, 1993, and were, therefore, excluded from rate base by the 
Commission. Further, as found •in·the Evidence and Conclusions for Finding of 
Fact No. 22, ft is appropriate to adjust purchased power expense for water 
operations for customer growth. Therefore, the Corrrnission concludes that the 
a�propriate level of electric power is $7,292 for water operations ·and $15,668 
for sewer operations. ' r 

SLUDGE REMOVAL 

The parties disagree �n the appropriate level for sludge re�oval. Public 
Staff witness Casselberry testified that based on Hid South's records for sludge 
removal she determined $1,300 to be appropriate. Witness Casselberry further 
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testified that Mid South removed sludge on the following dates: March 24, 1993, 
July 21, 1993, August 4, 1993, October 6, 1993, and November 22, 1993. The total 
cost of sludge removal on these dates during,1993 was $1,300. 

Company witness Saint's representative level for sludge removal was based 
on an estimate provided by Rayco, the Company's contract opel"ator. Rayco 
estimated that the number of customers at Bradfield would require the removal of 
approximately 1,500 pounds of sludge per.week. At a cost of $120 per load and 
53 loads per year, Bradfield will likely incur expenses for sludge removal in the 
total amount of $6,400. Further, in Exhibit 2 of witness Saint's testimony, he 
shows that the Company had actually already incurred a cost of $2,850 for sludge· 
removal in one month - January 1994; such·One expenditure is·more than double the 
annual expense level proposed by the Public Staff •. 

Based on the foregoing, the Conrnission concludes that the Cost of sludge 
removal as estimated by Rayco, the current operator of this system, is fair and 
reasonable for purposes of this proceeding, The Commission believes that the 
Company's estimate is more reasonable than the Public Staff's proposal 
considering that the Company incurred an expense of $2,850 in just one month 
alone. Therefore, the Commission concludes that the appropriate level for sludge 
removal 1s $6,400 for the Company's sewer operations. 

PERMIT FEES 

Witness Casselberry included $300 for DEH annual permit fees and $450 for 
DEM annual fees, The Company did not oppose witness Casselberry's adjustment in
this regard. .. 

Based on the foregoing, the Commission concludes that it ls appropriate to 
include $300 for DEH. annual permit fees for water operations and $450 for DEN 
annual fees for sewer operations. 

TESTING EXPENSES 

Public Staff witness Casselberry testified.that_she determined $902 as a 
representative level for testing expenses for the Company's water operations. 
Witness Casselberry also reco1J1I1ended· a $2.65 per month per customer surcharge for 
12 months beginning with·the first month following the effective date of this 
Order to recover the cost of additional testing required under phase II of the 
SOWA. Furthermore, witness Cassel berry ·disallowed $5,000 for testing expenses 
for sewer-operations. Witn�ss Casselberry concluded that-�he-Company's testing 
for sewer operations would be covered by the contract operator. 

,. 

Company witness Saint testified, "Although expenses had not been incurred 
during the four months since December 1993, I have continued to include estimates 
of these expenses because it is either likely or certain that such expenses will 
be incurred over the course of an entire year, as. originally anticipated. n 

Witness Saint estimated $5,000 for testing for both water and sewer operations. 

The Company's proposed order reflected that it agreed with the Public 
Staff's proposed $2.65 per month per customer surcharge for 12 months to cover 
water testing expenses. 

385 



WATER AND SEWER - CERTIFICATES 

Based on the forgoing,.the Co1m1ission concludes that it is appropriate to 
include $902 for testing expenses for water operations. Furthermore, the 
Conrnission concludes that a $2.65 per month per customer EPA surcharge for 12 
months is appropriate for recovering the cost of required tests under phase II 
of the .SOWA. 

In the utility operating agreement between Crosland and Rayco at Section 
2(d) the agreement states the following concerning testing: 

Operator will be responsible for coll'ecting all monthly samples, 
performing laboratory analysis, monitoring and reporting and keeping 
all necessary records to keep the Faci.lity in compliance with State 
rules and regulations. Operator will also act as a liaison between 
the State of North Carolina and Utility with respect to the Facility. 
Operator wiJl prepare any necessary correspondence and be avai-lable 

, for all on-site inspections by• state, :county or other public 
officials. Operator will notify Utility of any additional or extra· 
ordinary testing necessary or advisable to assure compliance with all 
laws, regulations and rules of' the Conunission and any otheT public 
agencies and governmental authorities having jurisdiction over the 
Facility. 

Additionally, Section 3 of the utility operating agreement states the 
following concerning budget approval: 

. Budget Approval. On or before December l of each calendar year, 
Operator will submit to Utility for approval a comprehensive budget, .· 
in form and format acceptable to Utility, projecting operating 
expenditures of the· System for the ·following calendar year. Upon 
approval of the budget, Operator will be authorized to perform its 
services hereunder and expend monies in accordance with the budget. 
Operator may �xceed line items in the budget by 5% without the prior 
approval of Utility provided projected.expenditures under the overall 
budget are not exceeded. Any single expenditure in excess of $250.00 
not shown in an approved budget must be approved by Utility. 

Regarding the sewer.testing expenses, the Commission .finds that it does not 
agree with either parties' position. The Conunission has reviewed the operator 
contract agreement and is concerned �hat all the required sewer related testing 
expenses will not be paid by the operator, however, the CoT11J1ission believes that 
the Company's·estimate.of'$5 1000 is excessive. The Commission believes that it 
is reasonable in this proceeding to include $1,DDO for the representative level 

. of additional sewer-related testing expenses. 

CONTRACTUAL SERVICES - OTHER 

The difference between the parties for contractual .s�rvices - other 1s 
comprised of the followi_ng: 
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Water ·sewer
Ogerations OJ;!erations 

$ (l',950) $ 0 
(7,654) 0 

0 {3,500) 

s (9,604) s (3,500) 

Total 

$ (1,950)
(7,654) 
{3,&Xl) 

s (13,lOI)

The first area of difference is the ·level of expense to -include for the 
contract operator for water operations. As shown on Exhibit 2, Note E attached 
to Company witness Saint's testimony, the Company included an additional $1,950 
fOr contract operator costs· relating to well Nos. 1 and 3, which were not in 
service at December 31, 1993, the. end of the test year. In· the Evidence and 
Conclusions for Finding of Fact No. 12, the Commission concluded that it would 
not -be appropriate to -include any amount for. post-test-year pl ant .additions in 
rate base since the Company has not provided any evidence of the actual changes 
in plant, expenses, and revenues after the end of the test year. The CoI11J1ission 
therefore concludes that it would not be appropriate to include any amount in
expenses related to these post-test-year plant additions. 

Repairs 

In its application, the Company included estimates· for contractual 
services - other. Public Staff witness�Fernald made an adjustment to remove 
these costs since the Company provided no supporting documentation, In Exhibit 
1 attached .to Company witness Saint's testimony, the Company revised its numbers 
to include repair expenses of $7,654 related to water operations. As shown on 
Exhibit 2 of witness Saint's testimony, he calculated this amount by doubling the 
actual Costs in�urred to convert a motor to diesel and for repairs to the water 
system. 

Witness Saint testified that he had doubled these costs for repairs because 
1'we don't know whether we wi.11 incur three times or four times that cost but it 
seemed reasonable that if we have incurred these dollars to date over four months 
that we would incur future dollars and conservatively we have figured that would 
be at least twice." Witness Saint testified that the cost to- convert the motor 
to diesel is not a cost he would expect to incur frequently, but that he would 
expect other costs to be incurred of a repair and maintenance nature that would 
fall outside of the contract with Rayco. 

Public Staff witnes; Fernald testffi�d that she did not know if the amounts 
listed on Company witness Saint's Exhibit 2 were unreasonable or unnecessary, 
Witness Fernald testified, "In the audit I repeatedly asked for any kind of 
documentation to support �he Company's estimates. I was not provided any. J 
received, this was filed last week, and I only had yesterday to look at it. I 
don't know where those·numbers were coming·from, whether they are representative 
levels, whether there is e�traordinary costs in them, J don't know."
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In the utility operating agreement .between Crosland and Rayco at Section 
2(b) the agreement states the following_ concerning repairs: 

Operator agrees to operate, maintain,. repair the Facility in strict 
compliance with the requirements of law and applicable rules and 
regulations in order that adequate water and sewer service wi 11 be, 
.provided by Utility to the residents of the Subdivision ••• 

The aforesaid maintenance obligations shall include the provision of 
all required labor., tools, materials, supplies and equipment. 

However, Section 4 of the utility operating agreement states·the following 
concerning repairs: 

•Emergency service. Operator will provide 24•hour availability fOr
servicing the Facility, seven (7) days per week. Emergency visits to
repair equipment will be charged at the rate of $40.00 per man hour.
Visits will be considered emergency after 7:00 pm Honday through
Friday, Saturdays and Sundays.

Additionally, Section II of the utility operating agreement states the
following concerning repairs: 

Extraordinary Repair, Maintenance and Upkeep of .System. Operator 
shall be responsible for. emergency and extraordinary repairs, 
maintenance and upkeep and wil 1 use Land Design Engineering as a 
consultant in performing the same.- · Such repairs, mainten;1nce and 
upkeep will include damage that may occur due to weather, lightning 
and acts of God and will include items such -as replacing blowers, 

'grinder pumps, well pumps, electrical malfunctions, air lines, water 
lines, sewer lines, manholes and damage done by third parties 
("'extraordinary events"). 

• J 

Operator shall notify Utility at the time of discovery of any damage 
or repairs needed as a result of extraordinary events. Verbal 
approval with written approval to. follow must be obtained by Operator 
for any repairs estimated to exceed $250.00 before any repairs to 
damage is made or any monies spent •.• 

In addition to the fees set forth above, Operator snall be reimbursed 
for actual costs for labor, parts and materials in making such 
extraordinary repairs .and maintenance expenses; provided,. however, 
that such costs incurred are within the. budgeted costs approved for 
such items in the annual budget for extraordinary maintenance and 
upkeep of the system or are specifically approved by Utility. 

Based upon a review of the contract and the other evidence, :the Cot1111ission 
finds that the Company will likely incur other costs of a maintenance and repair 
nature that will fall outside of the Crosland contract with Rayco. However, the 
Commission does not agree with the Company's estimate of $7,654 which represents 
a doubling of costs actually incurred for such additional repair expenses. The 
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Colllllission finds that for purposes of this proceeding it is appropriate to use 
the Company's actual incurred costs of $2,833 for repairs to convert a motor to 
diesel and $994 for repairs to water system for a total expense adjustment of 
$3,827 to reflect a reasonable and representative level of such other additional 
repair expenses for i�clusion in contractual services - other. 

Other estimated costs 

The remaining difference of $3,500 for sewer operations relates to estimated 
costs included by the Company. Public Staff witness Fernald removed these costs 
since the Company provided no support. Witness Fernald proposed a level for 
sewer operations' contractua1·services - other of $19,800 which 1s based on a 
contract rate of $1,650 per month to be paid to Rayco for the operation and 
maintenance of the sewer collection system, waste water treatment plant and pump 
stations currently In operation including a pump station to be placed in service 
in Bradfield Farms' phase 7. 

Footnote B of Exhibit I attached to Company witness Saint's testimony states 
that "Based on Amended Application amount. Due to lack of actual costs, and/or 
limited history, Amended Application appears reasonable.• Company witness Saint 
testified, "For items that we did not have actual costs for, we went back to what 
those estimates were, looked at them one more time and·in most cases·where l have 
indicated footnote B, those estimates that were in the amended application we are 
still using.• 

Based on the evidence, the Co1T111fssion does not find any credible reason for 

allowing the additional $3,500 of such expenses as proposed by the Company. The 
Colffl11ssion concludes that it is reasonable to consider an amount of $19,800 as
a representative level of contractual services - other expense to be included fn 
the Company"s cost of.service for its sewer operations. 

Summary conclusion 

Based on the foregoing, the Colllllission concludes that the appropriate level 
of contractual services - other Is $29,027, of which $9,227 relates to water 
operations and $19,800 relates to sewer operations. 

INSURANCE 

The parties disagree ·on the level of insurance expense to include for 
ratemaking purposes. ·In its original application, the Company Included general 
liability insurance of $2,500. In her testimony filed on May 4, 1994, Public 
Staff witness Fernald included these amounts In her exhibits as. the proper level 
of insurance expense.· However, in Exhibit 1 attached to Company witness Saint's 
testimony filed on May 17, 1994, the Company updated its level of insurance 
expense to $3,600. Witness Fernald stated that the company provided no support 
for its increase from $2,500 to $3,600 and therefore she did not agree with such 
expenses which results in,a difference of $1,100 between the parties. 

On Exhibit 2 of Company.witness Saint's testi�ony, witness Saint shows that 
the Company actually incurred insurance expense of $3,600 in January 1994 to the 
vendor - Rollins Hudig Hall - for coverage on its water,and sewer systems. Based 
on the foregoing, the Colllllisslon ·concludes that the appropriate level of 
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insurance expense for use in this proceeding is $3,600 which reflects the 
Company's actually incurred costs for such insurance coverage. The Conrnission 
finds that the Company's reasonable level of insurance expense is $1,800 for its 
water_operations and $1,800 for its sewer operations. 

MISCELLANEOUS 

The difference in the level of miscellaneous expense is comprised of the 
following: 

Water Sewer 
Item Operations Operations Total 

Phone lines $ (82) $ 0 $ (82) 
Other (7,435) {5,215) {12,650) 

Total difference $ (7,517) $ (5,215) $ (12,732) 

Phone lines 

As shown on Exhibit 2 attached to Company witness Saint's testimony, the 
Company determined the costs related to the phone lines to the water facilities 
by annualizing an estimate of $50 per month per well including four wells, which 
resulted in a recommended level of $2,400. Public Staff witness Fernald 
recommended a level for phone line expense of $2,318 which was based on the 
actual costs for the test year based on the emergency operator records. Thus, 
there is a difference between the parties of $82. 

,Based on the foregoing, the Conmission concludes that it is appropriate to 
inClude the actual costs -for phone lines incurred by the emergency operator 
during the test year. The actual data provides a reasonable and representative 
level and does.not include estimated costs for phone lines at wells which are not 
required to serve the level of customers at December 31 1 1993. Therefore, the 
Commission concludes that the appropriate level for phone line expense is $2,318 
for th� Company's water operations. 

Other 

The differences in other miscellaneous expense is related to the Public 
Staff's inclusion of bond costs and the Company's inclusion of estimated costs, 
Public Staff witness Fernald adjusted miscellaneous expense to include the annual 
premium for the surety bond of $1,500 allocated to water and sewer operations 
based on the number of customers. The Company did not address this adjustment. 
The Co1J1T1ission concludes that it is appropriate to include in miscellaneous 
expense the annual premium of the surety bond allocated to water and sewer 
oper.ations based on the number of customers. 

The remaining difference of $12 1650 in other miscellaneous expense relates 
to estimated costs included by the Company. Public Staff witness Fernald did not 
include these costs in her schedules since the Company provided no support. 

Footnote B of Exhibit I attached to Company witness Saint's testimony states 
that "Due to lack of actual costs, and/or limited history, Amended Application 
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appears reasonab1 e ... ·Company witness Saint, testified, "For items .that we did not 
have actual costs, for, we went back to what_those estimates were, looked at them 
one more . time and in niost cases where I have indicated footnote B, those 
estimates that were in the amended application we are still using." 

Bised upon a r8View of the record, the Commission does n�t f.ind any evidence 
that additional miscellaneous expenses would be incurred by.the Company. The 
COmmiss.ion believes that· it has heretofor�. and hereinafter., properly provided 
for. the Company's . reasonable, representative, ongoing, level of expenses. 
Therefore, the Commission finds that it,is.inappropriate to include the Company's 
additi�nal estimate of $12,650 in miscellaneous expenses in the cost of service. 
in this proceeding, 

su'TI111ary con cl usi ori 

Based upon the foregoing, the Commission. concludes that the·,appropriate 
level of miscellaneous expense for use .in this proceeding is $3.,818, consisting 
·of. the following.:_

Water Sewer 
Item Operations OJlerations Total 

Phone lines $ 2,318 $ 0 $ '2,318 
Other 765, 735 1,500 

Total $ 3,083 $ 735 ,$ 3,818 

REGULATORY EXPENSE 
,.

The difference' in 'regulatory expense is entirely due: to the different 
allocation methods used by the parties ·to allocate the costs between water and 
sewer operatioris: The Company ·all ocated regulatory e?(pense 50.00% to water 
operations and 50.00% to sewer operations, while the Public Staff allocated 
regulatory expense based on the.number of customers. The Commission concludes 

. that it is appropriate to allocate regulatory expense to water and sewer 
operations based on the mnnber-of customers, - 51.00% to water operations and 
49.00%_ t� sewer. operations. Therefore� the conmission concludes that the 
appropriate level of regulatory expense:for use in this proceeding is $10,000, 
of which $5,100 is for wa�er operations and $4,900 is for sewer operations. 

SUMMARY CONCLUSION 

Based on the foregoing, the Commissitin· concludes that the appropriate level 
of operation and maintenance expenses h,.$131,643, comprised of· the following: 
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Water Sewer 
Item Operations Ogerations Total 

Administrative & office: 
Contractual services - acct. $ 4,596 $ 3,300 $ 7,896 
Contractual services - legal 2,550 2,450 5,000 
Management fees 9,839 9,451 19,290 

Maintenance & repairs: 
Materials and supplies 2,000 3,500 5,500 
Contractual services - eng. 3,000 3,500 ' 6,500 

Chemicals 0 5,000 5,000 
Electric .power 7,292 15,668 22,960 
Sludge removal 0 6,400 6,400 
Permit fees 300 450 750 
Testing fees 902 1,000 1,902 
Materials and supplies 2,040 1,960 4,000 
Contractual services - other 9,227 19,800 29,027 
Insurance 1,800 1,800 3,600 
Miscellaneous: 

Phone l Ines 2,318 0 2,318 
Other 765' 735 1,500 

Regulatory expense 5,100 4,900 10,000 

Total O&M expenses s 51,729 I 79,914 i 131,643 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 43-50 

The evidence supporting these findings is found in the testimony and 
exhibits of Public Staff witness Fernald and Company witnesses Barnobi, Baffi, 
and Saint. The following chart Indicates the differences between the Public 
Staff and the Company for operating revenue deductions other than operation and 
maintenance expenses: 

WATER OPERATIONS 

Item Company Publ le Staff Difference 

Depreciation expense $ 32,096 $ 0 $ (32,096) 
Property taxes 1,000 1,000 0 
Regulatory fee 78 79 I 
Gross receipts tax · 3,667 3,694 27 
State income tax 0 4,375 4,375 
Federal income tax 0 8,019 8,019 
Interest expense 55,786 0 '(55, 786) 

Total other operating 
revenue deductions $ 92,627 s 17,167 $ (75,460) 
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SEWER OPERATIONS 

Item ComP:an)'. Pub]fc Staff Difference 

Depreciation expense $ 21,647 $ D $ (21,647) 
Property taxes 1,000 !,ODD 0 
Regulatory fee 121 Ill ,. (!OJ 
Gross receipts tax 8,524 7,801 (723) 
State,, Income tax 0 5,32g 5,32g 
Federal income tax 0 10,858 10,858 
Interest expense 50,530 0 ·(50,530)

Total other operating 
revenue deductions s 01

1
022 s 25,099 s (56,723) 

DEPRECIATION EXPENSE 

The difference ln depreciation expense results from the parties' differing 
opinions as to the amount of plant in service that should be Included in rate 
base in this proceeding, The Colllllfsslon, having previously determined that ft 
is not appropriate to include any plant in service in rate base. consistently 
concludes that the appropriate level of depreciation expense for use in this 
proceeding 1s zero. 

PROPERTY TAXES 

There is no difference between the parties regarding the appropriate level 
of property taxes, thus there being no controversy, the Conmission concludes that 
the appropriate level of property tax·expense for use In this proceeding Is 
$2,000 of which $1;000 relates to water, operations and $1,000 relates to sewer 
operations. 

REGULATORY FEE AHO.GROSS RECEIPTS TAX 

The differences 1'n regulatory fee expenses and gross receipts taxes between 
the Company and the Public Staff result from the parties' disagreement over the 
proper level of revenues. The Colllllisslon, having previously determined the 
appr0pr1ate level of service revenues and uncollectible revenues elsewhere in 
this Order, concludes that the appropriate level' of regulatory fee expense Is 
$187, of which $78. relates to water operations and $109 relates to sewer 
operations. The Colllllfssion also concludes ,that the appropriate level of gross 
receipts taxes is $11,380, of which $3,657 relates to water operations and $7,723 
relates to sewer operations. 

STATE AHO FEDERAL INCOME TAXES 

The differences in state and federal Income taxes between the Company and 
the Public Staff arise from the parties' disagreements over rate base, revenues 
and expenses. The Colllllisslon, having previously determined the appropriate level 
of rate base, service revenues, uncollectible revenues .a_nd operating revenue 
deductions, concludes that the-appropriate level of state Income taxes to be 
included in this proceeding ls. $5,808, of which $2,710 relates to -water 
operations and $3,098 relates to sewer operations. The Collllllsslon·also concludes 
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that the appropriate level of federal income taxes to be included in this 
proceeding is $12,283, of which $5,714 relat�s to water operations and $6,569 
relates to sewer operations. 

INTEREST EXPENSE

The Company included interest expense as an operating revenue deduction in 
its income statement. The Company's interest expense was calculated based on 
what the Company considered was its average 1994 investment supported by debt 
capital multiplied by an interest rate of 7.00%. 

Public Staff witness Fernald did not include interest expense in her 
calculation of net operating income for a return. 

It has been the Corrmission's continuing policy that a reasonable level of 
interest may be recovered as a component of net operating income. Therefore, the 
Cotrmission concludes that it is inappropriate to include interest expense as an 
operating revenue deduction since this cost is considered to be provided for in 
the margin on operating revenue deductions requiring a return that is reflected 
in the level of net operating income approved in this proceeding. 

SUHHARY CONCLUSION 

Based on the foregoing, the Commission concludes that the appropriate level 
of other operating revenue deductions is $31,658 which consists of the following: 

Water Sewer 
Item 01:1erations 01:1erations Total 

Property taxes $ 1,000 $ 1,000 $ 2,000 
Regulatory fee 78 109 187 
Gross receipts tax 3,657 7,723 l!,380 
State income tax 2,710 3,098 5,808 
Federal income tax 5,714 6,569 12,283 

Total other operating 
revenue deductions $13,159 $18,499 i 31,658 

EVIDENCE ANO CONCLUSIONS FOR FINDINGS OF FACT NOS. 51 and 52 

The evidence for these findings of fact is found in the affidavit of Public 
Staff witness Farmer, the testimony and exhibits of Company witnesses Barnobi and 
8affi, and the Stipulation concerning Affidavit of Thomas W. Farmer, Jr. filed 
on May 24, 1994. 

In his affidavit, Hr. Farmer made the following statements with regard to 
determining the Company's water and sewer rates: " ... I reco1I111end that the Company 
be granted a 9.1% margin on expenses •••• After investigation, the Public Staff 
is recommending that Bradfield Farms Water Company's rate base is less than the 
reasonable level of operating expenses. I derive a margin above expenses by 
combining the risk-free rate of 10-year U.S. Treasury bonds (averaged,over the 
most recent 26-week period) with a 3 percentage point factor to adjust for risk. 
My estimate of the risk-free rate is 6.1% which when combined with the 3 
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percentage point risk factor produces the 9.1%.margin. As allowed-under G.S. 62-
133.1 1 I have used the operating ratio method to evaluate the Company's proposed 
rate increase." 

In the Stipulation filed Hay 24, 1994, the parties agreed that Bradfield has 
indicated that it has e,lected to hav� its water and sewer rates determil'led us1ng 
the rate base method. The parties also stipulated that if the revenue 
requirement 1s,determined by the rate base method, then, the reasonable overall. 
rate of return for :Bradfield is 9.00%. Company witneSs Baffi ,presented, the 
components of the' 9.00%.- overali ,cost of capital in his testiriiony; such' overall 
return consists of a capital structure of 50.00% debt and 50.00% equity and an 
embedded cost of 7.00% for debt arid a reconrnended return on conman equity of 
ll.00%. The Publk Staff concurred with the �ompany's proposed capital structure
and cost ra1=es. Further, witness Barnobi testified that the Company.was electing
tO have the reasonableness of .its rates .for both water and sewer· service
determined by the Commiss.ion in accordance with G.S. 627133(b),which would result
in rates being determined by the rate.base/rate of return methodology.

Based on the evidence presented-and the conclusions heretofore reached in 
this proceeding, the Commission has found that the Company's operating expenses 
of both its water and sewer operations are larger than the as�ociated rate bases 
for each respective system. The Conrnission re_cognizes that since the operating 
expenses are larger than.the respective rate-bases in this proceeding, then the 
variation in reve_nues and/or exPenses presents a greater risk to the company than 
variation in the· return on investment in. rate base. That being the case, the 
C0111T1ission. finds good cause, for purposes of this case-, to shift the rate 
determi!'lation required .in _this proceeding. from the parties' focus .on inv�stment 
and use of the rate base/rate of re.turn methodology to expenses and to use the 
operating ratio methodology whicli allows a mai'gin on operating revenue deductions 
requiring a return. The Conrnission concludes that the operating ratio method 
will provide- a more .reasonable level of reVenues than the return on rate base 
method considering the_ specific findings of the Ctmmission in,this particular 
proceeding. However, the Commission acknowledges that the use·of:the �p�rating 
ratio methodology in this proceeding does n.o.t preclude the Commission from using 
the rate base methodology in any of the Company's. future rate-applicati_on 
fili�gs. 

Concerning the margin which should be allowed on operating expenses 
,:equiring a return, the Commission concludes that the 9.00"/4 .·overall rate Of 
return as stipulated to by the parties would also be reasonable and appropriate 
to use as the margin on operating expenses requiring a return in th.is proceeding. 

The operating ratios resulting from the al]owed 9.00% margfn on operating 
revenue deductions requiring a return in .this proceeding are 92.26% for the water 
operations and 92.42% for th� sewer operations including gros�· receipts taxes and 
state and feder,al income taxes. The Convnission finds that such operating ratios 
are reasonable and fair"to both the Co�pany and its· ratepayers. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND. 53 

Based upon the rate base, revenues, operating revenue deductions, and margin 
on op_erating revenue deductions as previously determined and set forth 1n this 
·Order, the Conrnission conc_ludes that Bradfield should be required to decrease its
annual gross service reven�es on a combined'system basis by $63,454.

The following schedules sUlllTlarize- the revenues- and operating revenue 
deduCtiOns for the water operations, the sewer opel"ations··and combined•operations 
and incorporates the findin·gs and conclusions heretofore, and hereinafter, found 
fair by the Conmission. , 

SCHEDULE'! 
BRADFIELD FARMS UTILITY COHPANY 

DOCKET NO. W-1D44 
STATEHENT OF OPERATING INCOHE AVAILABL� FOR RETURN 

WATER OPERATIONS 

For the Twelve Honths Ended December 31, 1993 

Present Decrease 
Item Rates Approved 

OQerating Revenue: 

Residential Revenue $ 92,353 $ (3D,449) 
Uncollectibles (9241 305 

Total Operating Revenue 91,429 (30, 1441 

0Rerating Revenue Deductions: 
Operation and Haintenaryce 

51,729 0 Expenses 
Property Taxes 1;000 0 
Regulatory Fee 78 (26) 
Gross Receip�s Taxes 3,657 (1,2D6) 
State Income Taxes 2,710 (2,241) 
Federal Income Taxes 5,714 14,8761 

Total Operating Revenue 
Deductions 64,888 (8,3491 

Net Operating Income 
for Return $ 26,541 $ (21,795) 
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· After
Approved
Decrease 

$ 61,9D4 
16191 

61,285 

51,729 
!,DOD 

52 
2,451 

469 
838 

56,539 

$ 4,746 
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SCHEDULE II 
BRADFIELD FARMS UTILIT)' COMPANY 

DOCKET NO. W-1044 
. STATEMENT OF OPERATING ,INCOME AVAILABLE FOR.RETURN' 

SEWER-OPERATIONS'. 

For t�e Twelve Months Ended December 31, 1993 

· Present
lte!') Rates

Operating Revenue: 

Residential Revenue - $ 109,572
Bulk Usage Revenue 20,448 

- Uncolle�tibles (1,300} 

Total O�erating Revenue 128,720 

Operating Revenue Deductions: 

Operation and Maintenance 
ExPenses 

Property Taxes 
': ,'' 

Regulatory Fee 
Gross Receipts Taxes 

-State Income Taxes
Federal Income Taxes

Total Operating Revenue· 
Deductions 

'Net Operating Income 
for Return 

79,914 
1,000 

109 
7,723 
3,098· 
6,569 

98,413 

s · 3o,3ot 
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, -Decrease 

Approyed 

$ (28,276) 
(4,729) 

330 

(32,675}:. 

0 
O· 

(27) 
(1,960) 
(2,378) 
(5,285} 

(g,650} 

s [23,025) 

After 
Approved 
Decrease 

$ 81,296, 
15,719 

(970} 

96,045 

· ·; 79,914
' 1,0001

82 
5,763 

720 
-1,284

88,763 

s 7,282 
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SCHEDULE,.111" .. 
BRADFIELD FARMS UTILITY COMPANY 

. DOCKET NO. W-1044 
'STATEMENPOF OPERATING INCOME AVAILABLE FOR RETURN . 

COMBINED OPERATIONS 

For the Twelve Months Ended December 31,·' 1993 

Item 

Operating Revenue: 

Residential Revenue 
Bulk Usage.Revenue 
Uncol 1 ec.ti bl es 

Total _Operating Revenue. 

Operatjrig Revenue Deductions: 
Operation and Maintenance 

Expenses 
Property,Taxes 
Regulatory Fee 
Gross. ,Receipts Taxes 
State Income Taxes 
Federal Income Taxes

' Total Qperating Revenu� 
, Deductions 

Net Operating Income
for Return 

. ' 

Present 
Rates 

$201,925 
20,448 
(2,224) 

220. 149.

131,643 

•' '$ 

2,000 
187 

11,380 
· 5,808
12,283

163.301 

$ 56,848. $ 

Decrease 
Approved 

(58,725) 
(4,729) 

635 

(62,819} 

0 
0 

(53) 
(3,166) 
(4,619) 

(10,161) 

(17,999} 

(44,820) 

After 
Approved 

. Decrease 

$,143,200 
.,· .. 15·, 719 • 

· (1·,5891
"·. "157,330 

131,643. 
:2,000 

134 
8,214 
1;189 
2,122 

. 145.302 

i· 12,028 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACTS NOS. 54 AHO 55 

The evidence for these findings' of· fact is .found in the Company's 
application filed on December 13, 1993; in the Company's proposed order filed on 
July 2, 1994, and in the testimony of Public Staff witness Casselberry. 

The Company. in its application and proposed order., recommended a 
reconnection charge of $50 if water ser.vice was disconnected for good cause and 
there was no cut-off- valve on the customer's service line and a reconnection 
charge of $75 if sewer service was disconnected for good cause and the customer 
was not.also -a water.- customer of the Company. The $50 water reconnectfon -was to 
cover the cost of install-ing a cut-off valve. The $75 sewer-reconnectign was to 
cover the cost to physically disconnect the customer from the Company's sewer 
main. 

Public Staff witness Casselberry recommended a water reconnect fee of $15 
plus .the actual Cost to install- a, cut-9ff valv�; oil the customer's service line. 
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She recommended a sewer reconnect.fee of ·$15 plus actual cost to install a·sewer 
plug on the customer's sewer service line. Witness Casselberry further 
reconvnended that· the Compan.Y furnish the customer the estimated cost of 
installing a water cut-off valve or sewer plug along with the. wri,tten notice of 
its intention to.discontinue service as required by R7-20(c) of the Co11111ission's 
�ules. Witness Casselberry also recorrmended that, prior to disconnection of 
sewer service, the Company notify the.local health department of its intentions, 
The Company did not oppose witness Cassel berry's recommendation, 

Co11111ission Rule R7-20 (f) specifies that the reconnection charge cannot be 
greater than the actual' proven cost. 

Based on the foregoing, the Co11111ission is of the opinion that the water and 
sewer reconnection charges should be set as .. follows: 

If� service,,cut off by utility: 

A. Cut-of.f valve on service line
B. ,. No cut-off valve on service line

If sewer service cut off by utility: 

A. Customer also,receives water
service from company

B. • Customer is a sewer customer only

$15.00 , 
Actual cost ,to install 
water cut-off valve 

No charge 
Actual cost .to install 
sewer plug 

"Company shai"l "notify customer of the estimated cost of 
disconnectiriQ,service at time notice of discontinuance is 
provided to customer. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 56 

The evidence for this finding of fact is found in the testimony of Company 
•Witness·Barnobi and Public Staff witness Lee,

Company witness Barnobi testified that the Company proposes to include the 
cost of adding future additions to its systems in its rate base in future rate 
case proceedings after the new,addi.tions are placed in service. 

The Public Staff, through its witness Lee, recommended that·the Conrnission 
establish a connection charge or tap fee designed· to recover the estimated.cost 
·of-plant additions required to serve future Customers. Witness Lee testified
that .it would be unreasonable to allow the cost:of plant additions required to
serve·future customers to be included in rate base because the present customers,
who have already paid for plant required to serve them through lot cost, would
be required to pay higher rates to help recOver plant needed to serve future
development. Therefore, witness Lee recommended that Bradfield should be
.required to file proposed water and sewer tap fees to. be charged to future
customers based· on l!!Stimated utility plant costs. Witness Lee provided the
following, as further support for his position:
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Comnlsslon Rule RIO�l2(c) requires developers requesting sewer service 
,· to advance funds to the utility for facilities Including mains and 

treatment capacity needed to serve the-subdivision or tract-requiring 
service. Conmission Rule R7-16(c) requires the advancement of funds 

· for Installing mains Including hydrants and also allows the utility to
require advance funding of water production and storage facilities.
These rules allow repayment to the ·developer as tap fees, are
collected.

In fts ·proposed order, the Company presented the following statements in
this regard: 

Although a final determination of the rate base treatment afforded 
future construction must be made in a future general rate case, the 
Conmission will not require BFWC to collect a tap fee from future 
customers. As the Conrnission stated in Carolina Water, [Docket No. W-
354, Sub 81], "the Public Staff's position that developers must 
contribute the entire cost of plant to serve a new area ·is without 
merit." •Neither the Commission's rules nor economic reality supports 
the Public Staff's position. 

The Comnission finds that Rules R7-16(c) and RI0-12(c), regarding service 
extensions, as cited by the Public Staff to-support its recommendation, do not 
mandate the assessment of .tap fees on water and sewer utility customers. In 
fact, the Commission cannot find any water or sewer utility-related rules that 
would mandate a tap fee; In this case, the Company did not request a tap fee and 
the Commission will not require the Company to establish one at this time. 
Additionally, the Commission also finds that the decision on what portion, If 
any, of the·company'S investment in future.development to be allowed, in rate base 
wi.11 be decided- in the company's future general rate case proceedings based on 
the facts and evidence presented· to the Co!11rllission at that time. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 57 

The evidence for this finding of fact is found In the Evidence and 
Conclusions for Findings of Fact Nos. 8 through 56. 

Based on 361 water customers and 349 sewer customers in Bradfield Farms 
Subdivision (each receiving a monthly bill)., 51 sewer customers in Si-lverton 
Subdivision (one bill-bulk.rate), 20 sewer customers in Britley Subdivision (one 
bi 11-bul k. rate), a water revenue requirement of $61,904 for Bradfield Farms 
Subdivision, and a 'sewer revenue requirement of, $97,015 for all three 
subdivisions, the Conmlission finds and concludes that the rates shown on the 
Schedule of Rates attached to this Order are the proper rates to be set In this 
proceeding. 

IT IS, THEREFORE, ORDERED, as follows: 

I. That the Applicant, Bradfield Farms Water Company, is hereby granted
a certificate of public convenience and necessity to furnish water and sewer 
utility service in Bradfield Farms Subdivision, Mecklenburg and Cabarrus 
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Counties, North Carolina, and to furnish bulk ·sewer· treatment service to the 
utilities serving Silverton and Br.itley, Subdivisions, Cabarrus County, North 
Carolina. 

2. That Appendix A, attached hereto, shall constitute �he.certificate of
pub11c conven1enc� and .. necessity�., 

. 3. That the Schedule of Rates, attached hereto as Appendix B, is hereby 
approved for service rendered on and after the effective'date of this Order and 
that such Schedule of Rates is hereby deemed filed·with the Conmission pursuant 
to G.S. 62-138. - . . 

4. That Bradfield shall record all transactions, including contributions-
in-aid of construction (CIAC), on its books and r.ecords in accordance with the 
Uniform System of Accounts for water and· sewer companies. 

·, ' . 

5. That Bradfield shall collect gross�'up on CIAC in accordance with the
Conmission's Or.ders in Docket No. M-100, Sub,113. 

6. That, absent. a strong, clear an� convincing showing of exceptional 
.cause, no ratemalcing t_reatment will be allowed in aliy future proceeding on taxes 
on CIAC if the appropriate tax authority or court rules at some.future date that 
taJCes are due. 

  

, 7. That Bradfi�id shall re.quest C�nmission approval of arij'sale, transfer, 
termination or pledge of assets as req�ired by statute or C?nmission rule. 

8. That the Notice-to Customers, ·att_ached hereto as Appendix C, and a copy
of the Schedule of Rates, attached hereto as Appendix 8, shall be delivered to 
all of the Company's customers in conjunction with Bradfield's next regular 
billing cycle after the effective date of this Order. Further, Bradfield shall. 
submit to the Conmission the attached Certificate of Service,_properly signed, 
and notarized, within 10·:days of completing such requirement. · 

. 

ISSUED BY ORDER OF THE COMMISSION 
This the 5th day �f October 1994. 

(SEAL) 
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STATE OF NORTH CAROLINA 

UTILITIES COMMISSION 

RALEIGH 

DOCKET NO. W-1044 

. BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

· Know All Men By These -Presents, That

BRADFIELD FARMS WATER COMPANY 

·.is hereby gran,ted 'thj s

CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 

to provide water and sewer ut�lity service

in 

"'BRADFIELD FARMS SUBDIVISION 

Cabarrus and Mecklenburg Counties, North Carolina 

and bulk sewer utility service to 

SILVERTON AND BRITLEY SUBDIVISIONS 

CabarJ'.'US County, North �Carol in�' 

subject to such orders, rules, iegulaticms, and 
conditions as are now or maY here'after be lawfu1'-ly
made by the North Carolina Utilities Conmission, 

ISSUED.BY ORDER OF THE COMMISSION. 
This the 5th day of October 1994. 

APPENDIX A 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Cl erk 
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SCHEDULE OF RATES 

for 

BRADFIELD FARMS WATER COMPANY 

for prov.iding Water and Sewer utility service in 

Bradfield Farms Subdivision 

in 

Cabarrus and Mecklenburg Counties, 
North Carolina 

and for providing Bulk Sewer, utility service to· 

Silverton and Britley Subdivisions 

in Cabarrus County, North Carolina 

WATER UTILITY SERVICE 

Residential Customers: 

Base charge (zero usage) 
Usage charge/per 1,000 gallons 

SEWER UTILITY SERVICE 

Residential Customers: 

fl at. rate 

Bulk Rate: 

.. Flat.Rate per customer 

EPA-Testing Surcharge 

Flat rate/month 

$ 5.75 
$ 1.35 

$19.45 

$18.45 

$ 2.65 

APPENDIX B 
PAGE I OF 2 

EPA-Testing Surcharge is to be added to the flat rate for water utility service 
for a.period of 12 months starting with the. first billing following the effective 
date. of this Order. 

Connectio"i't Charge: None 
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Reconnection Charges: 1 

Water 

If water is cut off by utility for good cause or at 
customer's request and the customer's has:a cut-off 
valve on his service line 

If water cut off by utility for good cause and 
there is no cut-off valve on Customer's sewer line2 

If sewer cut off by utility for good cause and: 

A. the customer·is also a water customer of the Company

B. the customer is,not a water customer of the Companl

Bills Due: Dn billing date 

Bills Past Due: 15 days after billing date 

Billing Freguencv: Shall be quarterly in arrears 

Returned Check Charge: $2D.OO 

APPENDIX B 
PAGE 2 OF 2 

$15.00 

AC:tual cost to 

install cut-off 
valve 

No charge 

Actua 1 cost to 
install sewer 
plug 

Finance Charge For Late Payment: 1% per month will be applied to the unpaid 
balance of all bills still past due 25 days after billing date. 

z 

Customers who have been disconnected and are reconnected at the same 
address within nille monthS of disconnection will be charged the 
monthly base charge or the monthly flat rate per month for the period 
during which they were disconnected. 

Company shall provide the customer the estimated cost Of disconnecting 
service at the time Notice of Disconnection is provi_d,�d to customer.

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Comnission in Docket.No. W-1044 on the 5th day of October 1994. 
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STATE OF NORTH CAROLINA 

UTILITIES COMMISSION 

RALEIGH 

DOCKET NO, W-1044 

BEFO�E THE NORTH CAROLINA UTILITIES COMMISSION 

_ ln the Matter of 
Application by Bradfield Farms Water Company, ) 
145 Scaleybark Road, Charlotte, North )

l 
NOTICE TO 

Carolina, for a Certificate of Public CUSTOMERS 
Convenience and Necessity to Provide Water 
and Sewer Utility Service in Bradfield Farms ) 
Subdivision in Cabarrus and Mecklenburg 

)
) 

Counties, North Caroli�• 

APPENDIX C 

NOTICE IS HEREBY GIVEN that the North Carolina Utilities Commission has 
granted Bradfield Farms Water Company a Certificate of Public Convenience and 
Necessity to provide water and/or sewer servjce in Bradfield Farms Subdivision 
and bulk sewer service to SilvertQn and Britley Subdivisions. The rates approved 
by ,the Co111nission are s�o� on the attached Schedule of Rate� ... 

ISSUED BY ORDER OF THE COMMISSION. 
This the 5th day of October 1994. 

(SEAL) 
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CERTIFICATE OF SERVICE 

I• ----�-------------• mailed with sufficient 

p<i'stage or hand delivered to all affected customers the attached Notice to 

Customers issued by. Order of the North Carolina Utilities .conmission in Docket 
,. 

No. W-1044 and said Notice was mailed or hand delivered by the date specified in 

the Order. 

This the ___ day of ________ 1994.' .. 

Name of Ut1l1ty Company 

The above named Applicant, _____________ , personally 

�ppeared before me this day and, being first duly sworn, says that_ the required 

Notice was mailed or hand delivered to all affected customers, as required by the 

Co11111isslon Order dated----------�-· in Docket No. W-1044. 

Witness my hand and notarial seal• th.iS the ___ day of ____ _ 

1994. 

(SEAL) Hy Co11111ission Expires: 

DOCKET NO. W-1046 

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In the Hatter of 
Application by Pace Utilities Group, Inc., 
6719-C Fairview Road, Charlotte, North Carolina, 
28210 for a Certificate of Public Convenience and 
Necessity to Provide Water and Sewer Utility 
Services in Silverton Subdivision in Cabarrus 
County, North Carolina, and for Approval of 
Rates 
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HEARD IN: 

BEFORE: 

WATER AND SEWER - CERTIFICATES 

Charlotte-Mecklenburg Government Center, Charlotte, North 
Carolina, on Hay 17, 1994 

Corrmission Hearing Room 2115, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on Hay 24, 1994 · 

Corrmissioner Ralph A, Hunt, Presiding, and Commissioners William 
W. Rednian·and Charles H. Hughes

APPEARANCES: 

For Pace .Utilities Group, Inc.: 

Robert F. Page, Crisp, Davis, Page, Currin & Nichols, LLP, 4011 
WestChase Boulevard, Suite 400, Raleigh, North Carolina 27607-
3944 

For William Whitley, III: 

. James L� .ffunt, Hunton & Williams, one Hannovet Square, Suite 
1400, Raleigh, North Carolina 27601 

For the Public Staff: 

Robert B. Cauthen, Jr,-, Staff Attorney, Public Staff - North 
Carolina Utilities Corrmission, Post Office Box 29520, Raleigh,
North Carolina 27626-0520 

BY THE COMMISSION: On January 10, 1994,- Pace Utilities Group, Inc,, (Pace, 
Applicant or Company) filed· an application· for a certfflcate of public 
convenience and necessity to provide water and sewer utility serv-ice in Silverton 
Subdivision in Cabarrus County and for approval of rates, Amendments to the 
application were filed on. February 2, 1994. The Commission issued an Order on 
February 9, 1994, granting temporary operating authority, approving interim 
rates, requiring posti11g of a bond in the amount of $40·,oo_o, and scheduling 
hearings in Charlotte on Hay 17, 1994, and in Raleigh on Hay 24, 1994. The 
r,�mainder of the procedural history �f this-matter is fouricl in the records, 'files 
and Orders of the Commission in Doc�et Nos. W-720, -Sub 96 and Sub 108 and Docket 
No_. W-1026 which are hereby incorporated by reference. 

On March 23, 1994, William Whitley, Ill, d/b/a SPDI Partnership (Whitley), 
filed a_Hotion to interve�e which was granted by Order dated March 29, 1994. 

On Hay 16, 1994, the Public Staff filed the testimony and _exhibits of 
Katherine A. Fernald, Supervisor, Accounting Water Section, and Gina Y. 
Casselberry, Utilities Engineer, Water Division, and the affidavit of Thomas W. 
Farmer, Jr., Financial Analy�t. Economic Research Pivision. 

The hearing in Charlotte was held as scheduled, but no public witnesses 
appeared, 
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The hearing in Raleigh was held as scheduled. The Company presented the 
testimony and exhibit of Jocelyn M. Perkerson, Assistant Secretary, Pace 
Utilities Group, Inc., and·Steven Pace, a real estate developer, Pace Development 
Group, Inc. The Rublic Staff presented the testimony and.exhibits of Gina Y. 
Casselberry, Andy R. Lee, and Katherine Ao1 Fernald and offered the Affidavit of

Thomas w. Farmer, Jr., which waS accepted into evidence. 

On July 8, 1994, Whitley filed a brief expressing his arguments and 
objections to: Pace's desire not to serve Britley Subdivision and Pace's proposed 
excess capacity fee of $850 per lot to be applicable in Britley Subdivision. 
Later, on July 12, 1994, Pace and the Public Staff filed their respective 
pr�posed orders addressing their final positions on all the issues raised in this 
proceeding. Thereafter, a number of related motions and responses were filed in 
this docket as follows: 

I. On July 11, 1994, Pace filed a motion whereby the Conmission was
requested to allow Pace to withdraw its offer to provide bulk water service to 
Britley Subdivision. 

2. On July-13, 1994, the Public Staff filed a response in opposition to
Pace's-motion whereby the Commission was requested to deny said motion. 

3. On July 20, 1994 1 Pace filed a response in oppos.ition to the response 
filed by the Public Staff and renewed its motion, as previously filed on July II, 
1994. 

4. on July 21, .1994, Whitley filed a response in opposition to Pace's
motion whereby the Conrnission was requested to deny said motion. 

5. On August 12, 1994, the Public Staff filed an amendment to its proposed
order filed on July 12, 1994, reflecting that the proposed 12 month surcharge to 
defray the cost of EPA-mandated testing should be set at $11.35 per month per 
customer for all residential customers. in both Britley and Silverton 
Subdivisions. 

On the basis of the application, the testimony and exhibits at the hearings, 
the records in Docket·Nos. W-720, Sub.96 and'Sub 108 and.Docket No. W-1026 and 
the entire record in this proceeding, the Commission rio� mBkeS the.following 

FINDINGS OF FACT'' 

GENERAL_ H�TTERh '; 

I. Pace is seeking a ·certi.fica�e Df-P�bli�·con'Ye'"niell�e ·and rie�essity·to
furnish water and sewer uti 1 i ty. servi.ce fn Sil vertoff Sub di vision in. Cabarrus 
County, North Carolina. 

2. There is a demand and need for water and sewer:utility service in
Sil Yerton Subdivision. There fs a deman·d arid need fcir bulk water serv.ice fOr 
Britley Subdivision. 

3. The Applicant's proposed monthly water and sewer rates, as amended at
the hearing are as follows: 
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Metered residential·water rate 
Base charge, zero usage 
Usage charge 

Flat resi_d�ntial sewer rate

Bulk water rate
Base charge, zero usage 
Usage ch���• 

Tap Fee/Excess capacity purchase 
(to be charged to Britley) 

$ 8.35 minimum 
s- 2.05/1,000 gallons

·$ 29,00

$500.00 minimum
$ 2.05/1,000 gallons

$850.00/lot

4. The monthly water and sewer rates reconmended by the Public Staff are
as follows: 

Metered residential water rates 
Base charge, zero usage 
Usage ·charge

Flat residential sewer rate 

Bulk Water rate·· 
Base char9e, zero usage· 

Usage charge 

$ 5.00 minimum 
$ 0.65/1,000 gallons 

$ 21.15 

$250.00 minimum 
$ 0.65/1,000 gallons 

5. The Applicant proposes to employ Mid South Water Systems, Inc. (Hid
South), to perform the day-to-day operation and maintenance of the water and 
sewer system in Silverton Subdivision under the terms of a contract, the Utility 
Operating "Agreement, filed with the application. Hid South is presently 
providing this service under its temporary operating authority and is technically 
fit and qualified to provide the services required. 

6. Water and sewer service have been provided to residents of Silverton
Subdivision at least since 1990 by the Applicant or its predecessors using the 
exfsting facilities. 

7. The test period appropriate for use in this proceeding is the 12 months
ended December 31, 1993. 

RATE BASE 

8. It is inappropriate in this proceeding to include in rate base the cost
of assets which have previously been contributed by the developer to utility
operations. 

9. It is appropriate to include in rate base the Company's investment of
$60,000 for the acquisition from Hid South ·of certain water facilities which are 
nece�sary for the provision of water util ity service. 

10. The total plant in service for water utility operations is $60,000 and
zero for the sewer operations. 
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11. The appropriate level of accumulated depreciation for the water
operations is $1,800. Since there is zero plant in service for the sewer 
operations-, the appropriate level of accumulated deprecia�ion is also zero. 

12. It is appropriate to include in rate base cash-working capital of
$1,242 for water operations and $2,.240 for sewer operations and average tax 
accruals of $143 for water operatioQs•and $147 for sewer operations. 

13. Pace's reasonable rate base used and useful in providing water and
sewer service is $61,392, consisting of utility plant in service of $60,000 and 
cash working capital of $3,482; reduced by accumulated depreciation of $1,800 and 
average tax-accruals of $290. 

REVENUES ., 

14. The appropriate end-of-period customers is 53 for residential water
utility service, 21 for bulk water ser�ic�, ��d 51 for·flat rate sewer service. 

15. The appropriate level of end-of-period residential revenues is $2g,ooo,
of which $14,312 is applicable to water operations and $14,688 "is applicable to 
sewer operations. 

16. The appropriate level of end-of-period bulk water l!_sage .. revenues is
$7,126 for water.operations. 

OPERATION AND MAINTENANCE EXPENSES 

., 17; It is appropriate to includ� maintenance and repairs expense of $1,500 
in operating expenses in this proceeding, of which $1,000 .rel.ates .t� water 
operations and $500 relates to sewer operations. 

18. Based upon th� rates found -reasonaJ,le b}' the Commission in Docket
No. W-1044, regarding the Bradfield Farms Water Company franchise, the Commission 
concludes that the,appropriate level of sewage treatment expense is $11,291 • 

.. iii. The appropriate level of operation and maintenance expenses is $27,856, 
of which $9,937 relates to water operations and $17,919 relates to sewer 
operations. 

OTHER·OPERATING REVENUE DEDUCTIONS 

20. The appropriate levels of depreciation expense are $1,800 for the water
•operations and .zero .f�r the sewer operations.

21. Based on the other findings and conclusions set forth in thiS'0rder,
the appropriate levels of regulatory fees are $18 for water operations and $12
for .sewer opera ti ans.

22. Based on the other findings and conclusions set forth in this Order,
the appropriate levels of gross receipts taxes are $858 for water operations and 
$881 for sewer operations. 

· 
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1 - 23. Based on the other findings a_nd conclusions. set forth in this 5)rder, 
the appropriate_, 1 evel s of 'state income taxes are $523_ for wat_er, Qperations and 
.z_ero for. sewer operations. 

24.
, 

Based''on the other findings ·'and conclusiOri's set forth in .this Order,
the appropriate levels of federal income taxes are $934 for water. operations and 
zer.o- for _sewer operations. 

25, The appropriate levels of other operating revenu�' d�ductions are 
$5,026, of which $4,133· relates to water opera-t;_fons .and $893 -r�lates to sewer 
operations. 

METHODOLOGY FOR REVENUE DETERMINATION 

26, The appropriate methodology to use ln,determinlng'rates for the water
operations is the rate base/rate of return methodology� The,appropriate overall.
-cost of capital is 9.20% for purposes of this proceedi_ng.

 

,27. The appropriate methodology to use in. determining rates. for th� sewer 
operations is the Operating· ratio methodology. :rhe appropriate margin on 
operatin9 revenue de"ductions requiring a 'returri· is 9.200/4 for,,purposes of this 
proceeding. 

RATES, FEES, AND,OTHER HATTERS 
 

28. The-Commission finds that the·.�rates should be set ,to "produce total
annual watet:" a_nd· sewer revenues of $40,212. ,._ Thes_e revenues wi) 1 'allow Pace the 
opportunity to earn .a,9.20% overall rate of return on its rate bas� for its.water 
Qperations and ill 9.20% ll'iar_gin_on operating r.�v.enue deductions'·requiring a-return 
for its .sewer operations,. which the C_onmission has found to be. reasonable upon 
the consideration of .the findings in this Order,• 

t.l , 

29. Pace should be ·required to provide bulk water ,service to· Britley
Subdivision, 

30. The Public Staff recommended \he following rates to .recover Pace''s
expected EPA·testfng costs:

Silverto,tsubdivision-
Brltley Subdivision· 

$11 .35/custonier 
$11.35/customer 

The Colil!lissiO�. agrees with the Publ�ic Staff's position in thi'S ·matter. 

31. The Puhl ic Staff has recommended a reconnection charge' of sis .if sewer
service Is. disconnected for good �•use, The Commission, agrees with the
recommendations �•de by the Public Staff 'In this matter, 

32.: The Public Staff has recommended that Pace install a six i�cti water 
meter in order to measure t.he amount of',water sold to the Britley Subdivjsion 
customers ... The commission agrees with the recommendations made .. by the Public 
Staff in this.matter, 
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33. The interconnection between the water system serving Britley
·subdivision and the water system serving Silverton Subdivision-has not been
approved by the North Carolina Division of Environmental Health (DEH). The owner
of Britley Subdivision should be required to have this interconnection approved
by DEH.

34. The proper rates to be set in this proceeding are found in the Schedule
of Rates attached hereto as Appendix B. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-5 

The evidence supporting these findings of fact is contained in the 
application and supporting documents and in· the Cammi ssi on' s records. These 
fi,ndings ar'e generally jurisdictional and informational and are not contested.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF·FACT NOS. 6 AND 7 

The evidence supporting these findings is contained in the records of the 
Conunission in this docket, in the Commission records in Docket Nos. W-720, Sub 96 
and Sub 108 and Docket No. W-1026, and in the testimony of Company witness 
Perkerson and Public Staff witness Fernald. 

The franchise filed_by Pace is the result of several years of litigation 
involving Hid South and the Comnission to secure a .franchise to provide water and 
sewer service in Phases 2, 3, 4, and 5 of Bradfield Farms Subdivision as well as 
i_n ·silverton and Britley' Subdivisions. By Comnission Order issued on 
October 13, 1993, in Docket No. W-1026, Mid South was ordered to reconvey to the 
respective developers of Bradfield Farms, Silverton, and .Britley Subdivisions 
properties and facilities for which Mid South held deeds or other· forms of 
ownership. In accordance with the ·requirements of·that Order, Pace is now before 
the Conuni ssi on seeking a certificate of public ·convenience and necessity to 
provide water and sewer service in Silverton Subdivision. Company witness 
Perkerson-testified that she prepared the Company's application in keeping with 
the requirements for a new or initial franchise applicationi therefore, she did 
not include any test year data because there was no test year data for Pace. 
Further, as stated· in the Company's proposed order, it is the opinion of Pace 
that the Colllllission is not required to make detailed findings in this docket on 
issues such as rate base,,revenues and expenses, as this case is a new franchise 
application, not a general rate case. 

In accordance with G.S. 62-133, Public Staff witness Fernald calculated the 
Company�s revenue requirement based upon a historical test year ending 
December 31, 1993. 

_ In setting rates for public utilities, the Colllllission is generally required 
by G.S. 62-133(c) to employ a test period consisting of 12 months' historical 
operating experience, but the Comnission shall consider such relevant, material 
and competent evidence as may _be offered to shOw 'actual changes in costs, 
revenues and public utility property used and useful up to the time the hearing 
is closed. While this is not possible in the case of new utilities, the subject 
water and sewer utility is not a new utility per se. Water'Bnd�sewer ·utility 
service has been provided for a number of years and actual historical operating 
data is available. Under these circumstances, the Collllli ssi on finds that it 
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should make detailed findings 1n this docket on- issues such as rate base, 
revenues and expenses and that the test period appropriate for use in this 
proceeding is the 12 months .ended December 31, 1993. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS, 8-13 

The evidence for these findings of fact is found in the testimony of Public
Staff witness Fernald and Company witnesses Pace and Perkerson. Assuming that 
the Company would agree to treating its application as a general rate request, 
which it does not, then the following tables suT1111ari:ze the .amounts which the 
Company and the Public Staff contend are the proper levels of ,rate base to be
used in this proceeding: 

Item 

Plant in service 
Accumulated depreciation
Cash working capital 
Average tax·accruals 

Total original cost 
rate base 

Item 

Plant in service 
Accumulated depreciation
Cash working capital 
Average tax accruals 

Total original cost 
rate b�se 

WATER OPERATIONS 

Company Public Staff 

$ 156,861 
(6,274) 
1,367,
1169) 

$ · 15,1,785 

$, 

s

SEWER OPERATIONS 

0 

0 

1,117 
[143)

974 

Public Staff 

$ 120,906 
(5,279)
1,886,
1177) 

$ 117,336 

$ 

$ 

PLANT IN SERVICE 

0 

0 

1,359 
[147)

1,212 

Difference

$. (156,861)
6,274 
(250)

26 

S. {150.811).

Difference 

$ (120,906)
5,279 
(527)

30 

$ (116,124) 

The first c_omponent of rate base ori which -the parties disagf'.e_e is plant in 
se��ice .. ·The Company in_clu_��d on+its appl,iqation $277,767.for._plapt- fo ser':'.Jce·
for its combined_ water an!! sewer operations. • 

P�bl ic Staff witnes� Fernald remo;ed·�he'$277,767 of such a��ets from plant.
in·servjce since in her opinion the cost of ,the plant was initially contributed 
to uti-1ity operations. In this regard, witness F:ernald respond!;!d to a question 
.on cross-examination,as follows: 

Q. SO, YOU WOULD AGREE WITH ME, WOULD YOU NOT, THAT WHATEVER MID
SOUTH WAS GOING TO DO WITH THOSE FACILITIES AND WHATEVER RATE
BASE, VALUE THOSE FACILITIES, HAY HAVE HAD IN THE HANDS OF MID
SOUTH, THAT'S,NO LONGER THE CASE THAT HAS BEtN DONE AWAY WITH! 
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A. They were contributed to Hid South and, you know, the·
contributions the developer made was recovered through the sale
of lots and so the customers should not have to pay tl_lore .; n rates
due to those transactions.

Further in this regard, witness Fernald also testified as follows: 

"In response to a letter froni the Corrrnission ·dated October 10, 1989 in 
Docket No. W-720, Sub 96, Hid South stated: 

Hid South acquired the Silverton subdivision as described above at no 
cost to the utility and no rate making impact on its customers. 

Also, in its data response to question 63 filed on Hay 29, 1991 in 
Docket Nos. W-72D, Sub 96 and Sub IDS, Hid South stated: 

to the extent HS installed any of the water and sewer facilities in 
Bradfield and Silve,ton, how did HS Construction treat the facility 
cost on its federal tax return? Ans.: Mid South Construction, Inc. 
1s not regulated by the Corrrnission. Mid South Water Systems, Inc., 
obtained all facilities at zero rate base. 

Therefore, witness Fernald concluded that these facilities were previously 
contributed to be used as utility property and that the costs of these properties 
to the utility was thus zero. 

Company witness Perkerson disagreed with the Public Staff's treatment of 
plant in-·service and testified as follows: 

By the Order of the Conrnission issued on October 13 1 1993 1 Mid South 
was ordered to reconvey to Bradfield Farms and Silverton the utility 
properties and faci·lities for which Mid South held deeds and Other 
forms of ownership. Hid.South was also required to·file a report with 
the·CoIIInission indicating ·how and when this had been done. By virtue 
of this Order, the Commission required that everything revert back to 
Square One, with· ttie utility faciHties being reconveyed to the 
developers. There.are'no longer any contributions. Each of the three 
developers were restored to their original position of having built 
and paid for the utility faci 1 it i es. Each deve 1 oper was free to file 
'for .emergency and for permarient status as a utili-ty. In view of the 
foregoing facts, each developer Was free to determine whether or not 
the utility property would be contributed to another company or, as in 
the case of Pace, be purc�ased from the owner (developer). 

•Company witness Pace testified that ·he reacquired the facilities from Mid
South.for $60,000. Witness Pace testified that at,the time of the deYelopment 
of Silverton Subdivision, Spartabrook Homes, Inc. (Spartabrook) owned the land 
and he had a joint venture with Spartabrook to develop the subdivision. Witness 
Pace further testified that Pace Utilities Group, Inc. acquired this system from 
Pace Developmerit Group, Inc. for ·the price of 1 $277,767. On cross-examination, 
witness Pace testified that no portion of the,$60,000 paid to Hid South has been 
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written off, but that the remaining amount -of $217,767 was contributed to Mid 
South by him with the idea that the sale of lots would reimburse him for that
cost as an,expense of doing business. 

In th_is regard, witness Pace responded to several questions on cross
examination as fOllowS: 

Q. 

A, 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

HR. PACE, WHEN YOU, ORIGINALLY, YOU AND YOUR . JD INT VENTURE 
PARTNERS ORIGINALLY DEVELOPED SILVERTON, YDU DID SO WITH THE IDEA 
IN HIND OF MAKING A PROFIT, DID,YOU NOT? 

Yes 

DD YOU REHEHBER WAY BACK THEN? 

Not like Pace Utilities. 

YES, SIR. AND WHAT YOU WERE GOING JO DO WAS YOU WERE GOING TO 
LAY OUT THE SUBDIVISION, YOU WERE .GOING TO INSTALL THE 
INFRASTRUCTURE, AND THEN YOU WERE GOING TO SELL LOTS, AND FROM 
THE. SALE OF THOSE LOTS rou WERE GOING TO PAY YDUR EXPENSES AND 
HAKE A PROFIT, IS THAT RIGHT? 

That ·; s correct. 

AND ONE. OF THE·THINGS YOU DID WAS CONTRIBUTE THE UTILITY PLANT TO 

�ID SOUTH, IS THAT CORRECT? .·

That is· correct. 

OKAY. WITH THE IDEA THAT SALE OF THE LOTS WOULD REIMBURSE YOU FOR 
THAT COST AS AN EXPENSE OF DOING BUSINESS, IS THAT RIGHT? 

That is cor.rect. 

Q. O.KAY. NOW, HAVE YOU,IN FACT, WRITTEN OFF AT LEAST A PORTION OF
THOSE EXPENSES AGAINST THE SALE OF THOSE LDTS?

A. Yes, i answer�d that question earlier.

Q. OKAY. AND, IN FACT, IF ANYTHING, THE QUESTION WOULD RELATE TO THE
$60,000.00 THAT YOU -- WOULD NOT BE WRITTEN OFF, IS THAT RIGHT?
THE PLAN RIGHT NOW IS TO WRITE OFF EVERYTHING ELSE?

A. No portion of the $60,000.00 has been written off •

. Q. YES, SIR. 

A. It has just been paid sometime in February,, the· middle of
February.

Q. YES, SIR. BUT THE IDEA IS THAT EVERYTHING ELSE WILL BE WRITTEN
OFF, IS THAT CORRECT?
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A. • That is �orrect, hopefully. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

OKAY. AND IT IS ESTABLISHED THAT ORIGINALLY THIS HAD ZERO RATE 
BASE IN THE HANDS OF HID SOUTH, IS THAT RIGHT? 

I don't kno; what the rate base was in the handS of Hid South. 
I'm not fam.iliar with their financial filings. 

OKAY, BUT THEY DIDN'T PAY YOU FOR THE PROPERTY, THAT'S RIGHT, 
ISN'T IT? 

They paid some costs as I said earlier in the other counsel's 
questions. They did pay certain costs to improve the well sites 
at Silverton. 

BUT THAT WAS THEIR OWN INVESTMENT; THEY DIDN'T PAY YOU ANYTHING? 
THEY DID NOT PAY PACE OR--

(Interposing) They didn't write me a check. 

Further, witness Pace testified that the $60,000 paid to Mid South was 
basically for the costs that had been incurred by Hid South to outfit the wells, 
to install the storage tanks, and to p�t i� treatment. 

Based upon the evidence; the Commission concludes that it would be 
inappropriate to include the $217,767 of assets that were·originally transferred 
to Hid South in rate base in this proceeding.• The facts of this�Case indicate 
that the developer is recovering the cost of the developer-contributed property 
through the sale of lots. Thus, if the $217,767 of assets were:included in rate 
base, the ratepayers would end up paying twice for the same plant, once through 
rates,and once in the price of their lots. Therefore, the Conrnission finds that 
it would be unfair and unreasonable to 'include in rate base the costs of the 
assets.that were initially trarisferred to Mid South. 

Regarding the $60,000 that was paid to Hid South for the purchase of assets 
installed by Hid South, the Cormnission finds that the evidence in�icates that 
this amount will not be recovered· in the sale of the lots. · According to the 
testimony of witness Pace, the $60,000 was paid to Hid South for the costs that 
had been incurred by Hid South to outfit the.wells, to install storage tanks and 
to put in the required treatment. The CommisSion, thus, concludes that the 
$60,000 investment relates only to the Company's water operations arld,further the 
Co11111ission considers that thes� assets are necessary to the proper operation of 
the water system. 

Given the circumstances of this particular case, the Commission believes 
that it is appropriate to allow the Company to include its investment of $60,000 
in rate base for its water operations. The Conrnission recognizes that the 
Company's ratepayers have not Rreviously paid for these costs in their lot costs 
nor, according to the testimony of witness Fernald, were such costs included in 
the rate base of Mid South while the ratepayers were customers of Hid South. 
Further, the Commission also notes that the record reflects no direct evidence 
that the level of costs for such purchased assets as constructed by Hid South and 
acquired by Pace for $60,000 was an unreasonable and unrepresentative amount. 
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Therefore,. the Conmission believes it is appropriate to include $60,000 in the 
rate base for the water operations a_s such a_ssets are necessary to the provision 
of service, such costs have not been previously recovered from the ratepayers, 
and the level of costs for such assets does hot appear to be, unre.asonable. 

ACCUMULATED DEPRECIATION 

The differences .in accumulated depreciation·between the Public Staff and the 
Company are due to �heir different reconmended levels for plant in service. The 
Company included one year of accumulated depreciation on its ,plant in service, 
The Public Staff included zero accumulated depreciation based on its 
determination that the plant in service was zero. 

Company witness Perkerson testified that she used a depreciation rate of 
4.00%. She stated that she did not go into a detailed study of the assets to 
develop varying depreciation rates, but instead gave everything a 25-year average 
Service 1 i fe.

In consideration of our foregoing conclusions that it is- appropriate to 
include $60,000 in plant in service relating to wells, storage tanks and 
treatment equipment for the water operations, the Con111iss1on· finds that a 
depreciation rate of 3.00% representing an average service life of 33.33 years 
would be more appropriate in this proceeding than the rate of 4.00% recommended 
by the Company. 

Based upon the foregoing, the Commission concludes that the appropriate 
level-of accumulated depreciation is $1,800 for the water operations and zero for 
the sewer operations. Further, the Comnission considers that it is appropriate 
in this proceeding to recognize just one year of accumulated depreciation since 
th.e $60,000 is an investment that the Company did not incur until 1994.

CASH WORKING CAPITAL 

The differences in cash·working capital between the parties' are due to the 
differences in the levels Of operation and maintenance expenses. Both parties 
included amounts based on one-:-eighth of operation and maintenance expenses, which 
is a standard formula used by this Corrmission for water and sewer companies. 
Based on the level of operation and maintenance expenses determined elsewhere in 
this Order, the Conmission concludes that the appropriate level of cash working 
capital for purposes of this proceeding is $3,482, of which $1,242 relates to 
water operations and $2,240 relates to sewer operations. 

AVERAGE TAX ACCRUALS 

The differences in average tax accruals are due to the differences in the 
levels of gross receipts taxes. Both parties included amounts for average tax 
accruals which are based on one-sixth of gross receipts taxes. Further, the 
gross receipts taxes �re calculated based on the level of ·operating revenues. 
In this proceeding, both parties agreed on the current level of revenues under 
present rates which would be the revenue level to use .for determining gross 
receipts taxes and average tax accruals under present rates. However, the 
Company calculated its average tax accruals based upon the gross receipts taxes 
that would result under the Company's proposed revenues rather than present 
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1:evenues, thus, ther:"e is a resulting difference betweeri the parties.· Based on 
the level of gross receipts taxes determined elsewhere. in this Order, the 
Conunission concludes .that the appropriate,·level of average tax accruals for 
purposes of this proceeding,is $290, of which $143· relates to water operations 
and· $147 relates to sewer operations. 

SUMMARY CONCLUSIONS 

Based upon the foregoing, the Conunission concludes that the Company's 
reasonable rate base used and useful in providing service is $61,392,' comprised 

,as follows: 

Water sewer 

. Item Operations Operations Total 

Plant in service $ 60,000 $ 0 $ 60,000 
Accumulated depreciation (1,800) 0 (l,l!D) 
Cash wooki ng capital 1,242 2,240 3,482 
Average tax accruals 043) 047) (2!1)) 

Total' original cost 
rat'!! base $ 59,299 $ 2,093 $ 61,392 

EVIDENCE AND CONCLUSIONS FOR,flNDINGS OF FACT NOS. 14-16 

, .The evidence supporting these findings, of fact is found in the testimony and 
exhibits of Public Staff witnesses Casselberry and Fernald and Company witness 
Perkerson. There, was· no disagreement between the parties on the appropriate 
level of.revenues under present rates; i.e., the.parties agreed on the umber of 
en4-of-.period customers and water usage. - '  

Their being no controversy in this. regard, the Corrmission concludes that the 
appropriate level of end-of-period residential .,revenues is $29,000, of which 
$14,312 ls applicable to water operations and $14,688 is applicable to sewer 
operations. Additionally, _based on ·the uncontroverted evidence, the Commission 
finds that the appropriate level of end-of-period bulk usage revenues ls $7,126 
for water operations. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS.'17-19. 

The evidence suppo_rting thes_e findings of fact is found in the·testimony and 
exhibits of Public Staff witnesses Casselberry and •Fernald and Company witness 
Perkerson. Assuming that the Company would agree to treating its application as 
a general rate request,.,which it does not, then the following tables SLITJlllariz� 
the amounts which the Company and the Public Staff contend are the proper levels 
of oper_ation and maintenance expenses to be used in this proceeding: 
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WATER OPERATIONS 

Item Company Pub li C Sta ff Difference 

,Contract operator $ 4 ,669 $ 4,669 $ 0 
Ma1ntenanc� and repairs 2,000 0 (2,000) 
Electric power, 1,801 1,801 0 
Testing 757 757 
Regulatory expense 1,710 1,710 0 

Total O&H expenses $ 10,937 $ 8,937 $ (2,000) 

SEWER OPERATIONS 

Item Company Public Staff Difference 

Contract operator $ 4,486 $ 4,486 $ 0 
Maintenance and repairs 1,000 0 (1,000) 
Electric power 0, 0 0 
Sewage treatment 7,956 4,743 (3,213) 
Regulatory expense 1,642 1,642 0 

Total O&M expenses s 15,084 s 10.871 $ , (4,213) 

As indicated· in the foregoing tables, the Public Staff and the Company 
agreed on the amounts for contract operator, electric power, testing, and 
regulatory expenses. Therefore, the Conunission concludes that the appropriate 
levels for these items are those set fo,rth by the parties. 

HAINTENANC� AND REPAIRS 

The first area of difference between the parties is maintenance and repairs 
expenses. Company witness Perkerson included $3,000 for maintenance and repairs 
in her exhibits. Witness Perkerson estimated this amount and assigned "$2,000 
to water-operations and $1,000 to sewer.operations for that level of maintenance 
and repairs that falls between day to day and capitalized." On cross
examination, w.itness Perkerson testified- in this regard that: "I have ab$olutely 
no documentati_on I just know because I'm in the business that there. are those 
expenses and I thought it should be good for something." However .• witneSs 
Perkerson also stated that she had told the Public Staff about some sewer line 
work which had been done since December 31,, 1993 which had cost $600 in labor 
alone and that such repair would not be covered by Pace's operator contract with 
Hid South. Further, witness Perkeson stated that even though she told the Public 
Staff about this repair,the Public Staff did not request any information as to 
the costs for such labor and parts. Additionally, witness Perkerson testified 
that "The only repair and maintenance that is covered und_�r the contract 
management agreement is the day-to-day minor repairs." 

Public Staff witness ,Fernald testified that it ls 'the Applicant's, 
responsibility to establish the costs of operating the system in a case and that 
to the extent that the Applicant is able to document ,costs, she would look at 
them for reasonableness and if they were reasonable she would include them. 
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Witness Fernald further testified that this is what she has done in this case. 
Further, it was the Public Staff's opinion that'-_the mainteriance and repair 
expenses would be covered by the contract operator agreement. 

Based upon the evidence, the C0Jr111ission concludes that• it :would· be 
inappropriate in the proceeding not to· include some amount for repairs and 
maintenance expenses that would not be covered by the operator contract·with Hid 
South. The Cormni ssion is concerned that the Company would not be able to recover 
its reasonable level of operating expenses if no allowance is made for such 
expenses. Upon review of the utility operating agreement it is clear to the 
Comnission that Pace is r,esponsible for at l�ast the cost of all materials that 
would·be required for the repair and maintenance of pumps, motor_s. capital 
improvements and tank replacement, as specifically stated in the contract 
operator agreement with Hid South. Further, considering witness Perkerson's 
testimony that since December 31, 1993 the Company has actually incurred costs 
of $600 in labor alone for a sewer line repair that was not covered by the 
operator contract, ·the Conmission believes that the utility .will 'incur 
maintenance and repair expenses for both, labor and materials that will not be 
covered by the operator contract expense allowance that is being included in the 
cost of service in this proceeding. However, the Conanission also recognizes that 
some of these uti 1 i ty incurred maintenance and repair expenses could be for i terns 
of cost that should be capitalized rather than expensed. In this proceeding, the 
Convnission concludes that it is reasonable to allow only one-half of the 
Company's proposed costs for such expenses to be included in the cost of service. 
Therefore, the Convnissicin concludes·that the appr.opriate level for repairs and 
maintenance expense is $1,500, of which $1,000 relates to water operations and 
$500 relates to sewer operations. 

SEWAGE TREATMENT 

The difference between the parties in the level of sewage treatment expense 
is due to the different bulk sewer rates used by the parties. The Public Staff 
used the bulk. sewer rate it is recommending in the _Bradfield Farms Water Company 
case, Docket No. W-1044, while the Company used the bulk sewer rate which 
Bradfield ,Farms Water Company is proposing to charge in that case. B,ased 9n the 
bulk sewer rate of $18.45 per customer .per month found reasonable by the 
Co11U11ission in the Bradfield Farms Water Company case, Docket No. W-1044, -the 
CollUllission concludes that the appropriate level of sewage treatment expense to 
be included in this proceeding is $11,291. 

SUMMARY CONCLUSION 

. Based on the foregoing, the Conmission concludes that the appropriate level 
of operation and maintenance expenses is $27,856, comprised of the following: 
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Item 

Contract operator 
Maintenance and repair 
Electric power 
Testing 
Sewage treatment 
Regulatory expense 

,Total O&M expenses 
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Water 

Operations 

.$ 

4,669 
1,000 
1,801 

757 
0 

1,710 

9,937 

Sewer 
Operations 

$ 4,486 
500,, 

Q. 
0 

H,291 
1,642 

S 17,919 

Total 

$ 9,155 
1,500 
1,801 
. 757 

11·,291 
3,352 

l · 27,856

EVIDE�CE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. '20.25 

The evidence supporting these findings ls found in the testimony and 
exhibits of ·Public Staff witness Fernald and Company witness Perkerson. The 
following chart indicates the differences between the Publ,lc Staff and the 
Company for operating revenue deductions other. than.operation and maintenance 
expenses: 

Item 

Depreciation expense 
Regulatory fee 
,Gross r.eceipts .taxes 
State income taxes 
Federal income taxes 

,Total other operating 
revenue deductions 

Depreciation expense 
Regulatory fee 
Gross receipts taxes 
State income taxes 
Federal income taxes 

Total other operating 
reven4e deductions· 

. ; 

WATER OPERATIONS 

$ 6,274 

0 

10· 
858 

·O

Publ 1c Staff 

$ 0 $ 
18 

858, 
901 

1,609 

Difference 

(6,274) 
D 
0 

901 
1,609 

s 7,150: s 3,386 s 13.7�4) 
SEWER OPERATIONS 

Public Staff 

$ 4,836 
12 

881 
0 
0 

S 5,729 

$ 0 $ 
12 

881 
227 
405 

1,525 $ 

Difference 

(4,836) 
0 
0 

227 
405 

/4,204) 

As indicated in the foregoing tables, the Public Staff and the Company 
agreed on the amounts for regulatory fee ·expense and gross re�eipts taxes as 
these expenses are determined b�sed on the lev�l of service revenues under 
present ra�es which, as discussed .previously, the parties agreed on the level of 
such revenue$. Therefore, the Commission concludes that the appropriate levels 

,for these items of costs are those set forth by the parties. 
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DEPRECIATION EXPENSE 

The differences in depreciation expense result from the parties' 
disagreement over the levels of plant in service that should be included in the 
rate bases for the water and sewer operations. As previously discussed, the 
Public Staff recomnended that no amount of plant in service should be included 
in rate ·base. Therefore, the Public Staff recommended' that the level· of 
depreciation expense should be zero. 

The Company has reconmended that plant in service of $277,767 be included 
in _rate base for its combined operations and is recommending a depreciation rate 
of 4.DO"!. ·reflecting a 25-year average service life. Thus, the Company is 
recoD1T1ending a level of. depreciation expense of $11,110, consisting of $6,274 for 
its water operations and $4,836 for its sewer operations. 

Further, in this regard, Company witness Perkerson ·testffied as follows: 

It is time for all of us to realize that the assets of a utility, no 
matter how they were acquired, have a value. It is also time for· us 
to realize that when a company is not allowed to earn a r.eturn on 
plant in service or an expense ,for depreciation, it has virtually no 
way to replace the utility plant as it wears out. The return on 
operating expenses does not cover these· items and depreciation on the 
actual plant in service is not allowed in the establishment of rates 
under the Operating Ratio Method. 1 

The Cotm1ission does not agree with witness Perkerson that the Company should 
be allowed depreciation.expense to provide funds for the replacement of utility 
plant. Generally, for ratemaking purposes, the purpose of depreciation expense 
is to allow the utility the opportunity to recover its allowed investment iri 
util ity property over the service life of such property. It has been a 
long-standing practice of· this Commission to not allow depreciati'on expense on 
contributions-in-aid of .Construction. In Utilities Corrmission v. Heater 
Utilities, Inc., the North Carolina Supreme. Court stated as follows: 

The remaining question presented by this appeal is whether the 
Corrmission erred in· its refusal to allow the utility company to make 
an annual charge to operating expense� for the �epreciation of·the 
properties representing.such contributions in aid of construction. We 
hold that it did not err in so doing. The purpose of the annual 
al 1 owance for depreciation and the resulting accumulation .of 
depreciation reserve . .is not, as is sometimes erroneously supposed, to 
provide the utility with a fund by which it may purchase a replacement 
for the property when it is worn out. The purpose of the allowance is 
to enable the utility to recover the co�_t of such property to it. 
State ex rel. Utilities Commission v. Heater Utilities, Inc., 288 N.C. 457, 219 
S.E. 2d 56 (1975) 

As previously discussed in thiS Order, the Corrmission concluded that it is 
,appropriate -to include $60,000 of plant in serVice for the Compari)''s water 
operations and the CollDllission also found that 'a depreciation rate of 3.00% would 
be appropriate for the type of plant in which the $60,000 was invested: 
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Therefore, the Comnission finds that the appropr.iate-level of annual depreciation 
, expense for the Company's .water operations is $1,800 for purpoSes of this 

proceeding. Furt�er, the Comnission, having previously <1:etermined that the 
appropriate level of plant in service for the sewer operations is zero, concludes 

-that the appropriate -level of depreciation expense for use in-this proceeding is
zero for the sewer operations.

STATE AND FEDERAL INCOHE TAXES 

The differences in state and.federal income taxes between the Company•and 
the Public Staff arise from the parties' disagreements over rate'base, revenues 
and expenses. The Cormn1ssion, having previously determined the appropriate level 
of rate ·base, revenues and operating revenue deductions, concludes that the 
appropriate level of state income taxes to be included in this proceeding is $523 
under present rates which relates entirely to the Company's· water operations. 
The Conmission also concludes that the appropriate level of"federal income taxes 

.to be included in this proceeding is $934, which also relates entirely to the 
Company's water Operations. 

SUMMARY CONCLUSION 

" Based on the foregoing, the Commission concludes that the appropriate level 
of"other operating revenue deductions is $5,026, which consists of the foll,owing: 

Water Sewer 
Item Ogerations Ol;!er_ations "Total 

Depreciation expense $ 1,800 $ 0 $ 1,800 
Regulatory fee" 18 12' 30 
Gross _receipts taxes 858 · 881 1,739 
State income taxes 523 0 523 
Fed.eral income taxes 934 0 934 

Total other operating 
revenue deductions· $ 4,133 $ 893 $ 5,026 

· EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 26 AND 27

The evidence supporting these findings of fact is found in the affidavit of 
Public Staff witness Farmer and, the testimony and exhibits" of Public Staff 
witness Fernald and Company witness Perkerson. The parties "differ on which 
method to use in determining rates. Public Staff witness Farmer recomended the 
operating ratio method.while Company witness Perkerson reco11111ended the rate base 
method if the Company's application is to'be treated as· a_ general rate case • 

. . 

Based on the other findings and conclusions set forth in this Order, the 
rate base for water operations is $59,299 and the level of operating revenue 
deductions requiring a return for water operations is $11,737. Therefore, the 
Commission concludes that it is appropriate to use the rate base/rate of return 
methodology in determining rates for the Company's water operations. 

Based on the other findings and conclusions set forth in this Order, the 
rate base for sewer operations is $2,093 and the level of operating revenue ' 
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deductions requ1r1ng a• return for sewer operations is $17,919. Therefore, the 
Corranission concludes that it is appropriate to use the operating ratio 
methodology in· determining rates for the �ompany's sewer operations. 

Both the Public Staff and the Company used 9.20% as either the return on 
rate base or the margin on operating revenue deductions requiring a return in 
evaluating the revenue requirement that would result under their respective 
positions. Therefore, the Cotllllission concludes that it is appropriate to use an 
overall rate of return on rate base of 9.20% for the revenµe requirement 
determination for the water operations and, for the sewer operations, it is 
appropriate to use a margin of 9.20% on operating revenue deductions requiring 
a return for purposes of this proceeding. Further, with regard to the use of a 
9 .20"/4 overa 11 r.eturn on, rate base for the water operations, the· Corrmi ssi on 
believes that it would be appropriate in·this proceeding to assume that Pace's 
capital structure is equally divided between debt and equity. Such assumption 
reflects the same capital structure (50.00% debt/50.00%·equity)·that was used by 
Company witness Perkerson. Additionally, upon review of the Company's ·promissory 
notes to Pace Development Group, Inc. and Central Carolina Bank and· Trust 
Company, the Commission finds that it would be reason�ble to assume that Pace's 
overall cost of debt is 7.00%. Thus, assuming a capital structure of SO.DO% debt 
at a cost of 7.00% and 50.00% conman equity, then the parties' agreed upon 9.20% 
overall rate of return would result in a coriunon equity return of approximately 
11.40%, which the Commission finds to be reasonable for. purposes of this 
proceeding. 

The operating ratio resulting from the.allowed 9.20% margin on operating 
revenue deductions requiring a return fol" the sewer operations is 92.26% 
including gross receipts. taxes and state and federal income taxes. . The 
Conunission finds that such operating ratio is reasonable and fair to both the 
Company and its ratepayers. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO; 28 

Based upon the rate base, revenues, operating revenue deductions, margin on 
operating revenue deductions and rate of return on rate base as previously 
determined and set forth in this Order, ·the Co1TD11ission concludes that Pace should 
be allowed to increase its annual gross service revenues on a combined system 
basis by $4,DB6. 

The following schedules summarize the gross revenues and rate of return or 
margin that the Company should have a reasonable opportunity to achieve based 
upon the decrease for water operations and increase for sewer·operations approved 
in this Order. These schedules, illustrating the- Company's gross revenue 
requirements, incorporate the findi rigs and conCl usi ans heretofore, and 
hereinafter, found fair by .the Commission in this Order. 
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'SCHEDULE I 
.PACE UTILITIES GROUP, INC. 

DOCKET NO. W-1046 
STATEMENT OF OPERATING INCOME AVAILABLE FOR RETURN 

WATER OPERATIONS 

For. the Twelve Months ·Ended December 31, 1993 

Item 

Operatjng Revenue: 

Residential Revenue 
Bulk Usage Revenue 

Total Operating R�venue 

Operating Revenue Deductions: 
Operation and Maintenance 

Expenses 
Depreciation Expense 
Regulatory Fee .. 
Gross Rece1_pts Taxes 
State Income Taxes 
Federal Income Taxes 

Total Operating Revenue 
Deductions 

Net Operating Income 
for Return 

Present 
Rates 

$ 14,312 
7,126 

21,4 38 

9,937 
!;BOO 

18 
858 
523 
934 

14;070' 

S ,7,368 

425 

Decrease 
Approved 

$ · (1,405), 
{1,138) 

f 2,5431 

0 
0 

(2) 
(102) 
(189) 
[337.) 

/63D1 

s (f,9131 

After 
Approved 
Decrease· 

$ 12,907 
5,988 

18,895 

9,937 
1,800 

16 
'l!li 

334 
597 

13.440 

S 5,455 
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SCHEDULE II_ 
PACE UTILITIES GROUP, INC. 

DOCKET NO. W-1046 
STATEMENT OF RAlE BASE 

WATER OPERATIONS 

For the Twelve Months Ended December 31, 1993 

Item Amount 

Plant in Service $ 60,000 
Accumulated Depreciation (1,800) 

Net Plant in Service 58,200 
Cash Working Capital 1,242 
Average Tax Accruals [1431 

Total Rate Base $ 59,299 

Rates of Returri: 

Present 12.43% 

Approved 9.20% 

SCHEDULE 111 
PACE UTILITIES GROUP, INC. 

DOCKET NO. W-1046 
STATEMENT OF CAPITALIZATION AND RELATED COSTS 

WATER OPERATIONS 

Long-term debt 
Colllllon equity 

Total 

Long-term debt 
Conman equity 

Total 

For the Twelve Months Ended December 31, 1993 

Ratio 

SO.OD 
50.00 

� 

SO.OD 
50.00 

� 

Original 
Cost Embedded 

Rate base- Cost 

Present Rates 
$29,649 7.00 
29,650 17.85 

$59,299 
-

Approved Rates 
$29,649 
29,650 

$59,299 

426 

7.00 
11.40 

Net 
Operating 

Income 

$2,075 
5,293 

$7,368 

$2,075 
3,380 

$5,455 
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SCHEDULE IV 
PACE UTILITIES·GROUP, INC. 

DOCKET NO. W-1046 
STATEMENT OF OPERATING INCOME AVAILABLE FOR RETURN 

SEWER OPERATIONS 

For the Twelve Months Ended December 31, 1993 

Item 

·Operating·Revenue:
Residential Revenue
Bulk Usage Revenue

Total Operating Revenue 

Operating Revenue Deductions: 
Operation and Maintenance 

Expenses 
Depreciation Expense 
,Regulatory Fee 
Gross Receipts Taxes 
State Income, Taxes-, •,. 
Federal Income Taxes 

Total Operating .Revenue 
Deductions. 

Net Operating Income 
for Return 

Present 

Rates 

$ 14,688 
0 

14,688 

17,919 
0 

12 
.881 

O· 

18,812 

r- (4, 124>

Increase 
Approved 

$ 6;629 
0 

6,629 

0 
O· 

(6) 
(398) 
(162),. 
[290) 

(856) 

s 5,773 

Operating Revenue·Deductions Requiring a Return 
Margin on Operating Revenue Deductions Requiring a Return 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 29 

After 
.Approved 
Increase 

$ 21,317 
·O

21,317 

17,919 
0 

18 
1·,279 

162 
290 

19,668 

s 1.649 

'$ 17,919 
9.20% 

The evidence for these findings of facts is found in the application filed 
on·January IO, 1994, in the motions to amend ·the application, th� responses to 
the motion, and in ,the testimony of· Public Staff witnesses Fernald and 
Casselberry and Company witness Pace. 

SERVICE TO BRITLEY SUBDIVISION 

, On January 10, 1994, Pace filed an application to provide-water and sewer 
uti.lity service in Silverton Subdivision. The application did not indicate that 
service would be provided in Britley Subdivision. 

On February 2H.1994, Pace filed an ,amendment to its apl)liciltion which was 
filed on-January 10, 1�94. In that ·amendment,- Pace proposed to-provide service
to Britley Subdivision at the·following, rates: 
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Base charge 
Usage charge 
-Tap fee or capacity charge

$500/month 
2,05/1,000 gallons 
$850/lot 

On July II, 1994, Pace f.iled a motion amending the application by 
withdrawing its proposal to serve Britley Subdivision filed on February 2 1 1994. 

The evidence is uncontested that Pace originally proposed to serve only 
Silverton Subdivision; amended the application to include service to Britley 
Subdivision, and then withdrew the proposal to provide the service. In its 
mq.tion to withdraw its offer to serve Britley Subdivision, Pace indicated:

"On January 10, 1994, Pace filed its Application for a CPCN to provide water 
and sewer utility serv.ice in Silverton. As originally filed, the Application did 
not propose 'or offer bulk water service, or any service for that matter, outside 
of Silverton Subdivision proper. 

"Pace did not originally intend to become involved with Britley, Britley 
was connected to Silverton by Hid South, fqr water service, without the knowledge 
or consent of PDGI [Pace Development Group, Inc,] o" Hr. Stephen' Pace, the 
primary stockholde" of both PDGI and Pace, Pace has received no payments from 
Hr. William Whitley ("Whitley"), or anyone else connected with. Britley 
Subdivision, in return for an allocation of treated water capacity originating 
from the Silverton well� and stOrage tanks, which now belong exclusivel,y to Pac�.

"Hr. Stephen Pace was induced, by a member of the Commission's Staff, to 
amend his original Application to p"ovide for bulk water service to Britley. The 
only condition unde" which Pace was willing to amend its Application and provide 
the service was if Pace was granted the bulk water rates, including the excess 
capacity charge, requested in the proposed. rate schedule attached to its 
Application,amendment. Even so, at the Silverton Application hearing, conducted 
on-May 24, 1994, Mr. Pace stated as follows: 

I don't want to serve Britley. I have no desire to serve Britley, If 
it hadn't been for the Commission Staff asking me I wouldn't be doing 
it. 

"Mr. Pace.also stated that if the requested tariff charges for providing 
bulk water service to Britley were not approved, he intended to withdraw that 
tariff a�d the offer of bulk water service to Britley." 

On July 13, 1994, the Public Staff fHed its comments to Pace's motion to 
withdraw its offer to furnish water to Britley Subdivision. In its coll'IJ\ents 
recommending that Pace's motion be denied, the Public Staff made the following 
statements: 

"The Public Staff believes that Pace's motion is grounded on a fundamental 
misconception·of the status of its service to Britley Subdivision. Pace has not, 
through'its application, made an offer to provide service to.Britley Subdivision. 
As holder of temporary authority and as owner of the wells in Silverton which 
have been devoted·to utility use, Pace is providing utility service to Britley 
Subdivision. Utility service, to the entire Bradfield Farms-Silverton-Britley 
area was, from_ the beginning, designed and installed on the -assumption of a 
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single provider for water and sewer service. The provision of water to Britley 
Subdivision from wells located in Silverton Subdivision was an authorized utility 
service to Britley. with water from wells in Silverton and sewer treatment at the 
Bradfield Farms wastewater treatment plant, since 1991. There are customers on 
line in Britley Subdivision dependent on water from wells located in Silverton. 
Withdrawal of service by Pace would have devastating consequences for these 
customers. 

neecause of the' Potential harm to consumers from termination of service, any 
change in ownership of property used .. to provide utility service, whether 
voluntary or as a result of Commission Order, is made subject to the continued 
obllgation to provide s.ervlce. This obligation passes with property which has 
been devoted to utility service and can be !'.•moved only by the Co11111ission and 
only through transfer to ·an Dwtier-not- subject to the regulation .of- the ColllDf ssf on 
or following a showing pursuant to G.S. 62-118 that the property is no longer 
needed to serve the public convenience and necessity or that the operation of the 
utility is,not economically feasible. 

"ThePublic·Staff submits that Pace's motion is, in effect, a defective 
petition to abandon ·utility service. The petition is defecti,ve in that it does 
not allege either of .the conditions· established by G.S. 62-118. as necessary for 
abandonment. If Pace·wishes tO pursue abandonment of this service, Pace should 
be prepared to assume the burden of showing the existence of thes·e 
circumstances." 

On July 21, 1994, Whitley, the developer of Britley Subdivision, filed a 
response to Pace's .Motion. In his response_ requesting the CoD111ission to deny 
Pace's Hotion, Whitley made the following statements:· 

"Residential customers in Britley have been receiving water service from 
wells located in Silverton since -1991.- They are. receiving such service today. 
The Co11111ission has authorized such service to be provided by two different public 
utilities, Hid South and John Crosland. As a result, public utility service to 
Britley cannot be withdrawn without proof that the ·public convenience and 
necessity are no longer served or that Pace will not realize sufficient-revenue 
from.such service to meet its expenses. Pace .cannot acquire.a system that has 
been dedicated to the public use and then terminate service to the public without 
receiving Commissi.on .authorization pursuant to G.S. 62-118(a). � 

The Commission agrees with .the position and arguments made by the Public 
Staff and Whitley., Transferring ownership of Silverton Subdivision does not 
relieve the new owner of the:obligation to serve Britley Subdivision. Based on 
all the discussion above, the Co11111ission is of the opinion that Pace should be 
required to serve Britley Subdivision. 

THE $850 CAPACITY CHARGE 

The Company has requested a capacity charge of $850 per lot for the 70 lots 
in Britley0 Subdivision., Apparently, this was calculated by dividing the $60,000 
that Pace paid,to Hid South to reacquire the Silverton water system by the 70 
lots that can be built on in Britley Subdivision. 
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. .. It is the Public· Staff's position that Pace should be required to serve
Britley Subdivision, but that the $850 per lot capacity charge not be all.owed. 
Publ-ic Staff witness Casselberry testified that the.Public Staff opposed the $850 
capacity charge for customers in Britley Subdivision. It is the Public Staff's 
position that the two wells have already been.contributed to utility operations 
and that the two wells are iidequate to serve the current. as well as proposed 
customers for the existing mains, 64 customers in Britley Subdivision and 61 
customers in Si.lverton Subdivisions. The Public Staff's position is that, if the 
ConnnisSion were to allow any cost of the wells in rate base, the capacity charge 
should be calculated by .dividing the allowed cost of the wells by 125 
connections. 

Whitley's-position is that Pace transferred all property to Hid South at 
zero ,cost; therefore, there should be no allowance in rate base for Pace to 
�eacquire the facilities. 

Based on decisions found elsewhere in this Order, the Commission is of the 
opinion that Pace should be allowed $60,000 in rate base, that being the $60,000 
in the monies paid to Mid South by Pace to reacquir� the system as required by 
Commission Order, The Commission is further of the opinion that Pace should be 
all owed to recover th8 $60,'00Q. through its rates from all customers in Silverton 
·Subdivision and Britley Subdivision and that there should be no connection charge
or capacity charge in Britley Subdivision.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 30 

The evidence for this finding of fact is found in the amendment to the
Public Staff's Proposed Order filed on August 12, 1994. 

In her .prefi led ,testimony, Public Staff witness Cassel berry reconunended that 
Pace b� allowed to recover the cost of EPA testing as follows:; 

Silverton Subdivision
•Britley Subdivision-

$9.25/month/customer 
$�62.50/month (bulk rate) 

Witness Casselberry determined the bulk surcharge by converting the design 
capaci.ty of a six inch-meter to residential equivalent units (50), multiplied by 
the proposed surcharge ($9.25)' for a residential customer. 

This was the same position taken by the,Public Staff in' its proposed order 
filed on July 12, 1994. However, in the amendment·to its proposed order filed 
on August 12, ;1994, 'the Public Staft recoll'lllended the·following r�te:

Silverton Subdivision
eritley Subdivision-

$11.35/month/customer 
$11.35/month customer 

The Comnission agrees with the position taken by the Public Staff that the 
most-equitable allocation of the cost of the EPA testing will be to spread these 
cost evenly over all the customers in both subdivisions. . Therefore, the 
Commission is of the opinion that the EPA testing costs for both Silverton and 
Britley Subdivisions should be $11.35/month/customer. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO, 31 

The evidence for this finding of fact is found in the testimony of witness 
Casselberry. Witness Casselberry recorrmended that, since all' of the Company's 
sewer customers are also water customers, water' service be cut· o'ff for delinquent 
sewer bills. She further reco�ended that the sewer reconn�ction charge be $15. 

The Company did not oppose the Public Staff's recomnendation in this.matter, 
Therefore, the Comnission is of the opinion that the proper sewer reconnection 
charge, when sewer• service is disconnected for good cause, be set at $15. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS, 32 and ·33 

The evidence for these findings of fact are founi:I in. the testimony of 
witness Casselberry. 

Witness Casselberry' recoI1111ended that Pace install a six ii'lch water meter to 
record water consumption for Britley Subdivision. The Company did not oppose the 
reconmendation. 

Based on the foregoing, the Commission concludes that Pace �hould instal.l 
a six inch water m�ter to record wate� consumption for Britley Subdivision. 

Further, witness Casselberry testified that based on DEH records, plan 
approval for the interconnection of the water distribution system for Britley and 
Silverton Subdivisions has not been granted. Witness Casselberry further 
recomnended that Pace .submit "as built plans" to DEH for plan approval and inform 
the Comnission and the Public Staff w.hen plan approval has· been obtained, 
Further, the Public Staff has reviewed DEH records for Britley Subdivision and 
plan approval has not been obtained for Britley Subdivision, " · 

' In light of this, the Public Staff's position i� that it is Britley 
Utilities, lnc.'s, responsibility to obtain plan approval from DEH for the water 
system in Britley Subdivision,· If it was Britley Utilities, Inc,'s, intention 
to connect its water system to the system serving Silverton Subdivision, plan 
approval should have been obtained, The Public Staff stated that it plans to 
address this issue in Britley Utilities, lnc,'s, application for a certificate 
of public convenience and necessity in Docket No. W-1O51. The hearing for that 
Docket will be set by further Order of the Commission. 

Based on the foregoing, the Commission concludes that it is not Pace's 
responsibility to obtain plan approval from DEH for the interconnection of 
Britley and Silverton Subdivisions' distribution systems. The Commission will 
address this issue in Britley Utilities, lnc,'s, application for a certificate 
of public convenience and necessity in Docket No. W-1O51 along with the issue of 
phn approval from DEH for the water system in Britley Subdivision. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO, 34 

The evidence ·for this finding of fact is found in the Evidence and 
Conclusions for Findings of Fact Nos. 8 through 33, 
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Based on 53 water customers and 51 sewer customers in Silverton Subdivision, 
21 water customers in Britley Subdivision, Britl_ey Subdivision being served 
through a six .inch meter in the future and receiving- one bill, and ,a revenue 
requirement of $18,895 for water (both subdivisions) and $21,317 for sewer 
{Silverton Subdivision only), the Coill!lission finds and concludes that the rates 
shown on the Schedule of Rates attached to this Order are the proper rates to be
s€:t in this proceeding. 

IT IS, THEREFORE, ORDERED; as follows: 

I. That Pace Uti<l ities Group, Inc., is hereby granted a ·certificate of
public convenience and necessity to furnish water and sewer utility service in 
Silverton 'Subdivision, Ciibarrus County, North Carolina, and to furnish bulk. water 
service to the utility serving Britley Sub�ivision, Cabarrus �ounty, North 
Carolina. 

2. That Appendix A, attached hereto, shall constitute the certificate of
public co_nvenience and necessity. 

3. That the Schedule of Rates, attached hereto as Appendix 8, ls hereby
approved for service rendered on and after the effective date of this Order and 
that such Schedule of Rates is hereby deemed filed with the Connnlssion pursuant 
to G.S. 62-138. 

4. That Pace shall record all transactions, including contributions-in-aid
of construction (CIAC), on its books and records in accordance with the Uniform 
S�stem of �ccounts for water and sewer companies. 

5. That Pace shall collect gross-up on CIAC in accordance with the
Conunission's Orders in Docket No. H-100, Sub 113. 

6. That, absent a strong, clear, and convincing sho_wing of exceptional
cause, no ratemaking treatment will be allowed in. any future proceeding on taxes 
on CIAC ·lf the appropriate tax authorl ty or court rules at some future date that 
taxes ?re due. 

7. That Pace shall request Connnlssion approval of any sale, transfer,
termination or pledge of_ assets as r!:!quired by statute or Conunission rule_ •. 

' 

8. That the Notice_ to Customers, �attached- hereto as Appendix.c, and.� -�opy., 
,._./:.FO.fi._the schedule·- of Rates 1, atta·ched ·hereto a_s. :Appendix Bi,_ Shal 1.)be� deliv.ered, to 

��(att of:thi·co�p!:!,nY-'·�' c�stO'm�_rs. ·;n:c�njunc�fo ... 11 WHti. P!ice•.'s ·neXt--.regul �!: bi_1Jiri9 
·cycle after _the effective date of this Order. Further,- Pace shall subm1t .• to·the
ConinisSion t�e· attached,'te1':tifi_�ate· Of Serv·ice, Pr'oPei-_ly signjd, aii�' nOt.irize"d,' 
".1/ithin 10.days of completing such re�uireme'nt 

. . . " 

-. 9. That, within 10 dayS from the date of this Order, Pace Shall complete·
and:flle with the Commission the �itached Borid,and shall deposl.t the appropriate· 
security in ttie form of $40,000 with ·united Carolina Bank, Attention: Sandra P.
SaWyer, 3605 Glenwood-Avenue, Raleigh, North c'arOlina 27612·., -A cOpy o_f the
,appropriate security shall be fi-1 ed with the Coninissi on...
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IO. That Pace's motion filed In this docket on July II, 1994, to withdraw 
Its offer to provide bulk water service to Britley Subdivision, be, and Is 
hereby. den1 ed. 

ISSUED BY ORDER OF THE COHHISSION, 
This the 6th day of October 19.94. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION

Geneva S. Thigpen, Chief Cl erk
 

STATE.OF NORTH.CAROLINA 
UTILITIES COMMISSION 

RALEIGH 

DOCKET NO. N-1O46 

BEFORE THE NORTH CAROLl�A UTILITIES COMMISSION 

Know' All Hen By .These Presents,. That 

PACE UTILITIES GROUP, INC. 

is hereby granted this 

CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 

to provide water and sewer utill�y service.In 

SILVERTON SUBDIVISION 

and 

bulk water utility service to 

Brltley Subdivision 

Cabarrus County, North Carolina 

subject to such orders, rules, regulations, and 
conditions as are now or may hereafter be lawfully 

_.made by the North Carolina Utilities Conmission. 

APPENDIX A 

ISSUED BY ORDER OF THE COHHISSION. 
This the 6th day of October 1994; 

(SEAL) 
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SCHEDULE OF RATES 

for. 

PACE UTILITIES GROUP·, INC. 

for providing water and sewer utility service in 

SILVERTON ·SUBDIVISION 

and 

for providing bulk water u.tility .service to 

Britley Subdivision 

Cabarrus County. North Carolina 
.

WATER SERVICE (Metered) 

Silverton Subdivision 
-Base charge
Usage charge/1,QOO gallons

Britley Subdivision'' 
Base:charge/residential 
Usag� charge/I.ODO gallons 

SEWER SERVICE (Fl at rate): 

Monthly charge 

EPA SURCHARGE2 

Monthly charge 

. CONNECTION CHARGE 

Reconnection Fees: 

$ s:oo 
$ 1;9.3, 

$34.83 

$11.35 

None 

If water or sewer·is cut off by utility for good cause 
If water or sewer is,,cut off at cllsto,mer's r.equest 

Bills •Due:· ·On billing .date 

Blils Past Due: 20 days after billing date 

Billing Frequencv: Sh�ll be monthly in arrears 

Returned Check Charge: ·.$20.00 
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Finance Charge for Late Payment: 1% per ,month will be appl.led to the unpaid 
balance of all bills still past due 25 days after billing date. 

' 

Britley Subdivision will be furnished with water service through a 6" 
meter instatled ,by Pace Util !ties Group, Inc. · Britley Subdivision 
will receive one bill, which will include the usage Charge Shown and 
the base. ,char9e times the nu�ber. of homes, served iri Bri,tley 
Subdivision. 

This EPA-testing.surcharge is to be added to the flat rate for water 
utili-ty service for a period of 12 months starting with the first 
billing period following the effective date of this -Order. 

Issued 1n Accordance with Authority Granted by the North· Carolina Utilities 
Commission in Docket No. W-1O46, on this the 6th day of October 1994. 

STATE OF NORTH CAROLINA 

,UTILITIES COMMISSION 

RALEIGH 

DOCKET NO. W-1O46 

BEFORE THE NORTH CAROLINA UTILITiES COMMISSION 

·1n the Matter of
Application by Pace Utilities Group, Inc., 
6719 C Fairview, Charlotte, North Carolina, 
28210, for a Certificate of Public Convenience 
and Necessity to Provide Water and Sewer, 
Utility ·serv.ice in Silverton SIJbdiviSion• in 
Cabarrus County, North Carolina 

NOT-ICE TO 
CUSTOMERS 

APPENDIX C 

NOTICE IS HEREBY GIVEN that the North Carolina Utilities Commission has 
granted Pace Uti 1 i ti es Group, Inc., a Certificate of Public Convenl ence and 
Necessity to provide water and.sewer utility service in Silverton Subdivis.lon and 
bulk water utility �ervice to Britley Subdivision •. The rates approved by the 
Commission are shown on·the attached Schedule of Rates. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 6th day of October 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen,'ChiefClerk 
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CERTIFICATE OF SERVICE 

I, __________________ , mailed with sufficient 

postage or hand delivered to all affected custqmers· the attached Notice to

Customers issued ·by Order of the North Carolina Utilities CoI1111ission in Docket 

No, W-1O46 and said Notice was mailed or hand d�livered by the date specHied in 

the Order.

This the ___ day of _______ _ 1994. 

BY: 

Name of Utility Company 

The 'above named Appl leant, _____________ , personal Ty

appeared before me this day and, being.first duly sworn, says that the required 

Notice was mailed or hand delivered to all affected customers, as required by the 

Commission Order dated ____________ in Docket No. W-1O46. 

Witness my hand and notarial seal, this the ___ day of. ____ _ 

1994, 

Notary Public 

Address 

(SEAL) Hy Commission Expires: 
Date 
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DOCKET NO. W-205,.SUB 1 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Application by Greenfield Heights Development ) 
Company, Inc., Post Office Box 1416, Havelock, ) 
North Carolina, for Authority to Increase Rates )

) for. Water Utility Service in Greenfield Heights 
Subdivision in Cr�ven._County, North Carolina ) 

ORDER SITTING RATES 
ON RECONSIDERATION 

HEARD: Monday, April 25, 1994, at 2:00 p.m., in the Commission Hearing Room, 
Dobbs Building, 430 North Salisbury Street, Raleigh, North Carolina 

. 

. 

BEFORE: Commissioner Allyson K. Duncan; Presiding; Chairman Ralph A. Hunt; and 
Commissioners William w, Redman .and Judy Hunt 

APPEARANCES: 

For Greenf1eld Heights Development Company, Inc.: 

Edward S. Finley, Jr., ·Attorney at Law, Hunton and Williams, Post 
Office Box 109, Raleigh, North Carolina, 27602 

. . 

For the Public Staff: 

James D. Little, Staff Attorney, Public Staff • North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North-Carolina 
27626-0520 
For: The Using and Consuming Public 

BY. THE COMMISSION: On February· 1s, ·1994, a Commission Staff Hearing 
Examiner:-, 1s_sued ·a Reconrnended Order in this proceeding granting a partial rate 
increase. The Recorran_�nded Order pr�vided that exceptions were. due on or before 
March 7, 1994, and that the Recommended Order would become effective and final 
on March·S, 1994. 

On March 7, 199.4, .Greenf_ield Heig�ts Development Company, Inc. (Greenfield 
Heights, ,Company, or Applicant) , fHed,·ce�tain exceptions� to the ·Reconmended 
Order arid r'equested an oppor.tunity to present ora1.·,argument: .to ttie CoI111Jission. 
On .Ma,:ch."25, 1994,: .the .commission entered"_an •Order :stating that no-ciral '�•gume_nt 
would ,.be- sch_�d.uled unti{: _the _f;ompany_: ·r�tain�d ·representati'On of, c_OU_hsel::•.-. On;-
April_ .4, _1994, the ·company<_fi:led a. no�i�e. throu,gh counsel that ,it had _retained 
the s�rvices -.of the 1 aw f-i rm ·of Huntori and Wi 11 i ams to represent, it_ further in 
this matter.. The Comnission then entered an Order dated· -April 5, · ·1994, 
scheduling oral argument for April 19,.1994. By Order dated April 13;-1994, the 
oral argument was rescheduled at the ���pany;,s request to April 25, 1994. 

On April 19, l99f,t�e:·Appli�ant, .th;�ugh its �ouns"el, filed exceptions t� 
the Recommended Or_der. Greenfield Heights' two exceptions are as follows:' 

" . ' 
J 
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1. Applicant excepts to Finding of Fact No. 23 and the conclusions in
support thereof. Finding of Fact.No. 23 states:

The Applicant states that it has mains in the ground capable of 
serving 100 customers in Greenfield Heights Subdivision. Since 
the Applicant has only 33 customers, approximately 67% of the 
installed plant is not used and useful; 

2. Applicant excepts to Finding of Fact No. 6 and the evidence and
conclusions in support.thereof and ordering paragraph No. 7 to the extent
these finding, conclusions and ordering paragraphs require Applicant to
·refund the amount_ collected as a tap�on .fee in excess of the $450 approved
tap-on fee •. Finding of Fact No. 6 states:

The Applicant's approved 1966 tariff includes a $450 tap-on 
fee. The Applicant has charged a $1,350 tap-on fee to 24 of 
the 33 customers. The other nine customers have not been 
charged any tap�on fee. 

Oral argument on the Applicant's two exceptions was,subsequently heard by 
the Cottmission at the appointed time a�d place. Both parties were represented 
by counsel. 

With regard to the Company's first exception which relates to the Hearing 
Examiner's finding (Finding of Fact No. 23) that approximately 67% of the 
installed plant is not used and useful, the Applicant argued that such a finding 
is not supported by the· record evidence. 

The Evidence and Conclusions for Finding of Fact No. 23 as stated in the 
Recommended Order is as fo 11 ciws: 

"The evidence for this finding of fact is found in the testimony 
of Publ.ic Staff witness Rudder. It is the Commission's position that 
investment for plant capacity not needed to serve customers beyond the 
test year should not be included in rate base since such plant 'i's not 
being matched with appropriate revenues, expenses, and contributions 
in aid of construc'tion related to the customer growth the excess plant 
capacity can serve. This position is consistent with the North 
C:arolina Supreme Court's decision in State ex rel. UtiHties 
Commission v. Carolina, Water Service; 328 N.C. 299 (1991)."' 

In this proceeding, ·1t is uncontested· evidence that Greenfield· Hei'ghts has 
33, end-of-period customers and that the installed water mains are capable of 
serving 100 customers. ·Using these facts, Public Staff witness Kenneth· E. Rudder 
testified that 67% of Greenfield Heights' installed water utility plant was not 
used and useful. Thus, witness Rudder recommended,that·s1% of the cost of such 
plant should not be allowed to be recoVered through inclusion in rate base. 
Therefore, the Public Staff reduced utility plant in service by $54,672 (67% of 
$81,600). Further, as stated. by the Public Staff at the oral argument, there was 
no evidence in the record of Greenfield Heights' growth rate. Therefore, the 
Public Staff concluded that it was appropriate to include only 33% of the 
Applicant's installed water utility plant in rate base. As stated in its 
proposed order, the Public Staff was of the opinion that the Company's excess 
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plant capacity in water mains should not be included in rate base because such 
plant is' not· bBing matched with appropriate revenues, expenses, and contributions 
in aid of cotistrUction related to the customer growth that the excess plant 
capacity could possibly serve. Such position, according to the Public Staff ls 
consistent with the North Carolina Supreme Court's decision iii State ex re]. 
Utilities Commission v. Carolina Water Service, 328 N.C. 299 (1991). · 

In both the Applicant's filing of November 22, 1993, responding to the 
Public., Staff's proposed order, and in its initial filing of exceptions on 
March 7, 1994, the Company stated that the Health Department in Greenville had 
reconmended that it should purchase water from the City of Havelock (City) 
because of better· wat�r quality, more uniform pressure, greater reserve for 
emergencies and more dependable servi�e and source. Additionally, in those 
filings the Applicant also stated that the City refused to,provlde water to 
Greenfield .Heights Subdivision unless the entire subdivision was served and 
required that the lines be constructed to the City's specifications relating to 
line sizes and hydrant placement. -The Appli�ant also noted, in those filings, 
that the majority of·the subdivision lots were already sold and provided with 
wells and septic tanks when the City required that the line installation be made 
for the entire subdivisfon. · The Applicant decided"to purchase water from the 
City and construction of the water utility system occurred,in 19�1. 

Further, the Company stated in its exceptions that there is no evidence that 
the investment in mains to serve more than the 33' end-of-period customers is 
excess capacity, that the ex_isting customers could be served with fewer mains or 
that the existing mains contain more capacity than is reasonable or prudent. The 
Company argued that any prior precedent supporting excess capacity adjustments 
for investment .in well supply capacity, elevated storage tanks or sewage 
treatment plant ·capacity is inapplicable• in this proceeding, as Greenfield 
Heights' only investment for which rate base treatment is sought is water mains. 
It is the Applicant's opinion that arguably, water utilities have some discretion 
in sizing supply, storage and sewage treatment plant capacity so as to limit the 
amourit of investment used to serve future capacity, but that the same discretion 
does not apply to water·mains as they.are generally installed first to save costs 
such as cutting up the roads and to avoid other sorts of problems. The Company 
takes the position that all the water distribution lines installed within the 
subdivision are currently used'and useful because they are all needed for fire 
protection purposes and because the 33 cuStomers now being served are spread out 
within the subdivision such that the connections between homes involve distances 
between several lots: Thus; the Company's reconmended gross level of utility 
plant in service is $81,600, which is $54,672 more than was proposed by the 
Public Staff and allowed by the,Hearing Examiner. 

Upon review of the transcript of the hearing conducted· by the Hearing 
Examiner on September 9, 1993 in this docket, the Conmission finds that it 
contains testimony by Public Staff witness Rudder that it was his understanding 
that somewhere around 52 customers in the subdivision have private wells, The 
Commission finds this information ·to be very significant when considered in 
conjunction with the Applicant's statements that the majority of the subdivision 
lots were already sold· and provided with wells and septic tanks when the City 
required that the line-installation be made for the entire subdivision. Thus, 
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the Commission believes that the water utility system constructed in 1981 was 
installed with the obvious expectation that it would serve fewer than 5D 
customers. 

Further, the Commission finds that the utility plant investment in water 
mains is necessary to· route water to all of the Company's customers in Greenfield 
Heights Subdivision. Additionally,- the Colllllission understands that- the City 
required that fire protection be provided'on the water system, such that the fire 
hydrants are spaced within a radius of 500 feet of one another within the 
subdivision. Thus, the Commission finds that the utility plant investment in 
water mains is. also required-to provide fire Protection to the Company's existing 
customers. 

Based upon the foregoing, the Commission finds that in this particular 
proceeding.it would be unreasonable to exclude 67% of the�Compariy's investment 
in water distribution lines/mains in the determination of r8te base as pr,oposed 
by the Public Staff. Upon consideration of the size of the Greenfield Heights' 
water �ystem, the need for fire protection and the . .lack of contiguity between 
customer connections, the ·commission believes that all of the Company's 
investment in water mains now installed as· required by the City are used and 
useful in providing water. utility service to Greenfield Heights' existing 
customers. Therefore, the .Commission concludes that it is reasonable and 
appropriate to jnclude 100% of the Compa.ny's water main investment in rate base 
for purposes of this proceeding based on the.facts and circumstances present in 
this case. 

, The Company's only other exception to. the Hearing Examiner's. Recommended 
Order relates to Finding of Fact No. 6, that would require the Applicant to 
refund the amount collected as a tap-on fee that was in excess of the $450 
approved fee. The Applicant stated that it was unable to make such a refund and 
proposed an alternative. solution. 

The Evidence and Conclusions for Finding of Fact No. 6 was included within 
the overall discussion of the Evidence and Conclusions for Findings of Fact Nos. 
I through 7 in the-Recommended Order and is stated as follows: 

"The evidence for these findings of fact are found in the 
application and the record in this case, and the tes�imony of Public 
Staff witnesses Rudder and Windley and is uncontested. Therefore, the 
Hearing Examiner concludes that the Appl ic·ant should be required to 
refund the difference between the approved tap-on fee of $450 and the 
actual tap-on fee collected, plus accrued interest from the date of 
receipt, to each customer ·that has paid a tap-on fee. In addition, 
the Company must file as a late-filed exhibit the actual plan to 
refund excess tap-on fee ·to its customers. The plan will consist of 
no less than the names and addresses of customers that paid a tap-on 
fee., the amount of tap-on fee co11 ected from each customer, the amount 
of the excess tap-on fee received, calculation of the amount of 
accrued interest form the date of receipt and the date by whiCh all 
refunds wi 11 be made." 

In this proceeding the Applicant stated that it had charged a tap-on fee of 
$1,350 to 24 of its 33 customers and had not charged any tap-on fee to its other 
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nine customers, The Company also acknowledged that its Contnisslon approved tap0

on fee was $450 as authorized· 1n·1ts last proceeding.before the Contnisslon in 
-1966, at the time It. received •its Certificate of Public Convenience and Necessity
to provide water'utllity service In ·Greenfield Heights Subdivision •. 

The RecoI1111ended Order . issued,, on February '18·, 1994, required the Appl 1cant
to refund·the difference between the approved tap-on fee of $45D"and the actual
$1.-350 tap-on- fee collected, plus accrued interest from-the date of;rece1pt, to
each custom•� that has paid such a·tap-on'fee, -Greenfield Heights states that
It Is unable to make the required· refund, The Company Is requesting that Instead
of making the required refund that· It be allowed to reduce Its· rate base by
treating the oiiercollectlon as cost-free,.capital. Specifically, ·the Applicant
suggested that connection fees of $1,350 should be attributed.to.each of lts·33
end-of-period customers with a corresponding reduction of $300 for the portion
of costs-for each of the 33 taps not previously: capitalized as· utility plant in
service; such.that $34,650 would be considered to be the net contribution by the
customers and then that amount would be used to lower the Company!s rate'base·on
which rates are set. The'$300 figure is •the amount that was calculated by Public
Staff witness Rudder and set out in Public Staff witness Windley E, Henry<s
testimony as the amount'of construction costs incurred ·for each new tap that had
not been capitalized and included in utility plant·in service.·

-�t the �ral •a;;�ment, the Public Staff state� th�t it did•no� object•to the
Company's ·recort111enclatio·n regarding the refund alternative, i-f. interest 1s·. al so
included and calculated at the statutory rate of'l0%.from the time the taps. were
paid,. and if, upon- transfer of -this water· utility-service,- that.,provision will
be made in the ·transfer for these refunds tO b8 made. 

The Company's co·unsel resj,onded to that reco111t1endation by noting that he had 
not conferred with his client on such a proposal and would need to·do so before
responding,. Later, on Hay. 3, 1994, Greenfield.Heights filed a letter stating
ttiat its- proposed treatment· of··the alleged overcollected tap0on, fees- ·was 
advocated in the context of.its overall position taken in its two exceptions and 
that it would• be unable to accept the conditions that the Public' Staff-would
impose in this regard • .-.The· Company stated' that the Public Staff's proposed 
treatment 'of the additional tap-on fee· collections, would ·result in an undue 
benefit to its customers. ,. The Company argued ·that under -its· proposal the
customer wil 1 receive the benefit of those funds by treating the· additional tap
fee collections aS cost-free ·capital. thel"eby resulting in .a lower rate· base. 
lt is the Company's opinion that·reducing rate base by these contributions and
then· subsequently refunding them to the -customers upon transfer gives the
customers a double benefit from these fees, Further, the Company· remarked that
by reducing rate base by the amount of ttie fees, then the Company .is in effect
_paying the customers interest on these funds, According.to the Company, the
funds are a dollar for dollar reduction in rate base and, as such, customers
forego paying the Company its overall cost of-capital on rate·base that otherwise
would not be. offset by these funds;· 
· Based upon a 'careful review of the record in this regard,. the'Contnission
finds that the Applicant's proposal to treat the unauthorized tap fee collections
as cost-free capital and thereby reduce its rate. base is not an unfair or
unreasonable alternative to making actual refunds-in this particular proceeding, 
The Contnlssion finds that the Company's proposal 'to reduce its rate base by
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$34,650 based upon a calculation that attributes tap-on fees of $1,350 to each 
Of its 33 end�of-period customers with a corresponding reduction of $300 for the
portion of costs for each of the 33 taps not previously capitalized and included 
in utility plant in service.is a reasonabl'e·alternative solution to the refund 
requirement initially suggested by the Public Staff. The CoIJDI1ission agrees with 
the Company's calculation in this regard and recognizes that such.a proposal 
reflects that the Company has imputed additional tap-on fees for nine·customers 
from·whom it did not collect any actual funds, i.e. the Company only collected 
tap-on, fees from 24· of its :33 end-of-period customers. Such imputation for those 
nine uncollected tap-on fees results in an additional cost-free capital deduction 
over and above what the .principal refund amount would have been and thus. the 
Commission recognizes that the customers. are further benefitted by that 
additional rat� base reduction. 

Further, the Commission .also concludes that the Company should not be 
required to accrue interest on its overcollection of tap fees •. In the proposed 
order of the Public Staff, a recommendation was made that the Company's tap-on 
fee·be increased from $450 to $1,350 .as proposed by the Company, The Public 
Staff stated that it had reviewed the Company's request in this regard and did 
not oppose the increas·e.in the tap-on fee as requested. Further, the Recommended 
Order also reflected concurrence with the recomnendation that the Company's tap
on fee should be increased to $1,350. In this case, the approved tap-on fee of 
$450 dates back to 1966 and is insufficient as evidenced by the Public Staff's 
agreement that the tap-on fee should be increased to $1,350, Based upon the 
foregoing', the Cominission believes that it is reasonable ·in this proceeding not 
to .require the accrual of interest on the tap-on fee overcollection and just 
require that the amount of $34,650 be treated as cost-free capital ,resulting in 
a reducti_on in the rate base on which the Company is allowed to earn a return. 

The only remaining issue to be addressed is the appropriate monthly rates 
to be authorized. The Commission recognizes that the Company's recommendations 
relating to the issues of excess capacity and the required refund of certain 
tap-on fee collections will result in rate base adjustments that produce a 
revenue requirement in excess of what was requested in the Company-'s application. 
However, the Applicant· is .limited by its appliciltion to its requested .increase. 
Based ·upon, the concl \.\Si ans reached herein , rel a ting to Greenfield ·Heights' 
proposals regarding the issues Qf excess capacity and .the T'efund of certain 
tap-on fee collections, the Comnission finds that the Company's requested monthly 
rates consisting of a base charge of $12,00 for zero- usage and _a usage charge of 
$2,40 per 1,000. gallon·s are justified and reasonable for purposes of this 
proceeding and shoul� be approved based on the facts and circumstances present· 
in this proceeding.  · 

IT IS, THEREFORE;, ORDERED as follows: 

1. That the Schedule of Rates,.attached hereto as Appendix A, is approved
for water utility service provided by Greenfield Heights. 

2. That the Schedule of Rates is considered filed with ,the Commission
pursuant to G.S. 62-138. 

, 3. That the Schedule 0°f Rates shall become effective for service rendered 
on and after the date of this Order. 
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, 4. , That a copy of the Notice to Customers, attached as Appendix 8, shall 
be mailed with sufficient postage or ·hand delivered to all of the Applicant's 
customers in conjunction with the next·- regularly scheduled billing process 
occurri�g after the date of this Order. 

5. That the Applicant's exceptions filed in this docket on April 19, 1994,
be, and are hereby, allowed. 

6. That, except as modified herein, the Recommended Order of
February 18, 1994, in this docket is affirmed. and shall become effective and 
final on the date of this Order. 

ISSUED BY ORDER OF THE COHHISSION. 
This the 23rd day of June 1994. , , 

(SEAL) 
NORTH CAROLINA UTILITIES COHHISSION 
Geneva s. Thigpen, Chief Clerk 

'  

Commissioners Char.les H.: Hughes and Laurence ·A. Cobb did .not participate. 

SCHEDULE OF RATES 
for 

GREENFIELD HEIGHTS OEVELOPHENT COMPANY, INC. 
for providing water utility service in· 

GREENFIELD HEIGHTS SUBDIVISION 
Craven County, North Carolina 

Metered water rates: 

Base charge, zerO usage 
", Usage charge 

Connec'tion charge (tap-on fee): 

Reconnection charges: 

Bills due: 

, Bills.past d�e: 

$12.00• 
$ 2.40 per 1,000 gallons

$1,350 

$10.00 

On billing date 

15 day� after 'billing date 

APPENDIX A 

Billing frequency: Shall be 'monthly for service in arrears 

Finance charges for late payment: 

Returned check fee: 

1% per month will be applied to the unpaid 
balance of all bills still past due 25 days 
after billing date. 

$15.00 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. W-205, Sub !,. -on this the 23rd day of' June 1994. 
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STATE OF NORTH CAROLINA 
UTILITIES COMMISSION 

RALEIGH 

DOCKET.NO. W-205, SUB I 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Application by Greenfield Heights Development·. ) 
Com�any, Inc., Post Office Box 1416, Havelock, ) 
North Carolina, for Authority to Increase Rates 

)
l 

for Water Utility Service in Greenfield Heights 
Subd_ivision in Craven County, North Carolina · , ) 

NOTICE 
TO 
CUSTOMERS 

APPENDIX B 

NOTICE IS HEREBY GIVEN that the North Carolina Utilities Con,nis'sion 
(Con,nission) has approved the following monthly rates for Greenfield Heights 
Development Company, Irie. (Company) for providing water utility service in 
Greenfield Heights Subdivision in Craven County, North Carolina: 

,ease Charge, zero usage $12.00 
Usage charge $ 2.40 per 1,000 gallons 

A public hearing on 'the· COmpany'.s rate increase application was held 1n 
Havelock on September 9, 1993. No customers testified in that proceeding • .  The 
Comnission is ordering the Company to refund ,wi.th interest the water testing 
charges it has been collecting since early 1993. The Comnission is further 
ordering the Company to refund all meter fees or deposits that it'has collected 
from customers who paid such fee or deposit over a year ago and have established 
a satisfactory payment history of one year, and must include interest in the 
refund. The Company must also refund the difference between the $50 meter fee 
deposit and two-twelfths of the estimated annual service where held for less than 
one year. These refunds may be refunded by either check payment or by bill 
credit to each affected customer. 

ISSUED BY ORDER OF THE COMMISSION 
This is the 23rd day of June 1994 

(SEAL) 
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DOCKET ND., W-354,,SUB, f28 · 

BEFORE THE NORTH CAROLINA UTiiITIES COMMISSION 

In the Matter of 
Application by Carolina Water Service, 

))Inc. of North Carolina, 2335, Sanders 
Road, Northbrook, Illiriols,, for J
Authority to Increase Rates for Water 

l
)

and Sewer Utility Service In all Its 
Service Areas 1n North 1 Carolina 

ORDER GRANTING
PARTIAL RATE 
INCREASE 

HEARD IN: Charlie Rose Agrl-Expo Center, 121 East Mountain Drive, Fayetteville,
North CaroHna, on Tuesday, February 15, 1994, at 9:30 a.m. 

Rooms I and 4, Agriculture Center, 707 Pinehurst Drive, Carthage,
North Carolina, on Tuesday, February 15,.1994, at 7 p.m. 

Utilities Commission Hearing Room" 2115, Dobbs Building, 430 North
Sallsbury,Street, Raleigh, North Carolina, on Wednesday,' February 16, 
1994; at 7 p.m. 

Meeting Room, Town Hall, State Road 1206, Kitty Hawk; North Carolina,
on Tu�sday, Februa,ry 22, .1994, at 7 p·.m. 

Town Council Chambers, Muni'cipai Building, 202 South ,Eighth Street,
Morehead City, Nort_h Carolina, on Wednesday, February 23, 1994, at
7 p.m. ·, 

Courtroom,. Second Fl0or, City Hall, 300 Pollock Stre8t, New .Bern,
North Caroli�•• _9n Thursd�y,. February 24,.1994, at 9:30 a.m. 

. 

Superior Courtroom, ,Room 317, Judicial Building, Corner of Fourth &
Princess Streets, Wilmington', North Carolina, on Thursday, 
February 24, 1994, at 7 p.m. 

Courtroom, Cherokee County Courthouse, Peachtree Street_,. Murphy, North
Carolina, on Tuesday, March 1_5, ,1994, at 7 p.m�· 

Courtroom #1·, Transylvania County Cour_thouse, · Hain Street, Brevard,
North Carolina, on Wednesday, ,March 16, 1994, at 7 p.m. 

Clty.Council,Chambers, Second Floor, City Hall Building, Court Plaza,
Asheville, NOrth Carolina, on-Thursday, Ha_rch 17., 1994,· at 9:30: a.m.

cOurtroom #_1, ,Wata�ga_ co,unty Courthouse, 403 West King ·$treet, Boone,
North.C�roli_na, on Thursday, March 17, 1994, at 7.P•l!l
Charl otte-Heckl enburg Government Center, Room 267', 600 East Fourth
Street, Charlotte, North· Carolina, on Tuesda,Y, March 22,_ 1994, at
7 p.m. 1, and Wednesday, March 23., 1994, at· 9:30 a.m. 
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Council Chambers, Second Floor, City Hall, 101 North Main Street, 
Winston-Salem·, North Carolina, on Wednes�ay, Ma1:ch 23, 1994, at 7 p.m. 

Firefighters Training Center, Erwin Hills Road, Asheville, North 
Carolina, on Thursday, March 24� 1994, at 7 p.m.

Conmlssion Hearing Room 2115, Dobbs Building, 430 -North Salisbury 
Street, Raleigh, North'Carolina, on April 5, 6, 7, an·d 11, 1994 at 
g,30 a.m. 

· -' 

BEFORE: Conmi ssioner Charles H. Hughes, Presiding, and Conmi ssioners Nil 1 iam 
W. Redman, Laurence A; Cobb, Allyson K. Duncan, Ralph�� Hunt, and

.. Judy Hunt · 

APPEARANCES: 

FOR CAROLINA WATER SERVICE, INC. OF NORTH CAROLINA: 

Edward S. 'Finley, Jr., and James· L. Hunt, Attorneys at Law, Hunton and 
Williams, Post Office Box 109, Raleigh, North Carolina 27602 

FOR THE PUBLIC STAFF: 

James D. Little and A. W. Turner, Jr., Staff Attorneys, Public Staff -
North Carolina Utilities Co11111ission, Post Office Box 29520, Raleigh, 
North Carolina 27626-0520· 
For the Using and•Consuming Public 

FOR THE NORTH CAROLINA DEPARTMENT OF JUSTICE: 

Margaret A. For·ce, Associate Attorney General, Po�i Qffice Box 629, 
Raleigh, North Carolina 27602 
For the Using and Consuming Public 

FOR PRO SE AND IN�ERVENOR: (Corolla Light Co11111unity Association) 

James A. Alexy, Attorney at Law, 4713 North Croatan Highway, Post 
Office Drawer 270, Kitty Hawk, North Carolina 27949 

· BY THE COMMISSION: On ·september 11, 1992, the Commission issued an Order
in Docket No. W-100, Sub ·113, which required Carolina Water Service, Inc. of 
North Carol,ina (CNS, Company, or Applicant) to file, in its next general rate 
case application, information and data· clearly, setting forth the revenue 
requirements on a system'specific basis and on an uniform rate basis. 

On October 27, 1993, CNS filed an application with the Commission for 
authority to adjust its rates· and charges for prov.iding water and sewer service 
in al.l its service areas in North Carolina. CWS provided the information to set 
rates ·on a system specific and uniform -ra�es basis in· that filing. 

By Order dated· November 24, 1993, the Commission declared this matter to be 
a general rate case and suspended the proposed new rates. By Order issued on 
December 10, 1993, the Co11111ission scheduled this.matter for public hearings in 
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Fayetteville, Carthage, Kitty Hawk, Morehead City, New Bern, Wilmington, Murphy, 
Brevard, Asheville, Boone, Charlotte, Winston-Salem, and Raleigh. The Company 
was required to provide public notice of the hearings and the proposed rate 

.increase on all customers. 

On December 21,· 1993, the CoI!IJlission issued a protective order regarding the 
confidentiality of Certain information related to salaries and capitalization 
ratios from the W-1 filing provided to the C�mmission and released to the Public 
Staff by CNS. 

On January 5, 1994, the Conmission issued an Order giving CWS until 
January 17, 1994, to give customer notice·., ' 

, On January 24, 1994, the Public Staff fi,led a Motion to Compel Discovery of 
certain documents.· CWS responded to the Motion of the Public Staff on 
February 2, 1994. CWS's response requested that the Commission prohibit 
additional discovery after February 4, 1994, that the Commission issue an order 
allowing CWS 10 days in which to respond to data requests by the Public Staff, 
that the Commission issue an order defining the scope of the Public Staff's 
discovery in this proceeding, and that the Commission issue an order prohibiting 
the Public Staff from adding to its positions subsequent to .the filing of the 
Public Staff direct testimony. The Public Staff responded to CWS's response on' 
February 4, 1994. 

On February 7, -1994, the Public Staff filed its second motion to compel 
discovery. CWS responded to this request on February·9, 1994. CWS asked that 
the Conrnission either postpone ruling on the second motion to compel or deny such 
motion as moot. Also on February 9, the Public Staff filed a Motion to hold its 
second motion to compel discovery in abeyancei a revision to this Motion was 
filed on February 10. 

On February 9, 1994, the Commission issued an ·order requiring CWS to comply 
with certain dat� requests of the Public Staff, ruling on.CWS's February 2, 1994, 
Motion for Protec�ive Order, .-providing that the parties complete all discovery 
by March 29, 1994, providing that future.data requests from the Public Staff 
shall be answered with-in five calendar days, providing that fjnal revisions to 
prefi 1 ed testimony be completed and filed by March 31, 1994, requiring data 
responses to be sent so they could be received by the Public Staff no later than 
4:30 pm, and requiring Arthur Andersen workpapers to be,made available to the 
Public Staff in Raleigh, 

On February 14, 1994, CWS prefiled the direct testimony of Carl J, Wenz, 
Director of Regulatory Accounting; Carl Daniel, Vice President and Regional 
Director of Operation; Sandra Berry, Regional Office Manager; and Dr. Robert 
Spann, Consultant with Charles River Associates. 

On February 23, 1994, the Corolla Light Community Association filed a Motion 
to Interv�ne. 

On February 24, 1994, the Attorney General filed a Notice,of Intervention 
for the limited purpose of fi.ling a· brief on the issue of uniform versus system-
specific rates. 
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On March I, 1994, the Commission issued an Order scheduling an additional 
hearing for March 24, 1994 in Asheville, North Carolina. The hearing had been 
r:equested in letters received by the Commission on February .17, 1994, from 
customers in the Mt. Carmel/Lee's Ridge service area. 

On March 1, 1994, a protest and Motion for Intervention-on behalf of James 
A. Alexy was filed with the Commission. By Order issued on March 8, 1994, the
Commission allowed the intervention· of Corolla· Light Community Association and
the intervention of Mr. Alexy.

On March 10, 1994, the Public Staff filed Testimony and Exhibits of 
George T. Sessoms, Jr., Director, Economic Research Division; Kelly B. Dietz, 
Staff Accountant, Accounting Division; Pamela B. Pleasant, Staff Accountant, 
Accounting Division; David Kirkland Kibler, Staff Accountant, Accounting 
Division; and Kenneth E. Rudder, Utilities Engineer, Water Division. 

On March 23, 1994, the Commission issued- its Order Requiring.the Filing of 
Revised Testimony to incorporate the results· of the Order in Docket No. 
W-354, Sub ll8.

On March· 25, 1994, CWS filed Rebuttal Testimony of Wenz, Daniel, Andrew N. 
Dopuch, Vice President of Utilities, Inc., Dr. Spann, and Patrick J. O'Brien, 
Chief -Financial Officer and Vice President of CWS. 

On March 31, 1994, the Public Staff filed Revised Testimony and Exhibits of 
Dietz, Kibler, and Rudder. 

On April 4, 1994, CWS filed a Schedule of Tap and.Plant Modification Fees. 

On April 18, 1994, the Company filed its financial schedules reflecting the 
final position of Carolina Water Service. 

Public hearings were held as scheduled. The followin_g publ ic witnesses
testified at the public hearings held in thiJ;_J:as� 

February 15--Fayetteville 

February 15--Carthage 

February 16--Raleigh 

February 22--Kitty Hawk 

February 23--Morehead City 

None 

Douglas Baker, George Reaves, 
Henry J. Dernelle 

Jeff Carver, Eric Bumgardner, 
Robert Ostar, Arthur H. 
Curtis, David Burchfiel, 
Audrey Pituk, Robert Thornburg 

Dave Holton, James A. Alexy 

Representative Ronnie Smith, David Hasulak 
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February 24--New Bern 

February 24--Wilmington 

March 15--Murphy 

March 16--Brevard 

March 17--Asheville 

Mci.rch 17--Boone 

March 22--Charlotte 

March 23--Charlotte 

March 23--Winston-Salem 

March 24--Ashevil le .(Mt .-Carmel) · 

April 5--Raleigh 

Bill Ritchie, Bob Morra, Gerry Ward, 
Alan•Hiley, Stuart Miller, 
Raymond Delacqua, Martha Arlin, 
Lois Minnoe, Roger Cramer, 
John Proctor 

Richard Coll in·s 

Betty Mortlock, John A. Smith, 
Charles Smoot, Robert Chittenden 

John Stehr,' Wynette Gregg, Dan 
·schifel ing·, Jeanette M. Sampson

Mercer Davis, Raymond Burrows, Ralph 
K. Elliott, John Baggett,.Cloice
Plennnons, Elgie Dirtsmore, James 
Tanner, John Milton, F. J. MacCoy, 
Roger Morrison-

Harvey L. Bauman, Robert Patton, 
Ja�es D. Wood, Chuck Hyatt, Carol 
Marton, Linda Lovekin 

Joseph H. Constant, Kimberly Auger, 
Donna Mi 11 er, Barbara L. Zyats, 
Theodore �everett 

Bill Weidemann, Robert Toney, 
William Spatz, Bob Estridge, 
Kristen Haynes 

Charles S. Pulliam 

Gene Rainey, Tom Sobol, Ken Jarvis, 
A. 8. Kelchner, Donn Dyer, Robert D.

·Martinelli, Howard Keyes, Gary 
Mattson, Alison Phillips, Frederick
Allen OTingE!r, Margaret Eckert,
Elizabeth Long, James Burgess, Dick
Allen, Jack Babb, Deborah Solomon,
·Tracy Page 

William H. Richie, Jr., Bill
Heffner, Dave Holton

The hearing in chief was held in Raleigh on April 5-7 and 11, 1994. The 
'Al}plicant presented direct testimony of its witnesses Wenz, •Daniel', Berry, and 
Span·n. 

The Public Staff presented the testimony of its witnesses Rudder, Sessoms, 
Kibler, Dietz, and Pleasant. 
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The Company presented th� rebuttal testimony of Spann, Daniel, Wenz, Dopuch, 
and O'Brien. Mr. Wenz adopted O'Brien's testimony at the hearing. 

Subsequent to the ·hearings, the Company and the Public Staff filed their 
Proposed Orders on May 12, 1994. 

On May 13, 1994, the Public Staff filed a letter responding to cer,tain parts 
of the Company's Proposed,Order. 

On May 27, 1994, CWS filed a Reply Brief and the affidavit of John Haynes 
for consideration by the Commission. 

Because the Commission had not been requested to set a time for the parties 
to this proceeding to file reply briefs and had not been requested by any party
to do so, the Commission, through its Chief Clerk and General Cqunsel, verbally 
notified CWS that its Reply Brief and affidavit would not be considered in 
deciding this case and that those pleadings would be returned to the Company. 

On June 3, 1994, CWS filed a letter contesting the Commission's decision to 
not consider its Reply Brief and affidavit, objecting to the Public Staff's 
letter of May 13,. 1994, and requesting that the Commission enter a written Order 
regarding those matters. 

'Accordingly, the Commission hereby rules that it would be inappropriate to 
consider either the Public Staff's letter of May 13, 1994, or the Company's-Reply 
Brief and affidavit in deciding this case and that consideration of those 
pleadings is hereby denied. To consider those pleadings would merely invite 
adverse parties to demand· an opportunity to respond or reopen the hearing. 

Based on the applicat.ion, the testimony and exhibits, and the entire record 
in this proceeding, the Commission makes the following 

FINDINGS OF FACT 

General Matters 

J. CWS is a corporation duly organized under the laws of and is authorized
to do business in the State.of North Carolina. It is a franchised public utility 
providing water and/or sewer service to customers in this State. 

2 .. CWS is properly before the Commission, pursuant to Chapter 62 of the 
General Statutes of North Carolina, for a determination of the justness and 
reasonableness. of its proposed rates. 

3. The test period appropriate for use in this proceeding is the twelve
months ended December 31, 1992. 

4. The Applicant ·prOvides water utility service to 17,606 customers and
sewer service to 8,274 customers in over 100 service areas in 2� counties in 
North Carolina. 
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WATER AND SEWER RATES 

5. The Company has requested that the Commission- set rates. in· this
proCeeding based on the system-specific methodology. However, the Company also 
included uniform rates, as an alternative·, in itS applic·ation. The present, 
proposed, and alternate proposed rates are as follows: 

WATER RATES 

ME_TERED SERVICE 

Ba_se Facfl fty Charges 

A, Res·identiel Single Family _Residence 

B. Where Service is Provided ·Through a 
Mester Meter encl Each Dwelling Unit 
is Billed Individually 

C. Where Sel"lice is Provided Through a 
Master Meter and a Single Bill is 
Rendered for the Master Meter 
(As fn a Condomfnhn C�lex) 

D., Conmerclal and Other (Based on 
Meter Size: 5/8 x 3/4"- meter · 

111· ineter 
1-1/2" meter 

2".'meter 
3" meter 
4" meter 
611 meter 

E. Pine Knoll Shores.System -·customers 
within the Town of Atlantic Beach 

I. Residential Single Family 
Residence ,(Inc. 4;ooo gals./mth.) 

11. Where Service iS Provided Through 
a Master Meter end Each Dwelling 
Unit is Billed Individually 
qnc. -4,000 eels/mth.) 

Ill. Wliere.Servlce is Provided through a 
Master Meter and a Single Bill is 
Rl!ndered for the Master Meter 
(As in a, Condominiun COll'plex) 
(Inc. 4,000 galS./mth.) 
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Present 
Rates 
(Uniform) 

$ 9.35 

9.35 

8.35 

9.35 
24.00 
47.00 
76.00 

142.00 
236.00 
472.00 

"'' 

n/B 

Proposed Alternative 
Rates Proposed 
(System Rates 
� (Unffoi-m) 

• �-35 S ·9.35 

9.35· 9.35 

8.35 8.35 

9.3S 9.35 
24.00 24.00 
47.00 47.00 
76.00 ·76.00 

, 142.00 142.00 
236.00 236,00 
472.90 472.00 

9.oo nt• 

9.00 "'' 

9.00 "'' 



WATER AND SEWER - RATES 

IV. 

USAGE CHARGE: 

Camiercial and Other (Based on 
Heter Size): 

5/8 x 3/4" meter (Inc. 
1" meter Cine. 

1•1/211 meter Cine. 
zn meter (Inc. 
3" meter (Inc. 
4" meter (Inc. 
6" meter (Inc. 

4,000 eals./mth.J 
5,000 gals./mth.) 
7,500 gals./mth.) 

12,500 gals./mth.) 
62,000 gals./mth.) 
67,500 eals./mth.) 

137,500 gals./mth.) 

A. Treated Water/1,000 gallons 

Subdivision Name 

Abington 
Apple Creek/Fan!Mood/Habershenlfl'erawoods 
Bahia Bay 
Atlantic Beach 
Bainbridge 
Bear Paw 
Beechbroolc 
Belvedere 
Bent Creek 
Brandywine Bay 
Cabarrus Woods/Victoria Park/Bradford Park/Cantirldge 
Carol ins Forest 
Chapel Hills 
Col tege Parle 
Corolla Light 
Country Club Annex 
Country Hills 
Courtney 
Crestview Estates 
Ci-ystal Mountain 
Easteatenangtewood 
Eastwood Forest 
Emerald Point/Rock Island 
Farmington 
Forest Brook/Old Canp Place 
Forest Ridge/\lood Hol low/Southwoods/\li l l iams Sta./Brandywine 
Grand\li ew/lockhurst 
Harbor House 
Hf gh Meadows 
Holly Acres 
Hound Ears 
Huntington Forest 
Idlewood 
Kings Grant (Gaston County)/\li l low Rtn 
llll!pltghter Village East 
llll!pl ighter Village South/Owri,y/Winghurst/Woodside 
lawyer's Station 
Mallard crossing 
Misty Motntain 
Monterey Shores 
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Present 
Rates 
(Uniform) 

nl• 
n/o 
nl• 
.,. 

nl• 
.,. 

nl• 

2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 

Proposed 
Rates 
(System 

9.00 
11.25 
16.88 
28.13 

140.63 
151.88 
309.38 

1.83 
2.09 
3.56 
2.50 
2.90 
8.88 
5.57 
1.87 
3.30 
4.13 
5.03 

10.01 
5.05 
2.08 
3.28 
2.87 
2.32 
2.10 

11.35 
8.22 
4.00 
3.26 
S.77 
3.94 
3.43 
2.19 
3.05 
3."65 
5.92 
3.66 
7.86 
5.85 
2.64 
2.92 
2.56 
2.78 
1.94 
2.95 
7.59 
4.52 

Alternative 
Proposed 
Rates 
(Uniform) 

nl• 
nl• 
nl• 
"'' 
nl• 
"'' 

nl• 

3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
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Mt. Mitchell 
Oakdale Terrace 
Olde Point 
Perks Fenn/Reeburn 
Pine Knoll Shores 
Powder Horn Mt. 
Providence R i dge/Roxbury/Heerths tone 
Providence West 
Qua I l Ridge 
Queens Harbour/Pier Pointe,VaehtSlll!!n 
R iverbend Estetes/Cenebrake/Lekemere/Lochbri dge/Norbury Perk 
Riverpointe 
Saddlebrook 
Saddlewood/Oak Hollow 
Sherwood Forest 
Sherwood Perk 
Sk I Mounte in 
Suburban Heights 
Suburban Voods/Yindsor Chase 
Sugar M�tein/Grouse Forest/Mushroom Park/Western Highlands 
Trexler Perk 

,. 

WataUge Viste 
Westwood Forest 
Mhisperlng Pines 
Mhlte Oak Ph1ntatlon 
WI lcfwood Green/Mel lwiifne Acres 
Willowbrook Sub 
Wolf Lel.lrel/Blue Mountain 
Woodhaven/Pleasant Hills· 
Sood= 
Yorktown 
Zemosa Acres 

Untreated lilater/1,000 gals. 
(Brandywine Bay Irrigation Water) 

FLAT RATE SERV1C�: (until uieters ·a_re installed) 

A. Sl[!gle Femi llt'. Resfdentfal 
Crystal Mountain 
High Meadows 
Misty Mountain 
Mt. Mitchell 
Powder Horn Mountain 
Sherwood Forest 
Sugar Mountain 
Watauga Vista· 

,, Corrmercfal (per' single family equivelent(SFEJJ 
Crystal Mountain 
High Meadows 
Misty Mountain 
Mt. Mitchell 
Powder Korn Mountain 
Sherwood Forest 
Sugar Mountain 
Watauga Vista 

AVAILABILITY RATES: 

Appltcable only to property owners in 
. Caroline Forest and Woodrun Subdivisions in 

Montganery County 
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Present 
Rates 
(Uniform) 

2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
, ...
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
2.90 
'2,;90 
2.90 
2.90 
2.90 
2.90 
2.90 
Z.90 
2.90 
2.90 

z.oo

20.50 
20.50 
20.50 
20.50 
20.50 
20.50 
20.50 
20.50 

20.50 
20.50 
20.50 
20.50 
20.50 
20.50 
20.50 
20.50 

2.00 

Proposed 
Rates 
(System 
� 

10;86 
3.39 
2.64 
1.68 
2.18 
6.40 
2.31 
2.66 
5.26 
4.28 
1.20 
1.59 
3.00 
2.91 
4.29 
3.78 
7.74 
4.42 
4.07 
2.88 
'5.35 
7.32 
5.01 
5.10 
1.84 
3.45 
3.76 

22.14 
5.86 
4.85 
3.97 
3.12 

2�00 

41.10 
29.60 
37.95 
54.30 
32.00 
30.80 
19.43 
36.60 

41.10 
29.60 
37.95 
54.30 
32.00 
30.80 
19.43 
36.60 

2.00 

Alternative 
Proposed 
Rates 
(Uniform) 

3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3;36 
3.36 
3.36 
3.36' 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 
3.36 

2.00 

26.15 
26.15 
26.15 

. 26.15 
26.15 
26.15 
26.15 
26.15 

26.15 
26.15 
26.15 
26.15 
26.15 
26.15 
26.15 
26.15 

2.00 
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SEWER RATES 

METERED SERVICE: (Comnercfal and other) 

A. Base Facility Charge (Based on Meter size) 
Heter Size: 5/B x 3/4" meter · 

111 llll!ter 
1-1/2" meter 

211 meter 
3,i meter 
411 meter 
6" meter 

,. Usage Charge/1,0DO gals (based on Water Usage) 

c. 

D. 

Hinilll.lll Monthly Charge 

Sewer customers who do not receive water 
service from the COffl)any/SfE 

FLAT RATE SERVICE: (Per Dwelt ing Unit) 
Abington 
Apple creek/Fartr11ood 
Ashley Hills 
Bear Paw· 
Belvedere 
Bent Creek 
Brandywine Bay 
Cabarrus Woods 
Col Lege Parle 
Cor'olla Light 
Emerald Point 
Henby Acres/Beacon Hills 
Hestron Perk 
Hound Ears 
Huntwick 
Kings Grant(Gaston COUlty) 
Kings Grant(Wake County) 
Kynwood 
La"l)llehter Village East 
L8llf)lighter Village South 
Monterey Shores 
Olde Point 
Parks Farm 
Queens Harbour 
Riverbend 
Riverpointe 
Seddlewood 
sequoia Place 
Spooners Creek 
Steeple Chase 
Suburban \loods 
Sugar Mo1.r1tafn 
White Oak 
WI t lowbrook 
\loocl Hollow 

COLLECTTOII Sl;RVICE OIILT 

Present 
Rates 
Wniform) 

10.00 
25.00 
50.00 
80.00 

150.00 
250.00 
500.00 

4.40 

29.30 

29.30 

29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 
29.30 

(When sewage is collected by utility and transferred to another entity for treatnwmt -

A. 

,. 

Single Family Residence 

Conmercial (per sirl!lle family equivalent) 
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11.00 

11.00 

Ht. 

Proposed 
Rates 
(System 
�peefflc) 

10.00 
25.00 
SO.DO 
80.00 

150.00 
250.00 
500.00 

150% of \later 

Alternative 
Proposed 
Rates 
(Uniform) 

10.00 
25.00 
SO.OD 
80.00 

150.00 
250.00 
500.00 

5.04 
Gallonage Rate 

Applicable System- 32.16 
Specific Flat Rete/SFE 

Appl I cable System· 32.16 
Speclffc Flat Rate/SFE 

26.97 32.16 
47.68 32.16 
29.98 32.16 
53.58 32.16 
38.00 32.16 
33.01 32.16 
46.48 32.16 
29.78 32.16 
48.24 32.16 
54.33 32.16 
36.29 32.16 
28.63 32.16 
33.92 32.16 
52.03 32.16 
26.47 32.16 
36.58 32.16 
33.54 32.16 
27.30 32.16 
24.82 32.16 
31.22 32.16 
85.70 32.16 
31.41 32.16 
23.60 32.16 
96.68 32.16 
25.89 32.16 
58.77 32.16 
94.44 32.16 
25.93 32.16 
84.58 32.16 
38.47 32.16 
90.46 32.16 
22.24 32.16 
45.20 32.16 
43.54 32.16 
29.03 32.16 

Carmel encl Lee's Ridge) 

18.71 18.75 

18.71 18.75 
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6. The Company is providing good quality water and sewer utility service
in its service areas. The Company has responded promptly to all complaints 
addressed in this proceeding except those of a cust_omer in Whispering Pines. 

Rate Base 

7. The appropriate level of total plant ,in service is $48,763·,483, of
which $28,174,084 is applicable to water operations and $20,589,399 is applicable
to sewer operations. 

8. An amount of $33,261 for: .a new_well, a well house and the related
engineering fees should be included in rate base as the proper investment related 
to the Mount Mitchell/Black Mountain Campground project. An amount of $46,643, 
which includes. $33,788 associated with a water main to serve Black Mountain 
Campground, and an unsubstantiated amount of $12,855 should be disallowed in this 
proceeding. 

9. The $8,427 cost of new mains at Whispering Pines should be included in
rate base. 

10. The well at Wolf Laurel should be ·allowed in rate base.,

11. The appropriate level of accumulated depreciation for use in this
proceeding is $3,907,439, of which $2,303,681 is applicable to water operations 
and $1,603,758 is applicable to sewer operations. 

12. The appropriate level of contributions in aid of construction for use
in this proceeding is $20,177.,639, of which $10,176,246 is applicable to wate" 
operations and $10,001,393 is applicable·to sewer operations. 

13. The Company has not used the correct gross-up factor on all CIAC
collected. 

14. The appr9priate level of advances in aid of constr.uction for use in
this proceeding is $206,342, of which $115,420 is applicable to water operations 
and $90,922 is applicable to sewer operations. 

15. F9r purposes of this proceeding·, the plant acquisition adjustment is
$2,877,122, of which $1,709,742 is applicable to water operations and $1,167,380 
is applicable to sewer operations. 

16. The appropriate level of accumulated deferred income taxes (ADIT) for
use in this proceeding is $967,076 of which $804,766 is applicable to water 
operations and $162,310 is -applicable to sewer operations. 

17. It is inappropriate to include in rate base ·the ADIT associ'ated with
the CIAC applicable to the Monteray Shores system. 

18. CWS has properly included in rate ·base the ADIT associated with the
ClAC received in 1992 applicable to the Olde Pointe system. 

19. It is inappropriate to include in rate base the,ADIT associated with
the CIAC applicable to the Winghurst system. 
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20. lhe appropriate level of ADIT related to deferred rate case expense for
purposes o� this proceeding is $170,200. 

21. The appropriate level of ADIT related to deferred maintenance for
purposes of this proceeding is $130,022. 

22. For purposes of this proceeding, the reasonable and appropriate amount
of customer deposits is $145,737, of which $80,762 is applicable to water 
operations and $64,975 is applicable to sewer operations. 

23. The appropriate amount of excess book va 1 ue to be deducted in
calculating the rate base in this proceeding is $4,098,130, of which $1,559,117 
is applicable to water operations and $2,539,013 is applicable to sewer 
operations. 

24. An amount of $80,000 for NCUC bonds should be included in rate base in
this proceeding, of which $30,000 is applicable to water operations and $50,000 
is applicable to sewer operations. 

25. Gain on sale and flow back of taxes of $289,628 should be deducted from
rate base for purposes of this proceeding, of which $196,947 is applicable to 
water operations and $92,681 is applicable to sewer operations. 

26. It is appropriate in this proceeding to allow the Company's investment
in rate base re 1 ated to the pl ant capacity utilized fully at the end of the test 
year as a percentage of the total capacity of certain items of plant in service. 
This adjustment to exclude overbuilt plant is commonly referred to as the 
percentage utilization technique. 

27. The proper method to calculate overbuilt pl ant is to determine the
total cost of the overbuilt facility (e.g., elevated water storage tank, sewer 
treatment plant), subtract any developer CIAC that was paid for that particular 
part of the plant that is overbuilt, and then apply the percentage utilization 
rati_o. Tap fees, plant modification fees, and prepaid taps by developers should 1 

not be deducted from'the plant prior to the overbuilt plant adjustment. Rather, 
these fees should be used to reduce the used and useful portion of the plant and 
not the total plant. 

28. The proper design criteria for water systems (per residential
equivalent connection) appropriate for use in this proceeding are as follows: 

Elevated water storage tanks: 200 gpd (gallons per day) 

Wells: 400 gpd = 0.56 gpm (gallons per minute) based upon a 12 hour 
pumping day. 

29. The proper design criterion for evaluating the wastewater treatment
capacity of the Brandywine Bay, Cabarrus Woods - Stonehedge - Cambridge � 
Steeplechase, and the Danby - Lamplighter South - Woodside Falls systems is 400 
gpd per dwelling unit. 
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30. The.net investment of the Company in the Brandywine Bay elevated water
storage ·tank is $250,000. The appropriate reduction in rate base for this 
facility, based upon the Corrmission's percentage utilization method and the 200 
gpd design standard, is $162,000. The net investment to include in rate base 
·(pr.ior·to reduction for tap fees, plant modification fees, or prepaid tap f�es)
is $88,000.

31. The net investment .of the Company in the Brandywine Bay sewer treatment
plant is $408,738. The appropriate reduction in rate base for this facility, 
based upon the Commission's percentage utilization method and the 400 gpd design 
standard, is $194,968. The net investment to include in rate base (prior to 
reduction for tap. fees, plant modification fees, or prepaid tap fees) is 
$213,770. 

32. The net investment of the Company in the Cabarrus Woods elevated water
storage tank is '$367,459. The appropriate reduction in rate base for this 
facility, based upon the Cammi ssi on• s percentage utilization method and the 200 
'gpd design standard, is $179,3_20. The net, investment to include in -rate base 
(prior to reduction for tap fees, plant modification fees, or prepaid tap fees) 
is $188,139. 

33. The net investment of the Company in the Cabarrus Woods sewer -treatment
plant is $626,597. The appropriate reduction in rate base for this facility, 
based upon the Commission's percentage utilization method and the 400 gpd design 
standard, is $201,764. The net investment to include in rate base (prior to 
reduction for tap fees, plant modification fees, or prepaid tap fees) is 
$424,833. 

34. The net investment of the·Company in the Danby sewer treatment plant
is $209,000. The appropriate reduction in rate base for this facility, based 
upon the Corm1i ssion' s percentage util i zat 1 on method and the 400 gpd design 
standard, is $117,876. The net investment to include in rate base (prior to 
reducti

,
on for tap fees, plant modification fees, or prepaid tap fees) is $91,124. 

35. The appropriate level of excess-capacity to be deducted in calculating
the rate base for this proceeding is $855,928, of which $341,320 is applicable 
to water operations and $514,608 is applicable to sewer operations. 

36. The appropriate level of Water Service Corporation (WSC) plant- in
service is $668,981, of which $454,907 is applicable ,to water operations and 
$214,074 is applicable to sewer operations. 

37. The appropriate level of WSC accumulated depreciation is $232,415, of
which $158,042 is applicable to water operations and $74,373 is applicable to 
sewer operations. 

38. The appropriate level of WSC accumulated deferred income taxes (ADIT)
for use in this proceeding is $39,671, of which $26,976 is applicable to water 
operations and $12,695 is applicable to sewer operations. 
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39. -The appropriate level of working capital allowance is $464,511, of
which $276,781 is applicatile to water operations and $187,730 is applicable to 
sewer operations. 

40. The appropriate level of deferred charges is $767,538, of which
$594,873 is applicable to water operations and $172,665 is applicable to sewer 
operations. 

41. No amount of unamortized VOC testing costs should be included in
deferred charges. 

42. .The appropriate level of unamortized deferred rate case expense to
include in rate base relating to prior proceedings is as follows: Sub 69 appeal, 
$2,278; Sub Bl, $4,038; Sub 111, $48,431; system specific, $136,452; and Sub 118, 
$74,074. 

,43. Unamortized deferred rate case expense should be included in rate base 
for the Sub 111 appeal and the Sub 128 proceeding, consisting of $46,751 and 
$123,102, respectively. 

44. CWS's reasonable rate base used and useful in providing service is
$16,947,386, consisting of utility plant in service of $48,763,483; NCUC bonds 
of $80,000; WSC plant in service of $668,981; working capital allowance of 
$464,511; and deferred charges of $767,538; reduced by accumulated depreciation 
of $3.,907,439; contributions in aid of construction of $20,177,639; advances in 
aid of construction of $206,342; plant acquisition adjustment of $2,877,122; 
accumulated deferred income taxes of $967,076; customer deposits of $145,737; 
excess book value of $4,098,130; gain on sale and flow back of taxes of $289,628; 
excess capacity of $855,928; WSC accumulated depreciation of $232,415; and WSC 
accumulated d�ferred income taxes of $39,671. 

Revenue 

45. The appropriate level of end-of-period service revenue is $7,861,696,
of ·which $4,976,704 is applicable to water operations and $2,884,992 is 
applicable to sewer operations. 

46. The appropriate level of miscellaneous revenue to include in this
proceeding is $143,520, of which $100,007 relates to water operations and $43,513 
.relates to sewer operations. 

47. It is appropriate to calculate uncollectibles on both service revenue
and miscellaneous revenue for purposes of this proceeding. 

48. The appropriate level of uncollectibles is $68,845, of which $43,660
is applicable to water qperations and $25,185 is applicable to_ sewer operations. 

-49. Total revenue to be reflected in this proceeding is $8,005,216 of which
$5,076,711 is applicable to water operations and $2,928,505 is applicable to 
sewer operations. Gross service revenue is $7,861,696, of which $4,976,704 is 
applicable to water operations and $2,884,992 is applicable to sewer operations. 
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.Miscellaneous revenue is $143,520, of which no·o,007 relates to-water operations 
and $43,513 relates to sewer operations. Tota_l revenue .. ,is reduced •by 
uncollectibles of $68,845, of which $43,660 is applicable to water operations and 
$25,185 is applicable to sewer operations.

Customer Growth 

50. The appropriate customer growth rates to include in this case are:

Water 
Sewer 

0.90% 
2.26% 

This water growth rate should be applied to the following expense categories: 
chemicals, maintenance and repair, electric power for pumping, and office 
-supplies. The sewer .growth rate should be applied to. chemi ca 1 s, ma illtenance and.
repair, and office supplies. 

Operation and Maintenance Expenses 

51. The appropriate level of salaries and wages to include in operation and
maintenance expense is $1,195,974, of which $688,961 is applicable to water 
operations and $507,013 is applicable to sewer operations. 

52. The app�opriate level of purchased power to include in this proceeding
is $742,279, of which $461,927 relates to water operations and $280,352 relates 
to sewer operations. 

53. The appropriate level of maintenance and repair is $827,736, of which
$43,I, 606 re 1 ates to water operations and $�96, 130 rel ates to sewer operations • 

 

54 .. The appropriate level of chemi.cals expense is $177,542, of which
$122,185 is applicable to water operations and $55,357 is applicable to sewer 
operations. 

55. The approprfate level of transportation :expense for purposes of this
proceeding is $147,276, of which $84,841 relates to water operations and $62,435 
relates to sewer•operat-ions. 

56. The appropl'•iate level of ··oper�ting expenses charged to plant is
$(254,923), of which $(180,646) is related to water operations and $(74,277) is 
.related to sewer operations. 

57. The appropriat� level of opel"at ion and· maintenance expenses is
$3,316,328, of which $1,898,432 is applicable to water operations and $1,417,896 
,is app 1 i cable to sew.�r operati ans. 

General Expenses 

58. The _appropriate level of salaries and wages to include in general 
expenses is $205,934,, of which $141,941 is.applicable to water,operations and 
$63,993 is applicable to sewer operations. 
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59. � The appropriate level of office supplies and other office .expense to
include in this proceeding is $109,292, of which $75,152 relates to water 
operations and $34,140 relates to sewer operations. 

60. The rate case costs found to be proper for the Company's previous
general rate case in Docket No. W-354, Sub Ill, should not be updated in this 
proceeding. 

61. It is appropriate for the shareholders to share in the costs of the
Sub 118 proceeding. 

62. The annual amortization of the Sub 118 proceeding to· be included in
expenses is $18,519. 

63. The appropriate ,amortization period for the Sub 111 appeal costs is 3
years, and the normalized level to be included in expenses is $23,375. 

64. The Public Staff adjustment to legal fees for this proceeding is
·appropriate.

65. The Public Staff adjustment to remove time of WSC personnel related to
Sub 111, which was included in the cost of this proceeding, is appropriate. The
Public Staff adjustment to offset the increase in one employee's time with an
hour-for-hour decrease in another employee's time is inappropriate.

66. The appropriate normalized level of regulatory costs for the Sub 128
proceeding to be included in expenses is $123,103. 

67. The appropriate level of total rate case expense to include •in this
proceeding is $253,859, of which $172,624 is applicable to water operations and 
$81,235 is applicable to �ewer operations . 

. 68. The appropria\e level of pension and other benefits to include in this 
proceeding is $339,355, of which $204,984 rel ates to water operations and 
$134,371 relates to sewer.operations. 

69. The appropriate level of insurance to include in, this proceeding -is
$140,427, of which $80,731 relates to water operations and $59,696 relates to 
sewer operations. 

70. For purposes of this proceeding, it is appropriate to reduce by 15% t_he
amounts a 11 ocated to CWS from WSC for WSC p 1 ant in service, WSC accumulated 
depreciation, WSC ADIT, WSC depreciation expense, and indirect expenses. 

71. For purposes of this proceeding, it is app-ropriate to re�uce general
'expenses by $58,320 related to Northbrook office expenses a 11 ocated to North 
Carolina. 

72. The appropriate level of general expenses is $1,303,589, of which
$844,130 is applicable to water operations and $459,4Sg is applicable to sewer 
operations. 
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Other Operating Revenue Deductions 

73. The appropriate level of depreciation e:Xpense for use in this
proceeding is $598,161, of which $394,226 is applicable to water operations and 
$203,935 is applfcable to sewer operations. 

74. The appropriate level of depreciation expense allocated to CWS from WSC
is $41,213, of which $28,025 is applicable to water operations and $13,188 is 
applicable to sewer operations. 

75. The appropriate level of payroll taxes to include in this proceeding
is $135,423, of which $81,716 relates to water operations and $53,707 relates to 
sewer operations. 

76. Based on the other•findings and conclusions set forth in this Order,
the appropriate 1 evel of regulatory fees is $4,278 for water operations and 
$2,468 for sewer operations. 

77. Based on the Other findings and conclusions set forth in this Order,
the appropriate level of gross. receipts tax is $201,322 for water operations and 
$174,199 for sewer operations. 

78. Based. on th� other findings �nd· conclusions set forth in this Order,
the appropriate level of state income taxes is $70,466 for water operations 1 and 
$23,606 for sewer operations. 

79. Based on the-other findings and -conclusions set forth in this Order;
the appropriate level of federal income taxes is $285,184 for water operations 
and $95,538 for, sewer operations. 

80. The appropriate level of othel" operating revenue deductions is
$1,664,817, of which $1,087,653 is applicable to water operations and $577!164
iS•applicable to sewer operations. 

81. The overall level of operating revenue deductions under present rates
appropriate for use in this proceeding is $6,284,734, of which ·$3,830,215 is 
applicable to water operations and $2,454,519 is applicable to sewef operations. 

Overall Cost of Capital 

82. The appropriate capita 1 structure to employ for purposes of this
proceeding consists of 56.95% debt and 43.05%.equity. The embedded cost of debt 
associated with this capital structure is 9.45%.

83. The overall risk premium methodologies employed by Company witness:
Spann, befof'e consideration of his specific adjustment and recommendation related 
to the size of CWS and the lack of liquidity.associated with an investment in its 
common stock, should be accorded the greatest weight in determining the cost of 
comm9n equity for purposes of th-is proce!,!ding. 
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84. Application of the DCF model as presented by Public Staff witness
Sessoms should be accorded only minimal weight in determining the cost of common 
equity for purposes of this'proceeding. 

85. Company witness Spann's inclusion of 50 basis points in his recommended
cost of equity in recognition of the size and liquidity of the Company is 
inappropriate for purposes of this pr?ceeding. 

86. The cost of common equity capital to CWS for purposes of this
proceeding is 12.00%. 

87. The overall fair.rate of return which the Company should be allowed the
opportunity to earn on its rate base is 10.55%. 

Rates, Fees, and Other Matters 

88. The Commission finds that the Applicant's rates should be changed by
amounts which, after proforma adjustments, will produce an increase in total 
annual revenue of $237,917. This increase will allow CWS the opportunity tb 
earn a 10.55% overall rate of return on its rate base, which the commission has 
found to be reasonable upon consideration of the findings in this Order. 

89. It is not appropriate to set rates in this proceeding on a system
specific basis. 

90. CWS should continue to maintain system specific data for each of its
systems and sh�uld work to refine the Company's allocation methodology. 

91. The attached Schedule of Rates is fair and reasonable and will allow
the Company a reasonable opportunity to earn the authorized rate of return. 

92. The Company has not applied for a franchise to serve the Black Mouritai n
Campground in Yancy County nor is the Black-Mountain Campground �ontiguous with 
any CWS service territory. 

93. The definition -of adequate service is a generic issue ,affecting all
water and sewer companies. 

94. The Company has not included CIAC received in the form of plant during
1991 and 1992 in its North Carolina taxable income reported in 1991 and 1992. 

95. The Company should·review its plant retirement policy for accuracy and
compliance with the Uni.form System of Accounts and fi 1 e a report detailing the 
results of its investigation. 

96. The Company should review its def err a 1 policy to ensure .that such
policy complies with applicable Commission guidelines. 

97. The Company should review and evaluate_ the appropriateness and accuracy
of its al 1 ocation methods in conjunction with preparation of an al 1 ocat ion 
manual. 
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98. The Company should not accrue allowance for .funds used during
construction (AFUDC) on excess capacity or overbuilt plant investment excluded 
from rate base in this 'proceeding. 

99. The Company is required to follow the Commission's Rule Rl2-2 when
customers seek to establish credit. 

100. The Company'imposed a mandatory moratorium on water usage in Corolla
dUri�g the surrvner·of 1993, without Commission approval ... 

IOI. It is proper to allow CWS to pass-through the cost of EPA mandated 
water testing. 

102. All meter fees collected under contracts dated after February 3·, 1987,
must be grossed-up unless speCified differently on contracts filed with and 
approved by this Commission. 

103. For purposes ot·this proceeding, any management fees or overs·izing fees
collected under contracts dated after February 3, 1987, will be treated as 
contributions in aid of construction, subject to gross-up. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-3 

These findings are in the Commission's official records and in the Company's 
application. They are essentially informational, procedural, and jurisdictional 
in nature, and the matters that they involve are not contested .. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4 

The evidence for this .finding o.f• fact is contained in the Company's 
application and the testimony o.f Public Staff witness Rudder and Company witness 
Wenz. 

CWS has removed 730 customer equivalents from the Pine Knoll Shores _service 
area.in cal cul ati ng its revenue requ-i rement because the residents in the Atlantic 
·Beach section have been paralled by the Town o.f Atlantic Beach (Town) and many
have connected to the Town's water system. This took·place after the end.of the
test year, ·but prior to the end of the hearing in this proceeding. Company
witness Wenz· testified that he remove_d revenues and-adjusted o·perating expenses
for ·these customer because they are rio•longer customers of CWS.

CWS has also removed 175 customers from the Farmwood service area. On 
November 18, 1993, CWS ffled an application to transfer the Farmwood service area 
to the Charlotte Mecklenburg Utility Department (CMUD). However, this is a 
proposed sale and the ,Commission has not made a determination in this matter. 
The .fact is that CWS is still serving the customers in Farmwood and still 
collecting revenues from these customers. 

The Public Staff, through its witness Rudder, indicated that it included the 
Pine Knoll Shores custorners·and the Farmwood customers because it needed to bring 
the -custgmer count to the end of test year number. 
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The .Commission agrees with the Public Staff that the appropriate level of 
customer numbers is the customers on line at the end of the test y�ar so that the 
revenues, rate base, and expenses are matched to customers actually using the 
utility service. To do otherwise would distort the matching concept and result 
in rate base and expenses associated with the Pine Knoll Shores and Farmwood 
customers being assigned to customers in other service areas. The Commission 
further notes that the Company did not include the customers added in other 
syStems subsequent to the test year. The Public Staff showed that the Company's 
meter and tap surnmarie� for December 31, 1992, and December 31, 1993, showed only 
a net loss of 24 customers over the entire Company system. The Commission 
concludes it is not appropriate for CWS to update one aspect of the case that 
benefits the Company (i.e., customer losses) without updating any other aspects 
(i.e., customer growth). 

We agree with the Public Staff that the situation in Pine Knoll Shores is 
different from the sale of a system to another entfty. The Company is, still 
serving customers and receiving revenues in a part of Pine Knoll Shores. 
Further, because the system was not sold, the Company still owns and can reuse 
meters, hydrants, and other plant. 

The Commission concludes the appropriate level of customers at the end of 
the test year is 17,606 water CE's and 8,274 sewer CE's. 

EVIDENCE ANO CONCLUSIONS:FOR FINDING OF FACT NO. 5 

The evidence Supporting this finding of fact is contained in the Company's 
application and in the Commission's official files. This finding is .not 
controverted. 

EVIDENCE ANO CONCLUSIONS FOR FINDING OF FACT NO. 6 

The Commission has received slightly over 100 letters from customers during 
this case. The great majority have objected to the rate increase or the system 
specific rate proposal. Few have alleged,service or quality complaints. The 
Public Staff has forwarded copies of all complaint letters to the Company as they 
were received by the Pub 1 i c Staff. The Company has responded to a 1.1 qua 1 ity or 
service complaints in a prompt manner. 

Approximately 60 customers appeared and testified at the customer hearings 
held around the state. The Company has responded to the service and/or quality 
complaints and will follow up on those requiring additional contact. 

However, CWS did not respond to the complaints of one witness, Mr. Bill 
Heffner of Whispering Pines, who testified in Raleigh on April S, 1994. Mr. 
Heffner's complaints were the following: 

Al though the Company has promised to provide the Vi 11 age of Whispering 
Pines a copy of the monthly water quality test results, one has not 
been provided in over a year 

A resident of Whispering Pines, Mr. Lon Cook, has repeatedly 
complained of difty water but has received no satisfactory answer 
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Mr. Cook has also complained of high billing and being overcharged; 
CWS,has checked his meter but has not responded with the final results 

The Country Club of Whispering Pines has had to install a water 
filtration system because of poor wate_r qua 1 i ty 

The employees of CWS at the local office drink bottled·water, not the 
water.provided by CWS 

Water _pressure dangerously high - in one incedE!nt, the plastic hose 
connect-ion on a refrigerator icemaker at-the home of ·Mr. George Pence 
bur.st and caused $1,200 in water damage. In another. incedent, Mr. 
Rhet Hall lost the-end of his finger when a valve exploded on a water
filter when Mr. Hall was changing the filter 

· 
. 

" 

The lOcation ·of well no. 14 makes it susceptible to lightning· strikes 

The hardness of the water from well no. 14 and the design of the 
softening equipment at that well 

High levels o·f ·chloride in effluent �ater to pond no. J6 

The chloride conductivity analyzer-transmitter is not in operation 

The Company has not been able to document that it has ownership of the 
water mains in Whispering. Pines. 

Company witness Berry presented testimony concerning CWS's efforts to assure 
excellent customer service. She· testified that. after the ·last, rate case, in 
which the Commission assesSed a rate of retiJrn penalty against CWS for poor 
service, CWS initiated. a program·that focused on improving customer relations 
throughout North Carolina. 

Ms.• Berry testified that, as part of CWS's ,program to improve ·customer 
relations, ·the Company implemented several procedu'res, such ·as explaining rates 
and procedures to new customers, avoiding .tran$ferring customer.calls from person 
to pers,on, ·scheduling monthly videos to e -ducate employees about customer service, 
and attending homeowner's' meetings to educate CWS customers.about issues in the
water utility industry.. 

Ms. Berry testified that the entire CWS company produced a guide for
customer· Service .standards. The ·guide is• divided into several areas: 
Communication, Training and Education, 'and _Community Involvement·. 

Ms. Ber_ry·also testified concerning the procedure for Service orders. All 
service orders relating to water quality receive a same-day response by 
operations. CWS attempts to contact the customer personally to explain the 
results of' the service order, but, if the �Ustomer is· not home, CWS will leave 
a door tag notifying the customer.of the results of the service order. Both the 
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Office Manager and· the Regional Manager review the service orders to ensure that 
the customer is satisfied. She testified that service requests are also handled 
after ··hours, w.ith an effort made to respond to quality problems before the next 
day. 

On cross examination, Ms. Berry testified that CWS has several 800 numbers· 
that are listed on the customers' bills and that ·customers who call reach real 
human voices, ,even at night. Finally, Ms. Berry testified that she, had received 
many positive comments about service from customers throughout North Carolina. 

Company witness Daniel presented testimony concerning the Company's ongoing 
efforts to improve its quality of water and of service. Mr. Daniel ·testified 
that CWS's ongoing programs to ensure high water quality included: 

1. Routine testin9 and periodic water main flushings to i�prove water
quality; 

2. Cleaning 10% Of sewer collection ,mains .to minimize the potential for
b_ackups; 

3. Use of sequestering agents to reduce the effects of iron -_and manganese
which occur naturally in ground water; 

4. Providing 24-hours-a-day, seven-days-a-week on-call emergency service;

5. Company-wide facility and safety standards to ensure that systems are
properly operated and maintained. 

Mr. Daniel also testified that the Company has implemented new quality 
assurance programs since the conclusion of the Sub 111 case. These new programs 

"include weekly service order review program, the monthly review of service 
complaints for each subdivision, and monthly progress reports to the Commission. 

Mr. Daniel testified that of the more· than 18,000 water customers and 8,000 
seWer customers, the Public Staff had received only 16 complaints over nearly two 
years. Moreover, the C9mpany had addressed all of these complaints. 

On cross examination, Mr. Daniel tesiified that CWS provided notice to its 
customers of a violation of an. EPA regulation concerning water contaminants. He 
addressed certain complaints by customers concerning iron levels in the·water in 
Gorolla Light· and also -�oncerning. nitrate level_s in some water •. He testified . 
Jhat th·e or,iginal lab tests conc;erning nitr�te had been mistaken _and that the -
State had therefore notified CWS customers that the water was safe. He also 
addressed what follow-up actions had been taken with regard to specific customer 
complaints at the hearings, and particular.ly customers' complaints concerning 
billing. 

The Cammi ssi on concludes that CWS' s 'qua l i.ty of water and service is good. 
At the hearings held throughout NOrth Carolina, several customers commented on 
the excellent service provided by CWS's employees. Still others testified that 
they had no problems with the quality of CWS water. Many residents testified 
that the quality of water and service has improved since the Sub Ill rate case. 
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CWS also has taken affirmative steps to improve the qualtty of both its 
water and its service. These improved customer relations were reflected in the 
hearings with comments from customers about CWS's dedicated employees. The 
Company has promptly followed up on customers' complaints, issuing service orders 
and performing testing on the water. There �ppear now to be only a few isolated 
problems with the quality of CWS water. 

The Commission directs the company to investigate the concerns expressed,by 
witness Heffner and submit a late-filed exhibit detailing the results-of its 
investigation and the steps the Company will take to satisfy the cornpl_aint of Mr. 
Heffner. This exhibit should be filed no later July 29, 1994. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 7-44 

The evidence fo·r Findings of Fact Nos. 7-44 is found in the testimony of 
Public Staff witnesses· .Rudder, Pleasant, :Kibler, and Dietz as well as Company 
witnesses Daniel, Dopuch, O'Brien,. Wenz, and Spann. The fOllowing tables 
summarize the amounts which the Company- and the Public Staff contend in their 
proposed orders are the proper levels of rate base to be used in this proceeding: 

WATER OPERATIONS: 

Item Company Public Staff Difference 

Plant in service $28,220,535 $28,125,312 . $(95,223) 
Accumulated depreciaiion (2,301,714) (2,303,681) (1,967) 
Contributions in aid, of 

(10,176,246) construction (10,176,246) 0 
Advances in aid of 

construction (115,420) (115,420) 0 
P_lant acquisition adj. (1,709,742) (1,709,742) 0 
Accumulated deferred income 

taxes (828,185) (842,391) . ( 14,206) 
Customer deposit� (80,762) (80,762) -0
Excess book value (1,559,117) (1,559,117)' 0
NCUC bonds 30,000 30,000 O· 

Gain on sale and flow back 
of ,taxes ,0 (196,947) (196,947) 

Excess capacity 0 (341,320) (341,320) 
Water Service Corporation 

,Plan�. in service 
Water· Service Corporation 

61?,663 454,907 (157,756) 

accumulated depreciation 
Water Service Corporation 

(213,153) (158,042) 55, Ill 

acc. deferred income taxes (36,404) (26,976) 9,428 
Work)ng ·capi,tal allowance 281,280 276,407 (4,873) 
Defe�red charges 722,245 512,723 (2_09,522) 

Total original cost 
rate base 112,845,980 !11,888, 705 i (957,275) 
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SEWER OPERATIONS: 

Item Company Public Staff Difference 

Plant in service $20,588,995 $20,589,042 $ 47 
Accumulated depreciation (1,602,474) (1,603,758) (1,284) 
Contributions in aid of 

construction (10,001,393) (10,001,393) 0 
Advances in aid of 

construction (90,922) (90,922) 0 
Plant acquisition adj. (I, 167,380) (1,167,380) 0 
Accumulated deferred income 

taxes (74,797) (182,923) (108,126) 
Customer deposits (64,975) (64,975) 0 
Excess book value (2,539,013) (2,539,013) 0 
NCUC bonds. 50,000 50,000 0 
Gain on sale and flow back 

of taxes 0 (92,681) (92,681) 
Excess -capacity 0 (514,608) (514,608) 
Water Service Corporation 

plant in service 72,803 214,074 41,271 
Water Service Corporation 

accumulated depreciation (60,120) (74,373) (14,253) 
Water Service Corporation 

acc. deferred income taxes (10,268) (12,695) (2,427) 
Working capital allowance 191,535 187,554 (3,981) 
Deferred charges 213 774 134 007 (79,767) 

Total original cost 
rate base 15,605,765 14,829,956 i (775,809) 

As shown in the preceding tables, the Public Staff and the Company agree on 
several components of rate base for both water and sewer operations. The Company 
and the Public Staff, agree on the amounts for contributions in aid of 
construction, advances in aid of construction, plant acquisition adjustment, 
customer deposits, excess book value, and NCUC bonds. Therefore, the Commission 
concludes that the appropriate level of contributions in aid of construction is 
$20,177,639, with $10,176,246 applicable to water operations and $10,001,393 
applicable to sewer operations; advances in aid of construction is $206,342, with 
$115,420 applicable to water operations and $90,922 applicable to sewer 
operat'i ans; the appropriate level of pl ant acquisition adjustment is $2�877·, 122, 
with $1,709,742 applicable to water operations and $1,167,380 applicable to sewer 
operations; the appropriate level of customer deposits is $145,737, with $80,762 
applicable to water operations and $64,975 applicable to sewer operations; the 
appr.opriate level of excess book value is $4,098,130, with $1,559,117  applicable 
to water operations and $2,539,013 applicable to sewer ope.rations; and the 
appropriate level of NCUC bonds is $80,000, with $30,000 applicable to water 
operations and $50,000 applicable to sewer operations. 
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PLANT IN SERVICE 

The first co�ponent of rate base on which the parties disagree is plant in 
service. The Public Staff recommends an amount of $28,125,312 for water 
operations, which. is $9�, 223 less than the Company's proposed amount of 
$28,220,535, and an amount of $20,589,042 for sewer operations, which is $47 more 
than the Company's proposed amount of $20,588,995. 

The difference in the level of plant in service recommended by the Company 
and the Public Staff is composed of the following items: 

Amount 
Water Sewer 

Pro forma projects 
Transportation equipment 

Total 

$ (94,930) 
(2931 

$ (95,233) 

$ 

$ 

0 
47 
47 

Pro Forma Proje_cts 

The Company is c,laiming the cost of a n�w well and well house alo.ng.with the 
cost of a main extension to the Black Mountain Campground. The total claimed 
cost of this work is $79,904. Public Staff witness, Rudder testified that the 
1992 Annual Repprt shows the combined pumping capacity of the existing three 
wells to be 211.gallons per minute (gpm). The pumping capacity to serve the 164 
end of period customers is .92 gallons based on the State design criter.ia of 0.556 
gpm per customer. 

The Company has included in CWIP a cost of $79,904 for the well and a main 
extension. The Public Staff review of the Submitted invoices shows only $67,049 
spent for this project. Analysis of these invoices shows $20,598 for the well 
construction, controls, wel_l house, and tie-in to the existing system. The 
i�voices show $33,788 associa�ed with a 12,000+' 4" water main to serve Black 
Mountain. The remainder of the $12,663 is for engineering fees for the project. 

The Public Staff recommends that the total cost of $79,904 not be allowed 
because: 

(I) 
(2) 

(3) 
( 4) 

the well capacity is not needed to serve existing customers, 
the main extension is for new customers not on line at the end of the 
test year, 
there were, no revenues included,for these new customers, and 
the Company failed to file the contract as required by prior 
-Comrni ssfon _orders.

Company witness Daniel addressed Mr. Rudder's adjustment on.rebuttal. He 
testified that as Mount Mitchell Lands is a mountain system, it is extremely 
difficult to find water sources. He testified that the well is needed to replace 
a we 11 that has been shut down because of contamination from agricultural 
chemicals used on the adjacent golf course, reducing the total yield to 163 gpm. 
He testified further that another well has been reduced by 40 gpm, bringing the 
yield to 123 gpm or 0. 75 gpm per connecti_on. Under cross examinat'ion, witness 
Daniel stated the two subdivisions (Mt. Mitchell Lands and Mt. Mitchell Lands 
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West) were interconnected with a main and a one way pump that feeds water from 
the subdivision with the higher yield into the other subdivisiOn where the new 
well is located. 

Mr. Daniel stated that for these reasons the Company was able to purchase 
a well from the United States Forest Services at a cost substantially less than 
what it would take to install a new well. As part of the transaction for the 
well, the Forest Services asked CWS to provide water services to an adjacent
campground. 

· 

Mr. Daniel testified that the well is now·on line and providing service to 
the residents of Mount Mitchell. He stated that Mr. Brown of the Public Staff 
conducted a field invest_igation and confirmed that the well is oper'ational and 
in service. He further testified that at the field investigation he personally 
explained to Mr. Brown, using the water system plans, that the well is ·needed 
based on the configuration of the system. He stated that the well would be most 
beneficial should the Company be forced, tO take another well offl ine due to 
chemjCal contamination. 

In response to the Public Staff's position that the we11' is not needed 
because there is eriough water available to serve existing customers according to 
minimum state standards, Mr. _Daniel stated that this position ignores the 
configuration of the Mount Mitchell system, the difficulty of obtaining water is 
mountainous areas and the problems of chemical contamin�tion that have alreadY 
been experienced. He•argued that the Commission should not base its conclusion 
strictly on minimum standards. Mr. Daniel stated that it would have been 
inappropriate to wait until there was a water shortage, a well failure or before 
a well became contaminated before finding more supply. 

Witness Daniel admitted that the Company had entered into a contract with

the Forest. service in September 1992. This contract was never submitted to 
either the Commission or the.Public Staff for review and comment. The contract 
provided -that, in exchange for the well, the Company would serve the Forest 
Service Basic Work Area (where the .well is located), construct a main to serve 
the Black Mountain Campground located within the Pisgah National Forest, and 
allow the Forest Service to tap on- to the water line along Forest Service Road 
472 without charge. 

The Commission notes that in its Recommended Order in Docket'No., W-354, Sub 
111, the -Company.was ordered in ordering paragraph 6, 

•.. In addition, CWS sha,11, within 30 days of the effective date of 
this Order, file any other contracts it has entered into with 
developers through the date of this Order that have not previously 
b.een filed. CWS shall henceforth (emphasis added) file all contracts
with' developers with the Commission within 30 days .of signing, or in
the case of informal' agreements or contracts that are effective
-without signing, within 30 days fr.om the date the agreement is
reached. The requ.irements of this paragraph shall apply to ill
{emphasis added) contracts, including those covering contiguous
expansions.
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The effective date ·of the Recommended Order was August 17, 1992. The 
Company filed exceptions. The Fina 1 Order was dated Octotier 12, 1992. The 
ordering paragraph above was repeated in. its entirety in the Final Order. The 

. Company did not except to this paragraph and should have known ·the paragraph 
,would remain in· force. The Commission notes the contract was signed by Jim 
Camaren,. Vice President, an officer of the Company, on September 15,' 1992 . 
. Because CWS did'not file the contract, both the Commission and the Public Staff 
Were denied the opportunity to review and make recorrrrnendations on the subj_ect 
matter. 

'The Commission agrees that the Black Mountain Campground is· not a contiguous 
expansion of the Mt. Mitchell service area. The Company's ·argument is 
inconsistent with the Company's ,position in the Mid South case irivolving 
Bradfield Farms where it argued exactly the .opposite in a case strikirigly simi-lar 
to the situation here. There Mid South sought to reach out across an unocc;:upied 
expanse and claim a contiguous extension, and the Commission ruled against that 
Company. To agree· here that this expansion is contiguous would esseritial.ly 
declare the whole Pisgah National Forest to be a contiguous expansion. Clearly 
the Company is not proposing to offer service throughout the -Forest, nor has this
Commission ever approved such an expansion. 

The'Commission has analyzed the evidence submitted by the parties on this 
issue., The terrain at ·Mountain systems iS such that well capaci,ty in one ar_ea 
cannot be used to serve ·the needs ·in another area. The intervention of hi'gh, 
hills or peaks often p·resents the Company froril economically getting water from 
an.existing well to"the area �here water is-needed. The cost of ,installing wells 
is i ndep'endent of the amount of water a we_l'l 'produces. The Company has act�d 
prudently in obtaining this well for a reduced cost in an area where well yields 
have fallen and where· wells have been taken out of service due: to• chemical 
contamination of groundwater. 

Based on the foregoing, the Commission concludes that the new well ai Mount 
Mitchel1 Lands should be included in rate base. An amount of $33,261, _consisting 
of $20,598 for the Well construction,- controls, well hot.ise, and a tfe-in to the 
existing system, �nd $12,663 for the engineering fees for the project, is the 
proper investment to be reflected in this. proceeding. However,· the remaining 
difference of $46,643, consisting o:f $33,788 associated with the water main to 
serve Black Mountain Campground and an unsubstantiated amount of $12,855, is 
di$allowed in this rate proceeding because:

(1) the main extension is for new customers not on line at the end Of the
test year, 

(2) there we!re no revenues included for these new customer_s, ilnd
(3) the Company fai 1 ed to file the contract as re qui red by prior

Cammi ss i ori orders.

The Public Staff reviewed additi9nal information offered by the Company 
prior to the hearing and recommends the $8,427 cost of the main at Whispering 
Pines be included in rate base. ·The CommisSion accepts th�·recommendation and 
will include it in rate base.· 

471 



WATER.AND SEWER - RATES 

Public Staff witness Rudder has recommended the removal of a new well at 
Wolf Laurel because the Company has not submitted the OEH Plan.Approval Letter 
showing the need for the new well. Mr. Rudder makes no claim that either the 
funds expanded for ,the well were not incurred prior to the close of the hearing, 
or that the well has not been drilled. The Commission concludes that based on 
the limited information provided by the parties, the amount of investment to be 
included in plant in. service for the Wolf Laurel well is $15,026. 

Transportation Equipment 

The first difference between the Company and the Public Staff regarding the 
transportation equipment relates to the original cost of a backhoe. The Public 
Staff has included the cost of this backhoe as $26,000, while the Company has 
included the cost as $27,000. Neither party has provided evidence to support 
their position. However, both parties appear to believe that this backhoe shoiJld 
in fact be included in plant in service. The difference between the parties, 
$1,000, is relatively immaterial to th.is Company's rate base. The Commission is 
not persuaded that the amount requested by the Company is unreasonable_. 
Therefore, the Commission concludes that the backhoe should be included at a cost 
of $27,000 as requested by the Company. 

The remaining difference in transportation equipment results from allocation 
differences. Both parties have agreed that for purposes of this proceeding it 
is reasonable to a 11 ocate transportation equipment based upon operators' 
salaries. However, it appears that the schedules filed by the Public Staff did 
not flow this allocation methodology through to the rate base schedules. This 
error is the source of the allocation difference. For purposes of this 
proceeding the Cammi ssi on accepts the a 11 ocat ion methodo 1 ogy advocated in 
testimony by both pa.rt i es. Therefore, the Cammi ssi on determines that the tota 1
level of transportation equipment to include in this proceeding is $718,210, of 
which $413,737 is applicable to water operations and $304,473 is applicable to 
sewer operations. 

Based on the foregoing, the Commission concludes that the appropriate level 
of plant in service. for use in this proceeding is $48,763,483, of which 
$28,174,084 is applicable to water operations and $2Q,589,399 is- applicable to 
sewer ope rat i ans ..

ACCUMULATED DEPRECIATION 

The next area of disagreement between the parties is accumulated 
depreciation. The Public Staff recommends an amount of $2,303,681 for water 
operations, which is $1,967 greater ·than the Company's proposed. amount of 
$2,301,714, and an amount of $1,603,758 for sewer operations, which is $1,284 
greater than the Company's proposed amount of $1,602,474. 

In its final position, the Company appears to have adopted the Public
Staff's revised position accumulated depreciation amounts. These amounts differ
from the Public Staff's fi na 1 position as a result of changes in operators'
sa-laries, which directly impacts the allocation of accumulated depreci�tion for
-transportation equipment. It dries not appear that the Company has given
consideration to any such changes or any differences between .itself and the
Public Staff regarding operators' salaries when it presented its level of
accumulated depreciation. In Finding of Fact No. 51 the Commission has accepted
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the Public Stilff's level of operators' salaries as 'reflected in its 'final 
position. Therefore, the Comrriission · findS. that the level· of accumulated 
depreciation recommended by the Public Staff, which· is• $2,303,681 for water 
operations and $1,603,758 for sewer operations; is appropriate for· use in this
proc�eding. 

" · · 

GROSS;�P OF CONTRIBUTIONS IN AID OF CONSTRUCTION 

Public Staff.witness Kibler testified that the Company' is not using the 
gross-up factors which· were requested by the Compan.Y and. approved by the 
COrnmission in Docket No. W-354, Sub 107. The Commission concludes that the 
Company ·should use the appropriate gross-up' factors which were" approved in Docket 
No. W-354, Sub 107.· Future overcol:lections of"gross-up will be subject to refund 
plus i�terest ·of· 10%: 

ACCUMULATED DEFERRED INCOME· TAXES 

The partfes disagree on the level of accUmul ated deferrecl income taXes 
(ADIT). The Piib.l ic Staff recommends an amount of $842,391 for wafer operations, 
and ati amount of .$182, 923' for sewer operations: The Company--recODlmends an amount 
of $828,185 for water operations irld $74,797 for se_wer operatio_ns: The following 
table, summarizes. the differences between' the Public Staff and ''the' Company 
concerning ADIT: 

Item 

-·Woodside Falls : CIAC
Monteray Shores,° CIAC
Olde P_ointe - _cJAC
Winghurst - CIAC 
Deferred rate case expense 
Deferred maintenance 
Rounding 

Total 

Woodside Falls 

$ (89, 280
!(134,171 

(IO, 984 
(45,695 
220,449 
145,675 

2 

$ 85,996 

Public Staff 

$(44,640) 
0 
0 
0 

122,946 
·130,022

0 
$208,328 

Difference 

•, $ 44,640 
134,171 
10,984 
45,695 

(97,503) 
(15,653) 

r21 
$1122,322) 

The Company and the Public Staff are in agreement that the ADIT related to 
Woodside Falls should .. be 'included in rate base. The Commission notes that the 
difference of $44,640 is' actually due to an error, .in Schedule T of the Company's 
final position. Public Staff witness Kibler included the ADIT for Woodside Falls 
in his revised filing,· and the Company's ·Schedule. T begins with Mr; Kibler's 
revised ADIT number. The Company then added the ADIT for Woodside Falls to Mr. 
Kibler's revised "ADIT number which ·results· in a double counting· of the ADIT 
assocfated with Woodside Falls. Therefore, the Commission•concludes that $44;640 
is the appropriate l.�v�l of ADIT .related to Woodside Falls . 

. Mont�ra'{ _Shor.es 

The next difference between the parties relates to the.ADIT associated with 
the Monteray Shores system. The Cammi ssi on careful 1Y analyzed this issue in 
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Docket No. W-354, SUb 111, and the Commission determined that it was 
inappropriate to include the income tax paid by.the Company. in rate base. The 
C�mmission also state� ·in Sub III, 

The majority of the iSsues raised by the CompanY have been discussed 
at length in the tax docket, Docket M-100, Sub· 113. The Commission 
was aware of thbse issues when it issued its Order •.. stating 
specifically that the full gross-up method for collecting taxes on 
CIAC is mandatory for water and sewer companies unless receiving prior 
CommisSion approval to use another method. 

The Company has prese�ted no new ;�formation but has in fact presented the 
same arguments it did in the prior rate case.· Reconsideration is not justified. 
The Commission sees no reason or just.ification to -reverse its prior decision. 
A reversal of the Commission's Orders in Docket No. W-354, Sub 111, and Docket 
M-100, Sub 113, would lead to a disintegration of the Commission's policy of 
requiring gross-up on CIAC. Every utility in the state could petition the 
Commission for the same treatment that CWS is seeking and every utility could
present the same argl.lments that CWS has presented. As stated -earlier, all of 
these issues .were raised. in the tax doCket and they were considered by the 
Commission before the Commission determined its policy. Therefore, the 
Commission will not include in rate base any ADIT associated with the·Monteray 
Shor�s system. '

Olde Pointe 

The next difference between the parties,relates to ADIT with respect to the 
Olde Pointe system. The Company has proposed to include $10,984 of ADIT in rate 
base from CIAC received in the·Olde Pointe system in 1992.' The Public Staff has 
disallowed this amount. The disagreement between the parties is due to different 
interpretations of t.he order issued ,in Docket No. W-354, Su_b 92, which approved 
the transfer of Olde Pointe to CWS. 

Public Staff witness Kibler testified that the agreement between the Public 
Staff and the Company limited the rate base treatment of the taxes ·paid to 
approximately $25,000. Mr. Kibler also pointed out that the amount of ADIT now 
proposed by the Company is "substantially greater than the estimate of $25,000" 
,which was included i� Docket. No. W-354, Sub 92. 

,,The Commission, in the last rate case, included $25,727 in rate bas'e for the 
taxes paid with respect to Olde Pointe. The Commission included the $25,727 
because the amount in the stipulation was approximately $25,000·. 

The Company's position is that any tax liability arising from the future 
expansion of the 01de,.Pointe .system should be allowed in rate base. Mr. Wenz 
testified that CWS has invested approximately $38,000 in state and federal taxes 
resulting from both the original CIAC in 1991 and the subsequent 'CIAC in 1992. 
He further testified that as an· offset, CWS has collected 37 water and sewer 
connection fees. Based on this position, the Company has included the AOIT 
related to CIAC received in 199� in the Olde Pointe system. 
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. Mr. Wenz testified that the additional taxes sought for rate_ base treatment 
in this case rel ate to water and sewer facilities that Were installed and 
contributed to CWS by the Olde Point developer.· He further testified that the 
CornmiSsion'S Order in the transfer proceeding states: 

5. CWS may apply to receive rate base treatment of
any tax liability on C!AC related to this
transfer in a future general- rate case.

The·corrnnission agrees with the Compahy that the Commission Order in Docket 
W-354, Sub 92, does not 1 imit the. ainount of CIAC generated tax that was approved 
for rate base treatment. Therefore, the Comrnission.js of the, opinion that the 
$10,984 ADIT related to CIAC received in the Olde Pointe system in 1992 should 
be included in rate base in this proceeding. 

Winqhurst 

·The next difference ·between the Public Staff and the Company relates. to ADIT
with respect to.the Winghurst system. Jwo questions are involved� First, the 
company, did not collect any gross-up on the CIAC receive� in Winghurst. The 
Commission's Orders in Docket No. M�lOO, Sub 113,. do not require g�oss-up on CIAC 
arising from contracts prior to February 3, 1987. The Public Staff did not 
include any ADIT related to this system because the contract coveri_ng this area 
is a post February 3, 1987 contract. Company witness Weni testi,f.ied that the 
contract is a�tually a pre-1987 contract although the writt�n c9ntract was not
formalized until October 11, 1991. 

At this point �he CommissiOn notes an inconsistency in the Company's 
position that the agreement is a pre-1987 contract. In the rev,ised tariff filed 
by the Company on April 27, 1994, the Cqmpany shows th?-t, it is collecting full 
gross-up on the connection fees in'Winghurst. Since the Company argued strongly 
and successfully in Docket No. W-354, Sub 118, that connection fees based on 
pre-February 3, 1987, contracts are not subject to gross-up, why would the 
C(?mpany collect full gross-up on ,con·nection fees. if this contract were actually 
a pre-February' 3, 1987, contract? _Also,· if this is a pre February 3, 1987 
contract,'why does the contract discuss, on page 3, article 4,, taxes on CIAC and 
the fact that the Company .is authorized by the Corrunission to .�ollect the taxes 
due from the Developer? 

The Company is claiming. to.rely on. an .oral contract here. These questions 
clearly show why the Commiss.ion -is not convinced of the claim·.' Faced with a 
'wrHten contract dated long after 1987 and the Company's inconsistent claim�, the 
Commission concludes that no oral contract existed. 

The' second is'sue relates to the Public Staff's request for documentation for 
the cost of the Winghurst system. According to the Public Staff, ·the Company 
provided the Public Staff with only a journal ·entry for the amount of plant 
b6oked in Winghurst. C9mpany witiiess Wenz testified that the journal ,entry "\'.las 
based on an estimate of the origi na 1 cost of facilities that were actually ; n the 
ground." The Company did not provide any documentation to support the amount of 
plant booked nor did the Company provide a copy of the estimate. Therefore, the 
Public Staff had no way to audit the Company's calculation of CIAC and. the 
related ADIT. This reason, by itself, would be sufficient to disallow any ADIT 
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related to the Wi nghurst system. Coupled with the determination that the 
Winghurst contract is actually a post-February 3, 1987, contract, the Commission 
finds that it is totally inappropriate to include in rate base any ADIT related 
to the Winghurst system. 

Deferred Rate Case Expense 

The difference related to the ADIT resulting from deferred rate case expense 
arises from the level of rate case expense recommended by each party in this 
proceeding-. As determined in Findings of Fact Nos. 42-43 the appropriate level
of rate case expense is $4�5,126; therefore the appropriate level of.ADIT related
to deferred rate case expense is $170,200. 

Deferred Maintenance 

The difference related to the ADIT resulting from deferred charges arises 
from the level of deferred charges_recommended by-each party in this proceeding. 
As determined in Findings of Fact Nos. 40, 42, and 43, the appropriate level of 
deferred maintenance is $332,412 (total deferred charges of $767,538 less 
deferred rate case expense of $435,125); therefore, the appropriate level ·of ADIT 
related to deferred charges is $130,022. 

Based on the foregoing, the Commission concludes that the appropriate level 
of ADIT for use in this proceeding is $967,076, of which $804,766 is applicable 
to Water operations and $162,310 is applicable to sewer operations. 

GAIN ON SALE AND FLOW BACK OF TAXES 

Another area Of di silgreement between the parties is the appropriateness of 
including cost free capital related to the gain on sale and flow back of tax�s 
determined by this Commission in Docket No. W-354, Sub 111. The Public Staff has 
included $289,628 as cost free capital in each of its filings. The Company's 
position on the inclusion of cost-free capital has fluctuated throughout this 
proceeding. In its original filing, the Company did not include any cost-free 
capital. In its updated filing, the Company did include $289,628 as cost-free 
capital. In its final position, the Company reverted to its original position 
and did not include any cost-free capital. 

Company witness O'Brien's rebuttal testimony, which was adopted by Mr. Wenz, 
states that given the language in recent Commission orders .involving other 
uti l i.ti es regarding the gain on sale issue, the ·commission may wish or choose to 
reconSider its decision in the Sub l�l proceeding. 

This issue has already been settled. The Commission ruled in the Sub III 
proceeding that the gain on sale should reduce rate base. The Company appealed 
that decision to the North Carolina Supreme Court, which upheld the Commission's 
ruling. ReconsideratiQn· here is not justified. Therefore, the Commission finds 
it appropriate to reduce rate base by $289,628 for the gain on sale and flow back 
of taxes, of which $196,947 relates to water operations and $92,681 relates to 
sewer operations. 
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EXCESS CAPACITY 

Guidelines 

The proper amount to use for calculating used and useful wastewater 
treatment plant Capacity at the systems for Br_andywine Bay, Cabarrus Woods
Stonehedge-Cambri dge-Steepl echase, and the Danby-Woodside Fa 11 s-Lampl ighter South 
was �isputed. The Public Staff used 400 gallons per.day (gpd) per residential 
equivalent connection as the amount of capaci.ty needed for each customer on these 
systems. The,. Company did· not present ,any position on a specific per day 
capacity, but r�ther stated an "obligation to :Provide public service" in Company 
Rebuttal Witness Dopuch's testimony. It is uriclear, then, whether there is 
di sagreeme'nt in the 400 gpd per connection standard. The Cammi ssi on concludes 
t_hat the standard for.evaluating the used and useful portion of the wastewater 
treatment plants serving the Brandywine Bay, Cabarrus Woods, and Danby 
subdivisions should be 400 gp9 per connection, which haS been used and accepted 
by CWS.and the,.Public Staff for these sys_tems in the Company's previous rate 
cases. 

The Public Staff maintains that the design pumping capacity of the wells 
should be set at 400 gpd per residential connection, which equates to 0.556 
gallons per minute (gpm) per connection, in a twelve hour pumping day. While the 
Company does not disagree that this is the state design cr,iterion for well_ 
supply, it. does argue that this is a minimum and· should not be';used to litl}it its 
investment in wells or to acquire new wells. 

The appropri�te �mount to use in calculating used and Useful capacity of 
elevated storage tanks in water systems is again an issue in this case. The 
Company argues that 400 ga 11 ans per connection is the proper amount. Puhl i c 
Sta.ff witness Rudder test)fie� that the proper amount. is 200 gallons per 
�onnection. 

Public Staff witness Rudder referred the Commission to its Order in Docket 
W-354, Sub 111, where the history of this subject was discussed in· the Evidence
and Conclusions for Findings Of Fact Nos. 7-60. The Commi'ssion has taken
judicial notice of.this information, finds it pertinent to.�his case, and Will
incorporate its con cl usi 9n� in this. case as appropriate. ·

In Docket W-354, Sub III, the Company and the Public Staff disagreed on the 
amount of elevated storage. The Company argued for a 400 gallons per day 
capacity while the Puhl ic Staff presented evidence supporting a 200 gpd capacity. 
The Commission determined the correct calculation was 200 gpd per connection. 
The Commission relied largely on testimony from,DEH personnel and the Company's 
own record of obtaining storage.tank approval .. The Company.appealed this issue 
to-the State Supreme Court. 

In a decision ·issued January 22, 1994, the Court stated, 

As there was competent, material, and substantial evidence 
pr·esented th�t the minimum design c,riteria has always been 
200 gpd p_er connection, the decision of the Commission is 
affirmed. -·, 
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The next concern for the Colill11ission is the adequacy of·zoo _gpd in providing 
acceptable service. While the Company stated that it needed 400 gpd in elevated 
storage in order to provide adequate service, the Public Staff pointed out that 
several of the Company's own systems have less than 400 gpd and some'even have 
less than 200 gpd. The· Company provided no evidence of any service problems 
(water shortage, low pressure, or any other) in any of these areas. 

 

The Company' argued that discussions with DEH. indicated that additional 
capacity should be included in"elevated storage to allow for water needed for 
fire protection. The Company's belief is that DEH requires builders of elevated 
storage tanks to have extra capacity beyond the 200 gpd per·connection when the 
design plans for a subdivision call for fire hydrants to be attached to the 
system. Public Staff witness Rudder testified regarding a memorandum from Mr. 
Wally Venrick to Mr. J.C. Lin of the Public Water Supply Branch of DEH. Witness 
Rudder read the memorandum which stated that the total Volume of storage .required 
shall be the value calcul�ted from DEH policy and the Rules Governing Public 
Water Systems or the niininium Insurance Service Office "{ISO) value, whichever is 
greater. Witness Rudder further testified that a discussion with Mr. VeMrick 
confirmed that the :equirement is not additive, but is an either/or situation. 

The Commission notes the importance of the combined well pumping capacity 
or well yield. While the-elevated storage tank does not limit the customers to 
specific gallonage, the water source, or wells in this ·instance, do. 
Consequently; DEH and the Public Staff agree that the well pumping capacity 
should be d�signed to provide 400 gpd per connecti�n based on a 12 hour pumping 
day. The Comrniss,ion recognizes that the elevated· storage tank only provides a 
mechanism to obtain pressure, and the limiting fac'tor fpr adequate service is the 
�ll yields. 

The -Commission concludes that 200 gpd per connection is the appropriate 
standard to use in deterniining how much elevated water storage capacity is' used 
and useful. The reasons su�porting this are: 

I. CWS d�es not itself adhere to the 400 gpd.

2. Building more capacity than is presently needed may be prudent when
growth is expected, but this does not make it presently used and
useful. The economies of scale a'nd adva_nce planning that come from
installing larger elevated storage tanks are to be commended, but the
financing of plant·for future customers .should come from developers or
the utility .at its stockholders' ri'sk, not from present customers.

3. The 200 gpd per connection of elevated storage is the deSign capacity,
but the customers' usage is not limited to that amount only. The
system's wells must be able to pump 400 gpd per connection into the
system in a twelve hour day in addition to the 200 gpd per connection
that is .in the tank. 

4. The Commission has seen no evidence that use of this standard results
in customers rece.iving inadequate service in any of the contested
service areas.
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In summary, the Commission conclude� that the app_ropriate standard for 
elevated water storage tanks is 200 gpd per connection and the appropriate amount 
for wastewater treatment plants is 400 gp� per connection • 

. Another issue concerns rate base calclllation and the. inclusion of a capacity 
m_argi_n. for growth. In Docket No. W-354-, .Sub 69, the <;ornmi sSi on mat�hed rate 
base to revenues and· expenses through the end of the test year. The Company 
appealed that issue, but the State Supreme Court 'upheld the Commission's 
decision. 

In the n�xt two rate cases, Sub 81 and Sub 111, the Comlllission did not mat�h 
rate base· .to rev�nues and expenses but instead gave the Company a 35% c;apaci ty 
margin. The Sub 81 Case was QOt appealed, but in the interim between the"two
Carc:il i na- Water cases, a case-involving Car:o l i na Trace .was appealed. In that case 
the Supreme Court held that its decision in Carolina Water I .(the Sub 69 appeal) 
w�s not discretionary, ,i..e., if the rate base includes a growth margin, it must 
be matched with �oth expenses and revenues. 

Before the Carolina Trace decision ·'was publ i sh,e'd, the ·commi ss.i on· issued its 
decision in the Sub Ill case. Again, following the methodology of the-Sub Bl 
case, the Commission allowed· a 35% growth !llargin with no matching. The P,ublic 
Staff appealed -this case,' and the Supreme ·court stood firmly by .its decision 
involving Carol.ina Trace .. The Court noted the absence of evidence of growth 
rates in the service areas in dispute, the lack of evidence of the planning 
period foY' growth, and .the failure to match and reversed, stating: 

The Commission failed to provide any fact specific support for 
determining that a 35% increase is a valid figure and did not follow 
th� "approved pY'actjc�" of setting out a matching adjustment for 
proforma revenues that will be obtained due to the potential increase 
in customers in the near future. 

This Carolina Water 'II decision relied strongly on Carolina Water I. 

In the present case, as in the past three Carolina Water rate cases, the 
Company has not proposed any matching adjustment. The question of how to match 
beyond the end of the test year is. not an easy one. It involves· many issues, 
such as the appropriate planning horizon, the formula for caJculating the growth 
rate, the timing of ,when to .assume new customers will be contributing revenues 
and when new pl ant and- expenses will be needed, and a host of .others. In the 
absence of a specific proposal from the Company to match in this case, the 
Cammi ssi on believes the approach approved .in Carolina Water l..shoul d be used. 
There, as here, the Commission was faced with no proposal for how to match, and 
the Cammi ssi on therefore matched with the information that was available,· i.e., 
end-of-period (EOPJ data. 

, Therefore, the Commission concludes that the approach adopted by the 
Commission in the, Sub 69_ case and approved in_ Carolina Water I, i.e., EOP 
matching, should be used in this case. 
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Brandywine Bay Storage Tank 

This issue involves the amount of investment that should be allowed in rate 
base for_ the elevated water storage tank in the Brandywine Bay Subdivision., 
Public Staff witness Rudder recommended that $162,000 of the Company's .; nvestment 
in ·thfs facility be excluded from·rate base, whereas the Company includes its 
entire investment. The Public Staff explained that Carolina Water, in 
conjunction with the developer of Hestron Park Shopping Center located next to 
Brandywine Bay, constructed a 250,000 gpd elevated storage tank to serve both 
Hestron Park and Brandywine Bay. The main purpose of the elevated storage 
facility was to provide fire protection capacity for the Hestron Park commercial 
center. The tank cost $450,000, with the Hestron Park developer contributing 
$200,000. The tank has the capacity to serve 1,250 customers (250,000 gpd + 200 
gpd/customer). There are 440 resident i a 1 equi va 1 ent customers being served 
jointly in Brandywine Bay and Hestron Park according to Company information. As 
can be seen on Public Staff Daniel Rebuttal Cross Examination Exhibit 6 and 
Daniel Rebuttal Exhibit 4, there is ample and adequate water supply when the 
pum�ing capacity of the wells is factored in. 

Regarding the different calculations used by witnesses Rudder and Daniel, 
the Commission concludes there is an adequate supply of water in either case. 
The Commission does note, however, that Public Staff Late Filed Exhibit No. I 
demonstrates that the twelve hour pumping duration is a design standard. The 
Commission sees no limitation on the time a utility may actually operate its 
wells. Therefore, 35.2% (440 Current customers+ 1,250 customer capacity), or 
$88,000, of the Company's investment should be allowed in rate base and $162,000 
(or $250,000 - 88,000) should"be disallowed as excess capacity. 

The Company argues that if it had provided the elevated storage in a 
piecemeal fashion, the cost of the elevated tank would have been $545,600. This 
is in excess of the investment in the tank and, therefore, there is no excess 
capacity. 

The Commission finds the Company position to be speculative and points out 
that it ignores the reality of the situation. Rates cannot be set on ·what a 
facility might have cost, but must be set on actual costs which in this case are 
si gni fi cantly less than the -Company's hypothetical position. The ·Cammi ssi on 
agrees with the Public Staff position and concludes that the appropriate amount 
to include in rate base for the Brandywine Bay elevated water storage tank is 
$88,000. 

Brandywine Bay Sewer Plant 

This issue involves the amount of investment that should be allowed in rate 
base for the wastewater treatment plant in the Brandywine Bay Subdivision. 
Public Staff witness Rudder recommended that $194,968 of the Company's .investment 
in this facility be excluded from rate base, whereas the Company includes its 
entire investment-. The Public Staff determined that the combined capacity of the 
old and new plant is 375 customers (150,000 gpd + 400 gpd/customer). The 196 end 
of period customers require 52 .3% of the capacity, 1 eavi ng 47. 7% as excess 
capacity. The Public Staff recommends that $194,968 ($408,738 of plant cost x 
47.7% excess capacity) be excluded from rate base. 
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The Company argued that the effluent line and holding pond would have been 
needed regardless ,of plant expansion and therefore should not be a part of.the 
calculation. The Public Staff argued that the pond and effluent line in question 
were part of the expansion of the treatment plant. The Public Staff pointed out 
through cross-examination of Company witness Dopuch that (I) the existing plant 
used a subsurface drain field for disposal of. treated effluent; (2) the new 
effluent line and holding pond were needed as part of the expansion of the plant; 
and (3) an existing ·holding pond was used to store water pumped from the water 
system wells to irrigate the golf course before the sewer plant was expanded� 

The Commission .agrees with the Public Staff that the additional 'holding pond 
and effluent line are part of the sewer plant expansion. They would not have 
been constructed·except to accommodate plant expansion. 

The Company then proceeds to take a similar position to the Brandywine Bay 
elevated storage ,tank.' It' argues that if it had provided the wastewater 
treatment plant in a piecemeal fashion, the cost of the plant would have been 
$273,600. This is in ·excess of the investment in the plant and, therefore, there 
is no excess capacity. 

The Commission again finds the Company position to be speculative and 
rejects it for the reasons discussed above. The Conunission agrees with the 
Public Staff position and concludes that the appropriate amount to include --in 
rate base for the ,Brandywine Bay wastewater treatment plant is $213,770.

Cabarrus Woods Storage Tank 
 

This issue involves the amount of'investment that should be'allowed in rate 
base for the elevated water storage tank in the Cabarrus Woods Subdivision. 
Public Staff witness Rudder recommended that $179,320 of the Company's investment 
in this facility be excluded from rate base, whereas the 'Company includes its 
entire investment. The Public Staff explained the storage capacity of the 
elevated tank serving Cabarrus Woods, Victoria Park, Bradford Park, and Cambridge 
subdivisions ·.is 250,000 gallons. The tank has capacity to serve 1,250 customers 
(250,000 gpd +,200 gpd/customer). As can be seen on Public Staff Daniel 
Rebuttal Cross Examination Exhibit ·s, •·'there is ample water .supply when the 
pumping capacity of the wells is factored in. In fact, in this example, at least 
one of the larger wells could be lost and an adequate supply would still be 
available. 

Regarding the different calculations used by witnesses Ru�der and Daniel, 
the Commission concludes there is an adequate supply of water in· either case. 
The Commission does note, however, that the Public Staff late fl.led Exhibit No. 
1 demonstrates that the twelve hour pumping duration is a design standard. There 
is no limitation on the time a utility may actually operate its wells. A total 
of 640 customers were being served · by the tank at the· end of the test year 
period, requiring 51. 2% (640 + I, 250) of the capacity. The Public Staff 
recommends disallowing $179,320 of the Company's $367,459 investment ($367,459 
X 48.8%). 
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The Company argues that ·if it had provided the elevated storage in a 
piecemeal fashion, the cost of the elevated tank would'have been $814,680. This 
is in excess of the investment of the tank and; therefore, there is no excess 
capacity. 

The COmmission again rejects this speculative argument. 'The Commission 
agrees witH tJie Puhl ic St.iff position an� concludes that the ·appropria_te amount 
to include in rate base for the Cabarrus Woods elevated water storage tank is 
$188,139, 

Cabarrus Woods Sewer· Plant 

This issue involves.the amount of investment that should-be· allowed in rate 
base for the wastewater treatment pl ant in the Cabarrus Woods Subdi vi si On. 
Public Staff witness Rudder recommended that $201,764 of the Company's investment 
in· this facility be eXc1 uded from rate base, whereas the Company. includes its 
entire investment. The Public Staff determined that the combined capacity of the 
existing 150,000 gpd plant and the 300,000 gpd expansion is 450,000 gpd. There 
were 763 sewer customers being served in Cabarrus Woods, Victoria Park, 
Stonehedge (renamed Bradford Park), Cambridge and Steeplechase Subdivision at the 
end of the test year. The treatment plant has capacity to serve 1,125 customers 
(450,000 gpd + 400 gpd/customer). The 763,end of test year customers required 
,67.8% (763 + 1,125) of the plant's capacity, resulting in 32.2% excess capacity. 
Carolina Water's investment in the plant expansion is $626,597. The Public Staff 
recommends that $201,764 be disallowed as excess capacity ($626,597 x 32.2%), 

The Company again takes a similar position to the Brandywine Bay elevated 
storage tank. It argues that if it had provided the wastewater treatment plant 
in 'a piecemeal fashion, the cost of the plant would have been $761,400. This is 
in excess of the investment of the plant and, therefore, there is no .excess 
capacity. 

The Cormnission agilin finds the Company position to be speculative and 
therefore rejects it. The Commission agrees with the·Public Staff·position and 
concludes that the appropriate amount to inc1ude in rate base'for the Cabarrus 
Woods wastewater treatment plant is $424,833. 

Danby Sewe� Plant 

This issue involves the amount of investment that should be allowed in rate 
base for the wastewater treatment plant in the Danby Subdivision. Public Staff 
witness Rudder recommended· that $117,876 of the Company's investment in this 
facility be excluded from rate base, whereas ·the, Company includes its entire 
investment. The Public Staff determined the plant was expanded from 130,000 gpd 
to 630,000 gpd at a cost. of $209,000 to Carolina Water. In this rate case there 
are 686 end of test year customers being served by the treatment plant. The 
plant has capacity to serve 1,575 (630,000 gpd + 400 gpd/customer) customers. 
The.686 customers are utilizing 43.6% (686 + 1,575) of the capacity. The Public 
Staff recommends disallowing $117,876 ($209,000 x 56.4%) as excess capacity. 

The Company argues similarly to its position on the previous facilities. 
It states that if it had provided the wastewater treatment plant in a piecemeal 
fashion, the cost of the.plant would have been $273,600. This is in excess of 
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the investment of the plant and, therefore, there is no excess capacity. 
Secondly, the Company argues that since'it was able to acquire.a larger used 
plant at a substantially lower price than it would have paid for -a plant of this 
size, it should be allowed to base capacity calculations on the basis of 200,000 
gpd, not on 500,000 gpd. 

· ' · · 

The 'Commission again finds· the Company position to be' speculative and 
rejects it. As to the Company's second argument, 'the Commission po·ints out that 
it has already rejected this approach.in other cases. Rates Cannot be set on 
avoided costs or what a company might have spent. The Commission agrees with the 
Public Staff position and concludes that the appropriate amount to include ·;n 
rate base for the Danby wastewater treatment plant is $91,124. 

WATER SERVICE CORPORATION PLANT IN SERVICE 

The parties disagree on the amount of plant in service allocated to CWS from 
WSC. The Public Staff recommends an amount of $454,907 for water operations, 
which is $157,756 less than the Company's proposed amount of $612,663, and an 
amount of $214,074 for sewer operations, which is $41,271 more than the Company's 
proposed amount of $172,803. 

The differences in the level of'plant in service allocated to CWS from WSC 
recommended by the Company· and the Public Staff is composed of the following 
items: 

Item 

Allocation Adjustment 
Excessive Plant Items 
WSC Adjustment 

Total 

Allocation Adjustment 

Water 

$ (78,546) 
1,067 

[80,277) 

$1157.756} 

Amount 
Sewer 

$ 78,546 
503 

[37,778} 

S 41. 271 

The parties agree that plant in service should be allocated between water 
and sewer based on customer equivalents. However, the Company made an error in 
allocating WSC plant in service between water and sewer operations in its Final 
Exhibit. Therefore, the difference between the parties concerning the allocation 
between water and sewer is due to an error made by the Company and the proper 
allocation methodology· is uncontroverted. 

Excessive Plant Items 

Public Staff witness Pleasant stated 'in her prefiled testimony that there 
were excessive items included in the WSC· rate base. She stated, "For example, 
included in rate base is a $4,100 bird cage, a $2,400 toilet, capitalized 
,landscaping, and design time for an inter,ior decorator."; Ms. Pleasant further 
stated concerning the 15% WSC adjustment, "It should be noted that I did not 
factor into my analysis any adjustments for the excessive plant items." 
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Company witness Wenz, in his adoption of Mr. O'Brien's prefiled rebuttal 
testimony, said that he agreed with the net addition to CWS rate base for WSC 
plant recommended by the Public Staff but stated that this amount should be 
further reduced by $1,570, which represents the CWS portion of the .parrot cage 
and toilet mentioned by Public Staff witness Pleasant in her prefiled testimony. 
As discussed later in this Order, Ms. Pleasant made an overall adjustment to 
reduce costs allocated to. CWS from WSC due to problems encountered •during the 
audit.- Although the excessive plant items were not included in the calculation 
of the WSC adjustment, the overall adjustment was intended to adjust for various 
problems encountered during the audit, including .these excessive items included 
in the WSC rate base. 

As is discussed later in this Order, the Commission concludes that the 
Public Staff's overall WSC adjustment is proper. The Commission concludes that 
an adjustment need not be made for the excessive plant items included in the WSC 
rate base, but that these items are handled properly in the WSC adjustment. 

WSC Adjustment 

As discussed elsewhere in this Order, the Commission concludes that the WSC 
rate base allocated to CWS should be reduced by 15%. 

WATER SERVICE CORPORATION ACCUMULATED DEPRECIATION· 

The parties disagree on the amount of accumulated depreciation allocated to 
CWS from WSC. The Public Staff recommends an amount of $158,042 for water 
operations, which is $55,111 less than the Company's proposed amount of $213,153, 
and an amount of $74,373 for sewer operations, which is $14,253 more than the 
Company's proposed amount of $60,120. 

The differences in the level of accumulated depreciation allocated to CWS 
from WSC recoll"ll!ended by the Company and the Public Staff are composed of the 
following items: 

Item 

Allocation Adjustment 
Excessive Plant Items 
WSC Adjustment 

Total 

Allocation Adjustment 

Water 

$(27,327) 
106 

(27,890) 

S{SS, 1111 

Amount 
Sewer 

$ 27,327 
51 

{13, 1251 

$14,253 

The parties agree that accumulated depreciation should be allocated between 
water and sewer based on customer equivalents. However, the Company made an 
error in allocating WSC accumulated depreciation between water and sewer 
operations in its Final Exhibit. Therefore, the difference between the parties 
concerning the allocation between water and sewer is due to an error made by the 
Company and the proper allocation methodology is uncontroverted. 
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Exce'ssive Pl ant ·items 

· As discussed previously, the Commi.Ssion concludes that an· adjllstment need
not be made for the ex·cessive plant items -included in the WSC rate base. These 
items are handled properly in the WSC adjustment. 

WSC Adjustment 
. 

-As.discussed elsewhere in this Order, the'Commission concludes that the WSC
accumulated depreciation allocated to CWS should be reduced.by 15%. 

WATER SERVICE CORPORATION ACCUMUlATED DEFERRED INCOME TAXES' 

The parties disagree on the amount of ADIT allocated to CWS from WSC. -The 
. Public Staff recommends', an amount of .$26, 976 for water operations, which, is 
$9,428 less than the Company's proposed amount of $36,404, and· an amount of . 
·$12,695 for sewer operation's, which is $2",427 more· than the Company's proposed
amount of $10,268.. 

·The differences .in the level of ADIT allocated to CWS from WSC recommended
btthe Co�pany and the Public Staff is composed of the follo�ing items:

Item 

Allocation Adjustment 
WSC Adjustment . 

T�tal 

Allocation Adjustment 

$(4,667) 
(4,761)· 

$(9.428) 

Amount 

Sewer 

, · $ 4,667 
(2,240) 

$ 2.427 

The parties agree that ADIT should be allocated -between water and sewer 
bas�d on customer equivalents. However, t�e Company made -an error .in a 11 ocati ng 
WSC ADIT between water and sewer operations in its Final Exhibit. Therefore, the 
difference between the p�rties concerning the allocation be�ween water and.sewer 
is due to an error made by the Company and the proper allocation methodol�gy is 
uncontroverted. 

WSC Ad jilstment 

As•discussed later in this Order, the Commission concludes that the WSC ADIT
allocated to CWS should be reduced by 15%. 

. 

-WORKING CAPITAL ALLOWANCE

The Company and the Public Staff are recommending different amounts of 
working capital due to the differing levels of expenses and tax accrl!als 
recommended by each party. The Company included an amount of $281,280 for its 
water operations and an amount of $191,535 for its sewer operations. The Public 
Staff included an amount of,$276,407 for CWS's'water operations and $187,554 for 
CWS's sewer operations. 
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Based upon its conclusions reached elsewhere in thi� Order�regarding the
appr.opri ate 1 evel of expenses and cert a in taxes,, the Commission deterrni nes that 
the appropriate level of working capital .is ,$464,511, of which $276,781 is 
applicable to water.operations and $187.,730 is 'applicable to sewer operations. 

DEFERRED CHARGES 

The final component of rate base on which the Public Staff and the Company 
disagree js deferred cha}'.'ges. The Company.has recommended that deferred charges 
in the amount of $936,019 be included in rate. base. The Public Staff has 
recommended that $646,730 of deferred charges be included. The difference of 
$289,289 is composed of VOC testing costs of $40,015 and rate case expense of 
$249,274. 

The Company is advocating that $40,015 of voe testing costs be included in 
deferred charges. Company witness Wenz, addressed this issue in his rebuttal 
testimony. He stated that:there is not· an ongoing cycle of voe tests as presumed 
by the current regulatory treatment since voe testing requirements.are on a three 
or five year schedule. He testified· that it was apprOpr·iate to amortize these 
testing costs ·over three to five years and to include the -unamortized cost in 
rate base. The Commission points· out, however, that CWS has not -proposed to 
amortize costs in this proceeding since the Company accepted the Public Staff's 
level of on-going costs. 

In h8r prefiled testimony, Public .Staff witness Dietz stated that she 
removed VOC testing costs from deferred charges consistent with the Commission's 
decision in Docket No. W-354, Sub 111. During cross-examination, Ms. Dietz. 
further testified that it was her understanding that the testing requirements 
have changed· from the three and five year schedule to an annual testing 
requirement. Ms. Dietz explained that the Public Staff has included an annual 
level in the on-going expenses for VOC testing ,costs as well as an additional 
amount in the surcharge based upon current testing requirements. She reiterated 
her belief that h8r adjustment was consistent with the Commission's decision in 
Sub Ill that a representative level of VOC, testing costs can be and has been 
determined and therefore there is no unamortized balance to include in deferred 
charges. 

The Commission continues to believe that voe tests are regular tests and 
should .not be included in deferred charges. In Docket No. W-354, Subs Bl and 
111, the Company's last two general rate proceedings, the Commis�ion did not 
authorize specific cost recovery of voe testing expenses but instead included a 
normalized level of what those ongoing costs would be. Therefore, consistent 
with our Orders in the Company's last two rate proceedings, the Commission has 
determined that the Public Staff adjustment to reduce rate �ase by $40,015 for 
voe costs is appropriate and that no amount of deferred voe testing charges 
should be included in rate base. 
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The parties a 1 sa: dfsagree on the appropriate amount of unamortized rate case 
expense·to include in.ifoferred charges. The unariiortized balances included by the 
'compa�y .ind the Publ'iC Staff are' summarized as follows: · ·. 

Item. Company Public Staff Difference 

Sub 69 appea 1 $ 2,278 $ 4,557 $ 2,279 
Sub 81 4,038 8,077 4;039 
Sub III approved 48,431 96,862 48,431 
Sub Ill additional 52,461 0 (52,461) 
System specific 136,452 136,452 0 
Sub 118 148,150 68,370 (79,780) 
Sub Ill ·appeal 35,063 0 (35,063) 
Sub, 128 136.719 0 (136,719) 

Total $563.592 $314,318 H249
1274l 

In Finding of Fact No. 67., the·. Cammi ssi on determined the· appropriate l eveil 
'of. rate case expense to include in. this 1 proceeding. Th·e first area of 
disagreement between the Company and the Public Staff pertains to the proper 
unamortized balance· related to the Sub 69 appeal, Sub -Sl, and Sub 111 approved 

,proceedings. Both. parties agreed on the amount and the �ime period of the 
amortization, however, it appears that the Public Staff's unamortized balances 
for the above proceedings also included the annual expense portion r'e�l.ected· in 
the cost of service. Therefore, the Commission concludes that the proper level 
of unamortized balances related to rate case expense for Sub 69 appeal, Sub 81, 
and Sub 111 appr.oved,proceedings, to be inc�uded in deferred charges, a component 
cif rate base, is. $2,278, $4,038, and $.48,431, r.e�pectively. _ 

The next difference between the parties reiates to Sub 111 additional rate 
case costs. The COmpanY · included an uria_mortized _balance_ of $52,461 in its 
deferred charges whereas the Public Staff disallowed the entire amount related 
to these additional rate case costs. As stated'earlier, the d_iscuSsion.related 
to this category is found in Finding of Fact No. 67. The Commission is in 
agreement with the Public Staff and concludes that.the entire unamortized balance 
in respect to Sub. Ill additional rate case costs of $52,461, as proposed by the 
Company, be "disallow�d in th.is proceeding. 

Another-difference in unamortized· rate c;ase expense relates to S�b 118, the 
tap fee investigation, which is also discussed in .Finding ,of Fact .No. 67. The 
Public Staff recommends an unamortized balance of.$68,370, while the Company 

-'proposed an unamortized balance. of $148,150. Based· on the evidence and 
conclusions discussed elsewhere in,the Order, the Commission finds the _proper 
level of unamortized· baJance related to the tap ,fee investigation proceeding ,to 
be $74,074. 

The essence of the final disagreement between the Comp·any and the Public 
Staff is whether the .adjustments to amortize the rate case eXpenses over two 
years and the SiJb 1_11 appeal costs. over three years are a normalization of test 
yeir expenses of' a setiillg aside of specific costs for specific recovery. Puhl ic 
Staff witness Dietz clearly testified that the intent of the Public Staff's 
cidjustments was to norma 1 i ze expenses. In her prefil ed testimony, she stated 
that there are "two approaches to amortization. In one approach the regulator 
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exp1idtly creates a regulatory asset or re'gulatory liability to be amortized 
over ·a period of ye·ars." According to Ms. Dietz, this approach is appropriate 
for an unusually large item. She went on to eXplain that the other approach is 
normalization in which "the regulator recognizes that the test year revenue and 
or expense levels contain· some abnormalities. The regulator's goal is to 
determine a representative level of this type of item for the purpose of setting 
rates. The regulator does not intend to create a regulatory asset or 1 i abi 1 ity." 
Ms. Dietz concluded by stating that rate case expenses should be handled under
the normalization approach because of their ordinary nature. 

During cross-examination, Ms. Dietz was questioned about the Commission's 
order in the Nantahala Power and Light rate proceeding, Docket No. E-13, Sub 157, 
in which the topic of normalization versus amortization for rate case expense was 
discussed. Ms. Dietz responded that it was true "the Public Staff had proposed 
the same type of normalization treatment for rate case expense in that docket, 
but the Cammi s_si on had rejected the Public Staff's recommendation. However, Ms. 
Pietz· went on to state tJ,at �he believed· there to be certain important 
distinctions between Nantahala and CWS. Ms. Dietz testified that in its Order 
in the Nantaha 1 a proceeding, the Cammi ssi on speci fi cal ly mentioned that Nantahal a 
did riot have a regulatory staff on hand to review matters on a day in and day out 
basis. That is not the case with CWS. Furthermore, Ms. Dietz stated that 
Ncintahala had not had a rate proceeding for approximately ten years. CWS, on the 
other hand', haS a fairly regular schedule for seeking rate relief. According to 
Ms. Dietz, these two distinctions are very important when setting an accurate 
representative level • 

. In his rebuttal testimony, Company witness WenZ argued that once again CWS 
was being "placed at the leading edge of regulatory policy changes desired by the 
Public Staff." He further testified that the Public_ Staff, has not' provided "a 
compelling case for the Commission to deviate from past practice. The Company 
h·as submitted documentation for recovery of specific expenses." He also·stated 
that the method proposed by the Public Staff would not allow the Company to 
recover. it_s prudently incurred regulatory costs. 

This Corrmission has, iri the _past, consistently included unamortized rate 
case expense in deferred charges. This is the second case in which this issue 
has been contested. Excluding operating ratio companies and cases that were 
settled prior to being resolved by the Commission, there has not been one case 
in which a public utility company had sought to amortize rate case expenses and 
the Commission had denied such tr·eatment and inste.id treated rate case expenses 
as a normalized test year expense. We believe that this treatment is fair and 
should be ·continued. The Puhl ic Staff has offered insufficient justification for 
'altering this long.:.standing policy Cased· on its testimony in this· case. 
Therefore the Commission concludes that the'unamortized rate case expenses for 
Sub Ill appeal and Sub 128 rate case should be included in deferred charges in 
the amount of $46,751 and $123,102, respectively. 

·eased on the foregoing, the Commission finds that the appropriate 
deferred charges to be included in this proceeding.is $767,538, of which $594,873 
is applic"abl e to water ope rat ions and $172,665 is applicable to sewer operations. 

488 



WATER AND SEWER - RATES 

SUMMARY CONCLUSIONS 

Based on the foregoing, the Commiss.ion concludes that• the., Company's 
reasonable rate .base used and useful in providing service is $16,947,38.6, 
comprised as follows: 

Water Sewer 
Item Ogerations Og:eration5: Total 

Plant in· service 
. 

$28,174,084 $20,589,399 $48,763,483 
Accumulated. de·preci ati on (2,303,681) (1,603,758) (3,907,439) 
Contributions in aid of 

construction (IO, 176,246) (I0,001,39.3) (20,177,639) 
AdVances in aid of 

construction. (115,420) (90,922) ,(206,342) 
Plant acquisition adj. (I, 709,742) (I_,167,380) .(2,877,122) 

'Accumulated deferre4 income 
taxes (804,766) (162,310) (967,076) 

Customer deposits (80,762) . (64,975) (145,737) 
Excess book value (1,559,117) (2,539,013) (.4,098,130) 
NCUC bonds 30,000. 50,000. 80,000 
Gain on sale and flow back 

of taxes (196,947)· (92,681) (289,628). 
Excess capacity (341,320) (514,608) (855,928) 
Water Service Corporation 

plant in service 454,907 214,074 668,981 
Water Service Corporation: 

accumulated depreciation (158,042) (74,373) (232,·4l5) 
·Water Service·corporation

(39;671) acc. deferred income taxes (26,976) (12,695) 
Working capital allowance 276,781 187,730 .464,511 
Deferred charges 594,873 172,665 767.538 

Total original cost
rate base i12,057,626 i4,889,76Q - i16,947,386

EVIDENCE AND CONCLUS;ONS FOR FINDING OF FACT NO. 45
1
• 

The Public Staff cal cul ates service revenues at $7,861,696 while the Company 
calculates service revenues at $7,608,683, for a difference of $253,013. This 
d.if.ference is due to a ·dispute between the parties with respect. to the number of
,er:id-of-period customers. _As stated earlier, the Public Staff has includ.ed
revenues for customers in the Atlantic Beach section of the Pine. Knoll Shores
service area and· the Farmwood B service area while the Company has dele'ted
customers in these areas.

The Comm_ission concludes that it is appropriate to include the' F'arniwood -8 
and Atlantic Beach customers in order to correctly match revenues and expenses 
to end of period. Accordingly, the Commission concludes that,the appropriate 
level of service reveti"ues- for use in this prqceeding is $7,861,696 of which 
$4,976,704 relates to- water operations and •$2,884,992 relates to sewer 
operations. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 46 

· The Company and the Public Staff agree that the appropriate level -of
miscellane'rius revenue to include in this proceeding is $143,520, of which 
$100,007 is applicable to water operations and $43,513 is applicable to sewer 
operations. Therefore, the Commission concludes that these levels are 
reasonable. 

EVIDENCE AND CONCLUSIONS. FOR FINDINGS OF FACT NOS. 47-49 

' The evidence for these findings of fact· i-s contained in the testimony and 
exhibits of Company witness, Wenz and Publ_ic Staff witness Dietz. 

Witnesses for both the Company and the Public Staff agree that the 
appropriate rate of uncollectible revenue is .86%. The Public Staff applied this 
rate tO both'service revenue and miscellaneous revenue. The Company applied this 
rate to both service revenue and miscellaneous revenue untn it" filed its final 
position on April 18, 1994._ At that point, however, the Company only applied the 
uncollectibles rate to service revenue. The Commission notes that this change 
of position came well .. after the March 31, ·1994, deadline for updated prefiled 
testimon.Y established by earlier Order in'this docket. The remaining difference 
in the levels recommended by the parties is due to the differing levels of 
service revenue recommehded by the parties. 

There is little, if any, evidence in the record on this issue. At the time 
of the hearing it was not apparent that the parties disagreed on the method of 
cal�ulating the appropriate level of uncollectibles to include in this 
proceeding. In its final position, which was filed after the close of the 
hearing, the Company changed its methodology yet provided no basis or reasoning 
for this change. Theiefore, the Commission concludes that it is appropriate to 
calculate uncol l ect i bl es on both service revenue and miscellaneous revenue as the 
Public Staff has proposed. 

Based upon the above and the levels of revenue found reasonable in Findings 
of Fact Nos. 45-46, the Commission concludes that the appropriate 1 evel of 
uncollectibles is $68,845,, of which $43,660 is applicable to water operations and 
$25,185 is applicable to sewer operations. 

SUMMARY CONCLUSION 

Based_ on the foregoing, the ·commission concludes that the appropriate end 
of'Period level of'gross service revenue is $4,976,704 for water operations·and 
$2,884,992 for sewer operations and that the appropriat_e level of miscellaneous 
revenue is $100,007 for water operations and $43,513 for sewer operations. The 
Commission also concludes that it is appY'opriate to reduce these amounts by 
$43,660- for water operat"ions and $25,185 for sewer operations as uncollectible 
revenue. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 50 · 

The Company and Public Staff disagreed on the appropriate customer growth 
factors in this case. The Company based its factor on the loss of all the Pine 
Knoll Shores customers while the Public Staff used the end of period customers. 
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The Commission ha_s already· concluded that it is appropriate to use the end of 
period custo·mers as espoused by the Public Staff. As such, the Cammfssion finds 
that the customer .. growth'rates calculated by the Public Staff are the proper 
facto·rs to be applied,in this case. Additionally, the-Commission,agrees with the 
Public Staff that it is ,not appropriate ·to apply the customer growth rate to 
transportation expense and that a customer growth should _be applied to purchased 
power for water only. 

· .EVIDENCE AND CONClUSJONS FOR FINDINGS OF FACT NOS. 51c�7 ·

The evidence supporting these findings of-fact is found in the testimony.of 
Public Staff witnesses Rudder ·and Dietz arid Company' witnesses Daniel and Wenz. 

• I •  

The following table summarizes the positions·of the parties for operation 
and maintenance expenses: 

Item Company 

System specific costs $ 38,253 
Salaries and wages - -O&M 1,194,954 
Purchased power 731,195 
-Purchased water 59,742 
Maintenan�e and repair BOB, 137 
Maintenance testing 214,602 
Chemicals 172,048 
Transpor.tation 148,900 
Operating expenses charged

to pl ant (200,000) 
Outside' serv-ices - other 77,621 
Water service charges - O&M 128,479 

Total !3,373,931-

Public Staff 

$ 0 
1,195,974 

742,279 
59,742 

827,736 
214,602 
177,542 
147-,276 

(254,923) 
77,621 

128,479 

p,31_6.328

Difference' 

$(38,253) 
'1,020 

11,084 
0 

19,599 
0 

• 5,494
(1,624)

(54;923).
- - ,o

0

$(57,603)-

As the above table indicates, the Public Staff and,the Company agree on the 
amounts ·for purchased water, maintenance testing, outside servic·es. - other, and 

·water service charges - O&M. Therefore, the Cammi ssi on concludes the appropriate
levels for these items are the ones set forth by both parties.  -  

In its Proposed Order, the ambunts·reflected by the' CompanY include certain 
amounts related tci syst�m specific costs. There is no evidence in the record to 
support the inclusion of· such costs and·such ampunts were not included by the 
Company prior to the ·fil,i ng .of ,its Proposed Order. · Inasmuch aS there is no basis 
or reasoning for th,is' change of position,.· the Commission concludes ·that such 
amounts shall be excluded from operation and maintl;!nance expenses as well as 
general expenses as hereinafter set forth. 

SALARIES AND WAGES:- O&M 

The difference in the Company's position and the Public�sfaff's p_osition 
regarding salaries and wages - O&M is the Public Staff's adjustment to re
allocate salaries based upo·n the customer. numbers used by the Public• Staff. 
Also, the Public Staff made an adjustment to treat CWS and non-CWS systems 
consistently regarding salary allocation. In Finding of Fact No. 4, the 
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Commission determined that the customer numbers advocated by the Public Staff are 
the appropriate numbers to use for this proceeding. Therefore, the Commission 
concludes that the Public Staff's adjustment to salaries and wages - 0&M is 
appropriate and the reasonable level to include in this proceeding is $688,961 
for water opera ti ans and $507, 01_3 for sewer operat i ans. 

PURCHASED POWER 

There are two differences in the parties' positions on the appropriate level 
of purchased power to include in this proceeding. The first difference is 
customer growth. In Finding of Fact No. 50, the Commission determined the 
appropriate customer growth rates and the accounts impacted by customer growth. 
Based upon that finding of fact, it is appropriate to apply a .90% growth rate 
to purchased power for water operations. 

The second difference between the parties re 1 ates to certain a 11 eged 
increases in electric rates charged to CWS by its electric power suppliers. On 
CJW Rebuttal Exhibit 6, Company witness Wenz provided a list of six power 
suppliers along with a calculation of the impact of the electric rate increases 
which the Company believes should be included in this proceeding. 

In her revised testimony, Public Staff witness Dietz testified that she 
adjusted test year purchased power to reflect increases by two of the Company's 
power suppliers. Ms. Dietz contended that the Company did not provide 
documentation to adequately support the other power rate increases. During 
cross-examination, Ms. Dietz explained that after reviewing the information 
provided by the Company on March 24 1 1994, it was clear that the Company had not 
considered all aspects of a rate change. For example, Ms. Dietz discussed one 
situation where it appeared the Company had only considered the change to the 
base facility charge without considering the change to the cost per kWh. 

The concerns cited by Ms. Dietz regarding the Company's calculations are 
valid concerns. It is not appropriate to only consider the portion of a change 
in costs that favors the Company. If there· is an increase in the base facility 
charge -but a decrease in the cost per kWh, then certainly it is only equitable 
to consider both sides. Based upon the information provided and the uncertainty 
of the actual dollar impact of ·the changes in power costs disputed by the 
parties, the Corrmission finds that the Public Staff's adjustment to include only 
two of the power suppliers' rate increases is appropriate. 

Therefore, the Commission determines that the appropriate level of purchased 
power to include in this proceeding is $742,279, of which $461,927 relates to 
water operations and $280,352 relates to sewer operations. 

MAINTENANCE AND REPAIR 

The difference in the parties' positions regarding maintenance and repair 
is solely customer growth. The Commission addressed this topic in Finding of 
Fact No. 50. Based upon that decision, the Cammi ssi on determines that the 
appropriate level of maintenance and repair is $827,736, of which $431,606 
relates to water operations and $396,130 relates to sewer operations. 
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CHEMICALS 

The difference in the parties' positions regarding cheniicals is customer 
growth. This issue was addressed in Finding of Fact No. 50. Based upon that 
decision, the Commission determines that the appropriate level of chemicals is 
$177,542, of which $122,185 relates to Water operations· and $55,357 relates to 
sewer operations. 

TRANSPORTATION 

There are several differences in the parties' calculations of the 
appropriate level of transportation expense to include in this proceeding. One 
difference is customer growth. The Commission addressed this issue in Finding 
of Fact No. 50. Another difference relates to the allocation of transportation 
expense between,CWS and non-CWS and then between water and sewer operations. 
Both. parties have agreed that transportatfon expense should be allocated on the 
basis of operators' salaries for this proceeding. However, the parties have 
recommended.different levels'of. operators' ,salaries. The ·Commi_ssion determined 
the .appropriate l eve 1 of operators' salaries in Finding of Fact 1No. 51-, and has 
used this determination when calculating the appropriate level of transportation 
expense. 

A third difference r:elates specifically to the trahsportation. expense 
allocated to· sewer operations. In its final position, ,the Company-·erroneously 
included the amount of transportation expense allocated to water•operatipns �s 
.al so being a 11 ocated to sewer operati ans. This resulted in $22,449 being 
a 11 ocated to ·sewer above the amount actually calculated on· the Company's 
supporting workpapers. 

Finally-, the Company has proposed increasing transportation costs to ·reflect 
a 4.3% increase in the gasoline excise··tax. Public Staff witness Dietz argued 
in her prefiled testimony that the Company's proposal should be rejected. She 
stated that "many factors impact the retaiJ,cost of gasoline�·and that "it is not 
reasonable to single out one componerit, of the price of , gasoline with out 
conside�ing ho,w all of the other components have ·changed.;" ·Finally, Ms·. Dietz 
testified·that the Company had not provided support for an increase in its annual 
level of.ga_soline cost above the testryear level. During·cross-examination, Ms. 
Dietz reiterated her .. be lief that the Company's adjustment was not proper because 
the Company had not provided any documentation to support the impact of 'its 
adjustment Which was· to increase total test year gasoline costs by 4.3%.' 

The Company has not actually stated that its overclll, on-going' lE!vel of 
gasolin� costs has increased by 4.3% over the test year level. However, that is 
the impact·of the Company's adjustment. The Commission does. not believe one.can 
assume that a '4·.3% increase in ttie gasol'ine excise ,tax has led to a 4.3% 
incr.ease in the Compapy's cost of gasoline. To so conclude'would mean the pump 
price of gasoline ,increased.·in lock-step with the tax increase, wh-ich was not 
proven. Ms. Dietz has speci fi ca 11� testified that she believes the Public 
Staff's recommended level of transportation expense is representative of the 
Company's on-going 1 eve l and ·the Cammi ssion agrees. In summary, .the Cammi ssion 
finds that the Company's adjustment to increase transportation expense for the 
increase in the gasoline excise tax is not appropriate'. 
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After considering the above, the Commission has determined that the 
appropriate level of transportation expense to include in this proceeding is 
$147,276, of which $84,841 relates to water operations and $62,435 relates to 
sewer operations. 

OPERATING EXPENSES CHARGED TO PLANT 

The final difference in the parties' positions on operation and maintenance 
expenses relates to operating expenses Charged to plant. In this instance, the 
Company and the Public Staff have used different methodologies to calculate this 
contra-expense. 

In his original and u'pdated filings, Mr. Wenz testified that the Company 
adjusted operating expenses charged to plant "proportional to the change in 
operators' salari�s and wage expense." Mr. Wenz further stated that "this 
methodology is consistent with past rate cases." However, the Company's 
position changed when it f.iled its rebuttal testimony. In his rebuttal, Mr. Wenz 
testified that the Company now believes "the formula used to calculate operating 
expense charged to plant as a function of-salaries is not appropriate" despite 
the fact that this is the methodology used by both the Company and the Public 
Staff fo previous cases. Mr. Wenz stated that he does not believe this 
methodology provides the appropriate on-going level of operating expenses charged 
to- plant because the number of major projects for capital improvements is 
dilllinishing. Therefore, Mr. Wenz recommends using an amount of $200,000 for 
operating expenses charged to plant. This level was estimated based upon the 
1993 per books level. 

The Public Staff calculated operating expenses charged to plant for this 
proceeding by determining the test year per books ratio of operating expenses 
charged to plant to operators' salaries. This ratio was then applied to the 
Public Staff's recommended level of operators' salaries. 

After reviewing the e_vidence on this issue, the Commission is left with many 
questions. Mr. Wenz's ,discussion in his rebuttal does not address all of the 
possible aspects of the circumstances he descr.ibes. The $20o;ooo proposed by the 
Company is an estimate based upon the 1993 per books amount. There could be a 
variety .of reasons the -1993 level is less than the 1992 test year level. 
Operating expenses charged to plant is a contra�expense not only for salaries, 
but also for benefits, _such as insurance, pensions, and payroll taxes. The 
decrease in the level of operating expenses charged to plant in 1993 could be the 
result of a change in the mix of benefits. Another possible explanation is that 
t_he employees previouSly performing the work for the capital projects for CWS 
have been re-assigned to affiliates to complete capital projects for those 
companies. The Commission does not believe the Company has supported its 
position, nor has it provided enough information to cause the Commission to 
deviate from the methodology used in the past. The-Commission does not know how 
the 1993 per books level of expenses charged to plant correlates to the proforma 
levels of salaries, emp 1 oyee benefits, and transportation expenses as calculated 
in·this rate case. 
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Based upon the above and the Commission's finding on. the appropriate level 
of operators' salaries,. the Comm1 ssi on finds that the appropriate level of 
operating expenses charged to plant is·$(254,923), of which $(180·,646) is related 
to water operations and $(74,277) is related, to sewer operations. 

SUMMARY CONCLUSION 

Based on the foregoing, the CommisSion concludes ttiat the appropria.te leveJ 
of operation and maintenance expenses is $3,316,328, of which $1,898,432 is 
applicable to water operations and $1',417,896- is applicable -to sewe,r operations. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 58-72 

The evidence supporting these findings of fact is found in t_he testimony of 
Public Staff witness�s RIJdder, Dietz, and P.leasant and Company witnesses D�niel, 
Wenz, and O'Brien. Th� following chart indicat�s the differences between the 
Public Staff and the Company for general expenses: 

. Item Company Public Staff Difference 

System specific costs $ 15,005 $ 0 $ (15,005) 
Sa l_ari es and wages - genera 1 203,816 205,934 2,118 
Office supplies and other 

office expense 105,912 109,292 3,380 
Rate case expense 350,142 249,459 (100,683) 
Pension and other benefits 338,628 339,355 727 
Rent 48,530 48,530 0 
Insurance 140,427 140,427 0 
Office utilities 108,897 108,897 0 
Meter reading 8,301 8,301 0 
Miscellaneous 10,052 10,052 0 
Water service charges - G&A 128,478 128,478 0 
Interest on cust. deposits 8,784 8,784 0 
Northbrook {15,815) (58,320) (42,505) 

Total 11,451,157 il,299,189 H 1s1, 968) 

As shown above, the Company and- the Public.Staff agree on the amounts for 
rent, office utilities, meter reading, miscellaneous, water service charges 
G&A, and interest on customer deposits. Therefore, the Cammi ss ion concludes the 

·appropriate levels for these items are the ones set forth by both parties. The
above table also indicates that the Company and the Public Staff are in agreement

'for total insurance. However, there is some difference in the parties' 
a 11 ocation of insurance between water and sewer operations. Therefore, insurance 
will be discussed as a separate item. 

SYSTEM SPEC!f!C COSTS 

�As the Commission so concluded in' Evidence and Conclusions for Findings of 
Fact Nos. 51-57, the amount proposed by the Company for system specific costs 
will be excluded from .general expenses for purposes of this pro�eeding. 
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SALARIES AND WAGES - GENERAL 

The next area. of disagre'ement between the parties on general expenses is 
salaries and wages - general. Both the Company and the Public Staff have made 
adjustments to include· the salary of an employee omitted from the Company's 
original filing and to allocate the regional office manager's salary to all 
systems. However, the adjustments recommended by the parties differ slightly, 
piesumably due to allocation diff_erences that· result from the parties using 
different customer numbers. Also, the Publ,ic Staff has included additional 
adjustments for the Pine Kno 11 Shores and Charlotte offices to reflect the 
customer numbers it is advocating. 

In Finding of Fact No. 4, the Commission determined that the customer 
numbers advocated by the Public Staff are the appropriate numbers to use for this 
proceeding. Therefore, the Commission concludes that the Public Staff's 
calculation of salaries and wages - general is reasonable. The Commission finds 
that the appropriate level of salaries and wages - general to include in this 
proceeding is $141,941 for water operations and $63,993 for sewer operations. 

OFFICE SUPPLIES AND OTHER OFFICE EXPENSE 

The difference in the parties' positions regarding office supplies and other 
office expense is solely customer growth. The Commission addressed this topic 
in Finding of Fact No. 50. Based upon that decision, the Commission determines 
that the appropriate_ 1 eve 1 of office supp 1 i es and other office expense is 
$109,292, of which $75,152 relates to water operations and $34,140 relates to 
sewer operations. 

The following table 
components of rate case: 

Item 

Sub 69 appeal 
Sub 81 
Sub Ill approved 
Sub Ill additional 
System specific 
Sub 118 
Sub 111 appeal 
Sub 128 

Total 

RATE CASE EXPENSE 

summarizes 

Company 

$ 2,279 
4,039 

48,431 
52,461 
34,113 
37,037 
35,063 

136,719 

pso.142 

the parties' 

Public Staff 

$ 2,279 
4,039 

48,431 
0 

34,113 
17,093 
23,375 

120. 129

S249.459 

positions on the various 

Difference 

$ 0 
0 
0 

(52,461) 
0 

(19,944) 
(11,688) 
(16,590} 

i(l00.683) 

The parties agree on th_e expense amount to include for the Sub 69 appeal, 
Sub 81, Sub 111 approved, and system specific. Therefore, the Commission 
concludes the appropriate levels for these items are the ones set forth by both 
parties. 
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Sub Ill Additional 

The first difference bet_ween the parties regarding rate case expense is the 
incl_usion of costs for the Sub 111 proceeding aboVe and beyond the level found 
reasonable in that pr9ceeding. In the· Sub 111 rate case, the Coill!lission 
determined that $217,939 was the reasonable cost_ for that proceeding and 
authorized amortization of that amo�nt over three years. NoW the Company seeks 
to include additional costs it incurred above the $217,939 found reasonable by 
the Commission. In its or·iginal filing, the Company included $125,970 amortized 
over three· years as the additional Sub lll costs. In Company witness Wenz's 
rebuttal testimony, the Company updated -its position to include $104,922 
amortized over two years for the additional Sub Ill costs. Mr. Wenz testified 
that some of the additional cost was attributed to a controversy caused by the 
Public Staff regarding customer numbers, Puhl ic Staff post-hearing discovery, and 
exceptions to the Recommended Order filed by both parties. He further stated 
that "it would be unfair and inappropriate for.CMS to be denied recovery of these 
costs, as they were not within our control, were unforeseen costs associated with 
participation in the:regulatory arena, and are extraordinary in nature." 

., 

Public Staff witness Dietz testified that she had not included the Sub Ill 
additional costs consistent with the Commission's Order in Docket No: W-354, Sub 
81, which found that it was improper to go- back in time and· allow additional 
regulatory cosfs. During cross-examination,' Ms. Dietz al so testified that she 
hild been advised by counsel that inclusion of additional Sub 111 costs may 
constitute l"etroactive ratemaking. . Ms. Dietz further testified that her 
treatment of the Sub 111 costs was· conSistent with her treatment of other expense 
items. Generally, the CoTll!lission·sets what it considers.to be a representative 
level of all expenses in a rate case proceeding. In the next rate case, there 
is no true-up of prior expenses whether they are rate case expenses, salaries, 
transportation expenses, or any other expense.· Rather the Commission once again 
sets a representative level on a going-forward basis. Ms. Dietz reiterated her 
belief that the position taken by the Public Staff was consistent with Commission 
policy on the issue of additional rate· case· expense as well as every other 
expense determined in a rate case.' 

The Commission agrees with the Public Staff that it would be improper to go 
back •in time and a 11 ow these add it i ona 1 regu1 ator'y costs for the same .reasons set 
forth in our Orders in Docket No. W-354, Subs 69 and 81 and Docket No E-13, Subs 
29, 35, and 44. Given the information' available, the Commission sets a 
reasonable level for.rate Case expense in each proceeding. If the Cot1111ission 
were to true-up past expenses to guarantee utilities exact�recovery, not only 
would the past procedure of setting rates• prospectively for a representative 
1 evel of expenses wou1 d be negated, but the Cammi ssi on wou1 d be advocating 
retroactive ratemaking. Therefore the Commission concludes that rate expense 
should be reduced by $52,461 to reflect the removal of_Sub Ill additional costs. 

Sub 118 

There are two issue·s for Sub 118 costs on which the parties do not agree. 
The first area of dispute relates to the legal costs incurred for the Sub 118 
hearing. The Public Staff has included $14,261 less than the amount included by 
the Company. Public Staff witness Dietz testified during cross-examination that 
she had been informed by the Company just prior to taking the stand that there 
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was an additional 1 ega 1 invoice for the Sub 118 proceeding that she had not 
reviewed. Ms. Dietz stated that it was her understanding the Public Staff would 
be provided that invoice, and any change warranted based on that review would be 
reflected in the Public Staff's final position. The Public Staff's recommended 
level of costs for Sub 118 did not change from the revised filing to the final 
position filing. In its Proposed Order, the Public Staff indicated that in fact 
the invoice had never been received by the Staff for review. 

In its rebuttal testimony the Company has removed the estimated cost related 
to legal fees and has replaced it with actual invoiced amounts. According to the
Company, it is not clear.as to whether the adjustment by Ms. Dietz to remove 
$14,261 related to legal fees is an effort to reduce the legal fees or to 
calculate an accurate amount. 

Given the limited amount' of evidence in the record on this issue, the 
Commission is not persuaded that the amount requested by the Company is 
unreasonable. Therefore, the Commission finds that the Public Staff's adjustment 
to exclude the $14,261 is inappropriate and the total cost associated with the 
Sub 118 proceeding is $185,187. 

The second area of dispute relates to the Public Staff's adjustment to split 
the costs of the Sub 118 proceeding 50-50 between the shareholders and 
ratepayers. In her prefiled testimony, Ms. Dietz stated that she did not 
"-believe that it is reasonable for the ratepayers ·to pay in rates for ·all of the 
costs of a proceeding concerning the Company's noncompliance with Cammi ss ion 
rule_s, regulations, and orders." Ms. Dietz testified during cross-ex.amination 
that a 1 though in Sub 118 the Commission had not accepted the Public Staff's 
recommended adjustment to rate base, the Commission h_ad found that the Company's 
books were not in accordance with the Uniform System of Accounts or with 
generally accepted accounting principles. The Commission ordered the Company to 
correct its books as well as to conform its. tariffs to its actual practices. Ms. 
Dietz further testified that the Commission had noted in its Sub 118 Order that 
all parties shared in.the responsibility of failing to pursue certain issues in 
a timely manner, and that she believed that if all parties shared in the 
responsibility, then certainly CWS should share in the costs. 

In his rebuttal testimony, Company witness Wenz stated that the Company 
believes all costs associated with the Sub 118 proceeding should be recovered 
from ratepayers by CWS. He testified that the Company was defending itself 
against an action brought about by the Public Staff, and since the Commission 
rejected the rate base adjustment proposed by the Public Staff in that 
proceeding, there is no basis for not allowing CWS to fully recover all of its 
Sub 118 costs. 

After considering the evidence presented by the parties as well as reviewing 
Docket No. W-354, Sub 118, the Commission has determined that the 50-50 sharing 
of the costs associated with that proceeding is appropriate. The Commission 
rejected the Public Staff's proposed rate base adjustment, but as Ms. Dietz 
testified, the Commission ordered the Company to make several adjustments and 
corrections to its books and records. Furthermore, the COmpany was ordered to 
conform jts tariffs on file -with this Commission to its actual practices. The 
Commission also found that the Company had not complied with Commission gross-up 
requirements. The Company certainly contributed to the necessity of the Sub 118
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proceeding and. sh�res_ in the respo_n_sibi_l ity of these issues_ not- being r!:!solVed 
earlier. Th·e Commission points out that ·our Order in that case generally found· 
for the Company Only on, the rate base adjustment. issue and for the Puhl ic 'staff
on-all CIAC ·and other accounting issues. Therefore, the Cornmission·finds, that 
it is appropriate for the shareholders to share equally in the costs of the Sub
118 proceeding. 

The Comrnissicm concludes {hat the appropriate level of rate case exJ)etise
related to Sub 118 .to .be included in _the cost of service is $18,519. 

Sub I II Appea 1 

The next issue on which the 'parties disagre� is the period. of time over
whic;h Sub 111 appeal costs should be amortii.ed in order to include a reasonable
level in experises. The Public Staff has used a period of three years. while th_e
Comp_any has amortized the cost over two years. 

In her prefiled. testfmony, Public Staff witness Dietz testified th.it she, had
amortized the costs for the Sub 111 appeal in order to include a normalized·level
in expenses. · 

Ai this, point', th� question is what_ level' of coSts Should be included ·i_n 
expenses so.that;a representative l�vel is achieved. Both the Company and the
Public Staff have agreed that the costs of the current proceeding should be 
amortized over a two-,Year_ period. Presumably, this is because this Company
generally has a rate proceeding approximately every two years.' However, not
every rate case wiH be. appealed, so 'the- Commission does not belieVe it· is
appropriate to amortize the, costs of appeal proceedings and, the costs o_f rate 
case proceedings over the same period of time. The Commission points·out that
the Subs 69 and lll ,cases were appealed and the Su_b 81 case.was, not appealed. 
Therefore, �he Cof!ITllission concludes ttiat amof'tizing the costs of the Sub 111
appeal over three, years will re�ul t in a .represent�t ive l �ve l 9f $23,375 being
included in rate case expense. 

Sub 128 

The final area of"rate case expense on which the parties disagree is the
cost for the cur'rent' proceeding. The follow.ing' table sets forth the positions
of each par.ty: 

Ite� Company Public Staff Difference 

Legal fees $110,000 $ 87,500 $(22,500)
Outside witness 12,500 12,500 0 

l�!�·��er notice
7,000 7,000 0 

32,829 32,829 0
Other 6,000 6,000 0 
P,rinting 3,761 3,761 0 
WSC personnel 100,848 90,168 (10,680)
Filing fee 500 500 0 

Total $273,438 $240,258 $(33, 1801 
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As the table above shows, there are two specific areas on which the Public 
Staff and the Company disagree. The legal fee issue specifically relates to a 
Public Staff adjustment which Public Staff witness Dietz discussed in her 
prefiled testimony. Ms. Dietz testified that the Company had included $110,000 
for estimated legal fees. She was informed by the Company that its attorney's 
current hourly rate was $220. Ms. Dietz further testified that the Public Staff 
had observed legal fees ranging from $95 per hour to $175 per hour and that CWS 
may pay the highest hourly legal fee on any water utility in the state. Ms. 
Dietz then explained that after consultations with counsel, she had recalculated 
legal fees as $87,500 based on an hourly rate of $175. During cross-examination, 
Ms_. Dietz admitted that the Public Staff had made certain assumptions when 
calculating the adjustment to legal fees. However, Ms. Dietz went on to explain 
that she had requested information on rate case expense on five separate 
occasions, and four of the requests were very detailed in nature. The Company 
never provided the information detailing its calculation of legal expenses as 
requested by the Public Staff. Ms. Dietz testified that the information 
requested by the Public Staff was necessary to evaluate the reasonableness of the 
legal fees proposed by the Company. 

Company witness Wenz testified on rebuttal that the Public Staff's 
calculation was "over simplistic and inaccurate." He argued that the Company 
strives to keep its legal costs low and has "reflected that philosophy by 
budgeting lower costs than have been incurred in the last two cases." He further 
testified that the Company estimated $110,000 for legal expenses "based on the 
actual expense incurred in the most recent cases for the Company and the 
allowance approved by the Corrmission in those cases." 

Based upon the testimony of Ms. Dietz, the Company's responses were 
inadequate. Ms. Dietz looked at comparable attorney fees when calculating what 
the Public Staff believes to be a reasonable level of legal fees for this case. 
The Commission finds that a rate of $220 per hour, as proposed by the Company, 
is unreasonable. The Public Staff's rate of $175, in the opinion of the 
Commission, seems to be more reasonable. Therefore, the Commission concludes 
that the Public Staff's normalization adjustment to reduce legal fees by $22,500 
is appropriate for this proceeding. 

The next area on Which the parties disagree is WSC personnel costs. The 
Public Staff has made two adjustments to WSC personnel costs which were not 
accepted by the Company. According to Ms. Dietz, the first adjustment was for 
$4,733 and was to remove time related to the Sub 111 rate case. The Company 
argues that the time related to the planning stages of this case and is properly 
included ip the cost of this proceeding. 

The Commission is yet again faced with deciding an issue on which there is 
relatively little information in the record of this proceeding. Based on the 
information provided by the Company, the Commission is not convinced that the 
adjustment recommended by the Public Staff is unreasonable. The Cammi ssion 
believes that the most reliable information on this issue was presenteQ by the 
Public Staff. The Commission therefore concludes that the Public Staff's 
adjustment to remove WSC personnel time related to the Sub lll proceeding is 
appropriate. 
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. The second adjustment to WSC personnel costs made- by.the Public Staff was 
to' offset the increase :;n Mr. Wenz's time with an hour-for-hour decrease .to the 
time estimated for Comp�ny employee John Haynes. 

The Commission is not convinced by the Public Staff's testimony that because 

Mr. Haynes filed no testimony his time for the·proceeding had decreased as a 
result of Mr. Wenz's increased participation: There is no support for this 
supposition. It is also likely that Mr. Wenz was a supplement to Mr. Haynes' 
efforts and not a substitute. Therefore the Commission concludes that this WSC 
personnel adjust�ent recommended by the Public-Staff is inappropriate. 

Based on .the foregoing, _the Commission concludes that the total cost 
aSsociated with this proceeding is $246,205. This amount should be amortized 
ove!r two years for .a ,reasonable and representative level of $123,103 to be 
included in rate case expense. 

Based on the findings set forth abo\le, the .Commission ·concludes that the 
appropriate level.of rate_case expense .to include in this proceeding is $253,859, 
of which $172,624 is applicable to water·operations and $81,235 is applicable to 
sewer operations. This total is broken down as follows: 

· Item

Sub 69 appeal 
Sub 81 
Sub .111 approved 
System_specific 
Sub 118 
Sub 111 appeal. 
Sub 128 

Total 

Amount 

$ 2,279 
4,039 

48,431 
34,113 
18,519 
23,375 

123,103 

$253,859 

PENSION AND OTHER BENEFITS 

The differences ,between the parties relate to the differences in salary 
levels. Based on the Commission's approved level of salaries, the Commission 
finds that the level of pension and other ·benefits appropriate for use in this 
proceeding is $339,355, allocated $204,984 to water operations and $134,371 to 
sewer operatio�s. 

INSURANCE 

There is no discussion of insurance in the record. Instead, the Commission 
must look to the schedules filed by the parties in this proceeding. At the time 
of the hearing, it appears that the parties were in agreement that in�urance 
should be allocated $80,731 to water ·operations and $59,696 to sewer operations. 
However, in its finarposition sched�le� filed on Apr.il 18, 1994, the Company has 
changed this allocation .�o $80,914 to water operations and $59,513 to sewer 
operations. This change in position came well aft�r the March 31, 1994, 
deadline. The Company put forth no justification for this change in allocation. 
The Commission also notes, that the amount in question, $183, is immaterial, and 
the impact to the Company is $0 since the difference is merely an allocation 
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between 'water and sewer·'operations: Therefore, the· Commission concludes that the 
appropriate level of insurance to . .illclude in thi's· Proceeding for water operations 
is $80,731 and the level �o include for sewer operations is $59,696. 

NORTHBROOK 

The final component of ge·neral expenses on which the Company and the Puhl ic 
Staff disagree is Northbrook or Water Service Corporation (WSC} �barges. The 
Public Staff recommends a. net adjustment of ($58,320) to. the WSC expenses while 
the Company recommends a net adjustment of ($15,815) to the WSC expenses .. · 

The parties approached the issue of the reasonable level of Northbrook costs 
using two different methodologies. In its original filing, the Company included 
the costs.related to WSC rate base as an expense item (interest charged as rent) 
and also included the per books depreciation expense. However, in· its update 
filing, the Company changed its treatment of the costs of the WSC rate base and 
included these costs• in· rate base for this Case rather than as an expense· item. 
The Company also recalculated depreciation expense based on the amounts of WSC 
rate base for CWS; In its rebuttal fi-ling, the Company made certain adjustments 
to insurance expense, rate base, and indireCt ch�rges. 

Due to problems encountered by Ms. Pleas·ant in her audit, she was unable to 
accept the Company's amount of WSC charges allocated to CWS. Theref�re, she 
performed an analysis consider'i ng adjustments for insurance expense, 
non-regulated all ocat i ans, and other expense adjustments. Based on- her analysis, 
she·determined that 15% of the WSC rate base, depreciation expense, and indirect 
expenses, should be disallowed in this case. She perform_ed her aniiJysis based 
upon the WSC costs· included in ·the Company's original filing, in which the rate 
base costs were jncluded as an expense item. ·· She then applied her overall 
adjustment to rate base, depreciation, and indirect costs, which.are·the items 
included in its analysis. As indicated by Mr .. Wenz in his direct testimony, 
theoretically the revenue impact of. treating the WSC rate base· costs as an 
expe�se item versus treating them as a rate base i�em is neutral. Therefore, the 
fact that Ms. Pl'eas�nt based her analysis on the original filing instead of the 
update filing should not change the end result of the analysis . 

. Although the Company disputed the individual adjustments included in the 
Public Staff's analysis, the Company did not dispute the methodology used by the 
Pu�lic Staff in determining its overall adjustment. 

Ms. Pleasant provided many compelling reasons for her adjustment. She 
testified that the a 11 ocations to the non-regulated entities were not documented. 
She further testified that there were errors in the allocations for insurance 
expense, problems in determining allocations between direct and ·indirect 
expenses, a·nd excessive items included.in the· expenses and rate· base. 

Ms. Pleasant submitted the analysis workpapers during the hearing showing 
the computation of the -15% factor. These workpapers were i�entifi'ed as Pleasant 
Exhibit 2 and showed the computation of the percentage as follows:
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Indirect expenses per application 

Expense adjustments 
Insurance expense adjustments 
Non-regulated expense a_djustments 
TOtal adjustments 

Percent -increase/decrease 

$457,091" 

(4,847) 
(27,528) 
(43,642) 

$(76,017) 

· ·-16.63%

Ms. Pleasant explained that she· began with the amOunt allocated to CWS 
according to the Company's application filing. She then made a·n adjustment for 
various expense adjustments, an adjustment to correct insurance , a 11 ocati on 
problems-,· and ·an adjustment to the a 11 ocati ans to, non-r:egul ated• operati ans.· She 
then compared the adjusted amount with the amount in the COrnpany's original 
application. The adjustments results in a $76,017, or approximately 15%, 
decrease in WSC costs allocated to CWS. 

The Company disagrees with the Public Staff's calculation of its overall 
adjustment. However, ·Mr. O'Brien's prefiled rebuttal testimony adopted ·by Mr. 
Wenz acknowledged that there were some problems .with the allocation of WSC 
charges and proposed adjustments to insurance expense, rate base, and indirect
charges. 

· 

The Commission will address each aspect ·of the Public· Staff's cOmputation 
and the Company's position on each item .separately. 

Expense Adjustments 

Ms. Pleasant stated during the hearing that the various expense adjustm_ents 
were made td remove expenses not related to this rate case, out of �i"eriod costs, 
fitness expense, expense for plant care, and correction of calculations. 

·Mr. Wenz indicated on POB 'Exhibit 6 that he agreed -with $3,705 of· the
expense adjustments made by Ms. ,Pleasant in• her analysfs. ·The remaining 
difference of $1,142 between ·the Public Staff and the Company i's an adjustment 
to depreciation expense on the office and _office furniture. 

According to testimony received during the hearing, the Public Staff and the 
Company agree on the amount of depreciation- expense al-located to CWS from WSC 
based on the-allocation �ethod used in the Company's update. However, since the 
Public Staff used the original filing for the analysis it corrected certain 
errors in depreciation expense· as ori gi na lly fi 1 ed resulting iri the $1, 142 
differ"ence. 

This difference �f $1,142 would decrease' the Puhl i c Staff's' percentage fT'om 
16.63% to 16.38%. As indicated by Ms. Pleasant, the Public Staff rounded· this 
percentage down to 15% to be conservative· and applied this percentage in making 
the overall adjustment .. Therefore, whether the actual calculated percentage is 
16.63% or 16.38%.is immaterial since both perceritages are greater than the 15% 
actually applied by the Public Staff.· Since this difference is immaterial and 
is necessary to correct errors iri the original ·filing, the Commission accepts the 
Public Staff's adjustment for use in this proceeding. 
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The Commission concludes that the expense adjustments included in the 
analysis are proper for use in this proceeding and the correct amount to be used 
is $(4,847) in determining the overall adjustment to WSC costs. 

Insurance Expense Adjustments 

Ms. Pleasant stated in her prefiled testimony that there were several 
pro bl ems with the a 11 ocat i ans of insurance expense. She stated that the 
a 11 ocati on method of the property and general 1 i abi 1 ity. insurance was not a good 
method to use and that the factors used to allocate this insurance could not be 
verified. She went on to state that there was a discrepancy between the -number 
of vehicles used to allpcate automobile insurance, that worker's compensation 
insurance contained an error in its allocation and was not allocated to the non
regulated entities, and the allocation method used to allocate other insurance 
was in no way related to this insurance. 

Because of these problems, Ms. Pleasant made the following_ adjustments to 
in�urance expense in her �nalysis: 

Item 

Auto insurance adjustment per Company 
Worker's Comp. adjustment per Company 
Worker's Comp. adjustment for error 
Property and General Liability adjustment 
Other insurance adjustment 

Total Adjustment 

Amount 

$ (9,939 
(2,526 

(674 
(4,452 
9 937 

$(27,528) 

According to additional testimony given during the hearing, the Company 
agrees with the Public Staff's proposed adjustments for automobile insurance and 
worker's compensation insurance. The parties disagree on the proposed 
adjustments to property and general liability insurance and other insurance. 

The first item of disagreement is the allocation methodology for property 
and general liability insurance. The Public Staff has made an adjustment of 
$4,452 in its analysis to a 11 ocate property and genera 1 1 i ability insurance based 
on customer equivalents. The Company allocated this cost using an allocation 
factor based on net plant. 

Ms. Pleasant stated in her prefiled testimony that net plant, the allocation 
method used by the Company to allocate property and general liability insurance, 
is not a good allocatioil basis due to contributions in aid of construction and 
purchase acquisition adjustments. She further stated that gross pl ant is a 
better allocation method to use, but that acco�ding to investigations by the 
Public Staff, it appeared that the Company may0 not have booked all of its plant. 
Therefore, gross plant would not be an accurate allocation basis. 

Ms. Pleasant further stated in her prefiled testimony that the amounts for 
net plant used by the Company for its allocation did not match the amounts the 
Compariy reported to this Commission and other state commissions in its annual 
reports. Due to the lack of verifiable data for the amounts of net plant, this 
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basis is not reliable. Ms. Pleasant testified, ·"The only other alternative to 
a 11 ocate the genera 1 1 i 8.bil i ty and property1 insurance is to use customer
equivalents or revenues, or a combination of the two." 

Witness Wenz, stated in his rebuttal testimony that gross plant is an 
inappropriate method to a 11 ocate property and genera 1 l iabi 1 i ty insurance because
mains are a significant portion of gross plant and are not insured. He further 
stated that the bulk of contributed facilities consists of mains and therefore 
it is appropriate to exclude CIAC. 

Company witness Wenz stated during the hearing that the Public Staff had 
conveyed only two specific problems· with trying to verify the net plant. 
However; when asked on cross examination if he was aware that the Public Staff 
had mentioned to Mr. O'Brien that there were other problems in verifying net 
plant than the two instances to which he was referring he stated, "No, I wasn't 
aware of that." Furthermore, when asked during cross examination about the 
findings of the.Commission in Sub 118 Concerning the reliability of ttie financial 
statements provided to the Public Staff to verify net plant, witness Wenz stated 
that the findings of the Commission would have affected a number of the entries 
in the financial statement�. 

The Commission agrees with the Public Staff that the plant amounts used to 
allocate these cos:ts ar� not reliable. The Phnt amounts used by 'the Company do 
not reconcile to the .financial statements .provided to the Public Staff. The 
Commission found in Sub 118 that the Company has not recorded plant received 
under·deferred payment plans.on its books. Further, as·discussed in Finding of 
Fact,No. 94, there are several systems currently being operated by the Company 
which have yet to be booked. Th�refore, the plant amounts used by the Company 
tp allocate costs are unreliable. ' 

The COmmission concludes that for _purposes of this. proceeding, the 
allocation methodology to be used to a 11 ocate property and general liability 
insu�ance is customer-eqUivalents. While .a factor based on plant may be a more 
appropriat� factor; the- 1Comrnission agrees with Ms. Pleasant that due to the lack 
of veriiiable data, the difference in the plant amounts used by the Company and 
the amounts in the Annual Reports filed with the Commission, and plant which is 
not re_corded- on the books, the allocation method used by ·the 'Company is not 
appropriate. Therefore, the only alternative the Commission in this Case is' 
�o-·use customer �quival�n�s. �  

Moreover, cUstomer equivalents is the allocation methodology"·set forth in 
the service contract with WSC approved by the Commission in Sub 13 and amended 
in Sub· 16. This �on.tract states, 

All such costs which, because·of their nature, cannot, without 
excessive effort or expense, be identified and related to services 
rendered to a particular Operating Company, shall be al-located among 
all the Operating Companies, or, in the case of costs incurred with 
respect to a particular group- of the Operating Companies, among the 

"members of such group, in a manner herfinafter. set· forth. 
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First, the allocable costs shall be distributed on ·an annual
basis, unless the Parent should elect to make a supplementary analysis 
for a special purpose. 

Secondly, these costs will be prorated in proportion to 'the 
average number of customers of each Operating Company during the 
calendar year. 

Thus, the Company by using net plant, is not following the allocation 
methods set forth in the contract approved by this Commission. 

The second area of disagreement is the a 11 ocat ion basis for other insurance. 
In its analysiS, the Public Staff allocated other insurance based on customer 
equi va 1 ents while the Company a 11 ocated Other insurance based on operators' 
payroll. 

Ms. Pleasant stated in her prefiled testimony that the allocation method CWS 
used to allocate other insurance in no way is related to this insurance. During 
cross examination Ms. Pleasant stated, "As far as the other insurance is 
concerned, it was allocated on operator payroll. ·what is in this other insurance 
is directors' and officers' liability, key man life insurance, which is usually 
not allowed by this Commission, and I didn't feel that operator payroll was a 
correct allocation." 

, Mr. Wenz stated in his rebuttal testimony, "The bulk of the 'other' 
insurance is re 1 ated to o.ffi cers and directors 1 i ability. The insurance was 
a1.located to utility operations based on operators payroll as a reflection of the 
level of activity in each company." Mr. Wenz stated during the hearing, "With 
respect to other insurance, the bulk of it pertains to officers' and directors' 
liability, about 55%. It is allocated based on operators' payroll as it is an 
excellent reflection of the level of activity of the officers and directors." 

The Cornrnis�ion concludes that the appropriate allocation methodology for 
other insurance for use in this proceeding is customer equi.valents. As indicated 
on Pleasant Exhibit I, Schedule 2-1, the Company used customer equivalents to 
allocate other general and administrative costs. The indirect officers' payroll 
is included in administrative salaries and is allocated using customer 
equivalents. It is appropriate to allocate insurance related to officers and 
directors using the same allocation factor that is used to allocate other 
indirect costs associated with the officers and directors, such as salaries and 
general administrative costs. 

Al so, as discussed above, customer equivalents is the a 11 ocati on methodology 
set forth in the contract approved by this Commission. In fact, if customer 
equivalents were used to allocate all insurance costs as set forth in the 
contract, the adjustment to insurance expense would be greater than the 
adjustment proposed by the Public Staff. 

Based on the evidence in this proceeding, the Commission is of the opinion 
that the allocation methods used by the Company to allocate property,and general 
liability and other insurance are inappropriate. Therefore, the Commission 
concludes that the adjustment proposed by the Public Staff in its analysis is 
proper. 
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Non-regulated Expense Adjustment 

The last i-teril ,in the analysis is .the allocation of expenses to the non
regulated operations. The par.ties disagree on the accounts to be ·allocated and 
the allocation methodology to be used. 

As to the costs to be allocated, Ms. Pleasant testified that she allocated 
the same expenses as the Company except for certain insurance expenses• and 
miscellaneous expenses, which were not intluded by the Company. 

In his rebuttal t_estimony, Mr. Wenz agreed that propE!l"ty and ,general 
liability insurance and other insurance should be a 11 ocated to non-r:egul ated 
operations. 

·The parties agree that property and general liability ,insurance and other
insurance. should be allocated to.the non-re_gulated operations. Therefore, the 
Commission concludes that these·expenses should be allocated to the non-.regulated 
operations. 

In its cal cul at ion; the Public Staff a 11 ocated excess liability insurance 
and miscellaneous insurance to the non-regu� ated ope"rat ions. The .Company did not 
address these expenses. 

The Cammi s·sion concludes that the ,insurance and mi see 11 aneous expenses 
should -be allocated' -to non-regulated operations. These costs ·are:--general 
administrative costs related to all corporate functions and entitie's, including 
the non�regulated operations, and· ,therefore, ,should be allocated to· the non
regulated operations� 

The remaining diff�'rence between the Public Staff and the Company is the 
proper allocation method to use to allocate these common costs. The Public Staff 
allocated these costs"based on .rev�nues while the Company allcicated the costs 
based on a study.

Ms. Pleasant stated in her prefiled testimony that the Company attempted in 
its application to allgcate costs to the non-regulated entities, but could not 
produce any documentation to support these allocations. -She further stated that 
because records- were not available to support the allocations to the non
regulated entities, the revenue,method should ·be used to allocate common costs 
to the non-regulat�d- ·entities . 

Ms. Pleasant te·stified during cross examination, 

I asked for documentation .to support these allocations back in 
January. I have received no documentation to support the allocations. 
I was told by the· Company- that these allocations were est.imates and 
that has been filed-with the Commission, .in the motion to ·hold the 
second motion to compel discovery in abeyance. Listed ·on that 
document is data.,request 22 1 .items 3. and •4, which I asked the. Company 
to provide documentation to support the allocat-ions to .the non
r.egulated entities· and on this motion, the Company s.tates that they 
used its judgement and estimated the·�llocations. 
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Ms. Pleasant testified that she had asked· for the study, but had not 
received the study. She was approached during cross examination to review a 
document in which the Company allocated expenses to the non-regulated�operations, 
and asked if she recognized that.this was the Company's study. Ms. Pleasant 
testified that she understood that the document .was what the Company indicated 
was its study, but that the Company had provided no documentation to support any 
of the allocations on that study. She indicated that the document !o·which the 
Company referred as its study was the same document for which she-had requested 
documentation to support and as indicated in the motion to hold the second motion 
to compel discovery in abeyance, was told that it was based on the Company's 
judgment and estimates. 

Mr. Wenz stated in Ms rebuttal testimony that, "In 1992, the test year, we 
did a study to allocate the proper cost to these entities. The study included the 
nomi na 1 costs for payroll , accounting, management, and data processing functions. 
Also included was an allocation for the cost·of ·operating the Northbrook office 
and an allocated portion of the WSC rate base." Mr. Wenz further testified that 
the Public Staff presented no reason to use revenues to allocate to, the non
utility operations and that there was no evidence that could be used to determine 
if the revenue method was appropriate. Mr .. Wenz testified that the Company 
provided the Public Staff with the study on allocation of cost concerning non
utility operations and that it was provided early in the ·case with the common 
expense allocation workpapers. 

However, under cross-examination, Mr. Wenz confirmed that nothing was 
pr:ovided to Ms. Pleasant .in response to her numerous requests for documentation 
to support•the allocations to the -non-regulated entities other than a one-page 
study. 

Mr. Wenz testified that costs are allocated in accordance with contracts 
approved by the Commission and that the use of revenues is not a method approved 
in the contracts. However, during cross examination he testified that the 
contracts do not distinguish the non-regulated entities from any other entity of 
Ut Hit i es, Inc., and the a 11 ocat ion methods for the non-regulated operations are 
not specified in the contracts. 

In fact, based on review of Commission files, the only contract approved by 
this Cammi ssi on is the service contract between WSC and CWS. This contract 
addresses services provided to the "Operating Companies" which are defined in the 
contract as certain affiliated water and/or sewer companies • . Nowhere does this 
contract address any services provided to non-regulated entities. 

The Company contends that the Public Staff used an inappropriate number for 
the revenues for the non-regulated travel company in allocating to. the non
regulated entities. Mr. Wenz stated in his rebuttal testimony that. the Public 
Staff should have used revenues net of the cost ·of sales rather than gross 
revenues in its allocation to the non-regulated entities.� 

Ms. Pleasant testified dur-i ng the hearing .that the amount of revenues she 
used in her ·analysis for the,non-regulated travel company was obtained from the 
Company's financial ·statements for the travel company and that she had used the
gross revenues received by the-Company. 
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The Company c_ontends that the costs that should be allocated to the non
utility operations are far less than the costs produced by the revenue method 
used.by the Public Staff in its analysis. The Company further contends that its 
allocation, based on the study performe,d by the Company, provides a better 
allocation basis than revenues. 

As indicated by the evidence revealed ';n this proceeding, the Company has 
not provided any documentation to support the a 11 a cation factors used to a 11 ocate 
costs in its "study." Since the Company's allocations to the non-utility 
operations cannot be verified due to the lack of documentation, they must be 
rejected. Again the Commission points out that the burden of proof was on the 
Company, which failed to produce adequate documentation in a timely manner. 

It is a well established principle that rates should be based only on the 
costs necessary to provide utility service. Thus, whenever a utility is engaged 
in non-utility_business, the Commission must take care to ensure that non-utility 
costs are excluded from the utility's cost of service. To do otherwise would 
result in cross-subsidization of non-regulated businesses by ratepayers. It is 
preferable that costs be directly assigned whenever possible. However, if costs 
cannot be or have not been directly assigned, allocation procedures are 
appropriate. In this case, the Public Staff has used, due to the lack of 
reliable data, revenues as a basis to allocate costs between utility and non
utility operations. This method is not new to the Commission. It was used, for 
example, in setting rates for Public Service Company in Docket No. G-5, Sub 200. 
See North Carolina Utilities Commission Orders and Decisions, 75th Report 455, 
470 (1985). It has also been used more recently in setting rates for Hydraulics, 
Ltd., in Docket No. W-218, Sub 88. Due to the lack of documentation to support 
any other allocation methodology, the Commission must conclude that the 
appropriate allocation methodology for non-regulated operations is revenues. 

The Commission further conclu�es that gross revenues, as used by the Public 
Staff in its adjustment, is the appropriate level of revenues to use in its 
adjustment. The Commission is of the opinion that the Public Staff has been 
conservative in its adjustment in that it has not factored into its adjustment 
the contract operation revenues and the garbage revenues. 

Therefore, based on the evidence revealed in this proceeding, the Commission 
concludes that the adjustment to the non-regulated operations is appropriate. 

Summary Conclusion 

The proper level of Northbrook costs has been an issue in previous cases. 
In the most recent CWS rate case, Sub 111, the Commission found that the level 
of Northbrook expenses had increased at an unreasonable level and should be 
adjusted to reflect a reasonable level based on the amount allowed in Sub 81 
increased to recognize the increase in customer equivalents. In this case, the 
parties are again in disagreement concerning the reasonable level of Northbrook 
costs. 

The Commission recognizes that the WSC costs appear to be overstated for 
various reasons. These reasons include the magnitude of the increase over the 
amount found reasonable in Sub Ill, the Public Staff's discovery of excessive 
costs, the lack of documentation to support the allocations to non-regulated 
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operations, the lack of reliable data for the allocation of certain expenses and 
questions on the appropriateness of the a 11 ocat-i on methods used for certain 
insurance costs. These factors lead the Commission to conclude that the WSC 
charges included in this case are unreasonable, and the level of expenses should 
be adjusted to arrive at a more reasonable and representative level for inclusion 
in the cost of service for this case. 

As shown in Public Staff Wenz Cross-Examination Exhibit No. B; the total 
direct and indirect WSC costs increased approximately 15% from the amount allowed 
in SUb 111 to the amount included in the filing in this case. This increase was 
during a period of one and one-half years during which overall inflation was 
approximately 5%. The Public Staff applied its· 15% WSC adjustment only to 
indirect costs. The Public Staff's adjustment still allows an increase in total 
WSC costs of 12.56%. 

The Commission has carefully considered the evidence of the parties in this 
proceeding and the adjustments proposed by the parties. The Commission conclude$ 
that the adjustments proposed by the Public Staff in its analysis are proper for 
this proceeding. The Public Staff has been thorough in its analysis and 
conservative in its adjustment. Therefore, the Cammi ssi on agrees with the Public 
Staff· on this issue and concludes that it is appropriate to reduce by 15% the 
amount of WSC rate base, depreciation-expense, and WSC indirect charges allocated 
to CWS. 

Based on the above dis'cussion, the Commission concludes. that the indirect 
expenses allocated to CWS from WSC should be reduced by 15% or $58,320. 

SUMMARY CONCLUSIONS 

Based on the foregoing, the Commission concludes that the appropriate level 
of general expenses to include in the proceeding is $1,303,589, of which $844,130 
is applicable to water operat·ions and $459;459 is applicable to sewer operations.

510 



WATER AND SEWER - RATES 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 73-80 

The evidence supporting these findings of fact is found in the testimony of 
Publ,ic Staff witness Dietz and Company witne�s ·-Wenz. The following chart 
summarizes the positions of the parties .fqr other operating revenue deductions·. 

Item Comi:i:an:l Public Staff Difference 

Depreciation $ 622,782 $ 597,009 $(25,773) 
Real estate tax 35,509 35,509 0 
Personal property tax 38,757 38,757 0 
Special assessments 330 330 0 
Payroll taxes 135,160 135,423 263 
Franchise taxes 95 95 0 
Regulatory fee 65,337 6,746 (58;591) 
Gross receipts tax 365,545 375,521 9,976 
Income-taxes - state 51,389 95,457 44,068 
Income taxes -. federa:l 207,974 386,324 178,350 
Amortization of ITC (5191 (5191 0 

Total 11,522,359 i1,670,652 i148,293 

As the above table indicates, the Public Staff and the Company agree on the 
amounts for real estate tax, personal property tax, �Pecial assessments, 
franchise taxes, and amortization of ITC. Therefore, the Commission concludes 
the appr�priate levels for these items. are the ones set forth by both partie�. 

DEPRECIATION EXPENSE 

The first area of disagreement between the parties concerns depreciation 
expense. The Public Staff and the Company ag·ree on the depreciation rates used 
to calculate depreciation for" all classes of water and sewer plant items. 
However, the amounts. of depreciation expense proposed by the parties differ due 
to different amounts of plant in service, contributions in aid of construction, 
an�. excess capacity. The parties have also included different levels of 
depreciation -expense for WSC. Furthermore, the Public Staff erroneously 
calculated depreciation expense twice on transportation eqUipment and·computer 
equipment. 

The parties agree on the amount of depreciation expense related to WSC rate 
base to be allocated to CWS. The parties however, disagree on the adjustment 
made by the Public Staff to reduce the allocated amount by 15%. 

As discussed elsewhere in this Order� the Commission concludes that the 
depreciation expense allocated to CWS from WSC should be reduced by 15%. 

Based On the discussion above and t�he'Commi'ssion's conclusions in Findings 
of Fact Nos. 7-44 concerning the appropriate levels bf plant in service, 
contributions· in aid of construction, and excess capacity, the Commission finds 
that the appropriate level of depreciation expense is $598,161, 'of which $394,226 
is applicable for water operations and $203,935 is applicable for sewer 
operations. 
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PAYROLL TAXES 

The difference between the Public Staff and the Company concerning payroll 
taxes relates to the differing levels of salaries recommended ·by each party. 
Consistent with its determination of the appropriate level of salaries and wages 
to include in this proceeding as discussed in Findings of Fact Nos. 51 and 58, 
the Commission concludes that the appropriate level of payroll taxes to include 
in this proceeding is $135,423, of which $81,716 is applicable to water 
operations and $53,707 is applicable to sewer operations. 

REGULATORY FEE 

The next area of difference between the Puhl ic Staff and the Company 
concerns regulatory fee. The parties have used different rates and have applied 
those rates to different levels of revenue. The regulatory fee rate. is • 085%, 
which is the rate used by the Public Staff. The Commission has applied this rate 
to the level of revenue found reasonable in Finding of Fact No. 49 .. Therefore, 
the Commission finds that the appropriate level of regulatory fee to include in 
this proceeding is $6,746, of which $4,278 is applicable to water operations and 
$2,468 is applicable to sewer operations. 

GROSS RECEIPTS TAX 

The next area of disagreement between the parties relates to gross receipts 
tax. The difference between the Company and the Public Staff results from the 
parties' disagreement over revenue. The Commission, having determined the 
appropriate level of revenue in Finding of Fact No. 49, concludes that the 
appropriate level of gross receipts tax to be included in this proceeding is 
$201,322 for water operations and $174,199 for sewer operations. 

STATE INCOME TAXES 

The next area of difference between the parties concerns the level of state 
income taxes. The differ,ence between the Company and the Public Staff arises 
from the parties', disagreement over revenue and expenses. The Commission, having 
determined the appropriate level of revenue and expenses, concludes that the 
appropriate· level of state income tax to be included in this proceeding is 
$70,466 for water operatio�s and $23,606 for sewer operations.

FEDERAL INCOME TAXES 

The next item of disagreement between the parties relates to the level of 
federal income taxes. The difference between the Company and the Public Staff 
arises from the parties' disagreement over revenue and expenses. The Commission, 
having determined the appropriate level of revenue and expenses, concludes that 
the appropriate level of federal income tax to be included in this proceeding is 
$285,184 for water operations and $95,538 for sewer operations. 
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SUMMARY CONCLUSIONS 

Based on the foregoing, the Commissi�n concludes that the approPriate level' 
of other operating revenue deductions to include in the proceeding is $1,664,817, 
of which $1,087,653 is applicable to water operations and $577,164 is applicable 
to sewer operations. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 81 

Based on our findings in Findings of Fact Nos. 51-80, the overall level of 
operating· revenu� deductions under present rates appropriate for use in this 
proceeding is $6,284,734, of which $3,830,215 is applicable to water operations 
and $2,454,519 is applicable to sewer operations. 

EVIDENCE AND CONCLUSIONS.FOR FINDING Of, FACT NO. 82 

The Company and the Public Staff were not in agreement with respect to the 
appropriate capita 1 structure, to employ for ratemaki ng purposes in· this case� 

In its origirlal �'application, the capital structure of Utilities, Inc., the 
parent company of CWS; consisted of 57.5% debt and 42.5% equity: According to 
the pre-filed direct testimony of Company cost of capital witness Spann, the 
capital structure consisted of "about 54.7% debt and 45.3% equity." Company 
witness Spann never changed that testimony. Finally, on April 18, 1994, after 
the close -of the he�ring, the Company filed financial schedules reflecting the 
final position· of the Company. Th_ose schedules reflected a capital structure 
consisting of 52."3% debt. and 47.7% common equity. 

Public Staff witness Sessoms recommended a capital structure consistin9 Of 
56.95% debt and 43.05% equity. He testified that that capital structure was 
determined using the most recent known and actual debt and equity balances. He 
also testifi_ed that his recoll1ll1ended capital structure, which -contained 56.95% 
debt,,was reasonable in comparison to the· capital ·structure of the water utility 
industry which. contained an average debt ratio of 55.3%. 

On cross-examination, witness Sessoms was questioned as tq why·he did not 
change his recommended capital structure after receiving information from the 
Company reflecting an 'updated capital structure. Witness Sessoms explained that 
on February 18, 1994, he had requested the audited financial statements of 
Utilities, Inc. for December 31, 1993, through the discovery process. On March 
31, 1994, and April I, 1994, which was orie or two work days·prior'to the hearing, 
he received information containing ·financial statements for Utilities, Inc. at 
December 31, 1993. However, ,he testified that these financial statements were 
not received until 'after the d1iadline for updates imposed by a Commission 
procedural order in' this docket.. Further, he testified_ he was ·unable to 
determine whether or not, the figures in the financial statements had been 
audited. He a 1 so testified that ·after rev-i ewi ng these financial statements he 
had several questions concerning the debt that should be included in the capital 
structure for ratemaking purposes and questions concerning the embedded cost of 
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debt, but that he was barred from conducting additional discovery·because it was 
past the deadline imposed by a Cammi ssi on procedural order in th-is case for 
conducting additional di�covery. 

After carefully considering all of the evidence of record on this issue, the 
Commission finds that the appropriate capital structure for ratemaking purposes 
in this case consists of 56.95% debt and 43.05% equity. 

Company �ost of capital witness Spann, who relied on an estimated capital 
structure in his pre-filed testimony, did not change his recommendation on the 
capital structure issue throughout the hearing. Yet, one day after witness Spann 
testified, the Company contended through its cross-examination of Public Staff 
witness Sessoms, that the capital structure should be updated based on 
information it furnished to the Public Staff after the deadline for updates and 
after the deadline for conducting discovery. By not furnishing updated 
information in a timely manner, the Company foreclosed the ability of the Public 
Staff. to conduct discovery and then conduct cross-examination based on that 
discovery. All ,the Commission has on the capital structure from the Company are 
conflicting sets of unverified numbers. The Company has failed in its burden of 
proof on this issue. The capital structure found appropriate for ratemaking 
purposes in this case is the only capital structure in the record reflecting 
known and actual balances of debt and equity capital though the close of the 
hearing. That capita·l structure is also reasonable in comparison to the average 
capital structure of the water utility industry. 

The Commission further finds and concludes that the embedded cost of debt 
associated with the capital structure found appropriate for ratemaking purposes 
is 9.45%. Such embedded cost of debt was recommended by both Company witness 
Spann and' Public Staff witness Sessoms. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 83-87 

The evidence in support of these findings of fact is contained in the 
testimony and exhibits of Company witness Spann and Public Staff witness Sessoms. 

The Company and the Public Staff were not in agreement on the appropriate 
cost of common equity. Company witness Spann recommended a cost of common equity 
of 12.0% to 12.5%. Public Staff witness Sessoms recommended a cost of common 
equity of 11.0%. 

To arrive at his recommendation, witness Spann began by uti1 izing data 
consisting of authorized returns on equity allowed by this Commission in certain 
cases i nvol vi ng natura 1 gas and electric ut i.1 it i es over the time period 1981 to 
1993, the Moody's AA uti 1 i ty bond rate for the six months prior to each 
authorized return, and the equity premium, or the difference in each _authorized 
return and the average Moody AA rate. Using this data, he estimated a linear 
regression between the equity premium and the average Moody's AA rate. This 
estimated regression quantified the historical relationship between the allowed 
returns in his data sample group and interest rates at the. time of each 
authorized return. Once this historical relationship was quantified, he could 
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then use th!;! current interest rate, specified as the most recent six month 
average interest rate on Moody's AA rated utility bonds, to pred,ict the current 
authorized return on equity which should be allowed by the Commission . 

.. 

However, before employing the results of the regression equation to predict 
the return-which should be a 11 owed in th-is case for Carolina Water, witness. Spann 
employed the regression equation to predict the return an electric utility and 
a gas utility woUld have been allowed at the time of each of the last three rate 
orders of this Company. After predicting the authorized returns a gas utility 
would have been granted, and predicting the authorized returns an electric 
utility would have been granted (at the time of each of. the last three rate 
ord�rs received by the Company), witness Spann compared the returns on equity 
actually authorized by.the Commission for the Company to the predicted returns 
for a gas utility and the predicted returns for an electric util.ity. In two.of 
the three compa'risons, the Company was authorized,a return which was similar to 
the return predicted by Ms regression model for a gas utility. Based on this 
comparison, h� opined .that Carolina Water Service.should be authorized a return 
predicted for a gas utility by his regression model. •His regression -model 
estimated that natural gas utilities have been authorized returns that, on 
average, Were higher than returns allowed for electric utilities. 

Witness Spann then employed the regression model equatiqn in two ways to 
obtain two estimates_•of the cost of equity. First, he simply substituted the 
most recent six month average rate on Moody's AA utility ·bonds into the 
regression equation. This method produced� cost of equity estimate of 12.21%

for a natural gas. utility and 11.76% for an electric utility. Second, he took 
the average equity premium calculated from the three prior rate orders of the 
Company and adjuSted the average equity premium to account for the change in 
interest rates at_ the time of those orders to the. current .time using .his 
regression_ coeff.icient. He then and added the_adjusted equity premium to the 
mos_t recent six month average inter�st rate,01_1 Moody's AA utility bonds. This 
approach resulted Jn a cost of equity estimate of_ 11.91% ,for the Company., -.·

Witness Spann also'testified- that a risk premium equal to O.SO% should be 
addet;I to each of his tost-,of equity estimates to account for the Company's small 
site. According to his• testimony-, a number of studies in the.academic literature 
could be summarized by stating there is a greater risk associated with 
investments in small firms. In addition, he testified that since neither 
Carolina Water Service, nor its parent, -.Utilities, - Inc., were publ.icly traded, 
investors demanded a premium for reduced liquidity.�_To measure the risk premium 
for small· size, witness Spann comp�red the interest rate on 'the privately placed 
debt of Utilities, Inc. to the interest rate on• the publicly traded debt of 
utilities with an A bond rating. This comparison showed a ·term-adjusted 
difference of 0.19%. 

Public Staff witness Sessoms relied �n-the discounted cash fl�w (DCF) method 
applied to .a group of publicly traded water companies to determine that the cost 
of equity to Carolina Water Service equaled 11.0%.

_ According to his testimony, the DCF model·could not be applied directly to 
Carolina Water. Service or Utilities, Inc. since neither are. publicly traded.· 
However, in recognition of the fact that the Company must compete for equity 
funds from investors on a risk-adjusted basis, he identified a group of publicly 
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traded companies he considered comparable in risk to the Company and applied the 
DCF to the comparable risk group to determine the.cost of equity. His comparable 
risk group consisted of six water companies. Since each company in the group 
derived the majority of revenues from the provision of regulated water utility 
service, as does the Company, and the group exhibited a· debt ratio s imi 1 ar to the 
debt ratio of the Company, it was reasonable in his opinion to assume that
investors would consider the Company to be of comparable risk to the group on 
average. ' · 

To determine the dividend yield component of the DCF, he divided an 
estimated dividend to be paid over the next twelve months by each company's stock 
price. Yields calculated in this manner were then averaged over -the most recent 
26 week 'peri ad. He testified that a 26-week average peri ad shoiJl d be used, 
rather than one recent stock price to eliminate price volatility: To estimate 
the expected growth rate in 1 dividends, he used several different•measures or 
sources such as the growth in earnings per -•share, book va·lue per share, and 
dividends per share over different hi stori ca 1 periods as we 11 as several 
forecasts from di ffer·ent sources. 

Based upon the DCF method, he determined that the cost of common equity to 
the Company was within the range of 10.5% to 11.5%, which was consfstent with a 
dividend yield of 5.5% and an 'expected growth rate of 5.0% .to 6.0%. Therefore, 
he concluded and recommended that the cost of common equity to the Company was 
11.0%. 

Witness Sessoms compared his recommended return on common equity of 11.0% 
to the recently earned r.ates of return on common equity and forecasted returns 
on common equity of the comparable risk ·group. This comparison he contended 
showed that his recommended return-on Common equity of 11.0% was reasonable. For 
example, the estimated return of the comparable ·risk group averaged exactl,Y 11.0% 
for 1993. As an additional check on· the reasonableness of his recommended 
return, he testified.that his recommended return would provide the Company the 
opportunity to achieve a level of interest coverage of approximately 2.5 times. 
That level of interest coverage is within ·Standard & Poor's recommended interest 
coverage range for an A bond rating. Thus, witness Sessoms contended that-his 
recommended �et urn would a 11 ow the Comp_�ny to m�i nta in its credit worthiness.

Witness Sessoms also testified that the return allowed should not include 
a risk premium· for·small size or for any anticipated effect of the Safe Drinking 
Water Act (SDWA). With respect to ·sma 11 size, he testified that ratepayers 
should not be requir·ed to: pay higher rates simply because they are served by a 
utility arbitraril.Y cons.idered to be small. Further, if smaller 'utilities 
received higher rates of return, then. an incentive would exist for ·1arge 
utilities to form subsidiaries so the smaller entities would be allowed higher 
returns. Additionally, he explained that the studies relied upon by witness Spann 
as a basis for his small size theory were not studies of regulated utilities. 
It was his opinion that s_ize- did not affect the risk of public ·utilities since 
a franchise prevented competition and,regulation•allowed cost recovery advantages 
not available to competitive firms. Ther.efore, he did not believe it was 
appropriate to include or adjust the allowed return for size considerations. 
With respect to the anticipated effect of the SDWA, witness Sessoms testified 
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that· the DCF l)'lethod, which relies in part upon stock prices determined by 
investors, would already account for the anticipated effect of the SOWA. The 
COmmission also notes that witness Spann did not recommend any specific 
adjustment in the allowed return due to the anticipated effect of the SOWA. 

The determination of the fair rate of return for the Company is of great 
importance and must be made with care because the return allowed will have an 
immediate impact on the Company, its stockholder, and its customers. In the final 
ana·lysis, the determination of a fair rate of return must be made by this 
Commission using its own impartial judgment and guided by the testimOny of expert 
witnesses and other evidence of record. Whatever .return is al 1 owed, the 
Cominissi on must ba la nee the interests of the Campany' s ratepayers and its 
investor and meet the test set forth in. G.S. 62-133(bJ. (4) to:

enable the public utility by sound management to produce a fair profit 
.for its shareholders, considering changing economic conditions and 
other factors, as they then exist, to maintain its facilities and. 
services ·-in accordance w.ith the --reasonable requirements of its 
customers in the terr.itory covered by i,ts, franchise, and to compete in 
the market for capital funds on terms which are reasonable and which 
are fair to its customers and 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 the Due Process Cl a use .of the Fourteenth Amendment 
to the Constitution of the United States. 

State ex rel. Utilities Commission v. Duke Power Co., 285 N.C. 377, 388, 206 
S.E.2d 269, 276 .(1974). 

The Cammi ssi on is mindful that its conclusion regarding the appropriate rate 
of return must be, based upon specific findings showing what effect it gave to 
particular factors in reaching its decision. State ex rel. Utilities Commission 
v. Public Staff, 322 N.C. 689, 699, 370 S.E.2d 567, 573 (1988). Based on the
entire �vidence of record, the Commission concludes:

(1) The overall risk premium methodologies employed by Company witness
Spann, before consi de ration of his specific adjustment and recommendation re 1 ated 
to the size of CWS ·and· the lack of liguidity·associated with an investment in its 
common stock, should be accorded the greatest weight in determining the cost of 
common equity for purposes of this proceeding. The Commission's decision to 
place the greatest weight on:the aforesaid• methodology is based primarily on the 
fac� that witness Spann's testimony was more persuasive in support of his risk 
premium methodologies than was the testimony. of Public Staff witness Sessoms in 
support of his application of the DCF mod�l in this case. 

Essentially, witness Spann employed two approaches with respect to his risk 
premium analyses. Under both approaches, he developed eguity risk premiums based 
largely upon the difference between previously allowed returns on equity al'ld 
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average interest rates on Moody's AA utility bonds. Those equity risk premiums 
reflected or were adjusted to reflect, as noted by witness Spann, witness Spann's 
finding that when interest rates are low the difference between the equity return 
a 11 owed by the Cammi ssi on and contemporaneous interest rates is si gni.fi cantly 
higher than when inte�est rates are high. 

,Based upon his overall analysis of the data, witness Spann concluded that 
the current cost of common equity for gas utilities was 12.21% and for electric 
utilities was 11.76%. From his analysis of authorized returns on equity allowed 
CWS in its last three rate cases, Witness Spann cont:l uded that the Company's 
current cost of common equity was 11.91%. Witness Spann testified that, 'With the 
exception of.the Sub 111 stipulated return, the Commission had been granting CWS 
common equity returns that were similar to those granted natural gas utilities 
operating in North Carolina. Therefore, he indicated that the 12.21% cost of 
common equity for gas utilities as described above was indicative of the current 
cost of common equity to CWS. Thus, witness Spann's risk premium approaches 
yield cost of equity estimates for CWS of 1"1.91% and 12.21%, before cons.ideration 
of his 0.50% specific adjus�ment arid recommendation related to ·.the•size of CWS 
and the lack of liquidity associated with. an- investment in its common stock. 

After careful consideration of the entire evidence of record the Commission 
finds and concludes (1) that witness Spann' s conclusion regarding the carrel at ion 
between interest rates and common equity risk pr:emiums, i.e., when interest rates 
are low the difference between the equity returns allo�ed by the Commission and 
contemporaneous interest rates is significantly hlgher than when interest rates 
are high, is valiq and useful for purposes of.estimating the cost of common 
equity for purposes of this proceeding; (2) that the methodology employed by 
witness Spann in estimating the relationship between changes in interest rates 
and changes in :the equity risk premium 'is reasonable and proper for purposes of 
this proceeding; (3) that the methodology employed by witness Spann in adjusting 
the equity risk premium derived from his analysis of returns on common equity 
allowed CWS in its last three rate cases to reflect the level of current interest 
rates is reasonable and prqper; and (4) that returns on equity pre_viously allowed 
natural gas utilities, as contended by witness Spann, have generally been simi 1 ar 
to' those granted CWS. The Commission, therefore, finds and. concludes that 
witness Spann's risk premium approaches are reasonable and appropriate for use 
and should be assigned the greatest weight in determining CWS's· cost of common 
equity ·for purposes of this proceeding. 

(2) Application of the DCF model as presented by Public Staff witness
Sessoms should be accorded only minimal' weight in determining the cost of common 
equity for purposes of this proceeding. Because the common Stocks of CWS and/or 
Utilities, Int. are ,not, publicly traded, witness Sessoms appli�d the DCF 
methodology to a group of companies which he considered to be comparable in risk 
to CWS in Order to derive•his estimate of the cost of common equity capital to 
the Company. Witness Sessoms testified that it is reasonable to assume that 
investors would perceive CWS's risk characteristics to be Similar to the risk 
char:acteristics of his group-of comparable companies. Such companies are in.the 
water utility business and according to witness Sessoms·exhibit bus-iness and 
financial risk comparable to CWS. 
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. _The Company contended that the group of companies selected "by witness 
Sessoms was not comparable to CWS or to. Utilities, Inc. and consequently 
contended_that use of such companies -in estimating the cost of common equity·to 
CWS would produce misleading and unmeaningful, results. Specifically, CWS 
contended that certain of the companies were much more diversified than was r 

Utilities, Inc., with many different operating characteristics, and that the 
companies exhibited many financial characteristics that were dramatically 
different from those of Utilities, In�. Further, the Company contended that 
-witness Sessoms made,no use of financial indicators such.as beta,_�afety factors,
or debt quality measurements to determine the.comparability of the six companies
among themselves.or to CWS. According to CWS, comparisons of such financial
indicators as well as other financial and operating characteri_stics of the six
companies among themselves and to the extent -possible to CWS ,clearly show that
the six companies provide a poor proxy for' use in determining the cost of common
equity to CWS. 

CWS al so questioned thE! propriety .of witness Sessoms' use o·f a 26:.week 
average in determining the stock price variable. used in the yield parameter of 
his DCF model. The Company ·noted that reliance on a 26-week .'average may.be 
appropriate in some Situations to eliminate market aberrations.· However, the 
Company further noted that great care ·must be taken to insure that, instead of 
�liminating, aberrations, use of such an average does• not mask· s'ignificant and 
discernable trends that have a measurabl� impact on investors' expectations. In. 
essence, because witness Sessoms _emplo)'ed a 26-week average ·in determining the 
·stock price variable used in his. DCF model, CWS contended that he fa-iled to
appropriately recognize and give effect to the pronounced and discernable trend
of declining utility• stock prices which began in September 1993 and accelerated
when the Federal Reserve Board increased the discount rate in February and March
1994. There is no. disagreement that \tier.e'is a strong correlation between the
price of public utility stocks and interest rates or that, all other things
remaining equal, use of a stock price lower than a price that might otherwise
have been used, will increase the yield parameter of the □CF model and
consequently the cost of common equity derived from the ·use of such a
methodology.

The Commission, after careful, thoughtful, and lengthy consideration of the 
entire eviderice of record, finds and concludes that it is gen-erally in agreement 
with CWS' s pas it ion regarding witness Sessoms' application of the DCF model . 
Sp�cifically, the Commission, in this case, has significant, unresolved concerns 
regarding the qimparability of the six companies selected by witness Sessoms for 
use in his DCF analysis. Also, in this case, the Commission has significant 
concerns regarding, the appropriateness of witness Sessoms' use of a 26-week 
average in determining .the stock price v�riable for' use in the DCF model. 
Therefore, the•Commission finds and concludes that witness Sessoms' application 
of the DCF model for purposes of this proceeding should be accorded only minimal 
weight. The Commission emphasizes, however, that its decision in this ·regard is 
based solely on the evidence presented in this case and is not intended to herein 
impugn the efficacy of use of the OCF model in future proceedings, including DCF 
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applications employing 26-week averages and comparable .companies. A's stated 
hereinabove, the Commission decision to assign the greatest weight to witness 
Spann's risk premium approaches is due primarily to the fact that witness Spann.'s 
testimony in this case was more persuasive than was the testimony of witness 
Sessoms. 

{3) Company wjtness Spann's inclusion of so·basis'points in his recommended 
cost of equity in recognition of the size and liquidity of the Coinpany is 
inappropriate for purposes of this proceeding .. As previously indicated, witness 
Spann. recommended that the allowed return be- increased by 0.50% due to the small 
size of the Company and the lack of liquidity of common shares since the stock 
is not publicly-traded. Witness Spann contended that four articles supported the 
theory that smaller firms are mo·re risky. However, on cross-examination it was 
revea·led that these articles are not so definitive on such a conclusion. 
Further, the data bases of these studies mostly include non-regulated companies 
which are not protected from competition. In fact, the record includes evidence 
that Standard & Peer's considers size to be an issue in determination of credit 
ratings only when siz� affects a company's, abi"lity to compete. 

Also incorporated into witness Spann's small size adjustment was a risk 
premium for lack of liquidity since neither the stock. ·of the Company nor its 
parent, Utilities, Inc., is publicly traded. It was his testimony that investors 
demand a premium for this reduced liquidity. His rebuttal testimony cited quotes 
from textbooks which he contended supported a 1 iquidity premium. However, those 
quotes were not at all definitive as to the existence of a liquidity premium nor 
to the measurement of any such premium.· On cross-examination witness Sessoms 
testified that the owners -and managers of the Company keep the list of 
shareholders and share price� of ·the Compan·y confidential. Therefore he 
contended that the Company has obviously discouraged liquidity, presumably to 
prevent dilution and loss of control. 

When questioned under cross-examination about his measurement of a 0.50% 
adjustment for small size, witness Spann agreed that his debt cost measurement 
technique resulted in only a 0.19% interest cost difference. Further, he agreed 
that privately placed debt, such as that placed by Utilities, Inc., typically has 
a higher cost than publicly traded debt. When.asked to explain.how he recommended 
the O. 50% adjustment when the debt cost comparison yielded a result of only 
0.19%, witness Spann explained that liquidity studies had shown that liquidity 
premiums could range between 100 to 800 basis points and that the 0.50% was based 
on judgement. 

Given the evidence in this case with regard to this issue, the Commission 
does not believe it is a'ppropriate to include ,a premium in the allowed return of 
the Company due to its size or.due to the issue of liquidity. CWS is larger than 
the second and third largest regulated water and sewer companies combined that 
operate in North Carolina. Testimony in the record also indicates fhat owners 
of the Company have discouraged liquidity. All testimony in support of this type 
of adjustment was effectively refuted. Thus, for the foregoing reasons, and for 
the same general reasons as expressed by the Commission in denying this type of 
adjustment advocated by witness Spann in the Commission's Order Granting Partial 
Rate Increase in □ticket No. E-13, Subs 157 and 142, the Commission finds and 
concludes that the Company's cost of equity established for purposes of this 
proceeding should not include a premium due to size or liquidity considerations. 
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(4) The cost of common equity capital to CWS for purposes of this
proceeding is,12.00%. In reaching its decision in this regard, �the·commission, 
as previously stated, has p 1 aced the greatest weight on the risk premium 
methodologies employed by Company witness Spann. That decision is based 
primarily on the fact that witness Spann's testimony in support of his risk 
premium methodologies was more persuasive than was the testimony of Public Staff 
witness Sessoms in support of his application of the DCF model. Witness Spann's 
risk premium approaches'yielded cost of equity estimates .of 11-.91% and 12.21%. 
After having carefully considered the entire evidence of record;. the.Commission 
finds and concludes that the cost of commori equity to CWS for purposes of this 
proceeding is 12.00%. Such cost rate is well within the range of returns·bounded 
by the cost _rates r�sulting from witness Spann�s application of his risk premium 
approaches before consideration of his specific adjus_tment and .recommendation 
related to the size of CWS and the lack of liquidity associated with an 
investment in its common stock. As previously discussed, the Commission has 
rejected witness ·spann's proposed allowances related to CWS's size and lack of 
liquidity. 

(5) The overall far rate of return which the Company should be allowed the
opportunity to earn on its .rate base js 10.55%. Based on the Cormni�sion's 
findings with respect to the proper capital structure and the appropriate cost 
rates for debt and common equity·capital, the Commission finds and concludes that 
the overall fair rate of return that the Company should be allowed the 
opportunity to earn on its rate base is 10.55%. 

It is well-settled law in this State that it is for the administrative b_ody 
in an adjudicatory proceeding to determine the weight and sufficiency of the 
evidence and the credibility of the witnesses, to draw inferences from the facts, 
and to appraise conflicting·evidence. State ex rel. Utilities Commission v. Duke 
Power Company, 305 N.C. 1, 287 S.E.2d 786 (1982); Commissioner of Insurance v. 
North Carolina Rate Bureau, 300 N.C. 381, 269 S.E.2d 547 (1980). The Commission 
haS followed these principles in good faith in exerciSing its impartial judgment 
in determining the fair and reasonable rate of return in this proceeding. The 
determination of the appropriate rate of return is not a mechanical process and 
can only be made after a study of the evidence based upon careful consideration 
of a number of different methodologies weighed and tempered by the Commission's 
impartial judgment. The .determination of rate ·of return in one case is not res 
judicata in succeeding cases. State ex rel. Utilities Commission v. Duke Power 
.Company. 285 N.C. 377, 395, 206 S.E.2d 269, 281 (1974). The proper rate of 
return on common equity is "essentially a matter of judgment based on a number 
of factual considerations that vary from case to case." State ex re]. Utilities 
Commission v. Public Staff, 322 N.C. 689, 697, 370 S.E.2d 567, 570 (1988). Thus, 
the determination must be made based on the evidence presented and its weight and 
credibility in each case. 

The Cormnission cannot guarantee that the Company, in fact, will achieve the 
levels of return on rate base and common equity found to be just and reasonable 
in this Order. Indeed, the Commission would riot guarantee the authorized rates 
of return even if ;t could. Such a guarantee would remove necessary incentives 
for �he Company to achieve· the utmost in operational and managerial efficiency. 
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SCHEDULE I 
CAROLINA WATER SERVICE, INC.;· OF NORTH CAROLINA 

. DOCKET NO: W-354, SUB 128 . 
STATEMENT OF OPERATING INCOME AVAILABLE FOR RETURN 

COMBINED OPERATIONS 
For the Twelve Months Ended December 31, 1992 

Item 

Operating Revenue: 

Service Revenue 
Miscellaneous Revenue 
Uncollectibles 

Total Qperating Revenue 

· Operat i na Revenue Deduct i ans:

Operation, MainteTianc�, and
General Expenses

,Depreciation
Taxes Other Than Income Taxes
State Income Taxes
Federal Income Taxes
Amortization of ITC

Total Operating Revenue 
Deduct i ans 

Net Operating Income 
for Return 

Present 
Rates 

$7,861,696 
143,520 
(68,845) 

7,936,371 

4,619,917, 
598,161 
592,381 
94,072 

'380;722 
(5191 

6,284,734 

$1.651.637 

523 

Increase 
,Approved 

$237,917 
0 

. (2,046) 

235,871 

0 
0 

II, 982 
17,353 
70,222 

0 

99,557 

$136,314 

After 
Approved 
Increase. 

· $8,099,613
143,520 
(70,8911 

8,172,242 

4,619,917 
598,161 
604,363 
111,425 
450,944 

(5191 

6,384,291 

U, 787,951 
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SCHEDULE II 
CAROLINA WATER SERVICE, INC., OF NORTH CAROLINA 

DOCKET NO. W-354, SUB 128 
STATEMENT·OF RATE BASE AND RATE OF RETURN . 

COMBINED OPERATIONS 
For the Twelve Months Ended December 31, 1992 

Plant in Service $48,763,483 

Less - Accumulated Depre�iation 
Contributions in Aid of Construction� 
Advances in Aid of Construction 
Plant Acquisition Adjustment 
Accumulated Deferred Income Taxes 
Customer Deposits 
Excess Book Value 
Gain on Sale and Flow Back of Taxes 
Excess Capacity 

(3,907,439) 
(20, 177,639

!(206,342 
(2,877,122 

(967,076)
(145,737)

Water Service Corporation Accumulated Depreciation 
Water Service Corporation Accum�lated Deferred 

Income Taxes 

(4,098,130)
(289,628)
(855,928)
(232,415)

Add - NCUC Bonds 
Water Service Corporation Plant in Service 
Working Capital Allowance 
Deferred Charges 

Total Rate Base 

Rates of Return: 
Present 
Approved 

524 

(39, 671) 

80,000
668,981 
464,511 
767,538

$16,947.386 

9 .75%
10.55%



I'tem 

Long-Term Debt 
Common Equity 

Total 

WATER AND SEWER - RATES 

SCHEDULE I II 
CAROLINA WATER SERVICE, INC., OF NORTH CAROLINA 

DOCKET NO. W-354, SUB 128 
STATEMENT OF CAPITALIZATION AND RELATED COSTS 

COMBINED OPERATIONS 
For the Twelve Months Ended December 31, 1992 

Original Net 
Ratio Cost 

Rate Base 

56.95 $ 9,651,536 
43.05 7,295,850· 

� 116,947,386 

Embedded 
Cost 

Present Rates 

9.45 
10.14 

-

Approved Rates 

Operating 
Income 

$ 912,070 
739,567 

11,651,637 

Long-Term Debt 56.95 
Common Equity 43. 05-

$ 9,651,536 
7,295,850 

9.45 
12.00 

$ 912,070 
875,881 

Tota l $16. 947,386 si, 787,951 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 89-90 

The Company fi 1 ed its application with both uni form rates and system 
specific rates for the individual systems across the state. As a part of the 
filing, the Company provided income, expense, and rate base information for each 
system. The Commission concludes on the basis of the evidence that the 
information as filed ,is inadequate and too incomplete to. a determine system 
specific cost of service. 

To determine a cost,9f service upon which to base rates for an individual 
system, detailed cost for the exact expenses should be provided to the extent 
reasonably possible. Unfortunately, only a few expense items were filed in this 
manner. The Public Staff has presented evidence showing the Company's filing to 
be insufficient for setting system specific rates. The Company in its pre-filed 
testimony and testimony given at the hearing takes a neutral position, stating 
it will agree with the Commission's conclusion on this issue. 

, The Commission, therefore, denies the proposed system specific rates. In 
reaching this decision, however, the Commission will require the Company to 
continue to keep system specific data in a manner that reflects actual expenses 
in a given individual- system and not an allocated expense where such data can 
reasonably be identified,, These should include, but not be limited to, rate 
base, chemicals, testing, operator salaries, purchased power, transportation, 
property taxes, and maintenance and repairs. The ComPany is also required to 
work with the Public Staff in refining its allocation methodology as discussed 
in Finding of Fact No. 97. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 91 

This issue involves the Schedule of, Rates .. The Commission has determined 
that these rates will allow the Company to generate its revenue requirement and 
are fair and reasonable and should be approved. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 92 

The Commission addressed the allowable __ expenses in providing service to 
Black Mountain Campground in the Evi denc� and -Canel us i ans for Finding of Fact No. 
8. It was the Commission deciSion that the expense fOr the 12,000 feet of 4"
water main to serve Black Mountain Campground should be disallowed.

It is CWS' feeling that the Campground is contiguous to Mt. Mitchell Lands 
Subdivision because a part of the Forest Service property is contiguous· to the 
subdivision. However, Mr. Daniel testffied during cross-examination• that the 
campgrounds is "probably three-quarters of a· rili1e or so" away .from Mt. Mitchell 
Lands SubdivisiOn. 

Witness Dani�l admitted that the Company.had entered into a contract with 
the Forest Service in September 1992. This contract was never submitted to 
either the Commission or the Public Staff for review and comment. The contract 

. prov·ided ·that, in exchange for the well, the Company would serve the Forest 
Service Basic Work Area (where the well is located), construct a main to serve 
the Black Mountain Campground located within the Pisgah National Forest, and 
allow the Forest Service to tap on to the water line along Forest Service Road 
472 without charge. 

The Commission notes that in its Recommended Order in Docket No. W-354, 
Sub Ill, the Company .was- ordered in Ordering Paragraph 6, 

.•• In addition, CWS sha 11 , within 30 days of the effective date of 
this Order, fi.le any other contracts it has entered into· with 
developers through the date of this Order that have not previously 
been filed. CWS shall henceforth file all contracts with developers 
with the Commission within 30 days of signing, or in the case of 
informal agreements or contracts that are effe�tive without signing, 
within 30 days from the date the ·agreement is reached. The 
requirements of th'is paragraph shall apply to all contracts, including 
thOse -covering contiguous expansions. 

The effective date of the Recommended Order was August I 7, 1992. The 
Company filed exceptions. The Final Order was dated October '12, 1992. The 
ordering paragraph above was repeated in its �ntirety in the Final Order. The 
Company did not except to this paragraph and should have known the paragraph 
would remain in force. The contract was signed on September 15, 1992, clearly 
after the paragraph Was known to Company management. The Commission notes the 
contract was signed by Jim CilmaY:en, Vice President; an officer of the Company. 
Because CWS did not file the contract, both the Commission and the -Public Staff 
were denied the opportunity to review and make recommendations on the subject 
matter. 
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The Corranission is··of the opinion that the Black Mountain Campground is not 
a contiguous exp�nsion Of Mt. Mitchell Lands SubQi�ision. To· agree here that 
this expansion is contiguous to Mt. Mitchell Lands SubdiVision would essentially 
declare the whole Pisgah National Forest to be' a•contiguous expansion. Clearly 
the Company is not proposing to offer service throughout· the Forest, nor has this 
Commission ever approved such an expansion.· 

Based on the above, the Commission is of the opinion that CWS should be 
required t'o· file a_n application to serve the ·slack Mountain Campground by
July 29, 1994. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 93 

The evidence for •'this_ finding of·.fact is contained in the testimony of 
PUbl ic Staff Witness Rudder. The Company h·ad requested guidance on the' issue of 
the Commission's standardS for adequate service. This reqU:est stems from the 
Commission·'-s servic'e penalty levied agi3.inst CWS .in· its last rate,,case. · That 
issue was remanded to the Commission by the North Carolina Supreme Court. 

The Cornmissio·n believes this rate case- is not the appropri'ate. docket ·to 
decide this questirin •. Service adequacy for water and sewer utilities is an issue 
in-which all regUlated companies have, an interest. Thus, every other water and 
sewer uti�ity should have �he opportunity to intervene.� 

The ·appropriate forum for such a broad question is a generic docket. The 
Commission, therefore, denies the company's requ'est to determine serVice adequacy 
in this case. - CWS or any interested party may by petition request that a generic 
docket be established. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 94 

The Company has not included all the CIAC reported on its federal income tax 
returhs in its North Carolina income tax returns. Public Staff witness Kibler 
test-i fi ed that a review- of the Company's 1991 and 1992· North· Caroli i,a income tax 
returns revealed that CWS did not include Alli'. C!AC received in the form of plant 
in taxable income for those years. 'Mr .. Kibler further testified· that the Company 
has ·also not· included in North Carolina taxable income $423,600 of·CIAC received 
in tHe form of plant which was received by the Company prior to 1991. 

Company witness Wenz testified that if the-taxes associated with CIAC are 
not·paid, there should be no taxes associated with that particular CIAC in rate 
base. Mr. Wenz also testified that the Company should not ·be allowed a return 
on taxes that it has not paid. Mr. Wenz even agreed that Mr: Kibler was· correct 
in excluding any ADIT related to state income taxes in 1991 and 1992. The 
Company's final position was also in agreement with Mr. Kibler as to the·fact 
that the $423,600, discussea earlier, has in fact never been inclu�ed in North 
Carolina taxable inq>me and therefore should·not be included in ADIT"in this rate 
case. 

Yet it appears that the Company has done exactly the opposite in past rate 
cases. For example, in Docket No. ·W-354, Sub 111, l>ased on the Compariy's 
testimony, the Commission included in rate base·state income taxes paid on CIAC 
associated with the Olde Pointe system. We now know those income taxes have 
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never been paid. As early as Docket No. W-354, Sub 81-,. the Company tried to 
include the state i ncorne taxes.associated with the $423·, 600 of CIAC in rate base. 
Company witnesses testified.during the Sub 81 rate case that the income taxes had 
been paid on_ this CIAC. - ·The Commissio?I included the state income taxes 
associated with this CIAC in the Sub 111 rate case. Now the Commission learns 
that the Company has never paid the state income taxes associated with the 
$4�3,600 of CIAC. 

. 

In 1ts initial .filing, the Company included• �n am�unt in ADIT for state 
income taxes on CIAC paid in 1991 and 1992. Only after Mr. Kibler filed his 
testimony and revealed the actual practices employed by the Company did the 
Company withdraw its request for rate base treatment of the state income taxes. 

Another area of concern to the Commission is the policy and practices of the 
Company that relate to the.booking of CIAC received in the form of plant. As 
discussed in the Order in Docket No. W-354, Sub 118, the Company's method of 
booking CIAC i� not in keeping with the Uniform System of Accounts and this 
Commis�icin's Orders. In particular, the Gommission points to. the facts and 
circumstances associated with the SouthWood ·sewer system to which Mr. Wenz 
testified. The date of the_ contract covering the Southwood sewer system is 
October 1, 1988. Company records filed in Sub 118 indicate that customers first 
connected to the system in 1988. Mr. Wenz testified that no pl ant has been 
booked related to the Southwood sewer system 'because the Company has not received 
the cost information from the developer. Mr. Wenz testified that it is Company 
policy not to book the plant until the cost information is received. The Company 
has ·been operating this system for over 5 years and it still does not have the 
cost information to book the plant. However, when confronted-with this fact, Mr. 
Wenz testified that the Company can now get the information or make estimates on 
the original cost of the plant in Southwood and other systems within 6 months. 

The overall concern that the C�mmissio'n ·has as it relates to these matters 
is one of defining the potenti a 1 unrecorded· tax 1 i ability that faces the Company. 
The impact that income taxes can have on the financial fitness of a Company is 
well documented by the Commission in its Orders in Docket No. M-100, Sub 113, and 
forms the basis of the grosssup policy that.has been adopted by the Commission. 
As stated by the Commission in _Docket No. W-354, Sub 118, there are numerous 
systems currently being operated by the Company which have yet to be booked by 
the Company. The Company has repeatedly stated that an "unidentified CIAC" 
amount, which is based solely on all estimate without regards to any specific 
system, is included in its federal taxable_ income to cover any potential tax 
liability. The Commission notes, however, that the "unidentified CIAC"-amount 
allocated to CWS in 1992 for previous years' CIAC was not repo�ted as taxable 
income in North Carolina in 1992. By its own definition of the "unidentified 
CIAC," the Company cannot be confident that all potential income tclx lia�ility 
has been r�corde�. 

, The Cammi ss1 on is always concerned when any ut i 1 i ty has an unrecorded 
potent ia 1 income tax 1 i ability. Therefore, the Cammi ssi on wi 11 require the 
Company to file a schedule ca 1 cul at i ng the potent i a 1 income tax 1 i ability 
associated with (a) CIAC received but not booked by the Company and (b) CIAC 
received but not inclUded in North Carolina taxable income. Such schedule should 
be filed within 90 days from the date.of this Order. 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 95 

The Public Staff has requested that the Commission require the Company to 
review its pl ant reti rernent policy for accuracy and compliance with -the Uniform 
System of Accounts 'and file a report of its findingS and any proposed changes to 
its retirement policy.within 60 days of the Final Order in this case. In her 
testimony, Public Staff witness Dietz explained the Company's methodology for 
retiring plant. She explained that the Public Staff was concerned that the 
Company's plant retirement policy Was causing the account balances on its books 
to be incorrect. To support this concern, Ms. ·a;etz cited systems which have 
debit balances in accumulated depreciation and contributions in aid of 
construction, two accounts that typically' have credit ba l an·ces. 

During cross-examination, Company· wi tnE!:ss we-nz agreed to the Public Staff's 
recommendation. 

The Commission believes there is reason for the concern expressed by the 
Public Staff. 1he examples cited by Ms. Dietz indicate there are problems with 
the Company's records, at least regarding accumulated depreciation and 
contributions in aid of construction. Therefore, the Commission will require the 
Company to review its plant retirement policy for accuracy and compliance with 
the Uniform System of,Accounts and file a report of its findings and any proposed 
changes to its pl ant retirement policy within 60 days from the date of this 
Order.-, 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO, 96 

The Public Staff has requested that the Commission require the Company to 
file its deferral policy with specific guidelines that follow, Commission 
requirements within' 60 days of the Final Order· in this case. Public ·staff 
witness Dietz explained the Company's deferral policy in her prefiled testimony. 
She testified that the Public Staff was concerned about the type of item and the 
dollar amount of the items being deferred. According to Ms. Dietz, the Company 
has deferred "major repairs• amounting to $879 and sludge hauling expenses of 
$3,625 as extraordinary expenses on its books. Ms. Dietz also .discussed the 
deferral criteria established by the Commission in Docket No. E-13, Sub 136. 

During cross-examination, Company witnes� Wenz agreed to the Public Staff's 
recommendation. 

· · 

The Commission believes that it is appropriate for CWS to review its 
deferral policy. The examples cited by Ms. Dietz seem to be at odds with the 
criteria established by the Commission in Docket No. E-13, Sub 136. Therefore, 
the Commission will require the Company to file its deferral policy with specific 
guidelines that follow Commission requirements within 60 days from the date of 
this Order. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND, 97 

Ms. Pleasant testified that under the stipulation in CWS Systems, Inc., 
Docket No. W-778, Sub 20, CWS is to prepare an allocation manual. Ms. Pleasant 
recommended that in preparing this allocation manual, the Company should evaluate 
the appropriateness and accuracy of its a 11 ocati on methods. 
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Mr. Wenz testified.that preparation of an allocation manual would be very 
helpful. 

Based on the problems with the Company's allocations of WSC costs ·in this
case, the Commission believes that it is appropriate for the Company to evaluate 
the appropriateness and. ·accuracy of its a 1-1 ocati On methods· in preparing its 
allocation manual. Therefore, the Cammi ssi on .orders the Company to· work with the 
Public Staff in refining its allocation methodology. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 98 

As a ·part of h'is least cost proposa·1·, Company witness Spann testified that
if the Commission accepts ·the Public Staff position on excess capacity, the 
Company should be allowed to accrue AFUDC on the amount of plant not included in 
rate base. The Company is proposing to accr�e AFUDC for an indefinite period of 
time on projects until the cost of the projects are included in rate base. 
Witness Spann testified dur.ing cross examination that for systems that wil 1 never 
be built out, an allowance for funds. used during construction (AFUDC) should be 
accrued forever. 

The Commission finds that the Company proposal is unreasonable and conflicts 
with generally accepted accounting principles as well as our- decision on a 
related proposal in the Company's last rate case. First, the accrual of AFUDC 
should ·cease when the construction of the project is completed. Additionally, 
amounts should only be capitalized if the inclusion of those costs in the cost 
of service is probable·. The ·Commission fails· to see how capitalized interest 
that wi 11, or could, accrue forever would ever be included in rate base for 
ratemaking purposes. Furthermore, the accrual of AFUDC would have the effect of 
negating the Commission's decision that the: plant related to- excess,capacity is 
not used and useful in rendering service to end of period customers. Therefore, 
the Commission finds that the Company should not be allowed to, acc�ue AFUDC on 
the portion of the investments that are relaied to excess capacity. 

EVIDENCE AND CONCLVSIONS FOR FINDING OF FACT NO. 99 

The evidence for this finding· of fact is_ found in the testimony-of Company 
witness Daniel; and public witnesses David Burchfiel, a resident of Will Brook 
Subdivision in Johnston County; and Robert Martinelli, a resident of Lees_Ridge 
Subdivision in Buncombe County. Both public witnesses complained about having 
to pay a sizable deposit although they owned their homes. 

CWS witness Daniel explained how the. Company interprets Commission Rule 
Rl2-2. Under questioning from Commissioner Cobb, he admitted· that he has not 
sought advice of counsel on how the Rule should be applied. 

Mr. Daniel pointed out that under Rule RJ2-2, subdivisions (!), (2), (3),
(4), and (SJ of subsection (a) are all followed by the word "or." Under his
reasoning the Company may therefore choose to require a customer,to meet any one 
of the five. 

The focal point of the controversy is the Company's refusal ·to allow a 
customer to establish' credit under provision· ( a) (I) . The Company al ways re qui res
the customer to satisfy (a)(2) as well. This interpretation-flies in the face 
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of, the wording of the Rule. Why would the Rule give (a)(l) as an independent 
option if a customer-always had to satisfy (a)(2) as well? The answer obviously 
is that it would not. 

The Conmission concludes that CWS has been interpreting and applying Rule 
R12-2 incorrectly, and consequently the Company requires customers tQ do more to 
establish credit than the Rule allows. Therefore, the Company shall, effective 
inmediately, begin applying Conmission Rule Rl2-2 correctly. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NO. 100 

The evidence for this finding of fact is found in the 'testimony of CWS 
witness Daniel and public witness Holton. Hr. Daniel confirmed Mr. Hal ton's 
testimony that cws imposed a moratorium on"irrigation in Corolla without seeking 
prior Cormnission approval. Gwen Davis,. the CWS office manage� at,the Morehead 
City regional office, then followed up with a letter to customers informing them 
that Commission Rule R7-2D(c) authorized the Company to disconnect any customer 
who violated the moratorium. Upon discovering� customer watering his lawn, the 
Company disconnected the customer pursuant to this moratorium. 

The Conmission,concludes that the Company has misinterpreted this Rule and 
exceeded its authority in all aspects of this situation. First of all, except 
for those that are purely voluntary, a utility has absolutely no .authority to 
impose a moratorium on utility service usa·g�e. This authority rests exclusively 
with the Convnission. Hr. Daniel acknowledged,that many utilities seek. Conrnission 
approval to impose moratoria .. The Company offered no e�planation as-to why it 
chose not to do 'so.' Rule R7-2D(a) explicitly requires a water utility to 
"properly file with the Commission" any regulation on which it intends to rely 
to disconnect a customer. The Commiss.ion reviews these regulations and either 
approves or disapproves them. The Company did not comply with the Rule or with 
what M_r. Daniel knew all other utilities were doing, i'.e., seeking Colil!lission 
approval "of the morator.ium. 

, Fllrthermore,. the Cofflpany disconnected a customer for failure ·to .comply with• 
this illegal mora:toriutri, ba:sed on what it decided was an emergency under 
subsection (c) of the Rule. As Hr. Daniel acknowledged under questioning of 
CoTIIJli�sioner Cobb, "all emerg(;!ncy [is] something that comes up suddenly so.that 
you wouldn't have time to get prior approval for your action," not "something 
that goes on and on and then one day you see somebody watering their lawn and 
that's an emergency." 

Jhe Company apparently does not understand how 1 imited this emergency 
provision is. The Commission cautions the Company that the number of times it 
has been used in_ .the last decade to disconnect a customer without prior 
Commission approval by any utility can be counted on one hand. Its use here was 
especiall y  inappropriate given the length of time the Company had been aware of 
the drought conditions. 

The Conmission therefore concludes that CWS has· misinterpreted and'
misapplied this• .Rule. The Company may not impose any future moratorium without 
following the procedure all other utilities are required to follow; i.e., asking 
for and obtaining Commission approval before imposing it. The Conmission also 
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warns the Company that its ·use of the emergency provision of Rule R7-20(c) was 
inappropriate, and CWS should use it in the future only in the 1 imi ted 
circumstances for which it was intended. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. IOI 

The evidence for this finding of fact is found in the testimony of •Public 
Staff witness Rudder. 

Testing for lead and copper (Pb/Cu), volatile organic chemicals (VOCs), and 
synthetic organic chemicals and pesticides (SOC) are newly required tests 
resulting from the Safe Drinking Water Act (SOWA) passed by Congress. These 
tests have high first year costs. In accordance with the provisions of the·Order 
issued in Docket No. M-100, Sub 120, on August 27, 1993, Mr. Rudder recommended 
that the high first year cost be recovered in a one year surcharge to the base 
rate (the ongoing level of expense for these tests w'ill be recovered in the 
normal manner). The amount to recover in a surcharge in the first year is as 
follows: 

Annual !st Year Ongoing !st Year
Test # of Annual Annual Extra

Test Cost Tests Exgense Exgense Ex12ense

Pb/Cu (:,SJ 00) $ 37 .50 120 $ 4,500 $ 2,250 $ 2,250

Pb/Cu $ 37.50 940 $35,250 $ 8,813 $ 26,437

Pb/Cu(>500) $ 37.50 960 $ 36,000 $ 9,000 $ 27,000

voe $ 200.00 696 $139,200 $38,400 $100,000

soc $1,200.00 696 $835,200 $ 0 $835,200

TOTAL $991,687

Because some systems have populations of fewer than 101 persons, the SOC and 
VOC tests are not required until a year later. Therefore, the ,high first year 
cost impacts the Company a year later and a different amount to recover in a 
s�rcharge should be applicable in the second year, as follows: 

Annual 2nd Year Ongoing 2nd Year 
Test # of Annual Annual· Extra 

Test Cost Tests Exgense Ex12ense Exgense 

voe $ 200 246 $49,200 $38,400 $10,800 

soc $1,200 72 $86,400 $ 0 $86,400 

TOTAL $97,200 

Witness Rudder recommended that the high first year cost of water testing 
be .recovered through a monthly surcharge of one year duration and that the 
monthly residential surcharge (whic;h provides an allowance for the. 4% gross 
receipts tax} for the first and second year be as shown: 
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Annual 
Monthly Extra 

Service Area Expense Customers Surcharge 

CWSNC (First year) $991,687 17,606 $4.89 
CWSNC (Second year) $ 97,200 17,606 $0.48 

The number of customers has been weighted by meter size. The actual 
surcharge would be weighted by the same factor that is applied to a, base charge 
as follows: 

!st 2nd 
Year Year 

Meter Size Factor Surcharge Surcharge 

Standard 5/8" meter I $ 4.89 $ 0.48 
!" 2.5 $ 12.23 $ 1.20 
1-1/2" 5 $ 24.45 $ 2.40 
2" 8 $ 39. 12 $ 3.84 
3" 15 $ 73.35 $ 7 .20 
4" 25 $122.25 $12.00 
6" 50 $244'.50 $24.00 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 102 AND 103 

It is the Commission's opinion that all meter fees collected under contracts
dated after February 3, 1987, must be grossed-up unless specified differently on 
contracts filed with and approved by this Commission. 

The Company proposed to treat management and oversizing, fees as revenues 
rather than as contributions in aid of construction. However, the Public Staff 
removed management and oversizing fees from revenues in this rate case believing 
they were more appropriately considered as contributions in aid of construction 
for purposes of this rate proceeding. The Company agreed with the adjustment. 
The Commission agrees with the Public Staff's adjustment and is of the opinion 
that management and oversizing fees should be treated as contributions in aid of 
construction for purposes of this rate proceeding. 

IT IS, THEREFORE, ORDERED as follows: 

I. That CWS shall adjust its water and sewer rates and charges so as to
produce, based upon the adjusted test year level of operations, an increase in 
water revenues of $119,604 and an increase in sewer revenues of $118,313. 

2. That the Schedule of Rates, attached as Appendix A, is approved for
water and sewer service rendered by CWS. These rates shall become effective for 
service rendered on and after the date of this Order. The Commission considers 
this Schedule of Rates to be filed as required by G.S. 62-138. 

3. That CWS shall file a report, as discussed in the Evidence and
Conclusions for Finding of Fact No. 6, by July 29, 1994, that discusses the 
Whispering Pines complaint. 
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4. That a copy of the attached Appendices A and B shall be delivered by
CWS to all its customers in conjunction with the next billing statement after the 
date of this Order. 

5. That CWS shall file the attached Certificate of Service, properly
signed, and notarized, within 10 days of completing the requirement of Ordering 
Paragraph No. 4. 

6. That CWS shall file, within 90 days of the date of this Order, a
schedule calculating the potential income tax liability associated with (a) CIAC 
received but not booked by the Company and (b) CIAC received but not included in 
North Carolina taxable income. 

7. That CWS shall use the appropriate gross-up factors approved in Docket
No. W-354, Sub 107. Future overcollections of gross-up will be subject to refund 
plus interest of 10%. 

8. That the Company shall review its retirement policy for accuracy and
compliance with the Uniform System of Accounts and file a report of its findings 
and any proposed changes to its retirement policy within 60 days of the date of 
this Order. 

9. That CWS shall file its deferral policy with specific guidelines that
follow Commission requirements within 60 days of the date of this Order. 

· 10. That in preparing its allocation manual, CWS shall evaluate the 
appropriateness and accuracy of its allocati6n methods and work with the Public 
Staff in refining its allocation methodology. 

11. That CWS shall by July 29, 1994, file an application to serve the Black
Mountain Campground. 

12. That CWS shall continue to maintain its books and records so that it
may provide the Commission with system-specific ·data. 

13. That CWS shall, effective immediately, begin applying Commission Rule
Rl2._2 correctly as discussed if f the Evidence and Conclusions for Findi11g of Fact 
No. 99. 

14. That the letter in this docket by the Public Staff on May 13, 1994, and
the Reply Brief and Affidavit of John Haynes filed by CWS on May 27, 1994, be, 
and the same are hereby, not accepted for consideration in deciding this case. 

15. That CWS and the Public Staff shall review the attached Schedule of
Rates and notify the Commission of any inconsistencies or errors by 
June 24, 1994. 
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- i 16._ That all meter fees, manaflement fees, or oversizing fees collected 
under contracts dated after February 3, 1987, unless specified differently on 
contracts ffl ed with and approved by this Cammi ssi on� sha 11 be treated as 
contrib�tions in aidiof construction, subject to gross-up.

ISSUED BY ORDER OF THE COMMISSION. 
This the 10th day of June 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk. 

CommiSsioners Allyson K. Duncan and Laurence A. Cobb, dissent. 
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SCHEDULE OF RATES

for 
CAROLINA WATER SERVICE. INC. OF NORTH CAROLINA 

for providing water and sewer utility service in 

ALL ITS SERVICE AREAS IN NORTH CAROLINA 

WATER RATES AND CHARGES 
METERED SERVICE: 

BASE FACILITIES CHARGES 

A. Residential Single Family Residence

B. Where Service is Provided Through a
Master Meter and Each Dwelling Unit
is Billed Individually

C. Where Service is Provided Through a
Master Meter and a Single Bill is
Rendered for the Master Meter
(As in a Condominium Complex)

0. Commercial and Other (Based on
Meter Size): 5/B" x 3/4" meter 

l" meter 
1-1/2" meter
2" meter
3" meter
4" meter
6" meter

USAGE CHARGE: 

A. Treated Water/1,000 gallons

B. Untreated Water/I.ODO gallons
(Brandywine Bay Irrigation Water)

FLAT RATE SERVICE: 

A. Single Family Residential

B. Commercial/SFE

AVAILABILITY RATES: 

$ 10.10 

$ 10.10 

$ 9.10 

$ 10. 10 
$ 25.25 
$ 50.50 
$ BO.BO 
$151.50 
$252.50 
$505.00 

$ 2.90 

$ 2.00 

$ 21.65 

$ 21.65 

Applicable only to property owners in Carolina Forest 
and Woodrun Subdivision in Montgomery County $ 2.00 
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CONNECTION CHARGES CCC) AND PLANT IMPACT FEES CP!Fl 11: 

A. 5/8" Meter

Bahia Bay 

Bainbridge 

Bainbridge II 

Bainbridge III 

Bear Paw Resort 

Beech brook 

Subdivision 

Belved�re Utility Company 

Blue Mountain at Wolf Laurel 

Brandonwood 

Brandywine Bay 

Cabarrus WOods 

Cambridge 

Chapel •Hills 

College Park 

Corolla Light 

Country Hills 

Country Club Annex 

Courtney/Hampton Green" 

Crest View Estates 

Crystal Mountain 

Danby 

Eastgate' 

Eastwood Forest 

Farmington 

Farmwood/Apple Creek/Tara Woods· 
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cc 

$ 100.00 
$ 1,00.00 

$ 0,00. 

$ 100.00 

$ 100.00 

$ 100.00 

$ 100.00 

$ 925.00 

$ 200.00 

$ 100.00 

$ !OD.DO 

$ 382.00 

$ 150.00 

$ 100.00 

$ 500.00 

$ 100.00 

$ JOO.OD 

$ 100.00 

$ 100.00 

$ !OD.OD 

$ 100.00 

$ 100.00 

$ !OD.DO 

$ 100.00 

$ 100.00 

PMF 

$400,00 

$400.00 

$ 0.00 
·$400.00

$400.00

$400.00

· $400.00

$ 0.00

·$ 0.00

$400.00.

$400.00

$ 0.00

$400,00

$400.00

$ . 0.00

$400.00

$400.00

$400.00

$400.00

$400.00

$400.00

$400.00

$400;00

$400.00

$400.00
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Subdiv-ision cc PMF 

Farmwood 20 $ 0,00 $ 0.00 

Farmwood 21 $ 100.00 $400.00 

Grandview at T-Square $ 100,00 $400.00 

Habersham $ 100.00 $400.00' 

Harbor House Estates $ 100.00 $400.00 

High Meadows $ 100,00 $400.00 

Holly Acres $ 100.00 · $400.00

Hound Ears $ 300.00 $ . 0.00

Huntington Forest $ 100.00 $400,00

ldlewood $ 100.00 $400,00

Lamplighter Village East $ 100,00 $400.00

Lamplighter Villag� South $ 100.00 $400.00

Mallard Crossing $ 100.00 $400.00

Mallard Crossing ( Summey Bl drs.) $ 0,00 $ 0.00

Misty Mountain $ 100.00 $400,00

Monteray Shores $ 500.00 $ 0,00

Monteray Shores at Degabrielle $ 0.00 .. $ o:oo·

Mossy Creek $ 100,00 $400.00 

Mt: .Mite he 11 $ 100.00 $400.00

Oakdale Terrace $ 100.00 $400.00

Olde Point $ 100.00 $400,00

Pine Knoll Shores $ 100.00 $400.00

Powder Horn Mountain $ 100.00 $400.00

Providence Ridge/Hearth Stone $ 100.00 $400.00

Providence West $ 100.00 $400.00

Quail Ridge $ 750.00 $ 0.00

Riverbend $ 100.00 $400,00

Riverbend (Plantation Landing) $ 100,00 $400.00

Riverbend (Lakemere) $1,250.00 $ 0.00
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Subdivision 
Riverbend (Norbury Park) 

Riverbend (Pier Pointe) 

,Riverbend (Canebrake) 

Riverbend (Lochbridge) 

Ri·verpoi nte 

Riverpointe Simonini 

Roxbury 

Saddlebrook 

Saddlebrook (Summey Bldrs.) 

Saddlewood/Dak Hol.low 

Saddlewood/0ak Hollow (Summey Bldrs.) 

Sherwood Forest 

Sherwood Park 

Ski Mountain 

Ski Country 

Stonehedge-Bradfor� Park 

Suburban Heights 

Suburban Woods 

Sugar Mountain 

Tanglewood Estates 

Tanglewood South 

Trexler Park 

Victoria Park 

Watauga Vista 

Westwood Forest 

Whispering PineS 

Wildwood Green/McLlwaine Acres 
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- cc

$ 100.00 

$1,250.00 

$1,250.00 

$1,250.00 

$ 300.00 

$ 0.00 

$ 100.00 

·s 100.00

$ 0.00

$ 100.00

$ 0.00

$ 950.00

$ 100.00

$ 100.00

$ 100.00

$ H!.00

$ 100.00

$ 100.00

$ 100.00

$ 100.00

$ 100.00

$ 100.00

,$ 344.00

$ 100.00

$ 100.00

$ 100.00

$ 100.00

PMF 

$400.00 

$ 0.00 

$ 0.00 

$ 0.00 

$ 0.00 

$ o.oo

$400.00 

$400.00 

,$ o.oo

$400.00 

$ o.oo

$ 0.00 

$400.00 

$400.00 

$ 0.00 

$ 0.00 

$400.00 

$400:00 

$400.00 

$400.00 

$400.00 

$400.00 

$ 0.00 

$400.00 

$400.00 

$400.00 

$400.00 
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Windsor Chase 

Winghurst 

Wolf Laurel 

Subdivision 

Wood Hollow-Forest Ridge 

Woodhaven/Pleasant Hills 
Woodside Falls 

Yorktown 

Zemosa Acres 

B. Meters Larger than 5/8"

C. Commercial and Other/SFE
(Payable by Developer or Builder)

METER TESTING FEE y: 

NEW WATER CUSTOMER CHARGE: 

RECONNECTION CHARGES ll:

$20.00 

$27.00 

cc 

$ 100.00 

$ 100.00 

$ 925.00 

$ 100.00 

$ 100.00 

$ 500.00 

$ 100.00 

$ 100.00 

Actual Cost 

N/A 

PMF 

$400.00 

,$400.00 

$ o.oo

· $400.00

$400.00

$ 0.00
$400.00
$400.00

N/A 

$400.00 

If water service is cut off by utility for good cause: $27.00 
If water service is.disconnected at customer's request: $27,00 

CMUO BILLING CHARGES: $ 2.20/billing 

EPA TESTING SURCHARGE: 

Standard 5/8" Meter 
l" 
1-1/2"
2"
3" 

4" 

6" 

1st Year 
Surcharge 

s 4.0g 
$ 12. 23 
S 24.45 
$ 39.12 
$ 73.35 
$122.25 
$244.50 
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2nd Year 
Surcharge 

$ 0.48 
$ 1.20 
$ 2.40 
$ 3.84 
$ 7.20 
$12.00 
$24.00 
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MANAGEMENT FEE (in the following �ubdivisions only): 
Cambridge 
Habersham 
Riverbend (Lochbridge)
Riverbend (Canebrake) 
Riverbend (Lakemere) 
Riverbend (Pier Pointe) 
Southwood/Brandywine at Mint Hill 
Windsor Chase
Wolf Laurel 

OVERSIZING FEE (in the following subdivision only):
Winghurst 

METER FEE (in the following 
Abington 

subdivisions only):

Bainbridge 
Bainbridge II 
Bainbridge III
Bent Creek 
Blue Mountain at Wolf Laurel 
Brandywine· 
Cambridge 
Eastgate 
Emerald Point (Rock Island)
Farmington
Farmwood 21 
Grandview at T-Square (Lockhurst)
Habersham 
Hidden Hills 
,Manteray Shores 
Mossy Creek 
Olde Pointe 
Parks Farm/Raeburn
Powder Horn Mountain 
Providence Ridge (Hearthstone)
Riverbend 

!
Norbury Park) 

Riverbend Lochbridge) 
Riverbend Canebrake) 
Riverbend (Pier Pointe) 
Riverbend (Lakemere) 
Riverpointe 
Ski Country 
Southwood (Brandywine at Mint Hill)
Stonehedge (Bradford Park) 
Tanglewood East 
Tanglewood South 
Victoria Park 
Willowbrook 
Windsor Park

Winghu�st 
Wolf Laurel 
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$250.00
$613.00
$250.00
$250:00
$250.00
$250.00
$300.00
$ 63,00 
$150,00 

$400.00 

$ 50.00 
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SEWER RATES AND CHARGES 

METERED SERVICE: Commercial and Other 

A. Base Facility Charge {Based on Meter Size)

5/8" x 3/4" meter 
1 n meter
1-1/2" meter
2" meter 
3"·meter. 
4" meter 
6" meter 

B. Usage Charge/1,000 gallons
(based on metered water usage)

C. Minimum Monthly Charge

$ 10.10 
$ 25.25 
$ 50.50 
$ 80.80 
$151.50 
$252.50 
$505.00 

$ 4.55 

$ 30. 55 

D. Sewer customers who do not receive water
service from the Company/SFE $ 30.55 

FLAT RATE SERVICE: Per Dwelling Unity $ 30.55 

COLLECTION SERVICE ONLY 21: (When sewage is co 11 ected by utility and 
tra�sferred to another entity for treatment) 

A. Single Family Residence

B. Commercial/SF£

CONNECTION CHARGE Y: 

A. ,5/8" meter
Subdivision 

Bainbridge 
Bainbridge Phase II 
Bainbridge Phase III 
Bear Paw 

Belvedere Utility Company 
Brandywine Bay 

Cambridge 

$ 
$ 
$ 
$ 
$ 
$ 
$ 
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$ 11.00 

$ 11.00 

cc 

100.00 
0.00 

100.00 
100.00 
100.00 
100.00 
841.00 

PMF 
s1,006.oo 
$ 0.00 
$1,000.00 
$1,000.00 
$1,000.00 
$1,456.00 
$ 0.00 



WATER AND SEWER - RATES 

Subdivision cc £ME 

Cabarrus Wood $ 100.00 $1,000.00 
College Park $ 100.00 $1,000.00 
·corolla Light $ 700.00 $ 0.00 
Danby $ 100.00 $1,000.00 
Farmwood 20 $ 100.00 $1,000:00 
Farinwood· 21 $ JOO.OD $1,000.00 
Hilbersham $ JOO.DO $1,000.00 
Hound Ears $ 300.00 $ 0.00 
Independent/Hemby Acres Griffin) $ 0.00 $ 0.00 
Independent/Hemby Acres $ 100.00 $1,000.00 
Interlaken $ 100.00 ,$1,000.00 
Lamplighter Village South $ 100.00 .$1,000.00 
Lamplighter Vill�ge East $ JOO.OD $1,000.00 
Monteray Shores $ 700.00 $ . , 0.00 
Mossy Creek $ 100.00 $1,000.00 
Mt. Carmel $ 100.00 $1,000.00 
Mt. Carmel/Section 5A $ 500.00 $ 0.00 
Olde Pointe $ 100.00 $1,000.00 
Riverbend $ 100.00 $1,000.00 
Riverbend (Norbury Park) $ 100.00 $1,000.00 
Riverbend· (Lakemere) $1,250.00 $ 0.00 
Riverbend (Pier Pointe) $1,250.00 $ 0.00 
Riverbend (Lochbridge) $1,250.00 $ 0.00 
Riverbend (Plantation Landing) $ 100.00 $1,000.00 
Riverbend (Canebrake) $1,250.00 '$ 0.00 
R�verpointe Utility Corporation $ 300.00 $ 0.00 
Riverpointe (Simonini) $ 0.00 $ 0.00 
Saddlewood/Oak Hollow $ JOO.OD· $1,000.00 
S�ooners Creek $ JOO.OD $1,000.00 
Steeplechase $ 100.00 $1,000.00 
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Subdivision 

Steeplechase (Spartabrook) 
Stonehedge - Bradford Park 
Sugar Mountain 

Trevor Downs 

Victoria Park 

Windsor Chase 

Winghurst 
Wood Hollow - Forest Ridge

B. Meters Larger than 5/8"

C. Commercial and Other/SFE
(Payable by Developer or Builder)

NEW SEWER CUSTOMERS CHARGES W: 

RECONNECTION CHARGES Y: 

$22.00 

cc 

$ 0.00 
s 971.00 
$ 100.00 
$ 100.00 

s 756.00 

s 100.00 
s 100.00 
$ 100.00 

Actual Cost 

N/A 

PMF 
$ 0.00 
s o.oo

$1,000.00 
$1,000.00 

s 0.00 
$1,000.00 
$1,000.00 
$1,000.00 

N/A 

$1,000.00 

If sewer service is cut off by utility for good cause: Actual Cost 

MISCELLANEOUS UTILITY HATTERS

BILLS DUE: On billing date 

BILLS PAST DUE: 21 days after billing date 

BILLING FREQUENCY: Bills shall be rendered bi-monthly in all service areas 
except for availability charges in Carolina Forest and Woodrun Subdivisions which 
will be billed semi-annually. 

· · 

CHARGES FOR PROCESSING NSF CHECKS: $10.00 

FINANCE CHARGE FOR LATE PAYMENT: 1% per month will be applied to the unpaid 
balance of all bills still past due 25 days after billing date. 
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These fees are subject to' the -Gros·s Up Multiplier prov1S1ons for 
Contributions in Aid of Construction of the North Carolina Conini ssi on, 
Docket No. M-100, Sub 113. Also, these fees are only applicable one time, 
when the unit is initially connected to the system. 

If a customer requests a test· of a water meter more frequently than once in 
a 24-month period, the Company will collect a $20 service charge to defray 
the cost of the test. If the meter is found to register in excess of the 
prescribed accuracy limits, the meter test charge will be waived. If the 
meter is found to register accurately or below such prescribed accur.acy 
limits, the charge shall be retained by the Company. Regardless of the 
test results, customers may request a meter test once in a ,24-month period 
without charg�. 

Customers who request to be reconnected within nine months of disconnection 
at the same address sha 11 be charged the base facility charge for the 
service period they were disconnected·. 

Dwelling unit shall exclude any unit which has not been sold, rented, or 
otherwise conveyed by the developer or contractor building the' unit. 

The ut i1 i ty sha 11. charge for sewage treatment service provided by the other 
entity; 'the rate charged by the other entity will be billed to CWS' 
affected customers on a pro rata ba�is, without markup. 

These charges shall be .waived if sewer customer is also a water customer 
within the same service area. 

The utility shall. itemize the estimated cost of disconnecting and 
reconnecting service and shall furnish this estimate to customer wf th 
cut-off notice. This charge will be waived if customer also receives water 
service from Carolina Water Service within the same service area. 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. W-354, Sub 128, on this the 10th day of June 1994. 
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STATE OF NORTH CAROLINA 
UTILITIES COMMl�SION 

RALEIGH 

DOCKET NO. W-354, SUB 128 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by Carolina Water Service, 
Inc. of North Carolina, 2335 Sanders 
Road, Northbr-ook, Illinois, for Authority 
to Increase Rates for Water and Sewer 
Utility Service in All of its Serv-ice 
Areas ir North Carolina 

NOTICE TO 
CUSTOMERS 

NOTICE IS GIVEN that the North Carolina Utilities Commission has issued an 
Order authorizing Carolina Water Service {CWS) to charge new rates for wat�r and 
sewer utility service in all its service areas in North Carolina. A copy of the 
new Schedule of Rates is attached. 

The new rates reflect an overall increase of 2.4% for water operations and 
a increase of 4.1% for sewer 9perations. The Company had requested an increase 
of 10.23% for water operations and 9.45% for sewer operations. 

·The Commission reached its decision after considering evidence presented at
Public Hearings in Fayetteville, Carthage, Raleigh, Kitty Hawk, Morehead City, 
New Bern, Wilmington, Murphy, Brevard, Asheville, Boone, Charlotte, and Winston
Salem. 

The Commission has also allowed CWS to recover, through� pass-through to 
its customers, the expense for the new Department of Environme_nt, Health and 
Natural Resources, Division of Environmental Health (DEH) permit fee, and the 
expense for testing for the following contaminants as required _by the EPA: lead 
and copper (Pb/Cu), total trihalomethane (TTHM), nitrate, nitrite, inorganic 
chemical, pesticide, synthetic organic chemical (SOC), volatile organic chemical 
(VOC). 
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These expenses are sufficiently definite -and predictable to come within the 
Commission's pass-throug� procedures adopted in the generic docket (M-100, 
Sub 120) in the May 1990 and August 1993 Orders. Because some of the tests have 
a high first year cost and because the starting dates of the tests vary in 
accordance .with the population.of the subdivisions, the annual expense varies 
fro� year to year, as sh�wn below: 

Annual 1st Year Ongoing 1st Year 
Test # of Annual Annual Extra 

Test Cost Tests Exi;iense Ex12ense Exgense 

Pb/Cu (s!OO) $ 37.50 120 $ 4,500 $ 2,250 $ 2,250 

Pb/Cu $ 37.50 940 $ 35;250 $ 8,813 $ 26,437 

Pb/Cu(>SOO) $ 37 .so'·. 960 $ 36,000 $ 9,000 $ 27,000 

voe $ 200.00 696 ·$139,200 $38,400 $100,000 

soc $1,200.00 696 $835,200 $ 0 1_835;200 
TOTAL $991,687 

Annual 2nd.Vear Ongoing 2nd Year 
Test # of Annual Annual Extra 

Test Cost Tests Exgense Exgense ExQense 

voe $ 200 246 $49,200 $38,400 $10,800 

soc $1,200 72 $86,400. $ 0 $86,400 

TOTAL $97,200 

Annual 

Extra Monthly 
Service Area Expense Customers Surcharge 

CWSNC (First year) $991,687 17,606 $4.89 
CWSNC (Second year) $ 97,200 17,606 $0.48 
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The number of customers has been weighted by meter size. The actual 
surcharge would be weighted by the same factor: that is applied to, a base charge 
as follows: 

Meter Size Factor 

Standard 5/8" meter I 
I• 2.5 
1-1/2" 5 
2" 8 

3" 15 
4• 25 

6" 50 

ISSUED BY, ORDER OF THE COMMISSION. 
This is the 10th day of June 1994. 

(SEAL) 

!st 2nd 
Year Year 

Surcharge Surcharge 

$ 4.89 
$ 12.23 
$ 24.45 
$ 39.12 
$ 73.35 
$122.25 
$244.50 

$ 0.48 
$ 1.20 
$ 2.40 
$ 3.84 
$ 7.20 
$12.00 
$24.00 

NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigp_en, Chief Clerk 
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CERTIFICATE OF SERVICE 

I, -------'----'----'--------' mailed with sufficient 

postage or hand delivered to all affected customers the attached Notice to the 

Public and Schedule of Rates issued by Order of the North•Carolina Utilities 

Commission in Dotket ,No. W-354, Sub 128, and this Notice and Schedule of Rates 

were mailed or hand delivered by the d�te specified in the Order. 

This the __ day of ________ ·1994. 

By:---'----------
Signature 

Name of Utility Company 

The above named Applicant,-----'-----------' personally 

appeared before me this day and, being first duly sworn, says.that the required 

Notice and Schedule were mailed or hand delivered to all affected customers, as 

required by the Commission Order dated--'------- in Docket No. W-354, 

Sub 128. 

Witness my hand and notarial se�l, this the __ day of ______ _ 

1994. 

Notary Public 

Address 

(SEAL) My Commission Expires:
Date 
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COMMISSIONER DUNCAN, DISSENTING: 

I respectfully dissent from that portion of the Commission's order 
determining the used and useful capacity of elevated storage tanks. I do not 
believe the decision accurately characterizes the Company's position, and feel 
that it is both shortsighted and not in the best in'terest of even current 
customers. 

The Commission has wrestled with the issue of the appropriate amount of 
capacity to be included in rate base for elevated storage tanks through several 
Carolina Water Service cases. The majority here states that the Compa'(IY argues 
that 400 gallons per connection is the appropriate amount, but concludes that 
only' 200 gallons per.connection should be allowed in rate base. 

As I read the proposed orders, however, w�at the Company is arguing is 
simply that "a generic standard against which a11 determinations of excess 
capacity for elevated storage tanks should be measured" (Carolina Water Service 
Proposed Order page 60) is inappropriate. The C9mpany seeks to reserve the right 
to make a determination of appropriate capacity on the basis of the 
characteristics of a particular system, recognizing that such. characteristics 
vary. This seems to me quit� reasonable. 

Nor do any of the factors relied upon by the majority refute the legitimacy 
of such a position. The majority relies on such statements as "It is apparent 
that CWS itself does not adhere to the 400 gpd standard," which are in fact not 
inconsistent with the Company's-position as I read it, but which, instead, miss 
the point. 400 gpd might not be necessary in all cases; conversely, it follows 
that it might be necessary in some. 

The Commission considered the testimony of a □EH witness in the panel 
decision in Docket Number W@-354, Sub 111 with respect to minimum state design 
standards. The Commission has taken judicial notice of that decision in this 
docket. The witness testified that 200 gpd was the minimum state design 
standard, although he went on to state that minimum standards are merely that, 
and that it would be wring to use those as a basis for determining useful 
capacity. The witness testified that minimum standards are not necessarily 
i ndi cati ve of the amount of storage capacity needed for a 11 situat i ans, and 
recommended more. The full Commission reversed the panel in adopting a 200 gpd 
standard, and the Supreme Court later found that there was ample evidence to 
support a finding that 200 gpd is, in fact, the minimum. 

Of course I do not disagree that 200 gpd is the appropriate design minimum. 
But I don't believe that given such system specific characteristics as 
consumption patterns, fi,re protection requirements, peak demand and the need to 
protect against such exigencies as equipment outages and drought, that it is 
necessarily optimal. And I would not adopt a rigid standard that forecloses the 
company from determining that greater capacity is necessary to serve current 
customers. 

Allyson K. Duncan 
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COMMISSIONER COBB, DISSENTING. 

I dissent from that por.t_ion· Of the Orde'r, finding the cost of colTITllon equity
capital to be 12%. I would have supported the Public Staff�s recommendation of 
11%. 

Laurence A. Cobb, Commissioner 

DOCKET NO. W-354, SUB 128 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by Carolina· Water Service, 
Inc. of North Carolina, 2335 Sanders 
Road, Northbrook, r-llinois, for 
Authority to Increase.Rates for Water· 
and Sewer Utility Service_ in all Its 
Service Areas in North Carolina 

ORDER ON 
RECONSIDERATION 

BY THE COMMISSION: On June JO, 1994, the Commission issued an Order in this 
docket granting Carolina Water Service, Inc. of North Carolina (CWS or Company) 
partial rate increases for water �nd sewer utility services in its service areas.

. On July 11, 1994, CWS. filed a Motion for Reconsideration whereby the 
Commission was requested to r�consider certain deci�ions set forth.in its Order 
of June JO, 1994 (Order). 

On July 28, 1994, the Public Staff filed its Response to CWS's Motion for 
Reconsideration. 

Upon consideration of the motion filed by the Company and the response filed 
by the Public Staff, the Commission finds and concludes that good cause exists
.for the Commi�sion to reconsider its Order, with respect to its finding 
concerning the appropriate ratemaking treatment to be accorded the revenues lost 
by the Company as a result of the Town of Atlantic Beach having paralleled 
certain of its facilities at, Pine Knoll Shores. 

In its Order, under Finding 'of Fact 'iNo. 4, the Commission did not accept 
CWS's position that 730 customers or customer equivalents should be removed from 
the test-year level of operations in consideration of the fact that the Town of 
Atlantic Beach had· paralleled a portion of the Company's system in Pine Knoll 
Shores subdivision. Many of the residents in that area have connected to the 
Town of Atl�ntic Beach's water system. In lieu of adopting the Company's 
position in this regard, the Commission, in its Order, adopted the position 
advocated by the Public Staff. The Public Staff argued,, and for that matter 
continues to argue, that the position-which it takes results in a better matching 
of revenues and costs from the standpoint of the appropriate test-year level of 
ope,ration.s. than does ,the position of the Company. 
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As previously indicated, the Company, in its Motion for Reconsideration, 
objected to the Corrmission's unwillingness to exclude the aforesaid revenues in 
de'veloping CWS's pro form·a test-year level of opet"ations for purposes of this 
proceeding. In support of its position, CWS made the following arguments: ·

CWS stated that • ... G.S. 62-133(c) requires the Commission to consider 
evidence offered to show actual changes in test year costs, revenues and rate 
base •••. " CWS noted that the evidence showed that 730 customers or customer 

equivalents disconnected from the Company's water system and connected to the 
parallel system installed by the Town of Atlantic Beach prior to the close of the 
hearing. According to the Company, these customer� were not receiving water 
serVice from CWS at the time of the hearing. CWS asserted that, as a result of 
the Commission having included revenues from these customers in the pro forma 
test-year level of operations adopted for use fpr purposes of this proceeding, 
CWS cannot achieve the level of earnings authorized in the• Order. 

CWS contended in its motion that the test-year level of operations presented 
in the Company's filings properly reflected an appropriate matching of revenues 
and costs. The Company stated that, ·in adjusting expenses downward·to reflect 
the impact of customers lost to the Town of Atlantic Beach, it made pro forma 
adjustments to reflect all attendant changes in cost in the same manner and for 
the same reaspns as the Commission makes ·corollar,Y adjustments in matching 
revenues and costs,associated with customer growth. 

The Company stated that the Cammi ss ion has erroneously assumed that 
revenues, rate base, and' expenses changed in all of CWS's other systems in the 
same proportions so as to texactly offset the impact of the lost Atlantic Beach 
customers. CWS further contended that, in contrast to evidence presented by the 
Company showing a proper matching of appropriate rate base, revenue, and expense 
adjustments far the loss of the subject customers or customer 1equivalents, there 
was no corroborating evidence to shaw a pro°per matching of those components of 
the cost of service equation with respect to the customers added elsewhere
throughout the state. · · 

CWS reminded the Commission that on two occasions in 1993, the Company 
attempted to lower its rates in Atlantic Beach to meet the competition of the 
parallel system but was not allowed by the Commission to take any action to 
prevent the loss of customers. The Company maintained that it is inequitable for 
the Commission to now invoke a substantial penalty on CWS, when the Company was 
precluded from taking any action in the matter,,to avoid the loss. 

The Company argued that the disconnection of the subject Atlantic Beach 
customers or customer equivalents occurred aver a very short period of time, 
making it analogous to the sale of a system. CWS further argued that in the past 
when the Company sold a system subsequent to the end of a test year the 
Commission removed the impact of the lost customers from the ratemaking equation 
and that the Commission did not then inject revenues and expenses fcir" other 
scattered customers added to CWS's other systems. 

The Public Staff, in its comments filed in response to the Company'·s Motion 
for Reconsideration on the subject issue, contended that the Company has not 
offered anything different from what it presented at the hearing. The Public 
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Staff further contended .that the Company " ... simply wants the· Commission to 
change its mind.". 

The CoI1V11ission has carefully reviewed and analyzed (I) the arguments 
presented by the Company in its Motion for Reconsideration and the Public Staff's 
response to said motion, (2) the Commission's Order here under review, arid (3) 
the entire evidence of record of this proceeding. It .is an uncontroverted fact 
that utility services are· no longer being provided by the Company to the 730 
customers or customer equivalents here at issue. Consequently, the Compariy is 
no longer recovering revenues from said customers. Further, it is an 
uncontroverted fact that the loss· of the aforesaid customers and the attendant 
revenue stream was a relevant, material fact and/or circumstance which existed 
prior to the time the hearing in this docket was closed. Thus, the issue 
remaining1to be �esolved in this regard at this juncture stated in question form 
is: should the pro forma test-year level ·of operations adopted ·for use by the 
Commission for purposes of this proceeding be adjusted to reflect the loss of- the 
aforesaid revenue stream? 

The purpose of the pro forma test-year concept in setting public utility 
rates is to allow the Commission to arrive at annual levels of revenues and costs 
that are reasonable .and representative of the levels of revenues and costs that 
a company can reasonably be expected to realize or incur, respectively, in 
providing utility·service(s) rendered to the public within the State in the near 
future. Stated alternatively, as indicated by the North Carolina Supreme Court, 
the basic, underlying theory of using a company's operating experience in a "test 
period", recently ended, in fixing rates to be charged by it for its service in 
the near future is that rates for service, in effect throughout the test period, 
will, in the near future, produce the same rate of return on the company's 
.property, used in rendering such service, as was•produced by it on ·such property 
in the test period, adjusted for known changes in conditions. State ex rel. 
Utils. Comm'n v. Morgan, 278 N.C. 235, 179 S.E.2d 419 (1971); State ex rel. 
Utils. Comm'n v.· Duke Power Co., 305 N.C. ·l, 287 S.E.2d 786 (1982). 
Specifically, regarding .pro forma adjustments to the test-year level of 
operations,.the North Carolina Supreme Court has made it exceedingly clear that, 
if a test period is to produce a reasonably accurate estimate of what may be 
anticipated in the near future, pro forma -adjustments are necessary and 
appropriate in recognition of and for abnormalities which existed, in the test 
period and for changes in conditions occurring during the te�t period. 

In resolving the fo·regoing question on reconsideration, as indicated above, 
the Commission must, - essentially, reach a determination as to whether· it is 
necessary.and appropriate to reflect in CWS's pro forma,test-year experience a 
reduction in revenues in recognition of the subject revenue loss in order to 
allow the Company a reasonable opportunity to earn a· fair return on its 
investment used and useful. in providing public utility services and no more. The 
Commission in its initial Decision stated as follows: 

"The Commission agrees with the Public Staff that the appropriate 
level of customer numbers is the customers on line at the end of the 
test year so that the revenues, rate base, and expenses are matched to 
customers actually using the utility service. To do otherwise would 
distort the matching concept and result in rate base and expenses 
associated with the Pine Knoll Shores and Farmwood customers being, 
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assigned to customers in other service areas. The Commission further 
notes that the Company did not include the customers added in other 
systems subsequent to the test year. The Public Staff showed that the 
Company's meter and tap summaries for December 31 1 1992, and December 
31, 1993, showed only a net loss of 24 customers over the entire 
Company system. The Commission concludes it is not appropriate for 
CWS to update an aspect of the case that benefits the Company (i.e., 
customer losses) without updating any other aspects (i.e., customer 
growth)." 

After careful.consideration of the entire record in this proceeding, the 
Commission finds and concludes that it should modify its Order, with respect to 
its finding concerning the appropriate ratemaking treatment to be accorded the 
customers and consequently the revenues lost by the Company as a r.esult of the 
Town of Atlantic Beach having paralleled certain of the Company's facilities at 
Pine Knoll Shores. Upon reconsideration, the Commission now finds and concludes 
that the 730 customers or customer equivalents, as discussed hereinabove, should 
be excluded by the Commission in determining (I) the number of customers served 
and (2) the end-of-period pro forma level(s) of revenues appropriate for use for 
purposes of this proceeding. Accardi ngly, the· Cammi ss ion furttier finds and 
concludes that Finding of Fact No. 4 should be revised as follows: 

4. The Applicant provides water utility service to 16,876 customers
or customer equi va 1 ents and sewer serv-i ce to B, 274 customers or
Customer equivalents in over 100 service areas in 25 counties in North
Carolina.

The Commission has reached the foregoing conclusion as a result of it now 
having conclu�ed, after recon�ideration, that the weight of the evidence of 
record does not support the Public Staff's position. The propriety of the Public 
Staff's position relies to a vast extent, if not exclusively, on the P.ublic 
Staff's assertion that under the position it advocates revenues, rate base and 
expenses are matched to customers actually using the utility service on line at 
the end of the test year. The Public Staff attempts to support that assertion 
by contending that the Company acted inappropriately as a result of its having 
updating the test year for customers or customer equivalents lost at Pine Knoll 
Shores without having included in the test year the impact of customers gained 
statewide throughout CWS's system(s). The Public Staff did not, however, offer 
any evidence as to the net impact that such updating adjustments might have had 
with respect to the test-year level of operations. If the Company had in fact 
adjusted the test year for the full impact of all customers added and/or lost 
throughout its system(s) subsequent to the close of the test year but prior to 
the close of hearing in addition to the adjustments that it did make, ·as 
suggested by the Public Staff, assuming that .on average the cost to serve such 
customers was approximately the same as the average cost of service· determined 
before inclusion of the impact of said customer additions, the resultant effect 
on the level of rates and charges ultimately approved by the Commission would 
have been nil. The foregoing assumption, in the absence of evidence to the 
contrary, is entirely consistent with the regulatory and ratemaking process. 

The sum and substance of the evidence presented in this regard is that, with 
respect to the test-year level of operations, the Company has clearly shown that 
an abnormality existed, prior to the close of hearing in this docket, which would 
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have a material impact on the test-year level of operations. With respect to 
that abnormality, the evi de nee al so cl early shows that the Company has 
appropriately adjusted the test year. The Public Staff has made no evidentiary 
showing - that any abnormality, circumstance(s), or event(s) existed or has 
occurred that would tend to compensate for the loss of customers or customer 
equivalents at Pine Knoll Shores that would in any way justify the Commission 1s 
adoption of the position which the Public Staff has taken in this regard •. It is 
for the foregoing reasons that the Commission now finds and concludes that its 
initial Order should be modified in the manner as indicated hereinabove. 

The Corrmi ssi on further finds and concludes that re consideration of the 
remaining issues as requested by CWS should be denie_d. Finally, the commission 
finds and concludes that the findings and conclusions as set forth in its Order, 
except to the extent modified herein, should be reaffirmed. 

IT IS, THEREFORE, ORDERED as follows: 

1. That Finding of Fact No. f set forth in the Order previously entered
in this docket on June 10, 1994, shall be, and hereby is, revised to read as 
follows: 

4. The Applicant provides water utility service to 16,876
customers or customer equivalents and sewer service to 8,274 
customers-or customer equivalents in over 100 service areas 
in ?S countie_s in North Carolina. 

2. That. CWS shall. revise Schedules 1, II, and III whic°h•appear on pages
82, 8_3, and 84 of the Order previously entered in this docket on June 10, 1994, 
and its schedul�s of rates and charges so as to reflect the impact of the 
Cammi ssi on' s instant decision and file same with the Cammi ssi on within seven days 
ftom the date of this Order. The revised rate schedules.to be filed pursuant to 
thE! provisions of .this Order shall be effective fcir service rendere� ,on and after 
the date of this Order. Five copies of all workpapers developed in this regard 
sha 11 be filed concurrent with the filing of the aforesaid data. Further, 
concurrent with its filing of the foregoing data, CWS shall file a proposed 
customer notice reflecting the impact" of the instant decision for consideration 
by the Commission. The Public Staff shall be, and hereby is, allowed a period 
of seven days, from the date of filing by the Company in this ·regard, to file 
reply comments. 

3. That, except as granted herein, the Motion for Reconsideration filed
in this docket by CWS shall be, and hereby is, denied. 

4. That, except as modified herein, the Commission's Order heretofore
entered in this docket on June 10, 1994, shall remain in full force and effect. 

5. That the Commission will enter a further Order in this docket upon
completion of its review of the information and data required hereinabove. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 21st day of September 1994. 

(SEAL) 
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Chairman Hugh A. Wells did not participate in this decision. 

Commissioner Laurence A. Cobb dissents in part. Commissioner Cobb voted to 
affirm the Commission Order entered on this docket on June 10, 1994. 

Commissioner Allyson K. Duncan concurs in part and dissents in par� by separate 
opinion. 

Commissioner Ralph A. Hunt joins in Commissioner Duncan's concurring and 
dissenting opinion. 

COMMISSIONER DUNCAN, CONCURRING IN PART, DISSENTING IN PART: 

I concur in the majority opinion insofar as it relate� to the ratemaking 
treatment to be accorded revenues lost by the Company as a result of the Town of 
Atlantic Beach having paralleled certain facilities at Pine Knoll Shores. 

I reluctantly concur in the majority's decision not to revis·it the issue of 
the Company's attorney's fees, but only because of my understanding that the 
decision is based solely on the Company's failure to adequately document the fees 
in question. I cannot accept the principle that, absent glaring abuse, the 
Public Staff can, or the Commission could, control or limit the Company's choice 
of counsel on the amount of time counsel devotes to a particular case. No such 
1 imi ts are imposed on the Pub 1 i c Staff's resources, how many attorneys it deploys 
or how much time it expends. Yet the CompanY's legal costs are driven in large 
measure by how litigious the Public Staff chooses to be. Also, the Commission 
has given

_ no prior �uidance on the parameters of acceptable legal fees.

I dissent from that part of the Commission's Order declining to reconsider 
the appropriate standard for elevated storage tanks. I believe the imposition 
of a mandatory, across-the-board 200 gpd standard regardless of the needs and 
circumstances of a particular subdivision to be arbitrary, shortsighted, and not 
in the best interests of ratepay�rs or the company. 

I am authorized to say that Commissioner Ralph Hunt joins me in this 
opinion. 

Commissioner Allyson K. Duncan 
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· DOCKET NO. W-354, SUB 128

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by Carolina Water Service, 
Inc. of North Carolina, 2335 Sanders 
Road, Northbrook, Illinois, for 
Authority to Increase Rates for Water 
and Sewer Utility Service in all Its 
Service Areas in North Carolina 

ORDER REGARDING 
METER FEES, 
MANAGEMENT FEES, 
AND OVERSIZE FEES 

BY THE COMMISSION: On June JO, 1994, the Commission issued its Order 
Granting Partial Rate Increase (Order) for water and sewer utility service 
provided by Carolina Water Service, Inc. of North Carolina (CWS or Company) in 
all its service areas in North Carolina. Ordering paragraph 16 of the Order 
states that all meter fees, management fees, or oversize fees. collected under 
contracts dated after February 3, 1987, shall be treated as Contributions in Aid 
of Construction (CIAC), subject to gross-up unless specified differently on 
contracts filed with and approve4 by this Commission. 

On June 24, 1994, the Company filed a letter requesting that the tariff be 
revised to require the gross-up provision for these fees that are collected under 
contracts dated after June 10, 1994. CWS stated that prior to the current rate 
case the Public Staff and the Commission treated these fees as revenues. The 
Comp·any further stat_ed that all meter fees, management fees, and oversize fees 
are collected from developers pursuant to contract, negotiated under the premise 
that the fees would be accounted for as revenues as was then the Commission 
approved practice. As such, according to CWS, it was, the Company's 
understanding that these fees would be included in both book and taxable income, 
and therefore, implicitly included a provision for taxes. CWS stated that it 
does not have the ability to unilaterally increase these fees for the gross-up 
provision simply because the accounting treatment has now been changed by the 
Commission. 

On June 29, 1994, the Public Staff filed its response to the Company's 
1 etter dated June 24, 1994. The Pub 1 i c Staff disagreed with the Company's 
request regarding the meter fees, management fees, and oversize fees. The Public 
Staff pointed out that the question of how to deal with those fees was a point 
of contention in the current rate case. According to the Public Staff, CWS took 
the position that those fees should not be considered revenues in calculating 
rates, but they also should not be considered CIAC subject to the gross-up 
requirement. The Public Staff maintained that these positions were inconsistent 
and that the fees should be considered either CIAC or revenues for all purposes. 
The Public Staff further argued that the Cammi ssion ordered the fees to be 
considered CIAC and as such, they are subject to gross-up. The Public Staff 
indicated that if the Company did not want the fees treated as CIAC, it should 
have asked that they be treated as revenues for all aspects of the rate case. 

Based on the discussion above, the Commission is of the opinion that all 
meter fees, management fees, and oversize, fees collected under contracts dated 
on or after June 11, 1994, should be grossed-up. For those fees collected under 
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contracts dated prior to June 11, 1994, such fees should be considered CIAC 
without gross-up, unless gross-up is allowed in the contracts. Tax consequences, 
if any, will be deferred until the Company's next general rate case. 

IT JS, THEREFORE, ORDERED as follows: 

I. That all meter fees, management fees, and oversize fees collected under
contracts dated on or after June 11, 1994, shall be grossed-up. 

2. That all meter fees, management fees, and oversize fees collected under
contracts dated prior to June 11, 1994, shall be considered CIAC without gross
up, unless gross-up is allowed in the contracts. 

3. That tax consequences, if any, shall be deferred until the Company's
next general rate case. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 23rd day of November 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

DOCKET NO. W-354, SUB 128 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by Carolina Water Service, ) 
Inc. of North Carolina, 2335 Sanders ) 
Road, Northbrook, Illinois, for ) 
Authority to Increase·Rates for Water } 
and Sewer Utility Service in all Its ) 
Service Areas in North Carolina ) 

ORDER RULING ON 
PUBLIC STAFF'S 
MOTIONS FOR 
CLARIFICATION AND 
RECONSIDERATION 

BY THE COMMISSION: On September 21, 1994, the Commission issued an Order 
on Reconsideration in this docket granting Carolfna Water Service, Inc. of North 
Carolina {CWS or Company) partial rate increases for' water and sewer utility 
services in its service areas. 

On October 27, 1994, the Public Staff filed its Motions for Clarification 
and Reconsideration whereby the Commission was requested to clarify and 
reconsider its Order of September 21, 1994 (Order). The Public Staff asserted 
in its motions that the Order is in conflict with prior rulings a_nd therefore 
leave a 11 parties unclear as to how to make heretofore standard adjustments 
(e.g., for customer growth): The Public Staff also requested that the Commission 
reconsider its decision based on prior Commission rulings. 

On November 14, 1994, CWS filed its Response to the Public Staff's Motions 
for Clarification and Reconsideration. 
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Upon consideration of the motions filed by the Public Staff and the response 
filed by the Company, the Commission finds and concludes that good cause exists 
for the· Commissi.on to reaffirm its Order, issued on September 21, 1994, with 
respect to its finding on reconsideration concerning the appropriate ratemakin9 
treatment to be accorded the revenUes lost by the Company as a result of the Town 
of Atlantic Beach having paralleled certain of its facilities at Pine Knoll 
Shores. 

In support of its motions the Public Staff stated that the difference 
between the original ruling, issued on June _10, 1994, and the September 21, 1994, 
ruling was in the area of customer numbers, particularly those related to Pine 
Knoll Shores. According to the Public Staff, the reasons for the Commission's 
decision included the Pu�lic Staff's failure to produce evidence showing the net 
impact of Company-wide·customer number changes, and the Commission's assumption 
that on average, the cost to service additional customers was approximately the 
same as the average cost of service determined prior to the inclusion of 
additional customers. 

The Public Staff asserted that the Order has placed the burden of proof to 
show the impact of post test year customer losses and gains on a statewide basis 
on the Public Staff rather than the Company. The Public Staff further stated 
that the Order requires the Public Staff to produce information that only the 
Company has. 

The Company disagreed in its response with the Public Staff's assertion that 
the Commission has shifted the burden of proof to the Public Staff with respect 
to the exclusion of the Pine Knoll Shores customers. The Company stated that it 
disagreed with the Public Staff's interpretation •of the Order. CWS argued that 
the Commission relied on competent and substantial evidence in reaching its 
decision to adjust the 1992 test year for the lost Atlantic Beach customers. CWS 
maintained that the Order simply states that the Public Staff's position is 
unsupported by evidence. 

The Commission agrees with CWS that the :burden of proof regarding this issue 
has ,not been impermissably shifted to _the Public Staff. As stated in the 
Company's response, from the outset of the case CWS advocated a post test year 
adjustment to recognize loss of revenues, costs and expenses from the 
disconnection of many customers in Atlantic Beach. The Commission, on 
reconsideration, found the Company's evidence to be credible and sufficient to 
justify a change in the initial·decision. Furthermore, the Commission agrees 
with the Company that the Order on Reconsideration simply affirms the proposition 
that each party is responsible for supporting its position with ev.idence that can 
be utilized by the Commission in its decision-making process. 

The Public Staff contended that-the Commission erred in its assumption that 
the impact on revenues would be nil, regardless of ·customer additions, by 
assuming that there is a direct, one-for-one relationship between revenues and 
costs for each additional customer. The Public Staff stated that in applying its 
assumption, the Commission has overlooked the. difference between fixed_ and 
variable costs. As a result, the Public Staff concludes that the Commission's 
treatment of this issue·has changed the methodology that the Commission and all 
other parties have utilized in the calculation of the impact of _customer growth 
in all other rate cases. 
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CWS argued in its response that the Public Staff has confused two different 
ratemaki ng concepts in its motion. The Company further argued that the 
adjustment adopted by the Commission of removing revenues, costs ·and expenses 
attributable to the loss of Atlantic Beach customers after the end of the test 
year, yet prior to the close of the hearing, has been incorrectly labeled by the 
Public Staff as a customer growth adjustment. The Company maintained that growth 
adjustments are used to adjust test year experience by bringing such experience 
to an end of period level so that the test year will more accurately reflect 
conditions that will exist in the future when the approved rates will be in 
effect. 

CWS contended in its response that G.S,, 62-133 authorizes post test year 
adjustments. The Company stated that post test year adjustments capture changes 
in the cost of service outside the test year that, if ignored, will prevent the 
test year experience from accurately reflecting what the cost of service will be 
while rates are in effect. 

The Company asserted that the adjustment adopted by the Commission in its 
Order is a post test period adjustment. The Commission agrees with the Company's 
statement that there is nothing in the Order that purports to make any 
fundamental long-term policy change in the way the customary customer growth 
adjustment is made for utilities. 

In its response, CWS reminded the Commission that the adjustment that is the 
subject of the Commission's Order was the subject of much testimony and debate 
throughout the public hearing in this case. The Company recalled that the 
adjustment was discussed extensively in the parties' proposed orders and in CWS's 
Motion for Reconsideration and the Public Staff's response. CWS recalled that 
in none of this argumentation did the Public Staff treat the issue as a customer 
growth adjustment issue. 

The Company asserted in its response that there was no suggestion in the 
Order that the Commission is seeking to make a policy change or statement for any 
future case with respect to customer growth. CWS further stated that the proper 
method for calculating growth adjustments has been debated in the past and that 
the Commission has done nothing in this case that will prevent debate on this 
issue in the future. 

CWS stated "that the Commission said that its Order is based on the 
principle that if CWS had adjusted the test year for the full impact of all 
customers added or lost subsequent to the test year the result would be nil on 
the assumption that the average cost to serve such customers was the same as the 
average cost per customer before recognizing the change." The Company correctly 
quoted the Order in that "the foregoing assumption, in the absence of evidence 
to the contrary. is, entirely consistent with the regulatory and ratemaking 
process." The Cammi ssion r"ei \er ates that this assumption was made in the 
absence of credible and compelling evidence to the contrary. The Commission 
still maintains that this assumption is indeed reasonable. 

The Company disagreed with the Public Staff's assertion that the Commission 
has overlooked the difference between fixed and variable costs. CWS argued that 
the issue of the lost Atlantic Beach customers is a singular and extraordinary 
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event and that the impact of the para 11 el ing of the Company's. water system by the 
Town of Atlantic Beach was unlike the normal·ebb and flow of. changes in the cost 
of service from ordinary customer growth. The Commission agrees with the 
Company's statement that ordinary growth that occurs beyond the end of the test 
year is not normally factored into the ratemaking equation. To do so would be 
a violation of the test year concept. The Commission is of the opinion that the 
test-year level of operations was materially affected by the loss of the Atlantic 
Beach customers. 

With respect to the Public Staff's argument that contributions in aid of 
construction (CIAC) received by CWS have helped to compensate for. the lost 
Atlantic Beach customers, the Commission concludes that while the Company may 
have collected tap-on fees from customers connecting after the test year· in other 
service areas, CWS has also made investments in plant and facilities to serve new 
connections.· Even so, these issues are unrelated to the extraordinary ev!,!nt that 
occurred in Atlantic Beach. However, absent cred_i bl e evidence to the contrary, 
the assumption that the average cost of service determined in a rate case is 
approximately the cost of service applicable to customer growth is still 
reasonable. 

The Public Staff also requested that the Commission reconsider its statement 
"that utility services are no longer being provided by the Company to the 730 
customers or customer equivalents" in Pine Knoll ,Shores. According to the Public 
Staff the Commission labeled this statement as "as uncontroverted fact." 

In its response the Company explained that the number 584 referenced by the 
Public Staff represents the number of actual test year billing units related to 
the disconnected Atlantic Beach customers, whereas the 730 number represents 
customer equivalents related to the disconnected Atlantic Beach customers. The 
Company has properly calculated the revenue impact of the lost. Atlantic Beach 
customers as indicated in the workpapers filed with the .Commission and audited 
by the Public Staff. 

After careful consideration of the filings of the parties to this 
proceeding, the Commission finds and concludes that its decision with respect to 
the adjustment to exclude the Atlantic Beach customers is appropriate for 
ratemaking purposes. The adjustment of exclude such customers is not a customer 
growth adjustment. It is an adjustment to reflect the 1 ass of customers; a post
test year adjustment that occurred subsequent to the test year, but prior to the 
close of the hearing. It ·;s an extraordinary event. The Commission wishes to 
make it perfectly clear that this adjustment has nothing to do with annualizing 
revenue related to customer growth. 

To the extent that the Public Staff is concern that the Commission is 
changing its policy with respect to customer growth, the treatment of an 
extraordinary event such as this one does not lead to a change in the way 
adjustments are calculated to recognize ordinary customer growth in other rate 
cases. End of period customers have been used for purposes of determining cost 
of service and rates. This is no exception to customer growth adjustment policy 
and will not preclude the Public Staff from arguing customer growth adjustment 
in other cases. 
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Therefore, based on the foregoing discussion, the Commission reaffirms its 
Order on Reconsideration, issued on September 21, 1994, as herein. clarified. 

IT IS, THEREFORE, ORDERED as follows: 

I. That the Motions for Clarification and Reconsideration filed in this
docket by the Public Staff shall be, and hereby is, decided as set forth above. 

2. That the Commission's Order on Reconsideration heretofore entered in
this docket,on September 21, 1994, shall remain in full force and effect and is 
hereby reaffirmed as herein clarified. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 21st day of December 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

Chairman Hugh A. Wells and Commissioner Laurence A. Cobb did not participate in 
this decision. 

DOCKET NO. W-754, SUB 12 
DOCKET NO. W-754, SUB 17 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by North Topsail Water and 
Sewer, Inc., 1798 New·River Inlet Road, 
Sneads Ferry, North Carolina, 28460, for 
Authority to Increase Rates for Sewer 
Utility Service for All of its Service 
Areas in Onslow County, North Carolina 

ORDER ALLOWING 
PARTIAL RATE INCREASE 

HEARD IN: Surf City, Town Hall, Community Room, 214 New River Drive, Surf City, 
North Carolina, October 4, 1993, at 7:00 p.m., and October 5, 1993, at 
9:30 p.m. 

BEFORE: Chairman John E. Thomas, Presiding; Commissioners Allyson K. Duncan 
and Charles H. Hughes 

APPEARANCES: 

For North Topsail Water and Sewer, Inc.: 

No Attorney 
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For the Public Staff: 

James 0. Little 1 Staff Attorney, Public Staff - North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh·, North Carolina 
27626-0520 
For: The Using and Consuming Public 

For the Attorney General: 

Margaret A. Force, Associate Attorney General, North· Carolina 
Department of Justice, Post Office Box 629, Raleigh, North Carolina 
27602 
For: The Using and Consuming Public 

BY THE COMMISSION: In this proceeding, the Commission examines the request 
by North Topsail Water and Sewer, Inc. (NTWS, Company, or North Topsail) for a 
rate increase filed in Docket No. W-754, Sub 17, and also addresses other issues 
which arose in earlier proceedings. involving this Company in Docket No. W-754, 
Sub 12. 

The last general rate case for North -Topsail (Docket No. W-754, Sub 12) was 
settled by a stipulation entered by the Public Staff and the Company on 
October 14, 1991, and adopted in the Commission's Order issued on December 31, 
1991. The Commission's Order required, the Company to refund $241,150 plus 
interest to customers for the overcollection of the gross-up for income taxes on 
contributions-in-aid of construction (CIAC), by filing a refund plan and 
beginning. repayment i_n July 1992. 

On August 20, 1992, in response to a motion of the Public Staff, the 
Commission .found in Docket No. W-754, Sub 12 that the Company had failed to file 
a pl an and make refunds as ordered. Therefore, the Cammi ssi on ordered the 
Company to appear on September 23, 1992, and show cause why it should not be held 
in contempt for failure to comply with the December 31, 1991 Order. (Hereinafter 
the September 23, 1992, proceeding is referred to as the "Sub 12 Show Cause" 
proceeding.) 

' 

At the "Sub 12 Show Cause" hearing held on September 23, 1992, the Company 
submitted financial information prepared by its accountant and testified about 
the financial- problems it was experiencing. A number of problems were discussed 
in the course of testimony from Company witnesses. The parties were directed to 
submit briefs or proposed orders in the matter on December 7, 1992. On December 
B, 1992, the Company filed a request to extend the filing deadline by 45 days 
because of ongoing negotiations with the •Public Staff. The Commission granted 
an extension of time .. •No-briefs or proposed orders were filed and the Commission 
did not issue an Order resolving the nsub 12 Show Causen matter. 

On April 7, 1993, the Public Staff filed. a motion in Docket No. W-754, 
Sub 12 which asked-the Commission to issue an immediate interim·order requiring 
North Topsail to place in escrow all tap fees received from customers from the 
date of the order, to be used for refunds to customers of the overcollections of 
the gross-up for income taxes on CIAC as ordered in the Commission's December 31, 
1991, Order in the Docket No. W-754, Sub 12 general rate case proceeding. On 
April 23, 1993, the Commission issued an Order granting the mofion, and setting 
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a hearing for May 11, 1993 (the "Sub 12 Tap Fee" proceeding). The Attorney 
General intervened under its discretionary authority in G.S. 62-20 for the using 
and consuming public. The Department of Environment, Heal th and Natural 
Resources Division of Environmental Management (DEM) and the Coastal Resources 
Commission (CRC) also intervened, represented by separate counsel from the North 
Carolina Department of Justice. 

The hearing was held as scheduled. On May 10, 1993, one day·before the 
hearing, North Topsail filed a motion for relief from the April 23, 1993, Interim 
Order. North Topsail wanted to use escrowed tap fees prepaid by Nations Bank and 
Branch Bank and Trust to bring the sewer line relocated along State Road (SR) 
1568 into compliance with environmental regulations. The Company's motion was 
taken up at the May 11, 1993, hearing in the "Sub 12 Tap Fee" proceeding along 
with the issue of the need for continuation of the escrow account for tap fees. 
At the conclusion of the hearing, the parties were asked to file recommendations 
on an expedited basis,. ·and all recommendations were filed soon after the 
transcripts became available. The Commission addressed the issues and 
recommendations in part in its July 13, 1993, Interlocutory Order, but did not 
issue a final order in the "Sub 12 Tap Fee" proceeding. 

Meanwhile, on May 11, 1993, the same date as the "Sub 12 Tap Fee" hearing, 
North Topsail filed an application with this Commission in Docket No. W-754, 
Sub 17, for authority to increase its rates for sewer utility service in all of 
its service areas in OnSlow County, North Carolina. The Company requested an 
interim rate increase on May 26, 1993. On June 9, 1993, the Commission issued 
an Order declaring the application to be a general rate case pursuant to 
G.S. 62-137, and suspended the proposed rates pending investigation. Thereafter, 
a number of motions and Orders were filed as follows: 

1. On July 13, 1993, the Commission issued an Interlocutory Order granting
a partial interim rate increase, scheduling a hearing for October 5, 1993, and 
requiring public notice. In this Interlocutory Order, the Commission also 
authorized the use of tap fee monies for two purposes: to bring the sewer line 
along relocated SR 1568 into compliance with environmental permitting 
requirements, and to pay for certain costs associated with sewer line damages 
which occurred in a March 1993 storm. The Commission further approved of a 
payment plan for the Company's outstanding $40,000 electric bill which had been 
arranged by the Public Staff. 

2. On July 16, 1993, the Commission issued an Errata Order correcting the
Interim Schedule of Rates. 

3. On July 22, 1993, the Public Staff filed a motion to reconsider the
reasoning behind the granting of interim rates· by the Commission. 

4. On July 28, 1993, the Attorney General filed a motion to reconsider
interim rates and requesting expansion of the scope of the rate case to address 
unresolved issues raised in the September 23, 1992 "Sub 12 Show Cause" proceeding 
and the May II, 1993 'Sub 12 Tap Fee" proceeding, the financial condition of the 
Company and the need to address management problems. 

5. On August 27, 1993, the Commission issued an Order setting the dates
for prefiled testimonies. 
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6. On August 30, 1993, the Commission issued an Order rescheduling the
public hearings to October 4, 1993, at 7:00 p.m .. and October 5, 1993, at 
9:30 a.m. 

7. On September 2, 1993, the Commission issued an Order which denied the
Public Staff's and the Attorney General's motions to reconsider its prior Order 
granting interim rates, and expanded the scope of the rate case hearing to 
include outstanding issues in-the "Sub 12 Show Cause and Tap Fee" proceedings. 

8. On September 3, 1993, the Public Staff filed a motion responding to the
increased scope of the hearing, raising concerns about time constraints it would 
face in incorporating expanded issues unde.r the filing deadlines in pl ace for the 
rate case. 

9. On September 9, 1993, the Public Staff filed four. subpoenas· duces tecum
for the appearance of several witnesses associated with the Company and for 
certain records. 

10. On September 14, 1993, the Attorney General filed a motion in response
to the Public Staff's September 3, 1993 motion voicing concerns about time 
constraints and asking.the Commission to admit evidence on expanded issues and 
to allow the parties to comment on these issues in proposed orders and briefs. 

1-1. On September 24, 1993, the attorney for the Company filed a motion
requesting permission to withdraw as counsel due to a conflict of interest. 

12. On September 27, 1993, the Company f,iled a motion for continuance of
the October hearings scheduled to be held in this docket. 

13. On September 27, 1993, the Public Staff filed the testimony of Mary
Elise Cox, Assistant Di rector of the Accounting ,Division; Gina Cassel berry, Staff 
Engineer, Water Division; the affidavit of George Sessoms, Director of the 
Economic Research Division and a motion to oppose continuance of the October 
hearings. 

14. On September 28, 1993, the Attorney General filed a motion to oppose
continuance of the October hearings. 

15. On September 29, ·1993, the Commission issued an Ord.er allowing counsel
to withdraw and denying the Company's motion to continue hearings. 

16. On October 5, 1993, a Joint Stipulation between the Company and the
Public Staff was filed in which the Company agreed with the testimony and 
recommended rates filed by the Public Staff. 

17. Also on October 5, 1993, the Public Staff filed a motion to sequester
certain witnesses and declare those witnesses hostile; the Commission allowed the 
motion in open hearing. 

, Subsequent tO the hearings, the Commission issued several Orders. On October 
8, 1993, the Commission issued an Interlocutory Order reducing interim rates 
effective November I, 1993, and allowed the Company to begin charging the rates 
stipulated to by NTWS and the Public Staff. On Novem�er 10, 1993, the Commission 
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issued an Order authorizing the transfer of Marlow F. Bostic, Sr.'s stock in the 
Company' to Wilmington attorney Thomas J. Morgan, who will act as a trustee or 
escrow agent for the stock until such time as the stock is transferred to a third 
party or back to Mr. Bostic, Sr., subject to approval by the Commission. 
Further, in this Order, the Commission also required Mr. Bostic, Sr. to cease 
having any part in the management, operation and maintenance of NTWS and the 
Commission named Bennie Tripp as the sole manager and operator of NTWS. On that 
same day, the Commission issued an Order allowing expenditures of escrow funds 
for specified purposes relating to the fall seeding of the spray fields, and the 
purchase of pumps and other equipment. 

The matter came on for hearing as scheduled. 

The Company accepted the level of revenue requirements recommended by the 
Public Staff witnesses. 

The following customers testified: Dan Tuman, Edward Warsaw, Harold E. 
Maumann, Helen Roudabush, David T. Latham, Peter Hillyer, Morissa Souza, Phillip 
B. Lane, William F. Salle and Virginia Hahn. The primary objection voiced by the
customers was the management of the Company by Marlow F. Bostic, Sr.

The Public Staff called as witnesses Bennie J. Tripp, Vice-President and 
General Manager of the Company, William E. Brock, Company Accountant, Marlow F. 
Bostic, Jr., President and owner of Atlantic Enterprises, Inc. (Atlantic 
Enterprises), Frank Roger Page, 50% stockholder o� NTWS, and Marlow F. Bostic, 
Sr., President and 50% stockholder of NTWS. Mr. Page, Mr. Bostic, Jr., and Mr. 
Bostic, Sr., were sequestered and were called to testify in that order after Mr. 
Tripp and Mr. Brock had testified. 

The Attorney General called as its witness, Dave Atkins, Regional Water 
Quality Supervisor for the Division of Environmental Management in Wilmington, 
No"rth Carolina. 

The Public Staff offered the affidavit of George Sessoms, and the testimony 
of Elise Cox, Gina Casselberry and Andy Lee. 

Upon consideration of the application, the testimony of the public 
witnesses, the testimony and exhibits of all the Puhl ic Staff witnesses, the 
testimony and exhibits of all personnel associated with NTWS, the testimony of 
the Attorney General's witness, the entire record of this proceeding and prior 
dockets of this Company, the Commission now makes the following 

FINDINGS OF FACT 

1. North Topsail Water and Sewer, Inc., is a public utility as defined by
G.S. 62-3(23) and is subject to the jurisdiction of this Commission for a 
determination of the justness and reasonableness of its reque�t. 

2. North Topsail Water and Sewer, Inc., provides sewer utility service in
Onslow County, North Carolina. At the end of the test year, NTWS had 1,464 
residential customers and.42 commercial customers receiving sewer service. The 
Applicant's present and proposed rates, and the Public Staff's proposed rates, 
which are the same as the interim rates now in effect, are as follows: 
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Public 
Company's Company's Staff's 
Present Progosed Propos�d 

SEWER UTILITY SERVICE: 
Residential (fl at Rate) $25.00' $45.00 $27.30 

Residential (Flat Rate)-
customer pays electric 
expense for pumping $23.00 $45.00 $25.13 

Non-residential: 
Base charge, zero usage $12.00 $21.60 $13,IO 
Usage charge/1,000 gallons $ 3:88 $ 6.98 $ 4.24 

The Applicant has stipulated to the Public Staff's proposed rates. 

3. The test period established for use in this proceeding is the 12 months
ending December 31, 1992. 

4. The rate base methodology is the proper method of determining rates for
the Applicant in this proceeding. 

5. The annualized level of operating revenues under the Applicant's
present rates is $481,224; and under the Cammi ss ion approved rates it is 
$525,465. 

6. The Company overcollected $35,251 as a result of interim·rates which
were granted by the Commission in its Order of July 13, 1993. Earlier in the 
year (March 1993), the Company sustained storm damage costs of $58,794. It is 
appropriate to net the overco1lection-arising through interim-rates against these 
storm damage costs. 

7. The net amount of the March 1993
overcollection under interim rates is $23,543. 
this amount over five years. 

storm damage costs less the 
It is appropriate to amortize 

B. The annualized level of reasonable and appropriate operating revenue
deductions under the Applicant's present rates is $466,060; and under the 
Commission approved rates it is $477,589. 

9. The Applicant's,original cost rate base which is appropriate for use
in this proceeding is $544,043. 

JO, The Applicant in this proceeding has stipulated to all the Public 
Staff's accounting and ,engineering adjustments· and has agreed to the Puhl i c
Staff's reco1T111ended revenues, rates, and overall of rate of return on its rate 
base, including the Evidence and Conclusions for Finding of Fact 14. The 
Attorney Genera 1 does not oppose the Joint St i pul at ion between NTWS and the 
Public Staff. 

JI. The Public Staff's proposed sewer rates are supported by the record and 
agreed to by the Company and are appropriate for use in this proceeding: 
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12. The rates approved herein produce an overall rate of return on the
Company's original cost rate base of 8.80% which is not excessive. 

13. The rates proposed by the Public Staff and stipulated to by the
Applicant, and approved herein, will result in an increase in annual revenues of 
$44,241. 

14. Marlow F. Bostic, Sr., has agreed not to participate further in the
operation of this utility, including the writing of Company checks. 

15. North Topsail's wastewater treatment facilities are located on
approximately 340 acres of land north of N.C. Highway 210 near the intersection 
of 210 and N.C. Highway 172. They include three stabilization lagoons, a 
chlorine contact tank, an irrigation pump station, and 175 acres of spray fields. 
The spray field tract is being leased by the utility under an agreement entered 
into on January 1, 1988, between the Company and its shareholders (Mr. Bostic, 
Sr. and Mr. Page) without approval of the Commission as required under 
G.S. 62-153, 

16. North Topsail has accumulated numerous judgments of record. The 
continued nonpayment of judgments, liens, and outstanding debts places the 
Company at risk that the utility operations wi 11 be interrupted because of 
execution or other action taken to satisfy the amounts owed. There is a need for 
the Commission to know all the Companyis outstanding debts, judgments and liens. 

17. The Company in the past has paid nonuti1 ity expenses. The Company
should refrain from using utility revenues to pay for nonutility costs. 

18. The escrow account for tap fees received by the utility should continue
to be maintained and specific Commission approval is required before spending any 
of those funds. 

19. There is a need to determine the feasibility of metered sewer rates.

20. The Company receives electric service from Jones-Onslow EMC and
currently has an unpaid balance for its account. The Company is required to pay 
at least Sl,000 per month on this past due balance. 

21. The Company has had a close and less than an arms-length business
relationship with Atlantic Enterprises, Inc. The Campany must consult with the 
Public Staff in each and every instance before transacting any further business 
with Atlantic Enterprises, Inc. 

22. No utility assets should be pledged without obtaining prior approval
from the Commission. G.S. 62-160. No fees, commissions or compensation 
whatsoever should be paid to any affiliated entity for service rendered or to be 
rendered without first fi 1 i ng copies of a 11 proposed agreements with the 
Commission and obtaining approval of such arrangements. G.S. 62-153. 

23. The Company's tap fee tariff language needs to be reviewed to determine
if .and haw it can be improved upon. 
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24. The reasonableness and prudency of costs incurred by NTWS with regard
to the repair of the relocated SR 1568 sewer 1 ine are not appropriate for 
consideration in these proceedings. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1-3 

The evidence supporting these findings of fact is contained in the verified 
application, the Commission's files and records regarding this proceeding, and 
the testimony of witnesses. These findings of fact are essentially 
informational, procedural, and jurisdictional in nature, and the matters which 
they involve are essentially uncontroverted. The Company and the Public Staff 
entered a Joint Stipulation on October 4, 1993, in which the Company_agreed with 
the recommended rates filed by the Public Staff. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND. 4 

The evidence for this finding of fact is contained in the Company's verified
application.·and the testimony of Public Staff witness Cox. Witness Cox stated
that she used the rate base method to determine rates since the revenue
requirement for the Campany using the rates base methodology is higher than the

· amount that would be produced using the operating ratio methodology. The
Commission agrees that the rate base methodology is the appropriate method for,
determining rates in this proceeding.

EVIDENCE AND CONCLUSIONS FOR F!NDINGS,OF FACT NOS. 5-13 

The evidence supporting these findings of fact is contained in the verified 
application of the Company, the testimony of Public Staff witnesses Cox and 
Casselberry, the affidavit of George Sessoms, and the October 4, 1993, Joint 
Stipulation between the Company and the Public Staff. Additionally, the Attorney 
General does not oppose the Joint Stipulation between NTWS and the Public Staff. 

The Commission concludes that the Joint Stipulation and recommended rates 
are reasonable, are based on the Public Staff's audit of this Company's books and 
records, are in the public interest, and are not excessive. By adopting the 
Joint Stipulation, the Commission recognizes that the approved rates as 
stipulated by the parties are calculated by treating the overcollection of the 
gross-up for income taxes on CIAC which should have been being refunded to 
contributors over a three-year period beginnirig July 1, 1992, as cost-free 
capital and therefore, the amount of the overcollections and accrued interest are 
deducted from rate base. Further, the Commission finds that if the Company is 
transferred or sold then these monies should be refunded to the CIAC contributor 
as originally stipulated by the Company and as ordered by the Commission. 
However, the interest accrual on the overcollection should cease with the 
effective date of this Order i'n this rate case since these funds have been 
deducted from rate base. 

The Commission finds that the stipulated rates are appropriate for use in 
this proceeding. The Commission also concludes that it is reasonable and in the 
public interest to offset the Company's overcollection of interim rates which 
were approved by the Commission in .its Order of July 13, 1993, against the 
Company's March 1993 storm damage costs and to amortize the balance over five 
years. The Company's March 1993 storm damage costs totalled $58,794, and the 
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overcollection resulting from interim rates was $35,251. Thus, the storm damage 
costs exceed the overcollection by $23,543 and it is this balance that is 
amortized in NTWS's cost of service. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 14 

The evidence for this finding is contained in the record, and in the 
Convnission Order in Docket No. W-354, Subs 12 and 17 issued on November 10, 1993. 
In that Order, the Commission ordered the following: 

1. Marlow F. Bostic, Sr., is authorized to transfer his stock in North
Topsail Water and Sewer, Inc., to Wilmington attorney Thomas J.
Morgan, Post Office Box· 1388, Wilmington, North Carolina 28402, who
will act as a trustee or escrow agent for the stock until such time as
the stock is transferred to a third party or back to Mr. Bostic. Mr.
Morgan is hereby put on notice that any transfer or release of the
stock by him must b� approved in advance by the Utilities Commission
in accordance with N.C.G.S. 62-111. The Clerk of the Commission is
directed to mail a copy .of this Order to Mr. Morgan. Five bu�iness
days prior to Mr. Bostic transferring his stock to Mr. Morgan, Mr.
Bostic must file a copy of the trust or escrow agreement with the
Commission, the Public Staff, and the Attorney General.

2. Marlow F. Bostic, Sr., is to cease having any part in the operation
and maintenance of NTWS, as he has volunteered to do.

3. Bennie Tripp is hereby named sole manager and operator of NTWS. Only
Mr. Tripp may write checks for NTWS. Mr. Tripp's management contract
fee is ordered increased by $10,000.

4. Marlow F. Bostic, Sr., is ordered not to interfere in any way with Mr.
Tripp's management of NTWS, is not to direct Mr. Tripp in any way
regarding the operation of NTWS, and is not to write any checks on any
funds of NTWS. He is further directed not to receive any ·funds or
anything of value from any third party that are due NTWS.

5. Bennie Tripp will furnish such reports as the Commission _or Public
Staff may request of NTWS and will fully cooperate with the Public
Staff on an ongoing basis.

6. The Company is required to continue depositing all tap-on fees into
the escrow account and to receive speci.fic Commission approval before
any expenditures of those funds ..

That Order is incorporated herein by reference and shall remain in effect 
until specifically changed by further Order of the Commission. The record is 
replete with justification for such a result. 

As stated in that Order, the Commission ordered that Mr. Tripp's management 
contract fee be increased by $10,000. The Commission now finds good cause in 
this rate case proceeding to follow the Public Staff's recommendation to reduce 
Mr. Bostic's salary by $10,000 per year and to increase Mr. Tripp's management 
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contract fee by $10,000 per year, such that the cost of service determined in 
this proceeding reflects no salary expense for Mr. Bostic. This change in the 
stipulation was agreed to by all parties to the stip�lation • .

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 15 

The evidence .for this finding of fact is contained iri the testimony ·of
Marlow Bostic, Sr .. a�d Public Staff witness Casselberry and other records in
these dockets. 

Public Staff witness Casselberry described the wastewater treatment 
facilities in her testimony. She testified that the spray fields were initially 
deeded to the Company in 1983 together with the land on which the lagoons are 
located, but in 1988, without approval from the Commission under G.S. 62-111, the 
spray fields were .transferred to North Topsail's shareholders and, a lease was 
entered into on January 1, 1988, between the Company and its shareholders without 
approval required under G.S. 62-153. 

,At the conclusion of NTWS's last rate case in Docket No: W-754, Sub.12, the 
Public Staff and the .Company agreed that the shareholders would reconvey the 
spray field tract to the Company. The Recommended Order in the last rate case 
was issued on December 31_, 1991, and became final January 16, 1992. 

Several months later, on April 10, 1992, the shareholders reconveyed the 
spray field tract, as well as a number of other properties,·to the utility. On 
April 10, 1992, in the consolidated cases Robert T. DeSmedt.and Dale S. DeSmedt 
v. Marl owe F. Bostic and .F. Roger Page, 91-72-CIV-7-DE and Jeffrey M. Winant and
Ooree Gerold v .. Marlowe F. Bostic and F., Roger Page, 91-53-CIV-7-DE, and on May
22, 1992, in· the consolidated cases James N. Stanard and Janet G. Stanard v.
Marlowe F. Bostic and F. Roger Page·, 91-34-CIV-7-DE, and John.S. Donnell v.
Marlowe ·F. Bostic and F. Roger Page,- 91-35-CIV-7-DE, sizeable judgments were
entered against Mr. Bostic, .Sr. arid Mr. Page jointly and severally for fraud and
unfair and deceptive trade practices. On May 21, 1992, a U.S. Magistrate Judge
conducted a hearing during which Mr. Bostic promised in open court to reconvey
property that was transferred in an attempt·to hide assets from the plaintiffs.
A written Order to that effect was entered. In that Order and in open court, the
Judge directed Mr. Bostic not to make any further conveyances of any property
without full and val id consideration so 1 ong as the· judgments in this case
remained unsatisfied. According to Mr.. Bostic,�sr.'s testimony, the spray field
tract and other properties were reconveyed from the Company back to the
shareholders. As.a result, the spray field tract is now subject to liabilities
of·the uti"lity's shareholders and is being used by NTWS under the lease agreement
entered on January 1, 1988, without approval required under G.S. 62-153.

·In this proceeding, the Company expensed $40,000 for the rental of these
particular spray fields for the sewage treatment operation. The Public Staff was 
.opposed to this expense level. In the testimony of witness Casselberry it was 
her opinion that the rental fee on the spray fields should be set at an amount 
equal to the return NTWS would have been allowed if it still owned the land and 
the initial cost was included in plant. Further, witness Casselberry testified 
that the cost for clearing the land and construction of the spray fields has been 
included in plant .. It was stipulated in the last rate case in Docket No. W-754, 
Sub 12, that the original cost of the land had a book value of $181,746, based 
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on the per acre va 1 ue booked for the 135. 4 acres owned by NTWS on which the 
treatment lagoons are located. -Therefore, witness C�sselberry recommended that 
NTWS be allowed $15,994 per year {$181,746 x 8.8%) as a reasonable lease amount 
for the spray field land based on the 8.8% rate of return being recommended by 
the Public Staff in this proceeding. This treatment is reflected in the Public 
Staff's proposed rates which have been agreed to by the Company in this 
proceeding. Additionally, in the Company's preceding rate case, the Public Staff 
calculated the lease payment in the same manner, i.e. rent was allow·ed (although 
not requested by the Company} based on the then-recommended rate of return for 
the Company (10.7%) applied to the original cost of the land, $181,746; and in 
that proceeding the Company stipulated to the Public Staff's recommendations. 
Based upon the foregoing, the Commission finds that the rental fee as calculated 
by Public Staff witness Casselberry is appropriate for use in this proceeding. 

In its proposed order, the Attorney General states that he does not believe 
that the provisions of the lease agreement provide adequate control to the 
Company for continued operation of its sewer utility service. Further, the 
Attorney General noted that the rent required under the lease is unreasonable and 
has never been a 11 owed as a utility expense in rates. It is the Attorney 
General's opinion that the Company should be ordered to reacquire the spray field 
tract used in the sewer operations and if necessary it should be reacquired by 
eminent domain. 

Based upon the foregoing and the entire record in these dockets, the 
Commission finds that it is inappropriate at this time to specifically order 
North Topsail to reacquire the spray field tr:act by eminent domain or other 
means, �ue to the unusual circumstances surrounding such ownership and 
particularly because the federal court wi 11 not, at this time, a 11 ow the 
reconveyance of the spray field property from the shareholders back to the 
utility with out full and va 1 id consideration so long as the judgments in the 
cases of Stanard v. Bostjc, et al remain unsatisfied. Additionally, the 
Commission is also aware that negotiations are ongoing for the attraction of 
additional capital investors or for the sale of North Topsail. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND. 16 

The evidence for this finding of fact is contained in the testimony of 
Marlow Bostic, Sr., Marlow Bostic, Jr. and Bennie Tripp and other records in 
these dockets. In its proposed order, the Attorney General discussed the 
seriousness and extent of NTWS' s outstanding judgments, debts and 1 i ens and 
suggested that the Commission should order the Company to either pay or arrange 
for a payment plan on such obligations within 90 days from the date of this 
Order. 

Based upon a review of the record, the Cammi ss ion finds there is 
considerable evidence of outstanding debts and judgments against the Company. 
Examples of such outstanding debts and judgments are as follows: {I) state 
environmental penalties from DEM and CRC reduced to judgment {$75,000+); 
(2) bills from New River Marina for diesel fuel {$8,389); (3) McKim and Creed
Engineers {$20,000+); (4) Jones-Onslow Electric Membership Cooperative {EMC) -
power bill in arrears ·($40,000+); (5) Atlantic Enterprises loan {$Jg,848);
(6) Centura Bank loan {$23,000); and (7) debt to County {amount unknown). The
Collillission recognizes that some of the Company's. outstanding debts, judgments and
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liens may not be valid utility debts. Further, penalties to the Company assessed 
by environmental agencies indicate the Company has not properly carried out its 
duty to adequately treat sewage for its customers. The Commission finds that the 
penalties assessed against the Company may not be recovered from its customers 
through rates, assessments, or tap fees and must be paid by the Company from 
funds such that utility operations are not threatened by a drain of adequate 
capital reserve. 

The Commission requires a complete detailed listing of all the Company's 
outstanding judgments, debts, liens and penalties in excess of $5,000, together 
with a statement on the progress toward satisfaction/disposition of each 
outstanding amount. Such 1 isting should be provided to the Commission by 
confident i a 1 fi 1 i ng ,. such that members, with a need to know, on the Commission 
Staff, the Public Staff and in the Attorney General's offices will be able to 
review the Company's confidential information by entering a protective agreement 
with the Company. ThiS listing should be clearly marked "Confidential" and 
should be filed with the Commission within 60 days from the date of this Order. 

EVIDENCE AND. CONCLUSIONS FOR FINDING OF FACT NO. 17 

The evidence for this finding of fact is contained "in the testimony of 
Public Staff witnesses Cox, Casselberry, and Lee, and Mr. Tripp. The Public 
Staff stated that some of the disbursements made during the period interim rates 
were in effect were for nonutility purposes. Further, witness Cox testified that 
during the test year the Company paid for pipe installed on the Yopp property, 
a potential site .for a future spray field which is now owned by Atlantic 
Enterprises and for which no written option to purchase or other agreement 
exists. Mr. Tripp·testified on cross-examination that the Company paid for soy 
beans planted on property not used by the Company for sewer operations, and that 
it paid for pipe and engineering bills used on land owned by its shareholders or 
Atlantic Enterprises. 

Based upon the foregoing and other evidence of record, the Commission finds 
that the Company in the past has inappropriately paid nonutility expenses with 
utility revenues. The Company should refrain from the use of utility funds for 
nonutility costs. Further, the Commission finds that the Company shall consult 
with the Public Staff when appropriate to insure that nonutility expenses are not 
being paid from the utility operations. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO·. 18 

The evidence for this finding of fact is contained in the Commission's files 
and records regarding these proceedings, and in the testimony of Public Staff 
witnesses Cox, Casselberry, and Lee, and the Commission Order issued on November 
10, 1993 in these dockets. Th� Commission finds good.cause to continue requiring 
the Company to place all tap fees into the prior required escrow account, and to 
continue requiring the Company to receive specific Commission approval before 
spending any of those funds. 

EVIDENCE AND CONCLUSIONS FDR FINDING OF FACT ND. 19 

The evidence for this fact of finding is contained in the testimony of 
Public Staff witnesses Cox, Casselberry, and Lee. 
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NTWS does not provide water utility service. Instead, Onslow County 
provides water utility service for all of NTWS's customers. Onslow County bills 
these water customers on a metered basis. If Onslow County could bill NTWS's 
sewer customers directly for sewage treatment, this should reduce administration 
expenses for the Company and a metered sewer rate based on customer water usage 
would be just and reasonable for a 11 customers. Therefore, the Cammi ssion 
concludes that the Company should conduct a feasibility study for metered sewer 
rates and administration costs if Onslow County will bill NTWS's sewer customers 
directly. NTWS should report its finding to the Commission within 90 da.Ys from 
the date of this Order. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 20 

The evidence for this finding of fact is contained in -the Commission Order 
dated July 13, 1993, in Docket No. W-354, Subs 12 and 17. Specifically, by that 
Order, the Company was required to pay to Jones-Onslow EMC its current electric 
bills when due, and to pay at least Sl,000 per month on the Company's past due 
balance with the EMC. The Commission finds that the Company shall continue to 
comply with that Order, which is incorporated by reference. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 21 

The evidence for this fact of finding is contained in the testimony of 
Public Staff witnesses Cox, Casselberry, and Lee, and Mr. Tripp, Mr. Brock, Mr. 
Bostic, Sr., and Mr. Bostic, Jr. and other records in these dockets. 

At the hearing on October 5, 1993, Mr. Tripp testified that Atlantic 
Enterprises, which is owned by Marl ow Bostic, Jr .. , owns most of the equipment 
that the utility uses, including the bulldozers used to clear and build the 
plant. Additionally, Mr. Tripp testified that some equipment has been owned by 
Mr. Page or Mr. Bostic, Sr. too. He testified that the Drott 50 backhoe now 
owned by Atlantic Enterprises was booked at one time as a contribution-in-aid of 
construction by Mr. Bostic, Sr. and Mr. Page. He stated that the tractor and 
bailing equipment used during the test year were owned by Atlantic Enterprises. 

Accardi ng to the testimony of witness Cassel berry based on information 
supplied by the Company for the test year, the Company leased all of its 
equipment from Atlantic Enterprises. She further testified that a Case 580 
backhoe purchased by the Company in 1990 was included in the rate base for the 
Company's last rate case proceeding and transferred to Atlantic Enterprises in 
1991. In this rate case proceeding witness Casselberry included the Case 580 
backhoe in rate base since in her.opinion this equipment should be owned by NTWS. 

Additionally, witness Casselberry questioned the prudency of management's 
decision to spend $20,699 on equipment rental and-$59,035 on equipment repairs. 
It was her opinion that NTWS could have rented new equipment still under the 
manufacturer's warranty from nonaffiliated companies and eliminated equipment 
repairs other than routine maintenance. The Company did not provide the 
documentation necessary to support its proposed equipment repair costs, 
therefore, witness Casselberry made her own determination as to what was 

574 



WATER AND SEWER - RATES 

appropriate to include for equipment repairs. Witness Casselberry recommended 
an annual level of $1,074 for equipment repairs to reflect her calculation of 
what would be reasonable for repair expenditures on the Case 580 backhoe and the 
Drott 50 backhoe; this level was reflected in the Public Staff's proposed rates 
which were agreed to by the Company. 

Puhl ic Staff Exhibits No 3 and No 7 were presented as ·crqss-examination 
exhibits for Mr. Bostic, Sr. ahd Mr. Bos_tic, Jr.; these exhibits identified 
equipment of Atlantic Enterprises and reflected i terns which were transferred from 
Marlow Bostic Sr. to his son Marty Bostic (Marlow Bostic, Jr.) or to Atlantic 
Enterprises. Marty Bostic testified that Atlantic Enterprises purchased some of 
the equipment. For other equipment, including the Case 2670 farm tractor and the 
Massey Ferguson 1800 farm tractor, he testified to paying his father by "working 
off" the money, some of the work being performed within the �ewer plant. 

Mr. Bostic, Sr. testified that he is the secretary/treasurer of Atlantic 
Enterprises, but has no direct involvemen't in its day to day operations. Mr. 
Bostic, Sr. testified at the October 5, 1993 hearing that North Topsail only 
owned two or three pieces of equipment in the life of the Company. On cross
examination about the Yopp property which is owned by Atlantic Enterprises, Mr. 
Bostic, Sr. testified that NTWS .had spent money ·on the Yopp property to get it 
ready for a spray field. Mr. Bostic, Sr. te_stified that the Yopp property had 
been cleaned up, disked and planed and it was ready for the pipes to be put into 
the ground. 

Based upon the foregoing, the Commission is convinced that there is a very 
close and less than arms-length business relationship between NTWS and Atlantic 
Enterprises. Thus, the Commission finds that in the future the Company must 
consult with the Public Staff in each and every instance before transacting anY 
further business with Atlantic Enterprises, Inc. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 22 

The evidence for this finding of fact is found in the testimony of Mr. 
Bostic Sr. and other evidence of record. Mr. Bostic Sr. stated that assets were 
pl edged to Centura Bank without Cammi ssi on approva 1 for 1 oans amounting to 
$120,000-130·,000. Mr. Bostic, Sr. ·a.lso told the Commission he pledged tap fees 
to Jones-Onslow EMC in an attempt to arrange a payment plan for the Company's 
outstanding power bill. By statute the Company is required to obtain prior 
approval when it pledges assets under G.S. 62-160. 

Additionally, the Commission reminds the Company that it is required to file 
contracts it enters with affiliates and the Commission may disapprove any such 
contract found unreasonable or unju�t and made for the purpose or with the effect 
of concealing, transferring or dissipating the earnings of the public utility. 
G.S. 62-153(a). Further, the Commission also reminds the Company that no fees 
or commi ssi ans or comp ens at ion whatsoever should be paid to any affiliated entity 
for service rendered or to be rendered without first filing ·copies of all 
proposed agreements with the Commission and obtaining its approval. G.S. 62-
153(b). 
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EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 23 

The evidence for this finding of fact is·contained in the tariff, attached 
as Appendix A to the December 31, 1991, Order in the last rate case, in an 
agreement entered by the Company and Branch Bank and Trust and NationsBank, and 
the testimony of Mr. Tripp. The Attorney General in his proposed order has 
suggested that the language in the Company's tap fee tariff should be rewritten. 
Under the Company'·s tariff, tap fees are normally collectible only in connection 
with specific project developments at the time sewer plant capacity is allocated 
to the project under the utility's. OEM permit, or when sewer mains are 
constructed to serve the property of a bona fide customer. 

There is an exception to this policy which reads, 

The above tap fees and main extension policies do not 
apply to future connections for which prepaid tap fees 
have been received or where contracts exist requiring 
other contribution-in-aid of construction in return for 
tap fee credits. 

It is the Attorney General's opinion that this exception may have given the 
Company the impression that it is authorized to accept prepaid taps in trade for 
certificates promising future service, without any triggering event. In support 
of his position, the Attorney General noted that Mr. Tripp stated he knew of no 
circumstance in which the Company would turn down a tap fee, if offered. 
Further, the Attorney General noted that the terms of the agreement entered by 
the.Company and Branch Bank and Trust and NationsBank traded 30 residential taps 
for $60,000 without any discussion of tap fees owed by the banks or properties 
to which the certificates would apply. 

The Attorney General is concerned about the use of tap fee certificates as 
items of value for trade, and believes that ttie tariff language should be 
interpreted more narrowly. Therefore, the Attorney General suggested the 
following language as a replacement for the language quoted above: 

Tap fees are charged only once in connection with 
a particular tap, except where a modification 
occurs as discussed herein. Any departure from 
this uniform policy {such as a contract for other 
contribution-in-aid of construction arrangements 
in return for tap fee credits or other 
prepayment) must be approved in advance by the 
Commission. 

The Commission would like the Company and the Public Staff to file comments 
on the Attorney General's proposal in this regard within 30 days from the date 
of this Order. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT ND. 24 

The evidence for this finding of fact is contained in the testimony of 
Marlow Bostic, Sr., Bennie Tripp and Dave Atkins and other records in these 
dockets. The Attorney General's proposed order raises the issue that in this 
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proceeding the Commission should find that the costs ($60,000) associated with 
the renovation'of the sewer•line along relocated SR 1568 were not prudently or 
reasonably incurred costs and should not be recoverable from customers. 
Additionally, the Attorney General stated that since tap fees are being used to 
pay these costs which should not be recoverable from customers, the expenditure 
creates a liability which must be repaid with interest to the tap fee escrow or 
to customers when funds are available or on the sale or transfer of the utility. 
The Public-Staff did not address this matter in its proposed order.-

On July 13, 1993, the Commission issued an Order to modify its Escrow Order 
of April 23, 1993, such that the $60,000 advance from an agreement entered 
between NTWS and Bran·ch Bank and Trust and NationsBank on March 31, 1993, could 
be released from the tap fee escrow to a·l1ow the Company to proceed with its 
upgrade of its sewer line along SR 1568. The Commission found that,the public 
interest, as well as the Company's obligation to provide adequate service 
throughout its service area, mandated that the subj�ct 1 ine be upgraded as 
quickly as possible. Additionally, in that Order, the Commission requested the 
Public Staff to review and audit the Company's expenditures of fundS in this 
regard. 

Company witness Tripp testified, at the time of the hearing (October 1993), 
that when the repairs for the renovation of the SR 1568 sewer line relocation 
were pressure tested the line revealed a leak which will have to be repaired. 
Further, Mr. Tripp testified that later, when the line is completed, it will be 
necessary for an engineer to certify that the 1 ine has been • installed in 
accordance with the p 1 ans and it then wi 11· be necessary for DEM to accept and 
approve the certification. Mr:·Bostic, Sr. testified that the banks are·still 
holding approximately $28,000 from the $60,000 they agreed to pay to the Company 
if they completed the sewer line repairs. According to Mr. Bostic, NTWS will be 
given the remaining $28,000 upon approval of the sewer line renovations by the 
State. Attorney General witness Atkins testified that the sewer line repairs 
were nearing completion. Witness Atkins testified that NTWS had not yet 
abandoned the o 1 d sewer- 1 i ne because there is a leak in the renovated-relocated 
sewer line. 

In the current rate case proceeding,· the costs for the renovation of the SR 
1568 sewer line relocation are not included in the cost of service. These costs 
were being incurred at the time of the hearings and the project had not been 
completed by the close of the-hearings. Additionally, it is still necessary for 
an engineer to certify that the line has been installed in·accordance with the 
plans and it then will be necessary· for DEM to accept and approve the 
Certification. Based upon the foregoing, the Commission finds that in this 
proceeding it would. be premature· to consider the reasonableness and prudency of 
costs incurred by NTWS with regard to the repair of the relocated SR 1568 sewer 
line, since this project was not completed and certified, nor were such costs 
proposed for incl_usion in the Company's cost of service in this proceeding. 
Further, the Commission finds that the expenditures incurred by NTWS for the 
renovation of SR 1568 sewer line relocation may be challenged by any party in 
NTWS's next general rate case proceeding or other proceeding·. Also,- the 
Commission finds that the proposed treatment by the Attorney General, that this 
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expenditure creates a liability which must be repaid with interest to the tap fee 
escrow or to customers when funds are available or on the sale or transfer of the 
utility, should be considered in NTWS's next general rate case proceeding or 
other proceeding. 

IT IS THEREFORE, ORDERED as follows: 

1. That the Joint Stipulation entered into by the Public Staff and the
Company on October 4, 1993, is approved except as amended below with the consent 
of the parties, and the Schedule of Rates, attached hereto as Appendix A, be, and 
hereby is, approved and deemed to be filed with the Coll'llli ss ion pursuant to 
G.S. 62-138. Said Schedule of Rates was previously authorized to become 
effective for service rendered on and after November 1, 1993. These approved 
rates are the same rates as stipulated by the Company and the Public Staff. 

2. That a copy of the Notice to Customers, attached hereto as Appendix B,
be mailed or hand delivered to all customers in conjunction with the next 
scheduled billing process. 

3. That Harlow F. Bostic, Sr., shall continue to cease having any role in
the operation and maintenance of NTWS. 

4. That Bennie Tripp shall continue as sole manager and operator of NTWS.
Only Hr. Tripp may write checks for NTWS. Hr. Tripp's management contract fee 
is ordered increased by $10,000, and Hr. Bostic's salary is reduced by $10,000, 
such that the cost of service determined in this proceeding reflects no salary 
expense for Hr. Bostic. This change in the stipulation has been agreed to by all 
parties to the stipulation. 

5. That Harlow F. Bostic, Sr., is ordered not to interfere in any way with
Hr. Tripp's management of NTWS, is not to direct Hr. Tripp in any way regarding 
the operation of NTWS, and is not to write any checks on any funds of NTWS. Hr. 
Bostic, Sr. is further directed not to receive any funds or anything of value 
from any third party that are due NTWS. 

6. That NTWS shall modify its accounting so as to maintain accounts for
utility operations, excluding personal and nonutility expenses. 

7. That NTWS shall file with the Public Staff, on a monthly basis, copies
of the Company's cash receipts and cash disbursements journals. 

8. That NTWS shall continue the escrow account for the tap fees received
by the utility and file a monthly report detailing deposits and disbursements 
made from the account. Disbursements from the tap fee escrow account shall be 
made only with prior Commission approval. 

9. That NTWS shall evaluate the feasibility of metered rates and the
feasibility of Onslow County billing NTWS's customers directly. NTWS shall file 
its findings with the Commission and all parties within 90 days of the date of 
this Order. 

10. That NTWS shall continue to pay Jones-Onslow EMC in accordance with the
Coll'lllission Order dated July 13, 1993, in this docket. 
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II. That NTWS shall consult with the Public Staff in each instance before
entering into any business transaction with Atlantic Enterprises, Inc. or any 
other affiliated company. 

12. That NTWS shall file a complete detailed listing of all the:Company's
outstanding judgments, debts, liens and penalties in excess of $5,000, together 
with a statement on the progress toward satisfaction/disposition of each 
outstanding amount. Such fi 1 i ng sha 11 be cl early marked "Confidential'.' for the 
purpose of restricting its circulation subject to a protective agreement. This 
confidential filing shall be filed with the Commission within 60 days from.the 
date of this Order. 

13. That the overcollection of the gross-up, for income taxes on CIAC which
should have been being refunded to customers over a three-year period beginning 
July 1, 1992, as cost-free capital .and the accrued interest shall be deducted 
from rate base in this proceeding, bu"t if the_ Company is transferred or sold then 
these monies should be refunded to the CIAC contributors as originally stipulated 
by the Company and aS ordered by the Commission in its Order issued December 31, 
1991, in Docket No. W-754, Sub 12. 

14. That NTWS shall not pledge utility assets without first obtaining
approval from the Commission; No fees, commissions or compensation whatsoever 
shall be paid to any affiliated entity for service rendered or to be rendered 
witho�t first filing copies of all proposed agreements with the Commission and 
obtaining approval•of such arrangements. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 27th day of January 1994. 

NORTH CAROLINA UTILITIES COMMISSION 
(SEAL) Geneva S. Thigpen, Chief Clerk 

SCHEDULE OF RATES 
for 

NORTH TOPSAIL WATER AND SEWER, INC. 
for providing sewer utility service in 

ITS SERVICE AREAS 
Onslow �ounty, Norlh Carolina 

Flat Rate: (residential service) 

Customers with individual pump stations where 
customer pays electricity expenses for pumping 

All other residential customers 

Metered Rates: (non-residential service) 

Base charge, zero usage $13.10 

$25.13 

$27.30 

,Usage charge $ 4.24/1,000 gallons 
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Reconnection Charge: 

If sewer service cut off by utility for good cause: 

Actual cost - Itemized billing of actual charges to be submitted to 
customers and the North Carolina Utilities Commission five 
working days prior to disconnection. 

Tap-on Fee: 

Residential: $2,000 per unit where developer installs gravitY. mains. 

$3,000 per unit where NTWS installs gravity mains or 
individual pump stations. 

Commercial: $1,000 per 125 gallons per day of sewage desig� flow rate1 

with a minimum of $2,000 per commercial unit. If NTWS 
installs a gravity collection system to serve the customer 
an additional $1,000 per unit will be charged. 

Policy for Installation of Force Mains and Pump Stations 

NTWS will install all force mains and required pumping stations within its 
service areas at its costs. 

Poljcy for Installation of Gravity Mains to Serve Individuals 

(a) NTWS will install gravity collection mains to serve new bona fide
customers within its service area as required in rule Rl0-12(b). Bona fide
customer is defined in Rule Rl0-12(a). The customer will be required to
pay the $3,000 •tap fee per residential unit and/or the applicable
commercial tap fee. The customer may be required to advance funds for
installing the gravity mains as allowed in Rule RI0-12(b). Funds to be
advanced will be reduced by Sl,000 for each unit the customer is paying tap
fees to connect to the gravity system.

(b) NTWS has the option of providing service to a customer by connecting
the customer to a force main by using a small grinder pump station in lieu
of installing a gravity main if at the time service is requested it is not
economically feasible to install a gravity main. NTWS will be allowed to
charge the $3,000 tap-on fee. NTWS will maintain the pump station at its
expense. Upon future installation of a gravity main, NTWS will connect the
customer to the gravity main at no additional cost to the customer.

2 

Design flow rates for commercial customers will be based on design 
criteria established for the Division of Environmental Management as 
set forth in Administrative Code Section: 15A NCAC 2H.0200. 

Construction of additional buildings receiving sewer service not 
covered in the initial tap fee will be subject to an additional tap 
fee of at least but not limited to the $2,000 minimum. Expansion of 
the commercia 1 building receiving sewer service may be subject to 
additional tap-fee. 
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Poljcy for Installation of Gravity Mains to Serve Subdivisions, 
Tracts, Housing Projects, Commercial or Residential Developments 

(a) An applicant requesting sewer service for a· new subdivision, tract,
housing project, commercial or residential development shall install any
gravity mains required within the new development. Such mains installed
within dedicated public property (streets, right-of-way, etc.) shall become
the sole property of NTWS. NTWS wi-ll not accept ownership• or maintenance
responsibility of gravity mains installed on private property (condominium
projects, private streets, etc.). -·

(b) NTWS will install, within itS service area, the force'main collection
system including pump stations required to serve the gravity collection
system. The Applicant shall, at its expense, provide adequate easement or
right-of-way necessary for the i nsta 11 at ion of NTWS' s force main and
pumping station required to serve the Applicant's project.

(c) Payment of the $2,000 per unit residential tap fee and/or the $1,000
per 125 gallons per day of design flow or the minimum $2,000 per unit
commercial tap fee is required from the developer at the time NTWS
allocates existing treatment pl ant capacity to serve the developer's
proje.ct.

The above tap fees and main extension policies do not·apply to future connections 
for which prepaid tap fees have been received or where contracts exist requiring 
other contributions-in-aid of construction in return for tap fee credits. 

Bills Due: On billing .date 

Bills Past Due: 15 days after billing date 

Billing Frequency: Shall be monthly for service in advance (flat rate) 
Shall be monthly for service in arrears (metered rates) 

Finance Charges for Late Payment: 1% per month will be applied to the unpaid 
balance of all bills still past due 25 days after billing date. 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket Na. W-754, Sub 17, on this the 27th day of January 1994. 

581 



WATER ANO SEWER - RATES 

DOCKET NO. W-754, SUB 17 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by North Topsail Water and 
Sewer, Inc., 1798 New River Inlet Road, 
Sneads Ferry, North Carolina, 28460, for 
Authority to Increase Rates for Sewer 
Utility Service for All of Its Service 
Areas in Onslow County, North Carolina 

NOTICE TO 
CUSTOMERS 

APPENDIX B 

NOTICE IS HEREBY GIVEN that the North Carolina Utilities Commission has 
granted a partial rate increase to North Topsail Water and Sewer, Inc., for sewer 
utility service it provides in its service areas in Onslow County. This decision 
was based on evidence presented at the public hearings held on October 4 and 5, 
1993, at Surf City. The rates.resulting from this approved rate increase are the 
same as the interim rates which the Company has been charging since November I, 
1993. The approved rates are as follows: 

Flat Rate: (residential service) 

Customers with individual pump stations where 
customer pays electricity expenses for pumping 

$25.13 

All other residential customers 

Metered Rates: (non-residential service) 

Base charge, zero usage 
Usage charge 

ISSUED BY ORDER OF THE COMMISSION. 
This the 27th day of January 1994. 

(SEAL) 
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NORTH CAROLINA UTILITIES COMMISSION 
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DOCKET NO. W-778, SUS 20 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by CWS Systems, Inc., 
5701 Westpark Drive,, Suite ,101, 
Charlotte, North Carolina 28224, 
for Authority to Increase Rates 
for Water and Sewer Utility Service 
in Fairfield Harbour Subdivision 
in Craven County, Fairfield 
Mountains Subdivision in 
Rutherford County, and Fairfield. 
Sapphire Valley Subdivision in 
Jackson County,_ for Authority to 
Implement a Recoupment 9f Capital 
Fee in Sapphire Valley, and for 
Authority to Increase Miscellaneous 
Service Charges 

) 
) 
.) 

ORDER GRANTING PARTIAL 
INCREASE IN RATES 
AND CHARGES 

HEARD IN: Tri-Community Fire Department Fire House, 585 Broad Creek Raad, New 
Bern, North Carolina, on October 25, 1993, at 7 p.m. 

Conference Center, Fairfie.ld Sapphire Valley SubdivisiOn, Sapphire, 
North Carolina, on October 27,, 1993, at 9:30 a.m. 

Colony Lake Lure Golf Resort, 201 Boulevard of the Mountains, Lake 
Lure, North Carolina, on October 28, 1993, at 9:30 a.m. 

Commission Hearing_ Room, Dobbs Building, 430 North Salisbury Street, 
Raleigh, North Car�lina, on January 5, 1994, at 9:30 a.m. 

BEFORE: Corrmissioner Charles H, Hughes, Presiding, and Commissioners -Laurence 
A. Cobb, and Judy Hunt

APPEARANCES: 

For CWS Systems, Inc.: 

Edward S. Finley, Jr., Hunton &- Williams, Post Office Box 109, 
Raleigh, North Carolina 27602 

For Fairfield Harbour Property Owners Association and Fairfield Sapphire 
Valley Master Association 

T. C. Brown, 'Jr., Attorney at Law, Post Offi'ce Box·12547, Raleigh,
North Carolina 27605
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For the Using and Consuming Public: 

Vickie L Moir, Staff Attorney, Public Staff - North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 

BY THE COMMISSION: On August 9, 1993, CWS Systems, Inc. (CWS or Company), 
filed an application with the Commission seeking authority to increase its rates 
for providing water and sewer utility service in Fairfield Harbour Subdivision 
in Craven County, North Carolina; Fairfield Mountains Subdivision in Rutherford 
County, North Carolina; and, Fairfield Sapphire Valley Subdivision in Jackson and 
Transylvania Counties, North Carolina. 

On September 8, 1993, the Commission issued an Order establishing a general 
rate case, suspending rates, scheduling hearings, and requiring public notice. 
On November 30, 1993, Fairfield Sapphire Valley Master Association, Inc. filed 
a motion to intervene. On December 22, 1993, the Fairfield Harbour Property 
owners Association filed a motion to intervene (a11 hereinafter collectively 
referred to as Associations). These motions were granted on November 30, 1993, 
and December 23, 1993, respectively. Public hearings were held as scheduled for 
the specific purpose of receiving testimony from public witnesses. The following 
public witnesses testified: 

At Sapphire Valley Conference Center (Sapphire Valley Subdivision) 
Clyde Evers, Robert D. Jacobs, W. Shouppe Howell, 
Hal Detjen, Dwight Carithers, Henry T. Fielding, 
0. W. Lindgren, Kenneth Moye, Eugene Wayne Williams,
Douglas C. Adamson, Odell Stamey, Terry Blackston.

At Colony Lake lure Golf Resort, lake lure, NC (Fairfield 
Mountains Subdivision) Herbert R. Pahren, Clyde Lusk, Ray Kenyon, 
Howard Yergin, Bill Eubanks, Lois Zank. 

At Tri-Community Fire Department Fire House (Fairfield Harbour Subdivision} 
George Giffin, Leslie Bjork, L. N. Thompson, Paul Brading, Tom Reilly, John 
Crittenden. 

At Raleigh 
Mr. George Giffin. 

The case was heard as scheduled in Raleigh. The Ccimpany presented the 
testimony of Carl Daniel, Vice President and Regional Director of Operations of 
CWS, and Mark F. Kramer, Regulatory Analyst for Utilities, Inc., and its 
subsidiaries, including CWS. 

The Public Staff presented the testimony of Ronald.□. Brown, Engineer with 
the Public Staff's Water Division, and Darlene P. Peedin, Staff Accountant, of 
the Public Staff's Accounti_ng Division. 

On January 3, 1994, the Company and the Pub 1 i c Staff filed a joint 
stipulation resolving the matters in dispute between themselves. 
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On February 4, 1994, CWS filed its Proposed Order which reflected Findings 
of.Fact that pertained'to the matters resolved in the Joint Stipulation between 
the Company and the Public Staff. 

On February 10, 1994, the Fairfield Harbour Property owners Association 
(FHPOA) filed recommend_ations that would result in changes in the Company's 
Recommended Order. On February 22, 1994, CWS filed a Response to the Recommended
Findings of Fact of FHPOA. 

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

FINDINGS OF FACT 

1. CWS is a wholly owned subsidiary of UtilitieS Inc., and is duly
franchised by this Commission to operate as a public utility in providing water 
and sewer service to customers residing in its various North Carolina service 
areas. 

2. CWS is seeking an increase in its rates and charges for providing water
and sewer utility service in Fairfield Harbour Subdivision in Craven County, 
North Carolina; Fairfield Mountains Subdivision- in Rutherford CountY, North 
Carolina; and Fairfield Sapphire Valley Subdivision in Jackson and Transylvania 
Counties, North Carolina. 

3. The test period appropriate for use in this proceeding iS the 12-rnonth
period ended December 31, 1992. 

4. The Company, based on a test year ended December 31,' 1992, has requested
rates designed to produce additional gross annual revenues as follows: 

Docket 

Fairfield Harbour Water 
Fairfield Harbour Sewer 
Fairfield Mountain Water 
Fairfield Sapphire Valley Water 
Fairfield Sapphire Valley Sewer 

TOTAL 

Revenue 

. $ 34,894 
$93,769 
$ 39,144 
$ 74,000 
$10,897 
$252,704 

5. The Company in its application has requested permission to •impose a
recoupment of capital fee on new.customers in Holly Forest XI, Holly Forest XIV 
and Whisper Lakes Phase I in order to recover the expense of installing 
additional mains to service new areas. 

6. The Company also requests to increase its miscellaneous service charges
in order to bring these charges up to the level approved for CWS's Clearwater 
systems and the 'Carolina Water Service, Inc. of North Carolina systems. 

7. The Company is providing adequate water and sewer utility service in all
of the subdivisions included in this proceeding. 
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8. The Company and the Public Staff filed a joint stipulation on January 3,
1994, resolving all matters in dispute between themselves. The only other 
intervening parties were the Associations. Only one public witness appeared 
after seeing the joint stipulation, and he objected to the stipulated rates 
relating to Fairfield Harbour. 

9. The Company and the Public Staff agreed in the joint stipulation that
the reasonable original cost rate bases, used and useful in providing water and 
sewer utility service within the systems involved in this proceeding, are as 
follows: 

Docket 

Fairfield Harbour Water 
Fairfield Harbour Sewer 
Fairfield Mountains Water 
Fairfield Sapphire Valley Water 
Fairfield Sapphire Valley Sewer 

Original Cost 
Rate Base 

$ 556,314 
$1,151,185 
$ 551,915 
$1,476,483 
$ 497,582 

10. The Company and the Public Staff agreed in the joint stipulation that
the appropriate level of gross service revenues for the test year under present 
rates, after end-of-period,. accounting and proforma adjustments, for the systems 
involved in this proceeding are as follows: 

Docket 

Fairfield Harbour Water 
Fairfield Harbour Sewer 
Fairfield Mountain Water 
Fairfield Sapphire Valley Water 
Fairfield Sapphire Valley Sewer 

Service 
Revenue 

$237,782 
$377,012 
$256,783 
$404,617 
$242,109 

II. The Company and the Public Staff agreed in the joint stipulation that
the reasonable level of test year operating expenses for the various systems are 
as follows: 

Docket 

Fairfield Harbour Water 
Fairfield Harbour Sewer 
Fairfield Mountain Water 
Fairfield Sapphire Valley Water 
Fairfield Sapphire Valley Sewer 

Total 
Operating [xpenses 

$180,849 
, $257,964 
$211,896 

. $249,310 
$190,888 

12. The Company and the Public Staff agreed in the joint stipulation that
a capital structure consisting of 58.10% long-term debt and 41.90% common equity 
is appropriate for use in this proceeding. Additionally, the Company and the 
Public Staff agreed that the appropriate embedded cost of long-term debt is 9.42% 
and that the appropriate return on common equity is 11.85%. Combining a return 
on common equity of 11.85% with the recommended capital structure and cost of 
long-term debt yields an overall return of 10.44% to be applied to the Company's 
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original cost rate base to determine the revenue requirement for the following 
systems: (1) Fairfield Harbour water and sewer operations, (2) Fairfield 
Mountains water operation, and (3) Fairfield Sapphire Valley water and sewer 
operations. 

13. In order to provide the Company with the opportunity to earn the
stipulated returns, the Company and the Public Staff agreed in the joint 
stipulation that the appropriate gross revenue increases to be approved in the 
various systems are as follows: 

Docket 

Fairfield Harbour Water 
Fairfield Harbour Sewer 
Fairfield Mountain Water 
Fairfield Sapphire Valley Water 
Fairfield Sapphire Valley Sewer 

TOTAL 

Revenue 

S 2,055 
$ 76,016 
$ 39,144 
$ 70,186 
$ 5,411 
$192,812 

14. The Company and the Public Staff stated that the joint stipulation
filed in this proceeding resulted from extensive negoti at i ans and compromises and 
therefore does not necessarily reflect the parties' beliefs· as to the proper 
treatment or level of specific components. The parties agree that such 
components are reasonable only- in the context of the overall settl�ment between 
the parties. The parties have agreed that none of the positions, treatments, 
figures, or other matters reflected in this j9int stipulation shall have an)'. 
precedential value, nor shall they otherwise be used in any subsequent 
proceedings before this Commission or any other regulatory.body as proof of the 
matters at issue. Based on this understanding, the Conunission accepts the joint 
stipulation of the Company and the Public Staff. 

15. In accordance with the recommended· increases in revenues set forth· in
Finding of Fact No. 13, the Company should be allowed an increase in its annual 
gross service revenues for water utility serv,ice and sewer utility service. The 
rates, as agreed to by the Company and the Public Staff and reflected in 
Appendices A-1 through A-3, will allow this increase, should enable the Company 
the opportunity to earn a 10.44% return an rate base, and are fair to the Company 
and its customers. Accordingly, the rates set forth in Appendices A-1 through 
A-3 are approved as the proper rates in this proceeding.

16. It is reasonable and appropriate for CWS to be allowed to impose a
recoupment of capital fee on new customers in Holly Forest XI, Holly Forest XIV 
and Whisper Lake Phase I in order to recover the expense of installing additional 
mains to service the �reas. 

17. It is reasonable and appropriate for CWS to be allowed to increase its
miscellaneous service charges to the same level approved for CWS's Clearwater 
systems and the Carolina Water Service, Inc. of North Carolina systems. 

18. 
of water 
Harbour. 

It is re�sonable and appropriate to recover the high first year cost 
testing in the monthly surcharge of one year duration in Fairfield 
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19. In regard to Fairfield Mountains and Fairfield Sapphire Valley, the
application of a surcharge would cause the rates to exceed those requested and 
noticed to the public during the surcharge year. 

20. It is reasonable and appropriate that the water surcharge not be
applied to the Fairfield Mountains and Fairfield Sapphire Valley at this time, 
but the Company may request recovery of these testing costs through a pass_ 
through under the procedure established in Docket No. M-100, Sub 120. 

21. Item 10 of the Form W-1 requires that the Company file detailed work
papers showing calculations supporting all accounting, QrQ. forma, end of period, 
and proposed rate adjustments. In any case filed after the date of the 
January 3, 1994, stipulation by CWS Systems or any other affiliated companies, 
allocation work papers shall be filed with the Item IO. 

22. CWS shall prepare an allocation manual providing a written narrative
of how each account is allocated among Utilities, Inc.'s affiliated companies. 
This allocation manual shall include every account, including those accounts 
which are directly assigned. The allocation manual should include allocations 
among the various water companies as well as allocations for Water Service 
Corporation. 

23. Pursuant to the asset purchase agreement dated April 4 1 1990, which was
filed with the Commission in Docket No. W-778, Subs 2, 3 and 4, the Company has 
obtained a loan from the prior owner of the utility systems, Fairfield 
Communities, Inc. The proceeds of these loans are used by the Company to fund 
main,extensions to new, areas. The Public Staff views this financing arrangement 
as an advance in aid of construction, whereas the Company views the transaction 
as a loan. For the purposes of reaching a stipulation of this proceeding, the 
Public Staff and the Company recognize their difference of opinion and agree that 
it is appropriate to defer any ruling on this matter until a future rate case. 
The Commission defers ruling on this matter. 

24. Included in the balance of contributions in aid of construction
account, stipulated to by the Public Staff and the Company, are $10,854 and 
$20,128 for Fairfield Sapphire Valley and Fairfield Harbour, respectfully, that 
were received by the Company under the financing arrangement described in Finding 
of Fact No. 23·. 

25. These amounts are subject to reclassification as either an advance in
aid of construction or a loan repayable. 

26. The accumulated amortization of the plant acquisition -adjustment
balance included in the stipulation amounts is understated. The appropriate 
level of accumulated amortization that will offset the plant acquisition 
adjustment will be reviewed in future proceedings. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. I THROUGH 6 

The evidence supporting these findings of fact is contained in the verified 
application, the Commission's files and records regarding this proceeding, the 
Commission's Orders scheduling hearings, and the testimony of the Company and 
Public Staff witnesses. These findings are essentially informational, 
procedural, and jurisdictional in nature, and the matters which they involve are 
for the most part uncontroverted. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 7 

The evidence for this finding comes from the testimony of Pubic Staff 
witness Brown, the testimony of the public witnesses testifying at the different 
locations; and the testimony of Company witness Daniel. 

Witness Brown stated that the systems were being operated properly and were 
being well maintained. 

There were several witnesses testifying at the hearings in this matter; 
however, most testified to their concern of the magnitude of the rate increase. 
Only a few had complaints of service problems. 

Mr. Leslie V. Bjork of Fairfield Harbour and Mr. Lawler Thompson of 
Fairfield Harbour expressed desire that the Company's water lines need to be 
upgraded to accommodate installation of additional fire hydrants in one section 
of the community. CWS witness Daniel testified that CWS has agreed to upgrade 
the water lines and install fire hydrants upon receiving approval from the FHPOA 
to move forward on this project. He stated that CWS has worked closely with 
Mr. Bjork in a cooperative effort to improve fire protection in Fairfield 
Harbour. He stated that improved fire protection would gain the community a 
better fire insurance rating, thereby reducing homeowners' insurance rates for 
the residents of Fairfield Harbour. He stated that CWS has worked with Mr. Bjork 
in this regard for the past two years. 

Mr. Paul Brading of Fairfield Harbour stated that he had been experiencing 
water quality problems {odor). He also expressed concern about the water mains 
reportedly being buried only two to six inches deep. 

In response to Mr. Brading's testimony, Mr. Daniel testified that 
Mr. Brading lives in a sparsely populated area with low water -usage, which 
ultimately causes the water to remain within the mains for extended periods of 
time. The water main serving this area has been looped with an adjacent water 
main to increase water flow. CWS has also increased the flushing frequency in 
this area to enhance the water quality. During a follow-up visit by CWS's 
Regional manager, Mr. Brading stated that he was mainly concerned about the 
proposed rate increase. Mr. Brading was informed that his visual observation of 
an exposed water main was part of the golf irrigation system and not part of 
CWS's water system. Mr. Daniel testified to the best of the Company's knowledge, 
all mains in Fairfield Harbour are buried to a minimum of 30 inches below the 
surface. 
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Mr. H. T. Fielding of Sapphire Valley opposed the rate increase and 
indicated that he was experiencing an occasional loss of pressure. Mr. 0. W. 
Lindgren of Sapphire Valley opposed the increase and stated that the water 
occasionally has a metallic taste. Mr. Kenneth Moye of Sapphire Valley presented 
testimony regarding his water pressure and occasional metallic taste. He stated 
that water pressure upstairs was 16 psi, and the pressure downstairs was 20 psi. 
Mr. E. W. Williams, President of the Holly 'Forest POA, presented testimony 
concerning the water quality and made reference to residents around Golf Club 
Estates occasionally experiencing a metallic taste in the water. 

Mr. Daniel of CWS testified in response. He testified that in 1992 a 
representative from the Department of Environmental Hea 1th, along with CWS' s 
staff, visited the Sapphire Valley area to investigate a taste problem. Samples 
taken and analyzed by the State confirmed that the system was in compliance with 
the EPA established parameters. He testified that since the hearing, a follow-up 
service order was issued, and CWS's operations staff contacted the customers 
involved to investigate the complaints. Additional samples were taken and are 
being analyzed to assure continued compliance with EPA health and aesthetic 
standards. 

Mr. Daniel testified that CWS's operations staff visited Mr. Maye's home and 
found the pH to be within proper limits. The pressure at the water meter was 40 
psi (20 psi above the state requirement and well in excess of what is necessary 
to provide reliable service). During thiS visit, Mr. Moye again complimented 
CWS's staff for doing a fine job. 

A follow-up service order was issued to investigate the metallic taste 
reported being experienced by the residents of Golf Club Estates. 

Mr. Hal Detjen presented testimony conc'erning a dispute between Fairfield 
Properties and CWS over sharing the costs of repairing well access roads. 
Mr. Detjen also expressed concern over CWS's delay in replacing a bridge used by 
CWS's staff for access to the wells. 

Mr. Daniel testified that Fairfield Properties sought to pay only 50 percent 
of the road repairs of the road primarily used by Fairfield Properties and also 
used by CWS to access its wells. CWS fe 1t it should be responsible for 10 
percent of the repairs due to its limited use of these roads. An agreement was 
reached with CWS paying approximately 10 percent of the repair costs. As 
Mr. Detjen stated in his testimony, CWS has already scheduled the replacement of 
the bridge, with construction to be completed within 30 days, 

Mr. Dwight Carithers, an employee of Sapphire Management, presented 
testimony opposing the proposed rate increase and expressed his concern regarding 
the high bill for the Tenni•s Center. Mr. Daniel testified that the Tennis Center 
water meter was removed, tested by an independent firm, and found to be 99 
percent accurate. CWS's operations staff contacted Mr. Carithers·and will be 
conducting an investigation to determine the cause of the high usage. 

Mr. Ray Kenyon of Fairfield Mountains expressed his appreciation forCWS's 
installing 29 fire hydrants and asked that CWS consider upgrading the mains and 
installing addi ti ona 1 hydrants in several other ar:eas. Mr. Daniel testified that 
CWS will conduct a study to determine the feasibility and cost associated with 
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upgrading the water mains to accommodate addi'tional fire hydrants. Once this is 
complete, CWS will meet with Mr. Kenyon, and if he and the Fairfield Mountains 
POA support the upgrades, CWS will move forward with the project immediately. 

Mr. Bill Eubanks presented testimony regarding a higher than normal water 
and sewer bill for the previous four months. He also stated that the water 
quality was excellent. 

Mr. Daniel testified that a review of Mr. Eubanks' account history revealed 
normal water consumption during 1993. However, CWS will follow up by testing 
Mr. Eubanks' water meter. CWS's operations staff has made several attempts to 
contact Mr. Eubanks and has left a door tag ,suggesting that he call CWS's office. 
CWS will continue its efforts to contact Mr. Eubanks to explain these charges and 
inspect his home for possible leaks. 

Company witness Daniel addressed each·service problem testified to by the 
public witnesses. He indicated that the Company had corrected or was in the 
process of correcting all service related problems. 

Based on the above, the Commission is of the opinion that the Applicant is 
providing adequate service in the three service areas involved in this 
proceeding. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 8 THOUGH 21 

The evidence supporting these findings is contained in the joint stipulation 
entered into between the Company and the Puhl ic Staff, wherein all their 
differences were resolved, and in the testimony provided by the Company witnesses 
and the Pubic Staff witnesses at the hearing on this matter. The only other 
intervening party was the Associations. 

Only one public witness, George Giffin of Fairfield Harbour. Subdivision, 
testified at the public hearing in Raleigh; he �tated that the stipulated rates 
relating to Fairfield Harbour were still too high. 

On ,February IO, 1994, the HFPOA filed a Recommended Findings of Fact, 
Evidence and Conclusions for Findings of Fact and changes to the Company's 
Recommended Order. These changes relate to.excess capacity in respect to the 
sewage treatment plant; the recovery of high first year water testing costs; the 
requirement to include detailed, system-specific fi nanci a 1 data in annua 1 
reports; and, the imposition of increased recoupment of capital and tap-on fees 
for certain sections of Fairfield Harbor as listed on the Schedule of Rates. 

On February 22, 1994, CWS responded to each of the recommendations made by 
the FHPOA. In its first recommendation, the FHPOA urged the Commission to find 
that the sewage treatment plant contains excess capacity, which should be 
recognized as a rate base reduction. The Company stated that this recommendation 
should be rejected because the Public Staff, which represents the using and 
consuming public, has audited CWS's expenditures on this item and has determined 
that no excess capacity adjustment is appropriate in this proceeding. 

The second recommendation of the FHPOA is that the recovery of high first 
year water testing costs should be the same for all three service areas at issue 
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in this case. The Company's response to this recommendation is that the recovery 
of these high first year water testing costs is the same for the three ser�ice 
areas. The Company further stated that the surcharge is proposed for Fairfield 
Harbour since the stipulated revenues, including the one year surcharge, did not 
exceed the total proposed revenues for Fairfield Harbour. According to the 
Company, the revenue increase in the other two service areas, as agreed upon by 
the Company and the Public Staff, would have exceeded the requested increase, 
including the one year surcharge. 

The FHPOA required in its third recommendation that the Company be required 
to include detailed, system-specific financial data in its annual reports. CWS 
responded that its has the ability to include system specific financial data in 
its annual report, however, many expenses are not and cannot be accounted for on 
a system-specific basis. The Company stated that the system-specific financial 
data presented in this rate case were completed after extensive an·alysis and 
allocations and preparing financial statements for Fairfield Harbour on an 
annua 1 , stand a 1 one basis, would simply raise the costs of ut i1 i ty service 
without benefit to the rate payer. 

The final recommendation of the FHPOA is that CWS' s schedule of rates 
imposes increased recoupment of capital and tap-on fees for certain sections of 
Fairfield Harbour, although neither the application nor any testimony asked for 
or made any mention of such increases. In response, CWS stated that included in 
paragraph 7 of its application was a request for permission to impose new 
recoupment of capital fees, however, the Company did not request new recoupment 
of capital fees in Fairfield Harbour. CWS further ,esponded that fees described 

_ in the proposed tariff were approved by the Commission for all new areas in its 
Order issued on July 24, 1989, Docket No. W-696, Sub 5. CWS added clarifying 
language to the tariff eliminating any ambiguities about who was to be charged 
what fee. 

Based on the above, the Commission is of the opinion that the Recommended 
Findings of Fact, as filed by the FHPOA should be denied for the reasons 
generally set forth by CWS in its response of February 22, 1994. 

Based upon the foregoing, the Commission accepts the joint stipulation of 
the Company and the Public Staff for purposes of this proceeding only. As stated 
by the Company and the Public Staff in the joint stipulation filed in this 
proceeding, the stipulation does not necessarily reflect the two parties' beliefs 
as to the proper treatment or level of specific components. The parties agree 
that such components are reasonable only in the context of the overall settlement 
between the parties. The parties have agreed, and the Commission concurs, that 
none of the positions, treatments, figures, or other matters reflected in this 
joint stipulation shall have any precedential value, nor shall they otherwise be 
used in any subsequent proceedings before this Commission or any other regulatory 
body as proof of the matters at issue. 

Based upon the Commission's findings hereinabove, concerning the Company's 
rate base, operating revenues, and operating revenue deductions, the Commission 
concludes that CWS should be allowed annual increases in its water and sewer· 
service revenues as reflected in Finding of Fact No. 13, in order to have the 
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opportunity to earn a 10.44% return on rate base, which is a fair and reasonable 
return. Accordingly, the rates set forth in Appendices A-1 through A-3 are 
approved as the proper rates for use in this proceeding. 

IT IS, THEREFORE, ORDERED, as follows: 

I. That the Stipulation of CWS Systems, Inc., and the Public Staff, filed
on January 3, 1994, is adopted by the Commission, with the understanding that 
none of the positions, treatments, figures, or other matters reflected in this 
joint stipulation shall have any precedential value, nor shall they otherwise be 
used in any subsequent proceedings before this Commission or any other regulatory 
body as proof of the matters at issue. 

2. That the Recommended Findings of Fact as filed by the Fairfield Harbour
Property owners Association is denied. 

3. That CWS be, and hereby is, authorized to adjust its rates and charges
to produce annual increases in its water service and sewer service revenues as 
stated in Finding of Fact No. 13. 

4. That the Schedules of Rates, attached hereto as Appendices A-I through
A-3, are approved for water and sewer utility service rendered by CWS and said
rates and charges shall become effective f0r service rendered on or after the
effective date of this Order.

5. That the Notices to Customers, attached hereto as Appendices 8-1 through
8-3, shall be served on the customers by inserting a copy of th�. appropriate
Appendix in the Company's next regularly scheduled billing statement following
the effective date of this Order. A copy of the appropriate Appendix A shall
also be attached to the Notice.

ISSUED BY ORDER OF THE COMMISSION. 
This !Ith day of March 1994. 

(SEAL) 

Residential: 

NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

SCHEDULE DF RATES 
FOR 

CWS SYSTEMS, INC. 
for providing water and sewer utility service in 

FAIRFIELD HARBOUR DEVELOPMENT 
Craven County, North Carolina 

Water Rate Schedule 

· APPENDIX A-I

(A) Base Facility Charge: $6.00 per dwelling unit. This $6.00 facility charge
shall also apply where the service is provided through a master meter and
each individual dwelling unit is being billed individually.

593 



WATER AND SEWER - RATES 

(B) Commodity charge: $1.62 per 1,000 gallons for all metered water usage. 

Commercial Other: 

5/8" X 3/4" meter 
3/4 meter 
1" meter 
I 1/2" meter 
2" meter 
3" meter 
4" meter 
6" meter 

Commodity Charge: 

Availability Rates: 

Base Charge Zero Usage 

S 6.00 
$ 9.00 
$ 15.00 
S 30.00 
$ 48.00 
$ 90.00 
Sf5o.oo 
$300.00 

Sl.62 per 1,000 gallons 

Water: $2.00 monthly per customer 

Connection Charges: 

All Areas Except Harbor Pointe II Subdivision: 

$335 per tap (recoupment of capital) 
$140 per tap (tap-on fee) 

Harbour Pointe II Subdivision and any area where mains have been installed 
after July 24, 1989: 

$650 per tap (recoupment of capital) 
$320 per tap (tap-on fee) 

New customer charge: $27.00 

Reconnection charge: 

If water service is cut off by the utility for good cause: 

If water service is disconnected at the customer's request: 

$27.00 

$27.00 

(Customers who ask to be reconnected within nfoe months of disconnection 
will be charged the base facility charge for the service period they were 
disconnected). This charge will be waived if customer is also a water 
customer. The utility will itemize the estimated cost of disconnecting and 
reconnecting service and will furnish this exhibit to customers with cut
off notices. 
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Sewer Rate sChedule 

Residential: 

Flat rate per month per dwelling unit: $24.12 

Dwelling·unit shall exclude any unit which has not been sold ,- rented·, or 
otherwise conveyed by the developer or contractor erecting the unit. 

Commercial and Other: 

(Customers who do not take water service shall be charged $24.12 per single 
family equivalent.) 

Base Charge, Zero Usage 

5/8" X 3/4" meter 
3/4 meter 
l" meter 
1 1/2" meter 
2" meter 
3" meter 
4" meter 
6" meter 

Availability rates sewer: 

$2.00 monthly per customer 

Connection Charge: (Tap-on Fee) 

$ 6.00 
S 9.00 
S 15.00 
$ 30.00 
S 48.00 
S 90.00 
$150.00 
$300.00 

All areas except Harbour Pointe II Subdivisjon: 

$735.00 per tap (recolJpment of capital) 
$140.00 per tap (tap,on fee) 

Harbour Pointe II Subdivision and any area where mains have been installed after 
July 24, 1989: 

$2,215.00 per tap (recoupment of capital) 
$ 310.oo·per tap (tap-on fee) 

New customer charge: $22.00 
(If .customer also receives water serv-ice, this charge will be.waived). 
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Reconnection charge: 

If water service cut off by utility for good cause, the actual cost of the 
disconnection and reconnection will be charged. 

The utility will itemize the estimated cost of disconnecting and 
reconnecting service and will furnish this estimate to customer with cut
off notice. 

This charge will be waived if customer also receives water service for CWS 
Systems, Inc. 

Bills Due: On billing date 

Bills Past Due: 21 days after billing date 

Billing Frequency: Shall be bi-monthly for service in arrears 

Finance Charge for Late payment: 1% per month will be applied to the unpaid 
balance of all bills still past due 25 days after billing date. 

Return Check Charge: $10.00 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. W-778, Sub 20, on this the !Ith day of March 1994. 

STATE OF NORTH CAROLINA 
UTILITIES COMMISSION 

RALEIGH 

DOCKET NO. W-778, SUB 20 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

APPENDIX B-1 

. In the Matter of 
Application by CWS Systems, Inc., 
5701 Westpark Drive, Suite 101, 
Charlotte, North Carolina 2B224, 
for Authority to Increase Rates NOTICE TO CUSTOMERS 
for Water and Sewer Utility Service 
in Fairfield Harbour Subdivision 
in Craven County, Fairfield 
Mountains Subdivision in 
Rutherford County, and Fairfield 
Sapphire Valley Subdivision in 
Jackson County, for Authority to 
Implement a Recoupment of Capital 
Fee in Sapphire Valley, and for 
Authority to Increase Miscellaneous 
Service Charges 
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BY THE COMMISSION: Notice is hereby given that the North Carolina Utilities 
Commission has granted a rate increase to CWS Systems, Inc., for water and sewer 
utility service provided in Fairfield Harbour Development in.Craven County, North 
Carolina. The rates are fully described in Appe�dix A-1, attached hereto. 

This decision is based on evidence presented at public hearings held on 
October 25, 1993, in New Bern, North Carolina, and on January 5, 1994, in 
Raleigh, North Carolina. 

ISSUED BY ORDER OF THE COMMISSION. 
This !Ith day of March 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

Residential: 

SCHEDULE OF RATES 
CWS SYSTEMS, INC. 

For providing water and sewer utility service in 
SAPPHIRE VALLEY SUBDIVISION 

Jackson and Transylvania Counties, North Carolina 
Metered Water Rate Schedule 

APPENDIX A-2 · 

(A) Base Facility Charge: $11.00 per dwelling unit. This $11.00 facility
charge shall also apply where the service is provided through a master 
meter and each individual dwelling unit is being billed individually.

(BJ Commodity charge: 

Commercial Other: 

5/8" X 3/4" meter 
3/4 meter 
l" meter 
I 1/2" meter 
2" meter 
3" meter 
4" meter 
6n meter 

$5.30 per 1,000 gallons for all metered water usage. 

Base Charge Zero Usage 

$ 11. 00 
$ 16.50 
$ 27.50 
$ 55.00 
$ 88.00 
$165.00 
$275.00 
$550.00 

Commodity Charge: 

Availability: 

$5.30 per !,ODO gallons 

$5.00 

Connection Charge: 

All Areas Expect Holly Forest XI, Holly Forest XIV, or Whisper Lake 
Phase I 

Tap-on fee: $400.00 
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Holly Forest XI 

$ 400.00 per tap 
$2,400.00 per tap 

Holly Forest XIV 

$ 400.00 per tap 
$ 250.00 per tap 

WhisRer lake Phase l 

$ 400.00 per tap 
$1,250.00 per tap 

WATER ANO SEWER - RATES 

(tap-on fee) 
(recoupment of capi ta·l fee) 

(tap-on fee) 
(recoupment of capital fee) 

(tap-on fee) 
(recoupment of capital fee) 

Meter installation charge: $150.00 (new service only) 

$27.00 New water customer charge: 

Reconnection charge: 

If water service is cut off by the utility for good cause: 

If water service is disconnected at the customer's request: 

$27.00 

$27.00 

(Customers who ask to be reconnected within· nine months of disconnection 
will be charged the base facility charge for the service period they were 
disconnected). 

Sewer Rate Schedule 

Residential: 

Flat rate per month per dwelling unit: $27.65 

Dwelling unit shall exclude any unit which has not been sold, rented, or 
otherwise conveyed by the developer or contractor erecting the unit. 

Commercial and Other: 

Based on water usage as follows: (subject to a m1n1mum rate of 
$27 .65/month. Customers who do not take water service shall be charged 
$27.65/single family equivalent.) 

598 



WATER AND SEWER - RATES 

{A) Base Facility Charge: 

5/8" X 3/4" meter 
3/4 meter 
l" meter 
I l/2"'meter 
2" meter 
3" meter 
4" meter 
6" meter 

{B) Commodity Charge: 

Availability: $7.50 

$6.05/1,000 gallons 

New sewer customer charges: $22.00 

$ II.DO 
$ 16.50 
$ 27.50 
$ 55.00 
$ 88.00 
$165.00 
$275.00 
$550.00 

(If customer also receives water service, this charge·will be waived.) 

Connection charge: 

All Areas Except Holly Forest XIV 

Tap-on fee: $550.00 

Holly Forest XIV 

$550.00 per tap {tap-on fee) 
$1,650.00 per_ tap {recoupment of capital fee) 

Reconnection charge: 

If sewer service cut off by utility for good cause, the actual cost of the 
disconnectipn and reconnection will be charged. 

The utility will itemize the estimated cost of disconnecting and 
reconn·ecting service and will furnish this estimate to customer· with cut-
off notice. 

This charge will be waived if customer also receives water service for CWS 
Syste1_11s, Inc.

Bills Due: On billing date 

Bills Past Due: 21 days after billing date 

Bill jnq Frequency: 

Metered Billings· shall be rendered· bi-monthly for service in arrears. 
Availability Billings shall be rendered semi-annually for service in 
advance. 

Return Check Charge: $10.00 
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WATER AND SEWER - RATES 

Finance Charge for Late Payment: 1% per month will be applied to the unpaid 
balance due 25 days after billing date. 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. W-778, Sub 20, on this the 11th day of March 1994 . 

. APPENDIX 8-2 
STATE OF NORTH CAROLINA 

UTILITIES COMMISSION 
RALEIGH 

DOCKET NO. W-778, SUB 20 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by CWS Systems, Inc., 
5701 Westpark Drive, Suite 101, 
Charlotte, North Carolina 28224, 
for Authority to Increase Rates 
for Water and Sewer Utility Service 
in Fairfield Harbour Subdivision 
in Craven County, Fairfield 
Mountains Subdivision in 
Rutherford County, and Fairfield 
Sapphire Valley Subdivision in 
Jackson County, for Authority to 
Implement a Recoupment of Capital 
Fee in Sapphire Valley, and for 
Authority to Increase Miscellaneous 
Service Charges 

NOTICE TO CUSTOMERS 

BY THE COMMISSION: Notice is hereby giyen that the North Carolina Utilities 
Commission has granted a rate increase to CWS Systems, Inc., for water and sewer 
utility service provided in Fairfield Sapphire Valley Subdivision in Jackson and 
Transylvania Counties, North Carolina. The rates are fully described in 
Appendix A-2, attached hereto. 

This decision is based on evidence presented at public hearings held on 
October 27, 1993, at Fairfield Sapphire Valley Subdivision, near Cashiers, North 
Carolina, and on January 5, 1994, in Raleigh, North Carolina. 

ISSUED BY ORDER OF THE COMMISSION. 
This !Ith day of March 1994. 

NORTH CAROLINA UTILITIES COMMISSION 
(SEAL) Geneva S. Thigpen, Chief Clerk 
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Residential: 

WATER AND SEWER - RATES 

SCHEDULE OF RATES 
For 

CWS SYSTEMS, INC. 
For providing water and sewer utility service in. 

FAIRFIELD MOUNTAINS DEVELOPMENT 
Rutherford County, North Carolina 

Metered·Water Rate Schedule 

APPENDIX A-3 

(AJ Base Facility Charge: $11.80 per dwelling unit.· This $13.86 faciHty 
charge sha 11 · a 1 so apply where the service is prOvi ded thr'ough a master
meter and each individual dwellin� unit is being billed individually. 

(BJ Commodity charge: $4.33 per ,1,000· gallons for all metered water usage. 

Commercial Other: 

5/8" X 3/4" meter 
3/4 meter 
l •· meter
I 1/2" meter 
·2• meter

3"· meter
4" meter
6" meter

Commodity charge: 

Connection charge: 

Base Charge Zero Usage 

$ If.SO 
$ 17.70 
$ 29.50 
$ 59.00 
$ 94.00 
$177.00 
$295.00 
$590.00 

$4.33 per 1,000 gallons 

(tap on'feeJ $500.00 

New water customer charge: $ 27 .oo 

Reconnection charge: 

If water•service is cut off by the utility for good cause: 

If water service is disconnected at the customer's request: 
' . .  

$27.00 

$27.00 

(Customers who ask to be reconnected within nin� months of disconnection 
will be charged the base facility charge for the service period they were.' 
disconnected). 

Sewer Rate Schedule 

Residential: 

·(AJ Collection charge/dwelling unit

(BJ Treatment charge/dwelling unit
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WATER ANO SEWER - 'RATES 

Commercial and Other: 

Based on water usage as follows: (subject to a minimum rate of 
$22.50/month.. Customers who· do not take water service shall be charged 
$22.50/single family equivalent.) 

(A) Treatment charge ·per, dwel 1 i ng unit:

Smaller User (less than 5,000 gals/mo) $ 18.00 
Medium User (between 5,000 and 20,000 gals/mo $ 36.00 
Large User (over 20,000 gals/mo) $110.00 

(NOTE '" Class_ification of user ,is determined by �he Town 'of 
Lake Lure) 

(B) Collection Charge: $5.95/1,_000 gals.

Connection charge: (tap on fee) $550.00 

New sewer customer charges: $22.00 
(If customer also receives water sery-ice, this charge will,bE! waived). 

Reconnection charge: 

If sewer service cut off by utility for good cause, the actual ·c
1

q;t of the 
discOnnection and Feconnection will be charged. 

The utility will itemize the estimated cost of disconnecting and 
reconnecting service and will furnish this estimate to customer with cut-
off notice. 

This charge will be waived·if customer·also receives water service for CWS 
Systems, Inc. 

BHls Due: On billing date 

Bill s  Past Due: 21 days after billing date 

Billing Frequency: 

Metered Billings slia-11 be rendered bi.;monthly for service in arrears. 

Return Check Charge: $10.00 

Finance Charge for Late Payment: 1% per month will be applie_d to the unpaid 
balance due 25 days after billing date. 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. W-778, Sub 20, on this the 11th day of March 1994. 
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WATER AND SEWER·- RATES 

STATE OF NORTH CAROLINA 
UTILITIES COMMISSION 

RALEIGH 

DO CKET NO. W-778, SUB 20 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In, the Matter of 

APPENDIX B-3 

Application by CWS Systems, Inc., 
5701 Westpark Drive, Suite JOI, 

,Charlotte, North ·caro1ina 28224, 
for Authority to Increase Rates NOTICE TO CUSTOMERS 
for Water and Sewer Utility Service 
in-Fairfield Harbour Subdivision
in Craven County, Fairfield
Mountains Subdivision in•
Rutherford County, ,an_d Fairfield
Sipphire Valley Subdivision in 
Jackson County, for Authority to 
Implement a RecoupmE!nt.of Capital~ 
Fee in _sapphire ·va1.1ey;_ arid• for 
Authority to Increase MiScellaneous 
Service CharQ�s ·· 

BY THE COMMISSION: Notice is hereby given,that the North Carolina Utilities
cOmmi �si on has granted a .-:ate i rl_crease to CWS SyStems, Inc., for. Water utility 
service j)rovi dE!d in Fai rfi�l d Maurita i nS Subdivision in Rutherford County, North

.Carolina. The rates are. fu_lly described in• Appendix,A-3, attached hereto. 
. 

This deci�ion is based' oil eVi_de11ce.preSentBd at publfo he'arings held.\On
October 28, 1993, in Lake Lure·, North Carolina, and on January 5, 1994, in
Raleigh, North Carolina. 

ISSUED BY ORDER.OF THE COMMISSION. 
_This.J!th day_ ,of March 1994. 

NORTH CAROLINA UTILITIES COMMISSION 
(SEAL) Geneva S. Thigpen, Chief Clerk 
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WATER AND SEWER - RATES 

DOCKET NO. W-778, SUB 20 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by CWS Systems, Inc., 
5701 Westpark Drive, Suite 101, 
Charlotte, North Carolina 2822'4, 
for Authority to Increase Rates 
for Water and Sewer Utility Service 
in Fairfield Harbour Subdivision 
in Craven C9unty, Fairfield 
Mountains Subdivision in 
Rutherford County, and Fairfield 
Sapphire Valley Subdivision in 
Jackson County, for Authority to 
Implement a Recoupment of Capital 
Fee in Sapphire Valley, and for 
Authority to Increase Miscellaneous 
Service Charges 

ERRATA ORDER 

BY THE CHAIRMAN: By Commission order dated March 11, 1994, the Commission 
issued an Order Granting Partial Increase in Rates and Charges· in the above-
captioned matter. 

The Commission has learned that errors exist in rates as shown in Appendices 
A-: 1', A-2, and A-3 found in the Schedules Of Rates as issued in that Order. The 
Chairman finds good. cause, t� order the co�rect.�?n. of those erro�s.

IT IS THEREFORE, ORDERED that the Appendices, attached hereto, shall be 
substituted for the ones which were attached to the Order issued on March 11, 
1994. 

ISSUED BY ORDER OF THE COMMISSION. 
This 4th day of April 1994. 

(SEAL) 
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Residential: 

WATER AND.SEWER - RATES 

SCHEDULE OF RATES 
FOR 

CWS SYSTEMS. INC. 

for providing water ·and sewer utility service in

FAIRFIELD HARBOUR DEVELOPMENT 

Craven County, North Carolina 

Water Rate Schedule 

APPENDIX A,I 

(A) Base Facility Charge: $6.00 per dwel.ling unit. This $6.00 ·facility charge
shall- a·lso apply,where the service .is provided through a master meter and 
each. individual •tlwelling. unit is·being billed individually. 

(BJ Commodity charge: $1.62 per 1,000 gallons •f�r all metered water usage. 

(CJ Water Testing Surcharge: · $1.15 per month. (This sur:charge will be in 
effect for twelve months only.) 

Commercial Other: 

5/8" X 3/4" meter 
3/4.meter 
1" meter 

I -1/2" meter 
2" meter 
3" meter 
4" meter 
6!' meter 

Commodity Charge: 

Availability Rates: 

Water: 

Connection Charges: 

Base Charge .Zer_o Us�ge 

$ 6.00 
$ 9.00 
$ 15.00 
$ 30.00 
$ 48.00 
$ 90.00 
$150.00 
$300.00 

$1.62 per 1,000 gallons 

$2.00 monthly per customer� 

. All Areas Except Harbor' Pointe II Subdivision: 

$335 per tap (recoupment of capital) 
$140 per tap (tap-on fee) 
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Water Testing Surcharge 

$ 1.15 
$ 1.73 
$ 2.88 
$ 5.75 
$ 9.20 
$17.25 
$28.75 
$57 .50 



WATER AND SEWER·., RATES 

Harbour Pointe II Subdivision and any area where mains have,been installed after 
July 24, 1989: 

$650 per tap (recoupment of capital) 
$320 per tap (tap-on fee) 

New cu·stomer charge: ,$27 .00 

Reconnection charge: 

If water service is cut off by the utility for _good cause: 

If .water serVice i� disconnected at the .customer's request: 

$27.00 

$27.00 

(Customers who ask to be reconnected within nine months·of disconnection 
wi 11 be charged the base facll i ty charge for the service peri o_d they were 
disconnected). This charge will be waived i-f cUS:tomer is 'also a water 
customer. The utility will itemize the estimated cost of disConnecting and 
reconnecting service and will furnish this exhibit to customers wi.th cut-
off notices. 

" · ' · 

Sewer Rate Schedule 

Residential: 

Flat rate per month per dwelling unit: -$24.12 

Dwelifog unit shall exclude any mi'it which has ncit been sold, rented, or 
otherwise conveyed by the,developer or contractor erecting the unit. 

Commercial·and Other: 

(Customers who do not take water service shall be charged $24.12 per single 
family equivalent.) 

Base Charge, Zero Usage 

5/8" X 3/4" meter 
, 3/4 meter 
l" meter 
1 1/2" meter 
2n meter
3" ·meter
4" meter
6" meter

Commo�ity Charge: 

Avai-labil ity rates sewer: 

$2.00 monthly per customer 

Connection Charge: (Tap-on Fee) 
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$ 6.00 
$ 9.00 
$ 15;00. 
$ 30.00 
$ 48.00 

. $ 90.00 
$150.00 
$300

_.
00 
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WATER AND SEWER .. ·' RATES . 

All areas except Harbour Poi�te _ lI Subdi_vision: 

$735. 60 per tap. (recoupment •.of capital) 
$140.00 per tap (tap-on fee) 

Harbour Pointe II Subdivision and any area where mains have been installed after
July 24, 1989:· · 

$2,215.00 per tap (recoupment of capital) 
$ 310.00 per tap (tap-on fee) 

New customer charge: $22.00 . 
(If customer also receives water service, this cha_rge wHl be . waived). 

Reconnection charge: 

If wa'ter se�V; ce cut ,�ff b,Y ut i 1 ity for gOod cause, the actua 1 cost of �he 
d-i sconnecti on and reconnect ion wi 11 be charged.

The uti.1 ity will itemize _the_ estimated cost o_f disconnecting and 
reconnecting serv.ice and will furnish this, estimate to cUstomer with cut-
off notice. 

This charge wiH ·be waived if customer also receives water :service for CWS 
Systems, Inc. 

Bnls Due: On bill ing·ijate 

Bills Past Due: 21 ·�ay� ;fter billing date 

Billing:Freguency: Shall be bi-monthly for service- in arrears 
' 

Finance Charge for Late Payment: · 1% per month will be applied to the unpaid 
balance of all bills still past due 25 days after billing date, 

Return Check Charge: $10.00 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. W-778, Sub 20, on this the 4th day ,of April 1994. 
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Residential: 

WATER AND SEWER - RATES 

SCHEDULE OF RATES 
CWS SYSTEMS, INC. 

For providing water and ·sewer utility service in 

SAPPHIRE VALLEY SUBDIVISION 

Jackson and Transylvania Counties, North Carolina 

Metered Water Rate Schedule 

APPENDIX A-2 

(A) Base Facility Charge: $11.00 per dwelling unit. This $11.00. facility
charge sha 11 al so apply where the service is provided through a master
meter and each ind.iv.idual dwelling unit is being billed individually.

(B) Commodity charge: $5.30 per 1,000 gallons for all metered water usage. 

Commercial Other: 

5/8" X 3/4" meter 
3/4 meter 
I" -meter 
I 1/2" meter 
2" meter 
3" meter 

4" meter 
6" meter 

Commodity ·charge: 

Availability: $5.00 

Connection Charge: 

Base Charge Zero Usage 

$5.30 per 1,000 gallons 

$ 11.00 
$ 16.50 
$ 27.50 
$ 55.00 

'$ 88.00 
$165.00 
$275.00 
$550.00 

All Areas Expect Holly Forest XI, Holly Forest XIV, or Whisper lake 
Phase I 

Tap-on fee: $400.00 

Holly Forest XI 

$ 400.00 per tap (tap-on fee) 
$2,400.00 per tap (recoupment of capital fee) 

Holly Forest XIV 

$ 400.00 per tap (tap-on fee) 
$ 250.00 per tap (recoupment of capital fee) 
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WATER ANO SEWER - RATES 

Whisper Lake Phase I 

$ 400.00 per tap (tap-on fee) 
$1,250.00 per tap (recoupment of capital fee) 

Meter installation charge: 

New water customer charge: 

Reconnection charge: 

$150.00 (new service only) 

$27.00 

If water service is cut off by the utility for good cause: 

If-water· service is disconnected at the customer'·s request: 

$27.00 

$27.00 

(Customers who ask to be r�connected within nine months ·of disconnection 
will be charged·•the base facil i-ty charge for the service period they were 
disconnected);" · .. · 

Sewer Rate Schedule 

Residential: 

Flat rate pe� month per dwelling unit: $27.65 

Dwelling unit shall exclude any· un:it Which has not been sold, rented,'.or 
otherwise conveyed by the developer or contractor erecting .the unit. 

Commercial and Other:· 

Based on water usage as, fo 11 ows: 
$28.00/month. Customers who do not 
$28.00/single family equivalent,) 

(A) Base Facility Charge:

5/8" X 3/4"'meter
3/4 meter

. ,i
n ,meter . -

· I 1/2" meter
2" meter
3" meter
4" meter
6" meter

(subject' to a mrn,mum rate of 
take water service shall be charged 

$ 11.00 
$ 16.50 
$ 27.50 
$ 55.00 
$ 88.00 
$165.00 
$275.00 
$550.00 

(BJ Commodity Charge: $6.05/1,000 gallons 

Availability: $7.50 

New sewer customer charges: $22.00 
(If customer also receives water service, this charge will be waived.) 
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WATER AND SEWER - RATES 

Connection charge: 

All Areas Except Holly Forest XIV 

Tap-on fee: $550.00 

Holly Forest XIV 

$ 550.00 per tap (tap-on fee) 
$1,650.00 per tap {recoupment of capital fee) 

Reconnection charge: 

If sewer serv.i.ce cut off by utility for good cause, the ,actual ca:st of the 
disconnection and reconnection will be charged. 

The ·utility w-ill� itemize the estimated cost Of disconr'lecting .and 
reconnecting service and will furnish this estimate to customer with cut
off notice. 

This charge will _be· waived if customer also receives water service for CWS 
Systems, Inc. 

Bills Due: On billing dat� 

Bills Past Due: 21, days after billing date 

Billing Frequency: 

Metered Billings sha 11 be rendered bi -monthly for service in arrears. 
Av"ailability Billing's shall be rendered semi-annually for service in 

,,advai:1ce. 

Return Check Charge: $10.00'. 

Finance Charge for Late Payment: 1% per ·month wil1 be applied' to ttle unpaid 
balance due 25 days after billing date. 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket No. Ws77B, Sub 20, on this the 4th day of April 1994. 
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WATER AND SEWER - RATES 

APPENDIX A-3 

Residential: 

SCHEDULE OF RATES 
For 

CWS SYSTEMS. INC. 

For providing water and sewer �tility s_erv-ice in 

FAIRFIELD MOUNTAINS DEVELOPMENT 

Rutherford County, North Carolina 

Metered Water Rate Schedule 

(A) Base Facility Charge: $11.80 per dwelling unit. This $13:86 facility
charge--shall also. apply where the service· is .provided through a master
meter ·and each i�dividual dwelling unit is being billed individually.

(B) Commodity charge: $4.33 per 1.000 gallons for all metered water usage.

Commerci a:1 Other: Base 'charge Zero Usage

5/8" X 3/4" meter 
3/4 meter 
l" meter 
1 1/2" meter 
2" meter

•3" meter
4" meter
6" meter

Commodi.ty charge: $4.33 per 1.000 gallons 

Connection charge: (tap on fee) $500.00 

'New water ·customer charge: $ 27 .00 

Reconnection charge: 

$·11:80 
$ 17.70 
$ 29.50 
$ 59.00 
$ 94.00 
$177.00 
$295.00 
$590.00_ 

If water serVi ce { s cut off by the lit;_ l i ty for gOOd cause: 

If water service is disconnected at the customer's. request: 

$p.oo 

$27.00 

(Customers who ask to be reconnected' within nine months of disconnection 
will be charged the base facility charge foe the service period they were
disconnected).. 
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WATER AND SEWER - ·RATES 

Sewer Rate Schedule 

Residential: 

(A) Collection charge/dwelling unit

(BJ Treatment charge/dwelling unit 

Commercial and Other: 

$ 6.50 

$16.00 

Based on water usage as follows: (subject to a m1n1mum rate of 
$22.50/month. Customers who do not take water service -shall be charged 
$22.50/single family equivalent.) 

(A) T_reatment charge per dwe 11 i ng unit:

Smaller User (less than 2,500 gals/mo) 
Medium User (between 2,500 and 10,000 gals/mo) 
Large User (over 10,000 gals/mo) 

$ 18'.00 
$ 36.00 
$110.00 

(NOTE - Classification of user is determined by the Town of 
Lake Lure) 

(BJ Collection Charge: $5.95/1,000 gals. 

Connection charge: {tap o� fee) $550.00 

New sewer -customer-charges: $22.00 
(If customer al so rece"i ves water service, this charge wi 11 ·be wa'i ved).

Reconnection charge: 

If sewer service cut off by utility for·good cause, the actual cost of the 
disconnection and reconnection wil,l be charged. 

The. utility will itemize the estimated cost of disconnecting and 
reconnecting service and will furnish this estimate to customer with cut
off notice. 

This charge will be waived if customer also receives water service for CWS 
Systems, Inc. 

Bills Due: On billing date 

Bills Past Due: 21 days after billing date 

Billing Frequency: 

Metered Billings shall -be rendered bi-monthly for service in arrears. 

Return Check Charge: $10.00 
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WATER AND SEWER - RATES 

Finance Charge for late Payment: 1% per mo_nth• will be applied to the unpaid 
bal�nce due 25 days after billing date. 

Issued in Accordance with A�thority Granted by the North Carolina Utilities 
Commission in Docket N9·.·.W-778, Sub 20, on this the 4th day of April 1994. 

DOCKET NO. W-778, SUB 20 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Application by CWS Systems, Inc., 
5701 Westpark Drive, Suite IOI, 
Charlotte, North 'Carolina 28224, 
for Authority to Increase Rates 
for Water and Sewer.Utility Service 
in Fairfield Harbour Subdi,vision 
in Craven County, Fairfield 
Mountains Subdivision in 
Rutherford County, and Fairfield 
Sapphire Valley Subdivis,ion in 
Jackson County, for Authority to 
Implement a Recoupment of Capital 
Fee in Sapphire Valley, and for 
Authority to Increase Miscellaneous 
Service Charges 

ERRATA ORDER 

. BY THE CHAIRMAN: On April 4, 1994, the Commission issued an Errata Order 
correcting the tariff issued on March n, 1994 in the above-capt_ioned matter.

. ' 

The Commission has learned that additional errors exist on Appendix A-2, 
Page 2 of 3; and on Appendix A-3, Page I of 3 in that Order. The Chairman finds 
good cause to order the correction of those errors. 

iT IS THEREFORE, ORDERED that the Appendix A:2, Page ·2 of ·3; and 
Appendix A-3, page I of 3, attached hereto, shall be substituted. for the ones 
which were attached to the Order issued on April 4, 1994. 

ISSUED BY ORDER·OF THE COMMISSION. 
This 15th day of April 1994. 

(SEAL) 

Holly Forest XIV 

$ 400.00 per tap (tap-on fee) 

NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

APPENDIX A-2 
Page 2 of 3 

$ 250.00 per tap (recoupment of capital fee) 
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WATER AND SEWER - RATES 

Whisper•lake Phase I 

$ 400.00 per tap (tap-on fee) 
$1,250.00 per tap (recoupment of capital fee) 

Meter jnstallation charge:· 

New water customer charge: 

Reconnection charge: 

$150.00 (new service only) 

$27.00 

If water service is c�t off by the ·utility for good cause: 

If water service is disconnected at the customer's request: 

$27.00 

$27.00 

(Customers who ask to be reconnected· within nine months of- disconnection 
will be charged the base facility charge- for the service period·.they were 
disconnected). 

Sewer Rate Schedule 

Residential: 

Flat rate per month per dwelling unit: $27.65 

Dwelling unit shall excTude· any unit which ha ·s not been sold, rented, or 
otherwise conveyed by the developer or contractor erecting·the unit. 

Commercial and Other: 

Based· on water usage as follows: (subject to a - minimulll rate of 
$27 .65/month. Customers who do not take water service shall -be charged 
$27.65/single family equivalent.) 

(A)· Base Facility Charge:'

5/B" X 3/4" meter
· 3/4 meter

1" meter
I 1/2" meter
2" meter
3" meter
4" meter
6" meter
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$ 11.00 
$ 16.50 
$ 27.50 
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$ 88.00 
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Residential: 

WATER AND SEWER - RATES 

SCHEDULE.OF RATES, 

for 

CWS SYSTEMS, INC.: 

For _providing water and sewer utility service in 

FAIRFIELD MOUNTAINS DEVELOPMENT 

Rutherford County, North· Carolina 

Metered Water Rate Schedule 

APPENDIX A-3 
Page I of 3 

(A) Base Facility Charge:· $11.80 per dwelling unit. This $11.80 facility
charge sha 11 a 1 so apply where the service is provided through a master
meter and eat:h individual dwelling Un.it is being billed _individually.

(B) Cammadit/char��: · $4.33 per 1,000 ·gallons for all metered water usage. 

Commercial Other: 

5/8" X 3/4" meter
3/4 meter 
l" meter
I 1/2" meter 
2" meter
3" meter_ 
4" meter 
6" meter 

Base Charge·Zero Usage 

·$ II.BO
$ 17.70
$ 29.50
$ 59.00
$ 94.00
$177.00
$295.DO
$590.00

Co'mmodity charge: $4:33 per 1,000 gallons 

Connection charq_e: (tap on fee) $500.00· 

,New water-·-customer charge: $ 27 .00 

Recon�ection charge: 

If �ater service is cut off by the utility for good cause: 

If water servfce is' disconnected at the customer's request: 

$27.00 

$27.00 

(Customers who· a:sk to be reconnected within nine months of disconnection 
wil 1 be charged the base facility charge for the service per-i ad they were 
di sconn·ected).." 
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DOCKET NO. W-957, SUB I 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Matter of 
Unauthorized Abandonment 'of Utility Service 
at Yates Mill Run Subdivision, Wake County, 
North Carolina by Intech Utilities, Inc. 

ORDER APPROVING ASSESSMENT 
IN PART AND MONTHLY RATE 
INCREASE 

HEARD IN: Commission Hearing Room 2115, ·oobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on Wednesday, September 28, 1994, at 
7:00 p_m. 

BEFORE: Commissioner Charles H. Hughes, Presiding, and Commissioners William 
W. Redman, Jr., and Laurence A. Cobb

APPEARANCES: 

For the Commission Staff and Emergency Operator: 

Larry S. Height, Assistant Commission Attorney, 'North Carolina 
Utilities Commission, Post Office Box 29510, Raleigh, North Carolina 
27626-0510 

For the Public Staff: 

Robert 8. Cauthen, Jr., Staff Attorney, Public Staff-North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 
For: The Using and Consuming Public 

BY THE COMMISSION: By Recommended Order entered in this docket on February 
2, 1994, which became effective and final on February 18, 1994, the North 
Carolina Utilities Commission found and concluded that Intech Utilities, Inc. 
(Intech), had effectively abandoned the low-pressure pipe (LPP) sewer utility 
system it operated as a certificated public ut i 1 ity in the Yates Mi 11 Run 
Subdivision in Wake County, North Carolina, and that, as a result, its customers 
were in imminent danger of losing adequate service. That being the case, the 
Commission further concluded that an emergency existed with respect to the LPP 
sewer utility system serving-the Yates Mill Run Subdivision which required the 
appointment of Spectrum Environmental (Spectrum) as emergency operator pursuant 
to G.S. 62-116(b) and other relief determined to be immediate, pressing, and 
necessary. The Commission approved interim provi si ona l rates of $35. 00 per 
customer per month for sewer utility service provided by the emergency operator 
and provided that those interim rates were subject to review after six months. 
Spectrum, as the emergency operator, was required by the Order of February 2, 
1994, to take charge of the daily operation of the sewer system and its duties 
and responsibilities were specified to include, among others, regular inspections 
of the system; routine and emergency maintenance and repair; system renovations 
necessary to maintain service; and monthly accounting to the Utilities Commission 
and the Public Staff of all rates collected, expenses incurred, checks written, 
and all _monies spent. 
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On September 1, 1994, Spectrum filed a letter in this docket requesting (1) 
assessments from customers pursuant to G.S. 62-llB(c) to .cover (al repairs made 
to date to the LPP sewer system in the amount of $12,777.65 and (b) additional 
minimum repairs and improvements estimated to cost $54,391.09 {corrected and 
revised to $56,194.24 at the public hearing) as required by the Wake County 
Department of Health and (2) -an increase in the monthly service rate from $35.00 
to $42.50. 

By Order enterecl in this docket on September 8, 1994, the ConKnission 
scheduled .a public hearing to consider Spectrum's request for customer 
assessments and an increase in its monthly service rate. The Order of 
September 8, 1994, required Spectrum to mail or hand deliver il copy of said Order 
to each affected customer in the Yates MiH Run Subdivision. 

Upon call of the matter.for public hearfog at the appointed time and place, 
the parties were present and represented by counsel. The following individuals 
presented testimony at the hearing: John Michae 1 Ha 1 as, the President of 
Spectrum Envi ronmenta 1, the ·emergency operator; W_. Everette Lynn,. Jr., Soi 1 
Scientist II with the Wake County Department of Health; Brian Garriss, the 
President of Intech; and eight customers identified as follows: Eric Hyatt, 
President of Yates Mill Run Holrieowners Association (HOA), ·eruce Rinne, Vice 
President of the Yates Mill Run HOA, Vance Moore, Jay Gibson, Eugene Murray, 
Jennifer Baker, Tim Weiss, and Rafael A. Osuba. The Public Staff also presented 
the affidavit of Katherine A. Fernald, Supervisor of the Water Section of the 
Public·staff Acc9Untip9 Division. 

On the basis of the testimony and exhibits presented at the hearing and the 
entire recor� in this- proceeding, the Commission now makes the following 

FINDINGS OF FACT 

1. Spectrum Environmental has operated the LPP sewer system serving the
Yates•Mill Run 'Subdivision" as emergency operator since JanuarY:20, 1994, and has 
been charging a monthly rate of $35.00 per customer for sewer utility service. 
There are currently 71 customers served by the Ya;es Mill Run·LPP sewer system.

2. Through August 30, 1994, Spectrum incurred outstanding extraordinary
maintenance and repair expenses not recovered through monthly rates in the amount 
,of $12,777.65 documented as fo 11 ows: 

Repair to Field #i DoSing Station Pumps and Control Panel. 

Invoice #3616 
"Invoice #3634 

· $7,286.14
813.60 

Total Invoices $8,099.74 
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R�pair Pu�pS and Motors as Result of Lightning Damage on August 5, 1994, 
and Step Repairs to Date. 

Invoice #3622 
Invoice #3623 
Invoice #3636 
Invoice #3637 
Invoice #3640 
Invoice #3642 
Invoice #3643 
Invoice #3644 

$ 364.24 
·424.30
316.10

1,953.16 
136.31 
74.34 

522.46 
887 .00 

Total Invoices $4,677.91 

TOTAL OUTSTANDING EXTRAORDINARY REPAIRS $12,777.65 

. 3. One of the fou� dosing station pumps serving the Yates Mill LPP sewer 
system is currently out of service. This pump·-is in need of immediate repair. 
The estimated cost of such pump repair is $1,200.00 

·4. The nitrification fields serving .th_e Yates Mill 'Rlln LPP sew�r system
shoul,d be p6sted against entry by unauthoriz'!ld .persons. 

5. The interim monthly rate for sewer s'ervice _provided -by the emergency
operator to ·customers in the Yates Mill Run Subdivision should b� increased from 
$35.00 to $42.50. This interim provisional rate is subject to further review·and 
adjustment by the Commission, as necessary, after puPlic notice and hearing. 

WHEREUPON, the Commission reaches the following 

CONCLUSIONS 

The extraordinary repairs in the amount of $12;777.65 unde'rtaken by. the 
emergency operator through August 30, 1994, were reasonable, appropriate, and 
required for reasons of public health and safety. In addition,. it is imperative 
that the .emergency operator be authorized to immediately repair an inoperable 
dosing station pump in order to ensure the safe operation of the LPP sewer system 
serving the Yates Mill Run Subdivision. A two-part customer assessment is 
required in order to (1) reimburse Spectrum for the expenses in the amount of 
$12,777.65 incurred for extraordinary repairs made through August 30, 1994, and 
(2) provide the working capital in the amount of $1,200 to immediately repair the
inoperable dosing stat ion· pump. During the October and November 1994 billing
periods, Spectrum is authorized to bill each ,customer in the Yates Mill Run
Subdivision a two-part.assessment in the amount of $98.44 per month to cover the
total cost of $13,977.65 for these repairs. lri addition, the evidence offered
at the public hearing, including the affidavit of Public Staff Accountant·
Katherine A. Fernald, clearly supports the emergency operator.'s request for an
increase in the per customer monthly service rate from $35.00 to $42.50.

As requested by the affected custom�rs, the Commission will defer ruling on 
the remainder of the emergency operator's request for customer asse�Sments to 
fund additional repairs and improvements to the -lPP sewer system serving the 
Yates Mill Run Subdivision in order to allow further investigation of such 
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repairs and· improvements by affected customers and the Wake County Health
Department in particular. Jhe·Public Staff is hereby requested to monitor this 
process and keep the Commission fully info_rmed of relevant deVelopments. To that 
end, the Public Staff wi 11 be required to fi 1 e a report with the. Cammi ssi on
within 30 days detailing the status of this further investigation. 

Although the Commission has decided to defer rul inQ on the remainder of the 
emergency operator�s request for assessments at this time, further repairs and 
improvements to the Yates Mill Run LPP sewer system will iri fact be required and
will b_e undertaken within the next few months and affected customers are hereby 
so notified. That being the case, the Commission wishes to notify affected 
customers for budgetary purposes that further customer assessments in addition 
to the assessments approved· by this Order will in fact be required ·in the 
relatively near future once the exact nature of the further required repairs and 
improvements has been finally determined. 

G.S. 62-llB(c·) prqvides ttiat where a customer .is required to advance-capital 
to or on behalf of a public utility to alleviate emergency circumstances, the 
customer then retains a proprietary interest in the system to the extent of th� 
capital so advanced. This means that if the s�wer utility system serving the 
Yates Mill Run Subdivision.is ever sold or transferred by Intech Utilities, Inc., 
at ariy time in the future, customers who have been required to pay assessments 
will hopefully be reimbursed in whole or in part from the sale,procee9�. 

IT IS, THEREFORE, ORDERED as follows: 

1. That Spectrum Environmental, as emergency operator of the LPP sewer
utility system serv,i ng the. Yates Mil 1 Run Subdi vision in. Wake County, North 
Carolina, is hereby authorized to bill and collect customer assessments as set 
forth in this Order. 

2. That Spect�um is authorized to begin �harging an interim monthly rate
of $42.50, as shown on the Schedule of Rates attached to this Order as Appendix 
A, for sewer s�rvice provided to customers in the Yates Mill Run Subdivision. 
This iriterim trionthly rate is subject to furthe� review and adjustment by .the 
Commission, as necessary, after public notice and hearing. 

3. That·the Public Staff is requested to monitor the further investigation
of additional repairs and improvements to be und�rtaken with respect to the Yates 
Mill Run LPP sewer system by affected customers and the Wake County Health 
!Department in particular and shall file a progress report not later than 30 days
from the date of this Order detailing th_e status of said further i_nvest i gat ion,
including· recommendations for further action to be taken .by the Commission.

4. That Spectrum shall mail or hand d�liver a copy of this Order to each
affected customer ·;n the Yates Mill Run Subdivision .not later than �Friday, 
October 14, 1994. 

ISSUED BY ORDER OF THE COMMISSION. 
This .the 10th day of October 1994. 

{SEAL) 
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Sewer Rates: 

Fl at Rate 

WATER AND SEWER - RATES 

INTERIM SCHEDULE OF RATES 

for 

INTECH, INC. 
{Spectrum- Environmental - Emergency Operator) 

for providing sewer utility service fn 

YATES HILL RUN SUBDIVISION 

Wake County, North,Carolina 

$42.50/month 

APPENDIX A 

Connection Charges: None when tap and service line are installed by developer. 

Actual cost if utility makes tap or installs service line. 

Reconnection Charges: 

If sewer service cut off by utility for good cause by 
disconnecting water service:* $15.00 

If sewer service cut off by utility for good cause by
any method other than that ncited above: Actual Cost 

Deposits: Two months estimated bill (in accordance with NCUC Rule 11!-
4) 

Bills Due: On billing date 

Bills Past Due: 15 days after billing date 

Billing Frequency: Shall be monthly in arrears 

Returned Check Charge: $20.00 

Finance Charge for 
Late Payment: 1% per month wi 11 be applied to the unpaid ba 1 ance of a 11 

bills still past due 25 days after billing date. 

*Heater Utilities, Inc., shall also be authorized to collect-a reconnection
charge of $20.00 for water service in such situations.

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Commission in Docket' No. W-957, Sub 1, on this the 10th day of October 1994. 
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DOCKET NO, W-354, SUB 133 
DOCKET NO. W-354, SUB 134 

BEFORE THE NORTH CAROtINA UTILITIES COMMISSION 

, DOCKET NO. W-354, .SUB 133 

In the Matter of 
Application by Carolina·. Water Service, Inc: of 
North Carolina, 2335 Sanders Road, Northbrook, 
Illinois 60062, for Authority to Transfer the 
Assets Serving the Farmwood "B" Subdivision in 
Mecklenburg County to-the City of Charlotte 
(Owner Exempt from·Regulation) and to Transfer 
Assets 

DOCKET NO. W-354, SUB 134 

In the·Matter ·of 
AppliGation of Carolina Water Service, Inc. of 
North Carolina, 2335 Sanders Road, Northbrook,
111 i noi s 60062, for Authority to Transfer the 
Assets Serving the Chesney Glen Subdivision in 
Mecklenburg County to the City of Charlotte 

. (Owner Exempt from Regulation) and to Tr�nsfer 
Assets 

ORDER "APPROVING TRANSFERS 
AND REQUIRING NOTICE· 

HEARD IN: Commission Hearing Room-2115, Dobbs Building;-Raleigh, North Carolina, 
on JueSday, June 7, 1994, at 9:30 a.m. 

BEFORE: Chairman Ralph A. Hunt, Presi'dihg; ·and Commissioners William W. 
Redman, Jr., Laurence A. Cobb, Allyson K. Duncan, arid Judy Hunt 

APPEARANCES: 

For Carolina- Water Service, Inc. of North Carolina: 

, Edward S., Finley, Jr., Hunton ·& Williams, Attorneys at Law, Post 
.Office Box ·109, Raleigh, North Carolina 27602 

For the Public Staff: 

Paul L. Lassiter,� Staff Attorney, Public Staff - NOrth °Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, ·North Carolina 
27626-0520 
.For: The:Usfng and Consuming Public 

BY THE COMMISSION: On November JB, 1993, Carolina Water Service, Inc. of 
North Carolina (CWS or Company) filed an application in Docket No. W-354, Sub 
133, seeking authority to relinquish its certificate of public convenience and 
necessity to provide water utility service to a section of the .Farmwood 
Subdivision in Mecklenburg County, North Carolina. In its application, CWS 
asserted that the area in question, Farmwood B, represents only a portion of the 
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entire Farmwood water system and that CWS_ wi.11 continue to provide service to the 
other portions of Farmwood Subdivision. CWS requested authority to transfer the 
Farmwood Bassets to the Charlotte-Mecklenburg Utility Department (CMUD) and for 
CWS's stockholder to retain-100% of the gain on this sale. 

On February 16, 1994, CWS filed an application in Docket No. W-354, Sub 134, 
seeking authority to relinq1,1ish its certificate o_f public convenience and 
necessity to provide water utility service to t�e Chesney·Glen Subdivision in 
Mecklenburg County, North Carolina. CWS requested authority to transfer the 
Chesney Glen assets to CHUD and for CWS's stockholder to retain 100% of the gain 
on this sale. 

By Order issued April 11, 1994, the Chairman consolidated'theSe matters for 
hearing on June 7, 1994, in Raleigh. Upon call·of the matters for hearing at the 
appointed time and place, both CWS and the Public Staff were present and 
represented by counsel. CWS presented the testimony of Carl Daniel, its Vice 
President, in support of the Company's applications. The Public Staff presented 
the testimony of Kenneth E. Rudder, Utilities Engineer, and Katherine A. Fernald, 
Supervisor of the Water Section of the Public Staff Accounting 'Division, in 
support of its position. 

The present rates of cws and CMUD are as follows: 

Metered Rates cws CMUD 

Base charge 
Usage charge, per 

$ 9.35 $1.50 

1,000 gallons (133 cubic feet) $ 2.90 n/a 
100 cubic feet (748 gallons) n/a '$0.82 

Average bill (based on 6,000 
• gallons water usage) $27.50 $8.04 

There will be no additional charges or fees required by CHUO. 

On June 27, 1994, Carl J. Wenz, the. Vice. President of Regulatory Hatters of 
Utilities, Inc., filed letters in these dockets on behalf of CWS whereby the 
Conni ssi on was requeste� to enter an immediate Order in these cOnsol i dated 
dockets approving the transfers in questiori while deferring a ruling on the gain 
on sale issue to a later date, said ruling to be made by further Order. 

On June 28, 1994, the Public Staff filed·a response in these dockets stating 
that while it does not object to severing the issue of the regulatory treatment 
of the gain on sale of utility assets from the actual transfers of the property 
in question, it does object to Mi-. Wenz sending a letter diiectly to the 
Corrmission in violation of the Order entered in Docket No. W�354, Sub 118, on 
March 22, 1_994, requiring that "communications from CWS or any of its, affiliates · 
_to the Corrmissioners or its staff from now on shall be through counsel �nly." 

WHEREUPON, the Commission reaches the following 
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CONCLUSIONS 

The ComniSSion finds good cause to approve the transfers in question. The 
parties.agree that affected customers will benefit from lower monthlY water bills 
and from fire protection from hydrants CMUD will install on the water mains. The 
·Comnissiori will rule' on the gain on sale, issue by further Order in these
consolidated dockets. CWS is al so admonished to abide by the requirement
recently approved and'ordered by the �onunissiori in Docket No.• W-354, Sub 118, to
co1t111unicate with the Conaniss-ion only through c9unsel.

IT IS_, 'THEREFORE, ORDERED as follows: 

I. That the transfer of the water utility systems serving the Farmwood B
and Chesney Glen Subdivisions in Mecklenburg County from CWS to the Charlotte
Mecklenburg Utility Department be, and �he same is hereby, approved. 

2. That CWS shall notify the Commission in writing not later than 10 days
after completion of the transfers authorized by this Order that said transfers 
have been completed. 

3. That the public utility franchises currently held by CWS to provide
water utility serv.ice in the Farmwood B arid Chesney Glen Subdivis.ions shall be 
cancelled, with such cancel 1 ations being effective on· the date. cir dates the 
transfers are completed. 

4. That CWS shall mail or hand-deliver a, copy of this Order to each
·affected customer not 1 ater than 15 days from thl! date·-hereof. CWS· shall submit
the attached Certi_ fi cate of Service to the Commission -properly signed and
notar.1 zed not· .1 ater than 30 days from the date of this Order.

5. That the Comnission shall rule on the gain on sale issu'e by further
Order in these consolidated dockets. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 6th day of July 1994. 

(S�AL) 
NORTH CAROLINAUTlllTIES COMMISSION 
Geneva s. Thigpen, Chief Clerk 
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CERTIFICATE OF SERVICE 

!,, __ -'---------------- mailed with sufficient

postage or hand delivered to all affected customers the attached.Notice to 

customers issued by Order of the North Carolina Utilities CoT1111ission in 

Docket Nos. W-354, Sub 133, and W-354, Sub 134, and said Notice was mailed or 

hand delivered by the date specified in the Order. 

This the ___ day of ________ 1991. 

BY: 

Name of Utility Company 

The above named Applicant,----�-----�--• personally 

appeared before me this day and, being first duly sworn, says that the required 

Notice was mailed, or hand delivered to all affected customers, as required 

by the Cotmnission Order dated ____________ in Docket Nos. W-354, 

Sub 133 and W-354, Sub 134. 

Witness my hand and notarial seal, this the ___ day of ____ _ 

1991. 

Notary Public 

Address 

(SEAL) Hy Commission Expires: 
Date 
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'DOCKET Nil. ws120, SUB 138· 
BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In the Matter of 
Application by Hid South Water 
Systems, Inc., Post Office Box 127, 
Sherills Ford, North Carolina 28673, 
for Author! ty to Transfer the 
Fra-nchise to Provide Water Utility 

ORDER APPROVING 
TRANSFER AND 
RATES 

Service in Ashebrooke Park Subdivision•,. 
in GastOn,County from Paysour Water 
Work�, Inc.,'and for Approval'of•Rates r

BEFORE: 

APPEARANCES: 

April 20, 1993,· ·courtroom "A; Gaston County CourthOus-e; 151 south 
Street, •G_astonia, North Carolina 

June. 2�, 1994, Commission- Hearing Room,. Dobbs Building,· 430 
·North' �alisbtiry ·street, Raleig�. North Carolina 

(On April ·20; 1993) Conmission Hearing ·Examiner Rudy c, Shaw 
' 

(On June 23; 1994) Conmissiorier Charles H. Hughes, Presiding, 
Chairman Ralph A. Hunt, and Conmissioners William W. Redman, Jr., 
Laurence A. Cobb, and Judy Hun_t 

ror the _Applican_t:

Robert F. Page, Attorney at Law: Crisp, ·oavis, P.ige, Currin I 
Nichols,. L�P, Su_i.te 400, -4:011 W�stchase Boulevard, ·Raleigh, North 
Carolina 27607 

For the Using a!ld, ConSuming_ Publfc:· 

Robert B. -·Cauthen, Jr., Staff 
Carolina, Utilities CotlJllission, 
North Carolina· 27626-0520 

Attorney, Public Staff -· North 
Pqst Office Box 29520, Raleigh, 

" ' 

BY THE COHHISSION: On January 8, 1993, Carroll and Hary Weber (Webers) 
-fi-led an appl'ication• in· Docket No. W-210;, Sub•.2, seeking to transfer ownership
of the stock in Paysou� Water Works, Inc. (Paysour), �ram Paul E. Paysour. 

By Order of March l,'1993, the application was set for hearing on·April 20,
1993. By Order dated April 19, 1993, the Commission indicated that the April 20 
hearing-would be for customer testimony only and that an additio_nal hearing would 

.be scheduled in Raleigh on .the transfer application. 

The customer hearing was held as scheduled in Gastonia but no customers
app�ar:ed to· offer testiinony. '·· 
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On March 18, 1994, the Webers and Hid South Water Systems, Inc. (Hid South 
or Applicant), filed a motion to transf�r the franchise of Paysour to Hid South 
rather than the Webers. 

The Public Staff presented this matter at the Hay 16, 199.4, Staff Conference 
with a recommendation that the matter be set for hearing as prOv.ided by the Order 
of April 19, 1993. 

By Order of May 23, 1994, the Commission closed Docket No. W-278, Sub 2, 
granted temporary operating authority, approved interim rates,·required· public 
notice, and set the matter for hearing. 

 · 

The hearing on the transfer to Mid S?�th was held as scheduled: 

Jocelyn H. P�rkerson, Hi_d South's Vice President of Regulatory Affairs, 
testified for the Company. Ms. Perkerson testified that the purchase of Paysour 
would be a system to system transfer with no CIAC. She further testified that 
the offer. to pllrchase was for the amount of .$6-,000 and that a r,umber of things 
needed to be improved which, in the opinion of Hid South personnel, would cost 
the Company approximately $10,000. Ms. Perkerson explained that the Company's 
estimated cost to repair was somewhat less than that suggested by the Public 
Staff. This was due to the fact that Mid South has an affiliate that can do the 
work much.cheaper than if an outside contractor has to be called.

John Robert Hinton, Staff Economist, testified for the Public Staff. He 
testified that it was rea�onabl_e to expect that the addition of Paysour Water 
Works, Inc. would enh�nce the financial viability of Hid South. 

Upon consideration of the foregoing,'the verified application, the testimony 
and exhibits received into evidence at the hearing, and the entire record in this 
�ocket, the ,Commission makes' the· f_ollowing 

FINDINGS OF FACT 

I. Hid South is seeking to acquire the Certificate of public.convenience
and necessity to provide water utility service in Ashebrooke Park Subdivision, 
Gaston County, North Carolina, from Pay�our •. 

2. There is a demand and need for water utility service in the Ashebrooke
Park Subdivision which can best be met at the present time by Hid South. 

3. The Applicant's proposed monthly water rates-(which are.the same as the
existing Paysour rates, plus EPA testing fees) are as follows: 

Metered Residential Water Rates 
Base charge include first 3,000 gal./mo. 
Usage charge 

Testing charge 
1st, 12 months 
2nd 12 months 
After 2nd 12 months 
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4. Hid South.will prepare and submit the necessary application for DEH plan
approval for the Ashebrooke Park Water System and make improvements to the system 
by pouring slabs for the two new wells, bui,lding •well houses for the new wells, 
bririging. electrical wir..ing into compliance, installing air control vents, 
correcting landscaping problems in low areas, repairing existing tank or replace 
with a.:-tank• Hid South has on hand, installing a master meter at the •well, 
installing chlorination equipment, and.closing two wells that are not currently 
in use. 

5. DEH plan approval will be applied for within 120 days after the transfer
-is approved by the Conunissfon.

. 

, 6. Mechanical items will be taken care of wl>thin 90 days after the .transfer 
is approved· by, the Corrllli ssi on. 

7. Hid.South will be allowed to· file with the Commission a. request for a
rate increase·for the customers in Ashebrooke'Park Subdivision once-the required 
system improvements and upgrades have been .completed. 

• e. Once the improvements 1 isted in no. 4 above are made and Hid South
receives its uniform rates for Ashebrooke Park Subdivision, the purchase of 
·paysour Water Works, Jnc., will enhance the financial viability .. of Mid South.

EVIDENCE AND CONCLUSIONS FOR' FINDING OF FACTS 1-3 

From a review and study of the application, the evidence presented at the 
hearing, and· other information in the Commission's files in ,this docket, the 
Gonmission reaches the following conclusions: 

1.. There is a demand· and need for water utility service in Ashebrooke Park 
Subdivision which can best be met by the Applicant at this time. Ms. Perkerson 
testified that the current.owner of Paysour Was an older gentlenian who did not 
want to be involved any longer in running·the water system. She further stated 
that she did not .know of any other company that had a desire to purchase, 
improve, and operate the water system serv-ing the Ashebrooke Park Subdivision at 
th� current time. 

2. The Applicant should be granted a certificate of public convenience and
necessity to provide water utility service in the Ashebrooke Park Subdivision, 
Gaston County, North Carolina. 

3. The rates approved by the Commission for water utility service in the
Ashebrooke Park Subdivision are the same rates that are currently being paid by 
the customers plus the testing pass-through amounts previously calculated for Mid 
South. These rates are contained in the Schedule of Rates, attached hereto as 
Appendix B. These rates are not unfair or unreasonable and are unopposed by the 
parties.of record. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4 

Both Hs. Perkerson of Hid South and Hr. Darryl Herndon of the Hooresville 
Regional Office of the Public Water Supply Section testified to the improvements 
that need to be made at Ashebrooke Park Subdivision. They both agreed that well 
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slabs need to be poured at wells one and three, well·houses need to be installed 
at wells one and three, electrical wiring needs to be improved, pressure relief 
or air control valves need· to be installed, the tank needs to be ·repaired or 
replaced, well heads need to be reconstructed a,;:cording to DEH standards, a 
master meter needs to be installed, some grading work needs to ·be done around the 
well .head casing, the old wells need· to be properly closed· down and deeds and 
easements need to be properly executed and recorded. Mr. Herndon agreed with Hs. 
Perkerson's assessment of $10,000 to perform the work that needs to be done. 

EVIDENCE AND CONCLUSION FOR FINDINGS OF FACT NOS. 5 AND 6 
' '  

The evidence for findingsof fact 5 and 6 is continued in the testimony of 
Jocelyn Perkerson and Darryl .Herndon. Ms. Perkel"son testified that .the plan for 
DEH approval could be submitted to the State for approval within 120 days'after 
the date of the Comnission's Order approving the transfer and that the mechanical 
problems could be cor�ected by Mid South.within 90 days after the date of the 
Conunission's Order approving the transfer. Mr. Herndon-stated that he believed 
these time frames to be reasonable. 

EVIDENCE AND CONCLUSIONS'FOR FINDINGS OF FACT NO. 7 

This finding is based primarily on the testimony of Company witness 
Perkerson. She testified that Hid South did not believe it was proper to 
increase the rates of a· system just because it.was acquired by another Company. 
She further explained that until Hid South had improved the system, the rates 
should remain the same as they were at the current time. She further testified 
that once the improvements were made, Mid South would like to be able to raise 
the rates (perhaps in step increases) until they were at Hid South's uniform 
level. She stated that step increases had been allowed in other situations for 
other companies. By allowing ·an increase for this one system on an incremental 
basis, the expense of bringing the entire Hid South system in for a general rate 
case would be avoided. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NO. 8 

This finding is based primarily on the testmony of Public Staff witness 
Hinton. His testimony was not contested. It' indicated that, based upon the 
initial capital, cash flow and economic analys.is, it was reasonable to -expect 
that the addition of Paysour would enhance the financial viability of Mid south. 

IT IS, THEREFORE, ORDERED as follows: 

1. That the transfer of the certificate of public convenience and necessity
to provide water utility service in Ashebrooke Park Subdivision from Paysour 
Water Works, Inc., to Mid South Water Systems, Inc., is hereby approved. 

' 

2. That Appendix A, attached hereto, shall constitute the certificate of
public convenience and· necessity. 

3. That the Schedule of Rates, attached hereto as Appendix 8, is hereby
approved and said Schedule of Rates is hereby deemed to be filed with the 
Conunission pursuant to G.S. 62-138. 
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·4. That Hid South shall prepare a plan approval for filing with DEH within
120 days of the date of this Order. 

5. That mechanical items referenced in the Finding of Fact No. 4 shall be
completed within 90 days of the date of this Order. 

6. That upon compleiion of the mechanical improvements and receipt of
approval from DEH, Hid South.will be allowed to file an application with the 
CoT11Dission for incremental increases for the customers of Ashebrooke Park 
Subdivision to bring their rates u·p-to the uniform rates of Hid .South. 

7. That the Applicant shall maintain 'its books and records in such a manner
that all the applicable items of information required in the Applicant's 
pre·scribed Annual Reper� to the ComnisSion can .be readily identified from'the 
books and records and can be utilized by the Applicant in the preparation of said 
Annu,al Report. 

8. That a copy of this Order and Appendix B shall be mailed ·or hand
delivered by Mid South to all of its customers affected by this proceedingi that 
said-Order and Appendix� be mailed or hand delivered no later �han 30 days after 
the date of this Order; and that the Applicant submit to the Cammi ssi on the 
attached Certificate of Service properly signed and notarized no later than 45 
days after the date of this Order. 

ISSUED BY ORDER OF THE COHHISSION. 
This the 9th.day of September 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COHHISSION 
Gail L. Mount, Deputy Clerk 

Conmissioner Charles H. Hughes dissents. 

DOCKET NO. W-720, SUB 138 
BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

Know All Hen By These Presents, That 
HID SOUTH WATER SYSTEMS, INC. 

is hereby granted this 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 

to provide water Utility service
in 

ASHEBROOKE PARK SUBDIVISION 
Gaston County, North Garolina 

subject to such orders, rules, regulations, and
conditions as are now or may hereafter be lawfully 
made by the North Carolina Utilities Commission_.

ISSUED BY ORDER OF THE COMMISSION. 
This the 9th day of 1994. 

APPENDIX A 

(SEAL) 
NORTH CAROLINA UTILITIES COHHISSION 
Gail L. Mount, Deputy Clerk 
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SCHEDULE OF RATES 

for 

HID SOUTH WATER SYSTEMS, INC. 

Metered Rates: 

for providing water utility service in 

ASHEBROOKE PARK SUBDIVISION 
Gaston County, North Carolina 

Base charge (includes first 3,000 gallon�) 1; 
Usage charge (all over first.3,000 gallons) 

Connection Fee: $150.00 

Reconnection Charges: 

If water service cut off by utility for ·good cause: 
If water service discontinued at customer's request: 

Bills Due: On billing date 

Bills Past Due: 15 days. after billing date 

Billing Frequency: Sha·ll be monthly for service in arrears 

APPENDIX B 

$15.16 
$ I.00/1,000 gals. 

$15·:oo 
$15.00 

Finance Charge for Late Payment: 1% per month will be applied to the unpaid 
bahnce of all btlls still past due 25 days after billing date. 

Metered Rates: 
Base charge 

March I; 1995-
February 28, 1996 

$13.20' 

After 
February 29, 1996 

$4.62 

Issued in Accordance with Authority Granted by the North Carolina Utilities 
Co11111ission in Docket No. W-720. Sub 138, on this the 9th day of September 1994. 
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CERTIFICATE OF SERVICE 

I• ___________________ , mailed with sufficient 

post�ge or hand delivered to all affected customers the attached Order 

issued by the· North Carolina Utilities' ColTllllisSion .in Docket No. W-720, 

Sub 138, and said Order was mailed or hand delivered by the date specified 

in the Order. 

This the ___ day of ______ _,__ 1994.

BY: 

Name of Utility Company 

The above named Applicant,---��--------• personally 

appeared be:ore me th)s day and, being first duly sworn, says that the required 

Order was mailed. or hand delivered to all affected customers, as required 

by the Commission Order dated------�----- in Docket No. W-720, 

Sub 138. 

Witness my hand and notarial seal, .this 'the ___ day of ____ _ 

1994. 

Notary Pu�,
l ic

Address 

(SEAL) My Commission Expires: 
Date 
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DOCK�T NO. W-354, SUB 118 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

In the Hatter of 
Carolina Water Service, Inc. of North ) 
Carolina - Investigation of Tap and ) 
Plant Modification Fees ) 

ORDER 

HEARD IN: Cormnission Hearing Roam 2115, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on Tuesday, November 30, 1993, 
through Friday, December 3, 1993 

BEFORE: Cormnissioner Charles H. Hughes, Presiding, Chairman John E. Thomas, 
and Corrmissioners Laurence A. Cobb, Ralph A. Hunt, and Judy Hunt 

APPEARANCES: 

FOr Carolina Water Service, Jnc. of North Carolina: 

Edward s. Finley, Jr., Hunton & Williams, Attorneys at Law, Post
OffiCe Box 109, Raleigh, North Carolina 27602 

For the Public Staff: 

A. W. Turner, Jr., and James D. Little, Staff Attorneys, Public 
Staff, North Carolina Utilities Commission, Post Office-Box.29520, 
Raleigh, North Carolina 27626-0520 
For: The Using and Consuming Public 

For the Nor.th Carolina Department of ·Justice: 

Jo Anne Sanford, Special Depµty Attorney General, Lorinzo L. Joyner, 
Special Deputy Attorney General, and Margaret A. Force, Associate 
Attorney General, North Carolina Qepartment of Justice, Post Office 
Box 629, Ral e_i gh, North Carolina 27602-0629 
For: The Using and Consuming Public 

BY THE COMMISSION: On July 8, 1992, the Public Staff moved to open an 
investigation of the tap and plant modification fees (collectively referred to 
as connection fees)' charged by Carolin� Water Service, Inc. of North Carolina, 
(CWS or the Company) as a result of information obtained during the Sub Ill rate 
case. On August 4, 1992, CWS responded by suggesting that the Public Staff 
shoul� instead file a complaint. The Comm.ission. issued its OrdE!.r Initiating 
Investigation on August 19, 1992. 

On September 2, 1992 1 the Attorney General intervened in this case. 

On November 30, 1992, CWS filed its plant modification and tap fee report 
as required by the Commission's August 19, 1992 1 Order. On December 11 1 1992 1 

the Public Staff filed a data request. CWS responded to it on March 15, 1993. 
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Also on March 15, 1993,, the Public Staff filed its respon�e. ·to the CWS 
report·. As part of this response, the Puhl ic Staff requested an .order requiring 
CWS to respond to outstanding data requests. cws filed its reply to the Public 
Staff's -response on April 6 1 1993. 

, On Hay 14, 1993, the·Commission ordered CWS to answer the Public Staff's 
data requests. 

On July 19, 1993, CWS prefiled its direct testimony. On August 19, 1993, 
the Public Staff prefiled its direct testimony, On October 19, 1993, CNS 
prefiled its rebuttal testimony. 

On September I, 1993, CWS filed a data request to the Public Staff. On 
October 4, 1993, the Public Staff fi.led its response. 

On September 9, 1993, the Commission consolidated this ·docket with Docket 
No. W-354, Sub.127. On November 9, 1993, the Commission severed the cases and 
closed Docket No. W-354, Sub 127. 

· On October 22, 1993, the Public Staff moved to strike parts• of the CNS
prefiled testimony. CWS ,filed its response in opposi.tion to that·.motion on 

·November 2, 1993. The Public Staff replied on November 5, 1993. The ConI11ission
denied the moti_on on November 10, 1993.

The case. came on for hear.ing as schedUled. The Co1J1J1ission first confronted 
a preliminary matter. On August 26, 1993, Chairman Thomas filed his letter to 
the Attorney General regarding an ex parte letter he, the o_ther COrrmissioners, 
and Co11111ission staff members had received from CWS. The-Attorney General wrote 
to CNS ·on September 3, 1993. CNS responded on September 23, 1993, and the 
Attorney General_ wrote back to CWS on Noveniber 12, 199�. 

· Under G.S. 62-70(b), the Conmission cannot rule in favor of.a party-that
engages in ex parte communications unless either the aggrieved· party waives the 
violation or the Conunission finds "that such party was not prejudiced thereby or 
that s·uch prejudice, if present, has been removed." 

The Conmission issued its holding on this matter in a, be_nch order on 
November 30,. 1993, and now confirms that holding. The CNS letter to the 
Co11111ission was an .ex, parte cormnunication prohibited under G.S. 62-70. The 
Conmission holds, however, that no prejudice resulted .from the letter. The 
Conrnission further holds that communications from CWS:or any of its affiliates 
to the Commissioners or its staff from now on shaH be through •counsel only. CWS 
has.agreed in open hearing.to this requirement. CNS or its .affi,liates may apply 
to the Commission for exceptions to this ruling if special circumstances warrant. 
Otherwise, violations of this ruling are subject to enforcement under Article 15 
of Chapter 62 of the North Carolina General Statutes. 

Upon call of the case for hearing, CWS_presented the direct testimony of 
Carl J. Wenz, Director of Regulatory Accounting for CNS. The Public Staff 
presented the testimony of Andy Lee, Director of-the Water and.Sewer Division, 

633 



WATER AND SEWER - MISCELLANEOUS 

and David Kirkland Kibler, Staff Accountant. CNS-presented rebuttal testimony 
from Carl Wenz, Byron F. Johns·on, a partner with Arthur Andersen&. Co., and James 
Camaren, Vice President of Business Development for Utilities, Inc., the parent 
of cws.

Based on the testimony and exhibits,received into evidence at·the hearing, 
the Commission's official files, and the record as a whole, the Commission now 
makes the following 

FINDINGS OF FACT 

Background and Commission Procedures 

1. CWS is duly organized as a public utility company under the Jaws of this
State and is subject· to the jurisdiction of the North Carolina Utilities 
Comnission. CWS is engaged in the business of providing water

.-
and·sewer utility

service. to customers 1 ocated in service are_as throug�out North Carolina. 

2. The word "rate" as applied to public utilities regulated. by the North
Carolina Utilities Commission is defined in G.S. 62-3(24), and includes tap fees, 
plant impact fees, manage�ent fees, oversizing fees, and all other'conneCtion 
fees. 

3. The Commission has the authority to determine if the rates of a public
utility are unjust, unreasonable, insufficient or discrimfnatory, or in violation 
of any provision of law. 

4. The Commission accepts for filing, its approved form requiring numerous
exhibits for acquisition of a new or existing water and/or sewer system. 

s. Since September 14 1 1990, the Public Staff's Water and Sewer Division
has more closely scrutinized applications and contracts from-water and sewer 
companies for acquisition of new or existing water and/or sewer systems. 

CWS Tariff History 

6. CWS first requested and received approval to charge uniform usage rates
and connection fees in Docket No. W-354, Sub 16, effective January 27, 1982. The 
uniform plant modification and expansion,fees were applicable in all areas. The 
uniform tap fees were applicable in all areas except where otherwise prohibited 
by contract as approved •by the Commission. 

7. Both the amount of the connection fees and applicable language were
changed in the Company's next general rate-case, Docket No. W-354, Sub 26. The 
phrase "unless prohibited by contract as approved by the North,Carolina Utilities 
Commission," authorizing variation from the .. uniform connection fees, ·was 
inadvertently omitted from the Schedule of Rates approved in the Sub 26 case. 

8. In the Company's next general rate case, Docket No. W-3541 Sub 39, 
cert a in restrictive tari-ff language approved in the previous rate case was 
excluded from the Company's Schedule of Rates. Neither CWS nor the Public Staff 
noted that the phrase "'unless prohibited by contract as approved by the North 
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Carolina Utilities Commission" had been inadvertently omitted from the tariff•in 
the Sub 26 ease or ra'ised the issue of whether such phrase should ··be reinserted 
in the approved tai"iff in .the Sub 39 docket. · 

9. In the Company's next general rate case, Dock�t No, W-351l, Sub 69, the
Conxnission in its Order dated January 7, 1989, found that CWS was not uniformly

·charging the connection fees approved·in Docket No. W-354, Sub 39. Language was
added,baclc to the Schedule of Rates allowing CWS to seelc approval by contract to
deviate from charging its uniform tap 'fees, and plant itnpac� fees. This change,
in effect, reinserted the phrase back into CW�'s approved tariff which had been
inadvertently omitted in the Sub 39 ·case. The Commission required ·cws to file
c�pies-of all contr'actS !1,nd a tap fee repor.t.

10. The Schedule of Rates approved in the Company's next-general rate .. case,
Docket No. W-354, Sub 81, which became effective on June 13, 1990, contained
minor changes regarding unif9rrn tap fees and plant impact fees. The language
regarding deviation ,frqm those .fee� was changed to require not only that the
Commission approve any co_ntracts cal 1 ing_ for different fees, but, that· those
contracts be "on file w.ith the Commission."

11. The Schedule of Rates approved by the Co�issiOn on Octqber 12, 1992,
in the Company's 13.st general rate case, Docket No. W-354, Sub 111, did not
change from -the Schedµle of Rates approved •in W-354, Sub 81-, regarding tap fees
ar,d plant impact fees·. The Commission stated that the approva·l for deviations
inust bE! prior_:.app_roval.

The Fairfield Settlement

12, The Fairfield Settlement does not provide a defense to CWS in this
case. 

Imputation of Connection Fees 

. . 13. CWS presentl)',provides water and sewer utility service to.approximately 
18,000 customers in 73 water systems and 9·1000 customers in 35 .sewer systems in 
North Carolina. 

,14. Since its· inception in 1972 1 CWS·has negotiated and signed agreements 
to serve new water: and sewer areas.· In so doing,·the Company's objectives have 
been· to minimize development risk for itself and its, ratepayers, to maximize 
contributi�ns in•aid.of construction (CIAC) from developers and,builders, and to 
obtain existing systems at a reasonable cost per connection with the opportunity 
to eXpand in. the fllture·. · Through its contracts, CWS seeks to accomplish its 
investment· objectives, tby balancing the price ·paid to the utility owner or 
developer with .the· CIAC received from. such' devel aper or bui 1 der. 

15. When CWS: ·enters into a contract to acquire a utility system, the
Company and the seller. conduct arms-length negotiations. The consideration 
exchanged by CWS and the seller is established through contractual provisions
identifying the :facil ities to be conveyed to CWS · and setting forth the 
compensation, if �ny�.".cws pays for such facilities. The contract addresses 
issues such as the level of connection -fees·, whether connection fees ·are waiv·ed 
or collected,. the;.til]ling of collection of such fees, and whether the fees are 
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retained by CWS or remitted to a third party. CWS has negotiated contracts that 
call for many different approaches to. the timing, _mechanics, and leVel of 
compensation based upon the Company's perception of the different risks and 
circumstances of each situation, thereby resulting in different mechanisms and 
levels of connection fees being imposed. · 

16. Where CWS has a contract establishing connection fees, the-Company has
r81ied upon and follqwed the applicable contractual terms in ·collecting such 
fees. Because occasions have arisen where connections were made to systems that 
were not covered by contractS, CWS requested· and received approval to charge 
uniform tariffed connection fees in Docket No. W-354, Sub 16, effective 
January 27, 1982. In its f_i1ing in the Sub 16 docket, cws·requested that the_ 
tariffed tap fees apply only where there was no contract, approved by the 
Commission, calling for.a different fee. 

-17. CWS has conSistently followed the practice of relying in the first
instance on the terms of contracts cove�ing connection fees and on the uniform 
tar.iff where no contracts exist. 

18. CWS generally acquires its utility systems from developers and
builders, and it is those same developers and builders who generally pay any 
connection fees. 

19. The contracts between CWS and sellers of utility systems ·contain all
of the essential terms that determine the utility assets and facilities to be 
received by CWS and the investment the Company will eventually have in those 
facilities and assets. 

20. In those instances where CWS attached contracts to applications for
certificates of public convenience and necessity to provide water and/or sewer 
util itY service in North Carol ina 1 it was recognized and understood by the 
Commission and the Public Staff, or certainly· should have been recognized and 
understood, that those contracts determined the compensation to be paid by CWS 
and that the terms of those contracts addressing connection fees were a feature 
of the· mode of compensation. Neither the Public Staff nor the Cormnission, in 
certification proceedings, ever raised any concern that CWS. was proposing 
transactions where insufficient CIAC was obtained. Nor were any ratemaking 
adjustments proposed by'the Public Staff and/or Attorney General or approved by 
the Commission in subsequent general rate cases for CWS on the theory that the 
Company's net investment in plant was too high because it had� obtained 
insufficient CIAC through any of its contracts with developers and/or builders. 

21. CWS has been open- and consistent in pursuing its investment objectives
and practices since it began operating as a public utility in North Carolina. 
The Company has consistently relied upon its contracts as controlling its 
connection fee practices wherever contracts exist. The Public Staff, Attorney 
General, and Commission have been fully aware of this practice for many years. 

22. The Public Staff is entrusted with the responsibility for investigating
applications for certificates of public convenience and necessity filed by public 
utilities, including CWS, and determining whether such applications are complete 
and. affected by any discrepancies and/or .conflicts regarding the information 
supplied or rates requested. In reviewing applications for certificates applied 
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for by CWS where contracts were attached, the Public Staff noted no 
contradictions regarding· connection fees· and reported none to the Comnission. 
The Public Staff has in fact admitted error on its part in conjunction with its 
so-called Category III cases: i.e., those cases in which CWS requested non
uniform connection fees and the Public Staff instead recomnended and the
Comnission approved.uniform fees. In presenting the certificate·applications-to 
the Cormnission, the Public Staff represented that the rates being requested by 
CWS were the Company's uniform �ariffed rates. The Orders entered by the
Commission were prepared by the Public Staff and contain no discussion of .any 
discrepancy between the terms of those applicable contracts regarding connection 
fees and.the uniform tariffs. 

23. When CWS _begins service in an area contiguous to a preexisting
franchised service area, the· Company is not required by 1 aw or. Comni ssion .rule 
to_ apply for a certificate of public convenience and necessity. CWS did not file 
contracts with the Commission for systems served by contiguous extension at the 
time it undertook to serve such areas. 

24. CWS_'s practice with respect to connection fees was the same for areas
served through contiguous extension as for areas served pursuant to a certificate 
of public conveniemce •and necessity. That is, CMS relied upon terms of its 
contracts with sellers of facilities dea·l ing with connection fees where such 
contracts existed, an_d CWS relied upon the uniform tariff where- no contract 
existed. 

25. CWS charged 0�1Y its tariffed usage rates for wat�r'and sewer service
in the contiguous areas. With respect to connection fees, CWS relied on 
contractual terms :in the first instance, as was its practice,· because the 
contracts controlled the level of facilities conveyed and the consideration CWS 
paid for them. 

26. A determination of the reasonableness of rate base is always at issue
in general rate cases. The Public Staff has investigated the Company's rate base 
in numerous general rate cases and has proposed many ratemaking adjustments but 
has ,never questioned the reasonableness_ of rate base on the grounds that CWS 
failed to collect sufficient CIAC or paid too much for facilities acquired. In 
the past, the Public Staff has never recommended such an-adjustment' even though 
it has audited and scrutinized the very contracts that are at issue in this case. 

27. Since 1988, the Commfssion- has never indicated th"at any punishment in
the nature of imputed connection fees was warranted or would· be forthcoming for 
past failures by CWS to file contracts dictating connection fee practices for its 
servi r;:e areas. 

Management Fees 

28. The Company has entered into contracts with developers which contain
provisions for ma�agement fees. 

29. The Company has collected management fees in the Riverbend/Lakemere,
Southwoods, Cambridge and Stonehedge/Bradford Park Subdivisions. 
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30. The ,management fee is a one-time, set fee to be collected by the
Company as customers connect to the system. Thus, it has all the characteristics
of a connection fee. 

31. The Public Staff's recommendation that CWS should be prohibited from
charging a management fee in certain subdivisions is inappropriate-and should be 
rejected. 

Oversizing Fees 

32. The Company has entered into contracts with developers which contain
provisions for oversizing fees. 

33. The ·company has collected $1,200 of over�izing fees in the Winghurst
Subdivision. 

34. The oversizing fee is a one-time, set fee· to be collected by the
Company as customers connect to the system. ThuS, it has all the characteristics
of a connection fee. 

35. The oversizing fee is reimbursed by the Company to the original
developer. 

36. The oversizing fee is designed to reimburse the developer for
constructing facilities in an area of possible future expansion. 

37. The Public Staff's recomnendation that the Commission prohibit CWS from
collecting any .oversizing fees is inappropriate i!nd should be rejected. ·The 
Public Staff's recomendatiori that CWS should refund, with interest, any 
oversizing fees which were collected from three contributors in Winghurst is 
inappropriate and should be rejected. 

Deferred Payment Contracts 

38. The Company has entered into contracts with developers or contractors
which contain provision� for contingent deferred payments. 

39. Only the ·contingent deferred payment contracts entered into after
February 3, 1987 are at issue concerning. the Company's compliance with the 
Commission's gr.ass-up requirements; however, all CIAC received after'December 31, 
1986 is taxable. 

40 •. Under these contra�ts, the actual pur�hase price and the tiffling of the 
payments are unknown to CWS at the time the systems are transferred to CWS, 
because the payments are ijependent on the number-of actual connections that will 
be made to the systems. in the future. 

41. Whether the actual purchase price is equal to the original cost of the
facilities cannot be determined at the time the facilities are transferred to 
cws. 
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42. The House Committee Report, which sets forth the legislative intent,
and IRS Notice 87-82, which sets forth the ]RS's overall position on CIAC, r·are 
relevant to:this issue. 

43. IRS.Private Letter Rulings 8909019, 9024022, and 9040021 are applicable
to this issue. 

44. IRS private 1 etter rulings issued to ·specific taxpayers provide
guidance to oth�r taxpaye�s concerning the JRS's position on CIAC transactions. 

45; Although the·Company cited Arthur Ander�en's review as·support .,for its 
position, the Arthur AnderSen•witness could not address the specific transactions 
involved in the contracts at issue in this proceeding. 

46. Some of the contracts include the language that if the contractor's
cost exceeds the amount of CWS's purchase priCe 1 the coritractor is required to
pay CWS the gross-up on the resulting taxable CIAC. Inclusion of this language 
ih·the contracts do�s not meet the Commission's gross-up requirements because i.t 
does not require the collection of gross-up in the year the CIAC is received. 

-

47. CWS owns, operates, maintains, 'and pays property taxes on _property that
it has not recorded on its books and records. 

48. CWS's accounting for property received under contingent deferred
payment contracts does' not .comply with tije property accounting,'r:equirements of 
the NARUC.Uniform System of Accounts for Water Utilities.-

49. CWS's accounting for property received under contingent deferred
payment contracts does.not comply with'the property accounting requirements of 
the NARUC Uniform S�st�m,of�Accounts for ,sew�r Utilities. · · 

50. cWs• s a�counting for property received under cpntingent deferred
payment contracts doe�-not comply with Generally Acc�pted Accounting �rinciples. 

Systems With No Original Cost Data 

51. The Company has ·not obtained actual original ·cost data,- 'for some of its
systems. 

'52. The Commission and. the Public.staff cannot review the reasonableness 
of the gross-up collected and- the Company's compliance with the gross-up 
req�irements without specific information on original cost, taxable CIAC 
reported, taxes colle�ted, and taxes·paid for each system. 

Limitation Of Gr.oss-U� I� Contracts 

53. The Company has entered into certain contracts limiting the amount of
gross-up'to be received from contributors of CIAC to less ·than the.full ainount 
that is required by .the Commission. 

54. Regardless of whether the Company used the partial gross-up method or
the present value method for Blue Mountain, the Company did not have prior 
CoRUTiissicin approval to use either method. 
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55. The Company is in violation of the Coirmission's gr.ass-up requirements
by not obtaining prior approval to deviate from the full gross-up method for Blue 
Mountain as required in the Commission's Order issued on August 26, 1987, in 
Docket No. H-100, Sub 113. 

56. The Company .is in violation of the Commission's Orders in Docket No.
H-100, Sub 113, because it did not obtain prior Commission approval not to
col-lect any .gross-up for -the Southwoods sewer system.

57. The contracts with deferred payments do create taxable CIAC, so any
limitation of the taxes,to be paid by the developer or contractor will result in 
the Company having to pay any additional taxes above the limitation. Therefore, 
the Company is in violation-of the Commission's gross-up requirements because it 
did not obtain prior approval to use a method other than the ful 1 gross-up 
method. 

58. Because the Company did not obtain prior Commission approval to use a
method other than the full gross-up method for any of the subject systems, any 
and all costs in any way associated with income taxes paid by CWS on CJAC related 
to such systems should be assigned to the stock.holders of cws. such costs should 
not be recovered from or otherwise charged to CWS's customers. 

Gross-Up on Certain Tap and Plant Hodificat'ion Fees Set Forth i� contracts 

59. The Coillllission's st�tement concerning pre7February 3 1 1987, contracts
set forth in its Order dated August 26, 1987, in Dock.et No •. H-100, Sub JJ3, 
applies to tap and plant modification fees. 

60. The Company's practices in regard to pre-February 3, 1987, contracts
relating to tap and plant modification fees are, not in violation of the 
Conmission's gross-up requirements. 

ea·ckground and Cammi ssi on Procedures 

EVIDENCE AND CONCLUSIONS FDR FINDING OF FACT NO. 

This finding of fact is procedural and uncontroverted. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 2 

The Conmi ssion' s procedures for ·approving and all o�ing rates are at issue 
in this case. 

G.S. 62-3(24) defines the term "rate" as follows:

'"Rate' means every compensation, charge, fare, tariff, schedule, 
toll, rental and classification, or any of them, demanded, .observed, 
charged or collected by any public utility, for any service pr:oduct or 
commodity offered by it to the public, and any rules, regulations, 
practices or contracts affecting any such compensation, charge, fare, 
t�riff, schedule, toll, rental or classification." 
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Th� Commission concludes that any compensation charged or collected by a 
regulated water or sewer utility from any entity for the immediate or ultimate 
purpose of providing water and/or sewer service is a "'rate"' as· defined by the 
foregoing statute and must be approved or allowed by the Commission. Therefore, 
tap fees, plant impact fees, oversizing fees, management fees; and all other 
connection fees are "rates" as defined in Chapt_er 62. 

EVIDENCE.AND CONCLUSIONS FOR FINDING OF FACT NO, 3 

G.S. 62-136 provides, in pertinent•part, that: 

"(a) Whenever the Conmission, after a hearing had after reasonable 
notice upon its 'own motion or upon complaint of any one directly 
interested, finds that the existing rates in effect and collected by 
any public utility are unjust, unreasonable, insufficient or 
discriminatory, or in violation of any provision of law, the 
commission shall determine the just, reasonable, and sufficient and 
nondiscriminatory• rates to be thereafter observed•and in force, and 
shall fix the same by Order." 

G.S. 62-136 authorizes the Commission to inqllire into rates charged by a 
public utility, to correct them if necessar,r, and to order refunds when 
appropriate, 

EVIDENCE AND CONCLUSIONS ,FOR FINDING OF FACT NO. 4 

The evidence supporting this finding of fact is found in the testimony of 
Public Staff witness lee·. As a matter of practice, the Cormnission requires that 
a specific form 0 be filled out for any acquisition of a water and/or sewer service 
area. This form' requires a number. of attachments. - Line fourteen specifically 
requests the tap fees that the Company proposes to charge, The filing of the. 
acquisitiOn form for water and sewer franchises is provided for in the statutes 
and Comnission rules. The Cofnmission and ComrniSsion Staff receive copies of the 
applications at the same time that the,Public Staff receives-them. By approving 
rates for these companies, the Conrnission, absent a clear and specific request 
for approval, is not approving the attachments to the companies' fi_lings, which 
include items such as articles of intorPoration, contracts with developers, 
partnerShip·agreements, a letter from the Division of Health Services or from the 
Division·of Environmental Management, a copY 6f purchase agreements or recorded 
�eeds, and maps. As Puhl ic- Staff witness Lee pointed out, these attachments 
often address subjects not within the Conrnission's jurisdiction, so the 
Commiss-ion has no authority or need to approve them. 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO,' 5 

The evidence supporting this finding of f8.ct· is found in the testimony Of 
PUblic Staff witness Lee. on September 14, 1990, as a result of·a change in the 
federal tax laws, the·conmission issued an Order requesting that the Public Staff 
provide information on contributions in aid of construction (CIAC) in water and 
sewer-matters that the Public Staff brought b�fore the Commission •. As a result, 
engineers in the Public Staff Water and Sewer Division have more carefully 
reviewed water and'sewer contracts, according to the testimony of Public Staff 
witness Lee. In addition, the Public Staff Accounting Division now reviews these 
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contracts. Witness Lee stated that now the Public' Staff attempts to identify any 
inconsistencies in appli�atfons and their attachments and give the applicant an 
opportunity to correct·them, and that before 1990 there was less of a review of 
the contracts. The Public" �taff has also admitted that certain agenda items 
presented to the Corrmission over the years· for CWS�related matters contained 
errors. 

CWS Tariff History 

EVIDENCE AND CONCLUSIONS FDR FINDINGS OF FACT NOS. 6 - II 

A discussion of this matter is best begun by sununarizing and discussing 
CWS's tariff history. regarding the Comp�ny's uni.form and contractual connection 
fees. 

Docket No. W-354, Sub. 16 (1981) 

cWs first requested the uniform usage rates and connection fees for the 35 
systems or service areas that it had acquired as of June 1981, in Docket No. 
W-354, Sub 16. Prior to t_hat time, different usage rates and -connection fees
were in effect for each system. The Commission approved uniform usage rates and
connection fees for CWS effective January 27, 1982. At �he request of CWS, the
approved Schedule· of Rates further provided, however, that the uniform tap fees
would be '"[a]pplicable in all service areas except where otherwise prohibited by
contract as approved by the,North Carolina Utilities Commission.� 72 Report of 
the NCUC Orders and Decisions 568 (1982).

Docket No. W-354, Sub 26 (1983) 

Both the amount of the connection fees and applicable langua9e were cha�ged 
in CWS's next general rate case, Docket No. W-354, Sub 26,- fi-led on June 24, 

· 1983, with final decision rendered on December 12, 1984. 74 Report of the NCUC
Orders and Decisions .683 (l984), aff'd., 75 Report of the NCUC Orders and 
Decisions 705 (1985). In this case, CWS sought. only to increase its tariffed
connection fees; the Company proposed no changes in the terms of its tariffed 
connection fees. The Public Staff, through the testimony of witriesS Andy Lee,
took the ,position that the increased connection fees proposed by CWS s_hould Q.nly
apply to situations involving the extension of new-mains. Witness Lee contended
that the increased connection fees proposed· by CWS should not apply to new 
co11nections made to presently existing .mains. Rather, the Publ i � Staff :took the
position that the old or previously approved connection fees should be applied
or charged for new connections to presently existing .mains. Witness Lee also 
reconrnended that the proposed fees should not be applicable to existing contracts
between the Company and developers or builders. The Public Staff did not propose
deletion of the phrase included in the Sub 16 Schedule of Rates that the
Company's uniform tap fees would be n[a]pplicable .in all areas except where
otherwise· prohibited by contract as approved by the North Carolina Uti 1 i ti es
Commission.n

cws opposed the Public Staff's recommendation that the uniform connection
fee tariff contain two levels of fees dependent upon the timing of main
extensions, arguing that such a distinction would be difficult to administer and
would inevitably lead to problems of definition.
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, The Hearing Examiner in the Sub 26 case accepted and adopted the Public 
Staff's recormnendation. Although the Hearing Examiner also recited Public Staff 
witriess Lee's· testiniony to th� effect that the proposed fees should not be 
applicable to existing contracts between the company and developers or·builders, 
the phrase "unless prohibited by contract as approved by the North Carolina 
Utilities Commission" was apparently inadvertently.omitted from the•Schedule of 
Rates approved in the Sub 26 docket. 

Docket No. W-354. Sub 39 (1985) · 

· In its next general ·rate case, Docket No. W-"354, Sub 39; •the restrictive 
language approved in the previous rate case was excluded from its Schedule of 
Rates at the request of CWS. 76 Report ·of the NCUC Orders and Decisions 739 
(1986). The Public Staff argued to retain the language. The Hearing Examiner 
agreed with cws as1discussed in the Order: 

. 

"The Applicant objects to the addition of the proposed •language. The 
Hearing Examiner notes that,. as was asserted by Company witness 
O'Brien, such a restriction would result in.varying fees from neighbor 
to neighbor--a· system difficult to administer and likely,, to ·create 
unnecessary animosity. Further I this 1 anguage . wou1 d. ·1 imit the 
Applicant's.ability to charge the proposed fees when it is necessary 
to expand· sol_!rce of supply facilities to serve previously existing. 
mains. Further, the conc_ept of uniform rates' presumes n6 
differentiation in rate base. The imposition of a· •,variety' of 
circumstances by which tap fees are1·based circumvents that; ·concept 
where there is no .sufficient· reason to.do so. The difference in rate 
is therefore not justified and is unreas·onably discriminatory •. In the 
Order in Carolina, Blythe Utilities Company, Docket No. W-503', Sub 2 
(July I, 1982), the Hearing Examiner .found just such a'difference in 
tap-on fees to be unreasonably discrimina�ory and a violation of N.C. 
Gen. Stat. 62-140' (1984). Based upon the foregoing and the record as 
a whole, the Hearing Examiner finds •the prop_osed language to be 
counterproductive and denies its _inclusion."' 

1Jh. at 763-64. 

Thus, the amount of the tap fees and plant modification and expansion fees 
did not change; however, the restrictive language that exempted preexisting tap 
fees was removed·from CWS's Schedule of Rates effective January 27, 1986. 
Likewise, the Sub 3.9 Order eliminated the restrictive language which.had limited 
plant· modification and ,expansion fees to -systems lacking approved engineering 
plans at the time of the· Sub 26 rate increase Order. During the course of the 
Sub 39 case, neither CWS nor the Public Staff noted that the phrase, "unless 
prohibited by contract as approved by the North Carolina Utilities Comnlssion" 
had been inadver,tently omitted from Schedule of Rates approved in the Sub 26 
case, That being the case, neither party recommended that the phrase in question 
be reinserted .in·the approved.tariff in the Sub 39 docket, and that phrase was 
not reinserted. 
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Docket No. W-354, Sub 69 (1988) 

In CWS's next general rate case, Docket No. W-354, Sub 69, the CoT1111ission· 
in its Order dated February 7, 1989, found that: 

"22. The Applica�t is not uniformly charging the tap-on fees and plant 
modification and expansion fees approved in its last rate case." 

79 Report of the NCUC Orders and Decisions 482, 494 (1989). 

In support of its finding, the Conunission discussed in its evidence and 
conclusions that: 

"Evidence presented in the current proceeding indicates that the 
Company charged the uniform tap on fee and plant modification fee to 
only a minority of the customers added since the last rate case. It 
appears that the uniform tap on fee .and plant modification fee were 
charged primarily to customers connecting to systems or portions of 
systems where no contract prohibiting application of the uniform fees 
existed between the Company and develOper. It alsri appears that in 
some cases new customers connecting on the same •street were charged 
different fees.· It also appears that the Company had existing 
contracts at the time its last rate case was being decided prohibiting 
application of uniform fees. Evidence presented in this proceeding 
and in filings by the Company since its last rate case indicate that 
the Company has entered into contracts prohibiting application of 
uniform tap on fees in the majority of systems-added since the last 
rate case. The existence of these contracts contradicts the Company1 s 
argument and the decision rendered by the Hearing Examiner as in the 
last rate -case previously noted. 

'"Public Staff witness Lee has recommended that the tariff language be 
amended to state that the tap fee established in the tariff will be 
applicable unless provided for otherwise by contract approved by the 
Commission. Witness Lee testified that review of 1986 tap records 
revealed that in some cases the Company deviated from the approved 
uniform tap fees. These cases occurred where the Company had entered 
into contracts with developers specifying different tap fees. Witness 
Lee observed that the Company, by honoring contracts calling for 
different tap fees, may violate the uniform rates approved for the 
Company. Witness Lee expressed the opinion that language is needed in 
the Company's tariff to allow for deviation from the uniform tap fees 
if the Company is going to be allowed to negotiate different 
agreements with the developers. 

"Witness O'Brien -addressed witness Lee's suggestion in his rebuttal 
testimony and agreed that the change advocated by witness Lee to add 
the language "unless otherwise approved by contract" is appropriate. 
Witness O'Brien testified that the differing fee arrangements are 
generally submitted to the Commission in .connection with new 
acquisitions or the formation of new service territories. Other 
contracts are negotiated that provide for "front-end" payments for 
sewage treatment plant expansion, additional wells or added water 
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storage in lieu of tap fees. Witness -O'Brien testified·that the 
Company's efforts ·are designed to maintain a reasonable investment in 
line wi.th the Company's historical cost per customer, to improve· 
service to existing customers through installation of supplemental or 
stand-by faci 1 i ties,. and to recognize that a 1 arger customer base in 
most areas will result in greater operational efficiencies. Witness 
O'Brien proposes tariff language that does. not require prior 
Corrrnission approval of contracts with different tap and plant impact 
fees. Witness O'Brien testified that the Company did not wish to 
u�urp the provisions of its tariffs, but only to have the.ability to
negotiate the timing and f!1anner in which the fees are paid. He
testified that in negotiating with developers, timing is of, the
essence. Prior approval of the contract differences would be
extremely costly, time-consuming and burdem;ome to the Commission. He
testified that the propriety of the fees is most efficiently addressed
at the time of a general.rate case. He stated that the Company would
be wi 11 i ng to bear the risk of such process because the Company
believes the contracts accomplish the intent of the tariffs and are
designed to keep the Company's investment at a reasonable level.

"The Commi�sion has analyzed the arguments by the parties in favor of 
making this addition to the language contained in the, tariff and 
hereby approves the language proposed by the• Public Staff. However 
the CcitllJlission concludes that any contract should contain a clause, 
clearly shown, which provides that said contract 1s subject to 
Colimission approval. A copy of each contract should be filed at.the 
time the application for the franchise is filed. 

"The Conmi ssi on further concludes that the Applicant shoul cl fi 1 e a 
copy. of each of its present .contracts and a report specifying the 
amount of the tap on fees and/or pl ant impact. fees that can be charged 
in each system or portion of a. system., This will be added' to the 
tariff, Under the present tariff, it would be very difficult, if not 
impossible, · for the Cormnission to d8termine those fees in any 
particular service ar�a." 

.!J!.,_ at 535-36. 

Docket No. W-354, Sub 69, changed the name of the "plant modification and 
expansion fee" to "plant impact fee" at CWS's request. .!J!.,_ at 537, Also 
restrictive language was added back to the tariff concerning the applfcation of 
the uniform tap fees and plant impact fees. The restrictive language, added as 
a footnote to the Schedule of Ra1:,es, read, "Unless specified differently by 
contract approved by Cot1111ission." This change, in·eff�ct, reinserted the phrase 
back into CWS's tariff which had been inadvertently omitted in the Sub 39 case 
allowing CWS to seek approv�l �Y contract to deviate from charging its uniform 
tap fees and Plant i�pact fees. The amount of �he uniform tap fees and plant 
-impact fees did liot change. However, three service areas were specifically
excluded from uniform tap fees or plan't:, impact fees. These service areas were
Co.roll a Light (water and sewer), Hound Ears (water and sewer), and Brandywine Bay
(sewer), which had' non-uniform fees approved by Orders issued in Docket Nos.
W-354, Subs, 47, 55, and 60. The Conunission also required CWS to file a copy of
each of its present contracts and a report specifying,the amount of tap fees
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and/or _plant impact fees that can be charged in each system or portion of a 
system and stated that "[t]his will be added to the tariff," The Commission 
further noted that "[u]nder the present tariff, it would be very difficult, if 
not impossible, for the Commission to determine those fees in any particular 
service area." � at 536. 

In addition to the tap and plant impact fees discussed above, the Commission 
also included the following language concerning gross-up for taxes on CJAC: 

"The Tap on Fee and Pl ant Impact Fee are subject to Gross up 
Multiplier Provisions of the North Carolina Utilities Commission, 
Docket No. H-IOD, Sub 113." 

l!h at 546. 

Docket No. W-354, Sub BI (1989) 

The Schedule of Rates approved in CWS's next general rate case, Docket No. 
W-354, Sub 81, which became effective on June 15, 1990, contained minor changes
regarding uniform tap fees and plant impact fees. The language regarding 
application of those fees was changed to require not only that the Commission 
approve any contracts calling for different fees, but that those contracts be "on 
file with the Commission." 80 Report of the NCUC Orders and Decisions 342, 434, 
436 (1990). 

Public Staff witness Lee testified that CMS filed copies of contracts on 
November 20 1989, as required by the Order entered in the Sub 69 docket on 
February 7, 1989, but that the Company had not filed the required connection fee 
report. Therefore, the Order in the Sub 81 case again required CMS to submit a 
repqrt detailing its tap and plant impact fees by subdivision. 

The Schedule of Rates also added Wolf Laurel and Sherwood Forest to Corolla 
Light, Hound Ears, and Br�ndywine Bay as service areas specifically excluded from 
uniform tap or plant impact fees. Non-uniform fees were approved for Wolf Laurel 
in Docket No. W-354, Sub 61, and Sherwood Forest in Docket No. 354; Sub 67, prior 
to the W-354, Sub 69 rate case; however, Wolf Laurel and Sherwood Forest were 
excluded from that rate case and were therefore excluded in the Sub 69 tariff 
from the uniform fees. 

Docket No, W-354, Sub Ill (1992) 

The Schedule of Rates approved by the Commission on October 12, 1992, in 
CWS's last general rate case, Docket No. W-354, Sub 111, did not change from the 
Schedule of Rates approved in W-354, Sub Bl, regarding tap fees and plant impact 
fees. The Public Staff stated that a number of contracts- between CWS and 
developers had sti 11 not been fi 1 ed with the Conrni ssi on notwithstanding the 
Orders in the Subs 69 and BI dockets requiring all such contracts to be filed, 
The Conrnission ordered CMS to file copies of certain contracts specified by the 
Public Staff and any other contracts with developers that had not previously been 
filed. CMS was also required to henceforth file all contracts with developers 
with the Conrnission within 30 days of signing, including contracts covering 
contiguous expansions. ln addition, the Company was required to file a list of 
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all systems where the uniform connection fees ,were not being charged.· The 
Commission, upon recommendation of the Public Staff,. further concluded that: ·

"the Company should charge the uniform .tap fee and plant modification 
fee in all of its service areas unless it receives prior Commission 
approval to deviate from ,the unifor m fees. This-requirement should· 
apply to both existing and n�w service areas. The filing by CWS of 
contracts that provide for non•uniform· fees does not cbnstitute 
CoT11J1ission approval of such fees •. " 

82 Report of the NCUC Orders ·and Decisions 387, '503 (1992). 

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12 

Fairfield Settlement 

Company witness Camaren testified on this· iSsue. The Co1T111ission's 
conclusions are suppc,rted by Previously reported cases involvjng Utilities, Inc.,
companies. · · 

cws claims that the Fairfield Settl�ment precludes the �ormnission from 
taking any action to remedy the problems identified by the Public Staff. Witness 
Camaren specifically testified that "the Fairfield Settlement directs the 
Commission to take action on contracts or terms on a- go-forward basis." A 
thorough study of the written Settlement, to which the Commission notes neither 
the Puhl ic Staff nor the Attorney General was a party, shows that the 'Fairfield 
Settlement is unrelated to the issues in this case. Therefore the Settlement'has 
no bearing on the remE!dy the Commission·,may order -in this caSe • 

The Fairfield Settlement was signed by the Commission staff and the attorne,Y 
for CWS Systems. Inc., in Docket Nos. W-778, Sub 6, and W-354, Sub 91, on April 
24, 1991. The Settlement document explicitly points out that �he Fairfield show 
cause proceeding was "established to determine whether CWS should be fined for 
its actions in acguirfng the Fairfield systems" (emphasis add�d) and··that the 
Grandview show cause proceeding was "established to·determine,whether CWS should 
be fined for its. actfons· in acquiring the Grandview and Lockhurst system." 
(emphasis added) The issue in both acquisitions was whether the Company had 
v,iolated G.S. 62-lll(a) by, obtaining the systems prior to Commission approval. 
In Docket No. W-778, Subs 2, 3, and 4, the·Commission specifically concluded that 
"it is clear that CWS violated G.S. 62-lll(a), particularly in view of the 
interpretation of this statute in the Pinehurst case by the Court of Appeals." 
ln re Application of CMS Systems, Inc .. 80 Report of the NCUC Orders and 
Decisions 456, 466 (1990). 

The case referred to by -the Commission is .. state ex rel. Utilities Commission 
v. Village of Pinehurst, 99 N.C. App; 224 (1990), aff'd RID'. ·curiam, 331 N.C. 278
(1992). The Commission 'quoted at length from the opinion of the Court of Appeals
on the appropriate time to seek Commission approval of a transfer. Pinehurst
itself involved a transfer,' and a key issue in that case was whether the· utility
had actually completed the transfer· before .. requesting Commission approval� ·

Thus, the Commission, responding.to'the Pinehurst trahsfer hearing·and the 
Pinehurst appeal, was closely scrutinizing· transfers in the 1989-90 time frame. 

647 



WATER AND SEWER - MISCELLANEOUS 

Several utilities, including cws, were acquiring systems in such a way that the 
Commission had virtually no choice but to approve them. For example, in the 
Fairfield subdivisions, CWS Systems, Inc., had been operating the utilities, 
billing customers, and collecting the utility revenues before it even filed its 
application. In re Application of CWS Systems, Inc., 80 Report of the NCUC 
Orders and Decisions 456, 459 (1990). 

Because 'of what Commissioner Cobb's dissent described as a "blatant 
�isregard ••• for both our rules and the law of this state," 1!L. at 472, the 
Coliltlission instituted a show cause proceeding. The reason for that proceeding 
was the Company's violation of G.S. 62-lll(a). Therefore, the only purpose of 
the show cause proceeding was to decide if the Conmission should penalize the 
Company for the way it was presenting essentially completed transactions to the 
Conmission as transfer applications. 

The language quoted from the Settlement by witness Camaren must therefore 
be read in the context of the acquisition controversies. The.Corranission agreed 
to release CWS and its affiliates from any claims "arising out of or in any way 
relating to Docket Nos. W-778, Sub 6, and W-354, Sub 91, and the dispute 
described" in the document. The only "disputes" described in the Settlement are 
the. Fairfield and Grandview transfer appl i cati ans and the resultant show cause 
proceedings. 

The Settlement goes on to extend the release "to all acquisitions approved 
prior to execution. of this agreement or acquisitions, whether by contiguous 
extension or otherwise, that have been expressly noted in any previously decided 
CWS rate application." (emphasis added) The Settlement repeatedly refers to the 
"acquisitions" issue, which the Commission construes to be the repeated 
violations of G.S. 62-lll(a) that led to the show cause proceeding. The claims 
from which the Settlement released cws were therefore those that related to G.S. 
62-lll(a) specifically and the procedure for approving acquisitions generally.
This case does not involve any G.S. 62-lll(a) issues, nor does it present the
CoTI111ission with any proposed transfer. This case is about connection fees and
CIAC tax liability. Therefore, the Commission holds that the Fairfield
Settlement is unrelated to the issues in this docket and does not operate as a
release for CWS regarding the· issues raised by the Public Staff:.

The Conanission further holds that specific limitations on the Fairfield 
Settlement such as it has found appropriate in this case are essential. CWS 
,apparently claims that the Settlement is a complete defense in this case. 
Witness Camaren testified that the document "directs the Conmission to take 
action on contracts or terms �n a go-forward basis." (emphasis added) Thus he 
apparently believes the Commission has no authority to take any action against 
CWS on any existing contract or term. This interpretation is neither reasonable 
nor lawful. G.S. 62-32 requires the Commission to super.vise "the rates charged 
and service rendered by'" CWS. G.S •. 62-l39(a) requires CWS to charge its approved 
rates and charges. Thus, the Conmission, under the CWS .interpretation of the 
Settlement, would be prohibited from performing a duty prescribed to it by the 
Genera 1 Assembly o Such an interpretation . obvi o!Jsly cannot be sustained and 
indeed could subject the Commjssion to writs of mandamus. 

The Conunission therefore concludes that the,Fairfield Settlement is not an 
effective defense for CWS in this case. Factually it d�es not apply to 

648 



WATER AND SEWER - MISCELLANEOUS 

connection fees and CIAC. Moreover. the broad interpretation of the Settlement 
urged by cws would· be unlawful. Furthermore, the Conmission is disturbed that 
cws would assert an unrelated settlement as a defense in this case. 

EVIDENCE ANO CONCLUSIONS FOR FINDINGS OF FACT NOS. 13 - 27 

The evidence in this case indicates that cws has utilized two primary 
methods over its 22wyear history in North Carolina to acquire new systems and 
expand into new areas. One method has been the purchase of existing utility 
systems. The other method has been to contract with developers of areas 
contiguous to an already certificated CWS system for the authority to provide 
water and/or sewer utility service. The systems generally are constructed by 
others in order to facilitate.the construction of residential subdivisions. In 
obtaining systems during the time it has operated in North Carolina, CWS has 
followed a consistent pattern. CWS has entered into contracts with the sellers 
of systems through wh,ich the Company has sought to minimize development risk for 
CWS and its ratepayers. CWS's objectives have been to maximize contributions in 
aid of construction (CIAC) collected from developers of new areas and to obtain 
existing systems at a reasonable cost. per connection. CWS asserts that it has 
sought to obtain systems where there was an opportunity to expand in the future 
to take advantage of economies of scale. 

Each contract CWS enters into when it acquires systems contains provisions 
addressing the mechanism through which CWS accomplishes its investment 
objectives. The consideration exchanged by CWS and the developer or builder is 
established through contractual provisions identifying facilities the seller 
conveys and �etting forth the compensation, if any, CWS pays f�r such faciliti_es.

The pattern of compensation and facility transfer differs with each CWS 
system acquisition. �ach service area is unique; each seller, developer or 
builder has different needs and objectives. The varying competitive market 
forces dictate what compensation the seller requires for the facilities conveyed 
in· an arms-length transaction to CWS and the price CWS is willing to 'pay for 
those faci:lities. The·sales prices for the systems are not regulated per se, for 
there is no tariff or Colllllission rule controlling the price of facilities CWS 
acquires. However, regulation does exist in the form of oversight in certificate 
of public· convenience and necessity proceedings Or subsequent general rate cases. 

Issues such as .the level of connection fees, whether ·connection fees are 
waived or collected, the timing of collection of such fees, and whether the fees 
are.retained ·by CWS or remitted to a third party, are necessarily tied to the 
agreed upon compensation ·paid for the facilities conveyed. For the' reasons 
outlined above, CWS has negotiated contracts that call for many different 
approaches to the timing, mechanics, and level of compensation, reflecting the 
different risks and circumstances of each situation. This has caused different 
mechanisms and levels of connection fees to be charged to builders. CWS asserts 
that the delicate balance between the purchase price paid for utility facilities 
and CIAC collected ·has resulted in a reasonable and appropriate investment' per 
connection and that the reasonableness of the Company's investment-is eviden�ed 
by the approvals granted in ,general rate case and certificate of public 
convenience and necessity Orders issued·over ·a long period of time. ·According 
to CWS, accomplishment of'its investment goal has resulted 'in'a reasonable rate 
base and the payment of a reasonable amount as return on that rate·base through 
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rates paid -by consumers. CWS takes the position that the evidence for this 
conc1us:ion is found not only in the record o·f this proceeding but in the Orders 
entered by the Commission during the Company's 22-year history.

An examination of CWS's investment Practices over its history in North 
Carolina reveals that the Company's practices have been consistent in that the 
mechanism of connection fees.has been used to obtain funds from or·convey funds 
to sellers of systems. Where CWS has a contract establishing connection fees, 
the Company has relied LlPDTI those contractual terms as dictating its subsequent 
activities regarding the connection fees. The Commission, the Public Staff, and 
the ·Attorney General been fully aware of this practice. for many years. In 
certification proceedings· in particular, CWS assumed that if either the 
Commission, the Pllblic Staff, or Attorney General deemed the terms· of the 
contracts regarding conne_ction fees to be in conflict with other portions of the 
Company's applications, questions· would have been raised and the conflicts 
addressed and resolved. CWS asserts that it is.� i nconcei vabl e ,that the Public 
Staff in particular never read the contracts .in question and n�ver .understood 
what they meant regarding connection fees. In fact, cws· states that the evidence 
is ·to the contrary, citing Puhl ic Staff wi,tness Lee's testimony in the Sub _69 
case as an indication that the Pub1 ic Staff knew exactly whi:lt the Contracts meant 
and how the Company had. relied on them in fcishi oning its connection fee 
practices. CWS further asserts that the Public Staff is at fault for failing to 
fully 'investigate and prosecute connection fee issues in a timely manner; 
instead, the Public Staff has, .. according to the -Company, allowed anii through 
inaction encouraged this matter to drag on for many years ani::1 through many cases. 

Although cws· relies · primarily upon its contracts with .the .seller to 
determine ,the connection fees charged within· a service area, occasions arise 
where connections ·are made that are not covered by any contract. For example, 
the developer may complete the sales ·of homes within a subdivision and leave a 
number of lots without new.homes. Subsequently, someone else will buy the lots 
and construct homes in si.tuations not covered under the contract with the 
original ·developer. ,In other situations, a portion of the subdivision will be 
sold by the original developer to a third party before homes are constructed. 
CWS may·have no contract with the subsequent· developer ·of the new section. 

WitholJt ·a provision in the Company's. tariffs authorizing it to assess 
connection fees in tho�e sitUations, CWS would have difficulty collecting any 
connection fees at all. Consequently, in 1981, CMS requested uniform system-wide 
rates in the Sub 16 docket and at that time sought a tariffed set of connection 
fees. . In its filing, CWS clearly indicated that the tariffed tap fees 
established by the Commission were to apply� only where no contract existed 
calling for a different fee. 

The phrase "unless prohibited by contract as approved by the-North carol ina 
Utilities Commission," which was approved by the Commission in the Company's 
Sub 16 general rate case and which authorized variation from the uniform 
connection fees, was inadvertently omitted from the Schedule of Rates approved 
for CWS in the Company's Sub 26 general rate case. Furthermore, the inadvertent 
omission of that phrase was apparently neither discovered nor discussed during 
the Company's next general rate case in the Sub 39 docket, and, therefore, the 
phrase was not reinserted in the tariff approved by the CoD111ission. In the Sub 
69 general rate case, the Public Staff conducted an examination of CWS's 
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contracts with sellers of utility facilities and requested the Co11111ission to 
order cws to file all .of its contracts with the Cornnis�ion. · In the Sub 69 casei 
the Public Staff also requested CWS to fi,le the contracts so that the differing 
levels of connection fees could be added·to CWS's ta�iffs. Jn our February 7, 
1989; Order in the Sub 69 docket in response to the Public Staff's 
recommendation, the Commission ruled: 

"The Conunission further concludes that the Applicant should file a 
copy of each of its present' contracts and• a report specifying the 
amount of tap on fees and/or plant impact fees that can be charged in 
each system or portion of a system. This will be added to, the tariff. 
Under the present · tariff, it would be very di ffi cult,. - if not 
impossibl_e, for the Commission tO determine those fees in any 
particular service area." (Emphasis added.) 

CWS filed its contracts. on November 20, 1989, ,but apparently did not file the 
rE!qui red tap fee repo_rt. 

• 

In CWS's 1990 general rate case, Docket No. W-354 1 Sub 81 1 issues again 
arose as to whether the Public Staff had a complete list of the contracts. In 
that ,case, the Public Staff renewed its request that CWS file-its contracts and 
a report detailing tap fees and �impact ·fees in each subdivision. The 
justification for the Public·Staff's requ�st-was the same as was previously given 
in Docket No. W-354, Sub 69, The· Public·Staff claimed that its representatives 
and CWS WE;!!re speriding:, large amounts ·of -_time responding ·to ,inquiries. The 
Convnission again required CWS to file the report, which was subsequently filed. 

By f11 i ng 1 ts contracts and 1 i sting• its connection fees 1 '.CWS asserts that 
the Company fulfilled its obligations· with respect to-· obtaining ariy 
authorizations to ·-charge contractual, connection fees. In our Order in the 
Sub 69 docket, the cornnii.ssion ruled ttiat ·the .fi.ling of such contracts and reports 
would indicate what connection fees "c:an be charged in each· system or portion of 
a system" by GWS and that the fees indicated on the report were to be "added to 
the tariff." 

CWS interprets the ac:;tions of the �ublic Staff and the Conunission regarding 
this matter as indicating that the Company's prior-practices. were completely 
acceptable to both agencies and that the Public S\aff and Conunission acted only 
to remedy an administrative problem; i:.e.·,,' quick identification of which 
connection fees applied in a particular area. . CWS correctly .asserts that the 
Conunission provided in the Sub 69 ·Order that the tariffs-should be·adjusted so 
that the fees could be p1:1blished as a point of speedy.reference-. As a result, 
CWS further maintains that the Public Staff's current position that once it has 
obtained all contracts, it is-·free to .. use them not for the stated purpose of 
documenting fees being.charged, but to compare what was charged to•what w�s not 
and then make a $3 million rate base, adjustment i's without merit. and 
unfeasonable. 

The Conunission believes that the intent of the Public Staff in 1988 in the 
Sub 69 case -Was to compile connection fee data from contracts and. to add this 
data to the Company's tariffs in order to be '"legally and technical,ly correct." 
CWS made no attempt to resist this effoh based on the reason given for· it. The 
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Connnission required the .company to fi·le the contracts so that its files .would 
reflect the connection fees "that can be charged" and to add them to the tariff. 

CWS also asserts .that the only appropriate action for the Corrmission to take 
to the extent it deems a filing of the contracts a technical requirement 
necessary for CWS to comply with the contracts in assessing connection fees, is 
to deem the filings by the Company in 1989 and 1990 satisfactory nunc ID:Q. tune. 
Indeed, CWS takes the position that by requiring the Company to file the 
contracts in response to the Public Staff's 1989 testimony, the Comnission has 
implicitly alread� approved CWS's activities. 

Since 1988, the Connnission ·has never -indicated that any punishment ·1n the 
nature of imputed connection fees was warranted or would be forthcoming for past 
failures to file contracts dictating connection fee practices for service-areas 
served by contiguous extension or to get express approval in ·certification 
proceedings. By ordering cws in the"company's 1988 general rate case to file 
contracts indicating which connection fees "can be charged" and to obtain 
information that "'wi 11 be added to the tariff," the Commission in effect found 
and concluded that the Company's practices had been permissible, were reasonable, 
and that no substantive harm had been identffied that needed rectification by way 
of ratemaki ng adjustment in particular� If"the Cammi sSi on now accepts the Public 
Staff's recommendation and uses the information obtained pursua"nt to previous 
Orders on the pretext of fulfilling an administrative function, CWS· will be 
punished in a wholly inappropriate ex post facto fashion, despite � lack of 
evidence of harm. Such·an action by the Commission would be unreasonable and 
unwarranted. 

In each Of the Company's five general rate cases heard and decided by the 
Commission since .. 1982, issues regarding connection fees have been raised by the 
Public Sta ff. The uni fdrm tariff provi si on·s covering conne_ction fees have been 
changed, and issues regarding CWS's connection fees covered by contracts have 
been addressed • .  cws has consistently followed the practice of relying in the 
first instance on the terms of contracts covering connection fees and ·on the 
uni form tariff where no contract exists. Notwithstanding the concerns which the 
Public Staff has been ·strenuously expressing regarding the Company's tap fee 
practices and procedures beginning more than.five years ago in the Sub 69 general 
rate case in particular, the Public Staff never proposed a ratemaking adjustment, 
such as the imputation of connection fees, in any of the five general rate cases 
heard and decided by the Commission since uniform fees were first approved for 
CWS in 1982. The record clearly indicates that the Public Staff was well aware 
of CWS's connection fee practices and procedures and the Company•·s failure to 
file and receive approval of contractually set connection fee· charges as early 
as the Sub 69 case, yet .the Public Staff proposed no ratemaking adjustment in 
either that case or the cases subsequently decided by the Colllllission in the 
Sub 81 and Sub Ill dockets. Nor was .there any appeal by the Public Staff in 
those dockets of issues related to the Company's tap fee practices and 
procedures. The Public Staff has, by its actions in many general rate case 
proceedings, waived its right to, and is in effect now estopped from, imputing 
corinection fees for ratemaking purposes with regard to any prior failure by CMS 
to seek and gain approval of contractually set conn·ection fees. This principle 
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is also true for the Attorney General and even the-Comnisslon. The-Public Staff, 
Attorney General, and Commission are now bound by the Final Orders entered in 
mult;iple general rate cases where-no imputati_on·'of.connection fees and associated 
rate base adjustments were.proposed and those. Orders are no longer subject to 
appeal. 

Furthermore, over the _years, the Public Staff has at the very least 
acknowledged CWS's practices regarding connection fees. CWS and the Public Staff 
have differed on.:how. the uniform tariff covering connection fees should be 
written; and the Public Staff has complained that it.ls difficult to keep track 
of the differing colltr.actual connection fee arrangements so- as to reply to 
inquiries from time to time. Nevertheless, until .the waning hours. of CWS's most 
recent general rate case in 1992, Docket No. W-354, Sub lll, the Public Staff had 
never previously suggested any fundamental disagreement with the basic premises 
Of �WS�s connection fee practices and.procedures. 

Now, after more th�n 20 ye�rs of. consistent application of these connection 
fee practices by the Company, the Public Staff asserts that CNS has been remiss 
in relying on its contracts with sellers- of.systems to determine the connection 
fees -it collects. The Public Staff asserts ·that in most instances CWS has had 
no authority to charge connection fees established in these contracts. The 
Public Staff claims that _submission of the contracts as a requir!;!d exhibit in 
CWS's applications for certificates. of public convenience and necessity was not 
adequate to establish contractual connec_tion fees unless the Cormiission· Order 
granting the certific!lte expressly authorized the contractually determined 
connection fees. Long after the Company's practices were established and known 
to the Conunission and.the Public Staff, the Public Staff further asserts that CWS 
was wrong to charge connection fees established by contract where service was 
lawfully provided through contiguous extension, because CWS did not apply for 
authority to rely �pon the contracts at the time it began service. 

' ' ' 

The· penalty the Public Staff urges the Commission to employ is to· reduce 
rate base by $3 million, or by approximately 20%, The theory of this penalty is 
that CWS should have charged its uniform, tar.iffed connection fees, and, had it 
done so, cash CIAC would have increased by $3 million. Notwithstanding the many 
harsh admonitions and reprimands the Commission has delivered over the years to 
CWS_regarding itS connection fee practices and procedures, there is no reasonable 
basis, legal or equitable, upon which to ad�pt the ratemaking adjus�ment through 
the imputation of connection fees proposed in this.case by.the Public Staff and 
Attorney General. The time has come to b"ingthis longstanding saga to an end. 
All parties, i_ncluding CWS, the Public Staff, the Attorney General, and the
Conrni ssi on, share responsibility for fai 1 i ng to pursue, these connection fee 
isslles to a timely and reasonable conclusion. That being the case, CWS will be 
required, once and for• all, to conform its tariffs on a subdivision-by
subdivision basis to· reflect the connection fees actually being charged by the 
Company and future ·deviations will not be· tolerated, but no imputation of 
Connection fees will-be ordered in this case. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 28 - 31
Management Fees 

The evidence supporting' these finding-s of fact is found in the testimony and 
exhibits of Company witness Wenz and Public Staff witness Kibler. 
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A management fee is contained in the contracts for the following 
subdivisions: Ri verbend/Lakemere, ·Southwoods (water), Cambridge, and Stonehedge/ 
Bradford Park. The manage_ment fee is a one-time fee payable to the Company as 
each.new customer connects to the system and takes service. It, therefore, has 
alf the characteristics of a tap fee, plant imp.act fee, or other similar 
connection fee. The Company has collected management fees in the service areas 
li�ted above, as well as tap .and plant impa�t·fees. 

Public Staff witness Kibler'testified.that the management fee is not listed 
in the specific tariffs for the service areas in question. The Public Staff 
requests that the Commission order CWS to cease from collection of the management 
fee unless the Commission gives prior approval, in the form of a tariff, for CWS 
to collect the fee. 

In rebuttal, Mr. Wenz testified that any contract for management fees is 
, with the developer, not a customer. The fee is intended to cover the costs 

associated with the management of the infra�tructure construction in the area 
under contract. As such, the management fee requires the developer to pay for 
costs incurred on his behalf. At the very least, the management contract 
benefits those who in fact are customers through a reduced revenue requirement. 

Mr. Wenz further testified that a similar issue was addressed in Docket No. 
W-354, Sub· 111. A contract to provide billing services, as opposed to management
services, was entered into•with the City of Charlotte, also a non-customer. The
only issue was the bookkeeping of revenues, not the propriety of t�e contract.
Mr. Wenz testified that in Docket No. W-354, Sub Ill, the Public Staff
recomtnend_ed that management fees be cl assi fi ed as miscellaneous revenues, thereby
reducing rates for water and sewer services. The Public Staff addressed the
management fees in the.Riverbend/Lakemere, southwoods, ·wolf Laurel and Cambridge
Subdivisions. CWS and the Commission agreed with the Public Staff's
reconunendation in Docket No. W-354, Sub 111. Additionally, witness Wenz
testified that the contract between CWS and the Cambridge developer wasapproved
by the Commission, without objection by the Public Staff, in Docket No: W-354,
Sub 78.

After reviewing the evidence of record, the Commission concludes that it is 
appropriate to reject the Public Staff recommendation. The Commission agrees 
with CWS that prOvision of this service is beneficial to ratepayers, · When this 
issue was last addressed in Docket No. W-354, Sub 111, the management fees were 
treated as miscellaneous revenues reducing the revenue requirement for which 
CWS 's ratepayers were responsible. The ·commission deems it unreason_ilbl e to 
eliminate this source of revenue that has been uSed to reduce the ·revenue 
requirement. The Commission notes that the Public Staff nas been aWare of these 
management fees in past cases and has made no objection to the Company's 
providing the services and receiving the fees. The Public Staff has had ample 
oppor.tunity to review these contracts in the past and has made no objection to 
them. Had the Public Staff objected when these contracts were,first submitted, 
CWS and the parties with whom it contracted would have had an opportunity to 
renegotiate the contracts. The Commission concludes that the Public Staff's· 
posttion is inappropriate and should be rejected. The Commission will, however, 
require CWS to amend its tariffs to include and reflect all applicable management 
fees. 
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 32 - 37 

Oversizing Fees 

The evidence supporting these findings of fact is found in t�e testimony and 
exhibits of Company witness Wenz and Public. Staff witness Kible�. 

An oversizing fee;; contained in the contracts for Riverbend/Lakemere and 
Winghurst Subdivisions. The oversizing fee is a one-time fee.collected by the 
Company as each· new customer connects to the system. The· oversizing fee is 
designed to reimburse the, developer ·tor -constructing· wa\er and/or · sewer 
facilities in an area of possible future-expansion which is not in.the original 
area covered by the contract. It therefore has all the characteristics of a tap 
fee, plant impact fee, or Qther similar connection �fee. Th� Company has 
collected $1,200 in oversizing fees in the Winghurst Subdivision. No oversizing 
fees have been collected in Riverbend/Lakemere. The Company is also collecting 
tap and plant impact fees in both subdivisions. 

Public Staff wi�ness Kibler testified that the ov�_rsizing fee is no_t 
included in the Company's tariffs. Company witness Wenz agreed that the fee is 
not included in the tariffs. Witness Wenz testified that "thE! rationale for 
negotiating oversized·contributed faciliti�s is to allow CWS the economic means 
to service contiguous areas in the future. The customer benefits frOm the 
opportunity to.participate in future economies of scale, yet they are insulated 
from the associated development risk." Witness. Wenz al so teSti fi ed that the 
contract for Woodside Falls, which contains the oversizing fee to be charged in 
Winghurst, has been approved by the Conunission. 

Company witne'ss' Wenz iestiffed that under the two agreements mentioned- by 
the Public Staff,. the· developer has agreed to ·install and contribute to CWS 
certain oversized water and sewer-facilities in consideration for their potential 
future reimbursement by means of an oversizing fee. Mr-. Wenz testified that 
under both agreements the intent is to collect the oversizing fee from new third• 
party builders or developers who benefit .from ·the installa.tion and use of the 
oversized facilities. The rationale for negotiating· oversized, contributed 
facilities is to allow CWS the economic means to service.contiguous areas in the 

· .·.future. Obviously, the initial oversizing of certain facilities can minimize the
need to install costly and inefficient duplicate fa�il iti_es. The customers 
benefit from the opportunity to participate in future economies of scale, yet 
they are ·insulated from the associated· development risks. 

. Hr. Wenz further testified \hat the oversizing 8.rrangements_. are consistent 
with the Corrmission's p91icies regarding "used and useful" facilities. The
Public Staff reconm,ends·that CWS make prudent, long-term economic investments 
while at the same time· recommending to the Commission that CWS be penalized for 
doing- so. Hr. Wenz testified that conflicting Commission decisions· and court 
orders have also ci:mtributed to the uncerta.inty as to how a utility can expand
.facilities without being penalized for .. prudently sizing the expansion to 
accomnodate the needs of customers connecting in the future. He testified that
by requiring the �eve1oper.to fund an expansion wherever possible, any risks that
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the oversized facilities .will never be used is placed solelY on the developer 
that installs them, not. cws or its ratepayers. The level of risk is certainly 
evidenced in these instances where after seven or more years, only-$1,200 out of 
a potential $118,000 has been collected, 

, Hr. Wenz also testified that it is reasonable that the developer be 
reimbursed for the cost of the facilities that eventually are used by someone 
else. He testified that the oversizing fees place the· cost of the facilities on
the appropriate entity, the builder or developer that benefits from the oversized 
facilities. He testified that the Public Staff's position on this issue is 
inconsistent with its position in other utility company proceedings. For 
example, in Docket No. W-720, Sub 86, the Public Staff did not object to the sale 
of capacity by the developer directly to third· parties. 

After reviewing this evidence, the Commission concludes that the Public 
Staff's recommenda�ion should be rejected •. The CoTllllission accepts CWS's practice 
of entering into contracts which contain oversizing fees· in an attempt to prevent 
the incurrence of costly, duplicative facilities. The Commission will, however, 
require CWS to amend its tariffs to include and reflect all applicable oversizing
fees. 

- · 

CIAC Tax Issues 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 38 - 60 

The evidence supporting these. findings of faCt is contained in the testimony 
.and exhibits of Company witnesses Wenz and Johnson· and Public Staff witnesses Lee 
and Kibler. Company witness Camaren also addressed these issues. 

Issues to be resolved in theSe regards pertain to certain aspects of the Tax 
Reform Act of 1986, hereafter referred to as the Tax Reform Act. Therefore, at 
this juncture, a brief •r.eview of the Tax Reform Act is in order. 

The Tax Reform Act, among other things, changed the status of capital 
contribution made to investor-owned public utilities such, that those 
contributions, effective January 1, 1987, were, and are now, to be treated as 
ordinary income subject to taxation in the year received. In the public utility 
industry, such contributions are traditionally referred to as contribution(s) in 
aid of construction (CIACJ. CIAC is typically received by utilities in the form 
of plant assets and/or· cash. In the water and sewer utility industry, cash is 
usually received in payment of tap-on and plant modification fees. In the past, 
the Co11111i ssion has cons'i dered tap-on fees,. pl ant modification fees, and 
contributed plant to all represent CIAC. Additionally; all such contributions 
and/or fees are subject to taxation under the provisions of the TaX Reform Act. 

In response. to enactment of the Tax Reform Act, the _Corranission on 
February 3, 1987, issued an Order which ·essentially required all utility 
companies under its jurisdiction to collect from contributors of CIAC, in 
addition to the cllstomary contribution, an amount equivalent to· the state and 
federal income taxes that would be, and continue to be, due on CIAC under the Tax 
Reform Act. That additional amount, which is to be collected from the 
contributor, is commonly referred to as the "gross-up". 
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The Tax.Reform Act as well as the Cormnission's gross-up requirement had .a 
profound effect on the.inv�stor-owned water and sewer utility industry. T�at 
impact results from the fact that much, if not most, of the utility. plant 
facilities owned and operated by investor-owned water and sewer utilities in 
North Carolina are· acquired by such utilities through some .form of CIAC. It 1s 
not unconmon for the m_ajor investor-owned water:and sewer utilities operating in 
the state to receive tens.of thousands, if not hundreds of thousands� of dollars 
of CJAC from developer,s oy�r relati'vely short periods-of time. · 

' 

With the ad'Vent of the Tax Reform Act ·and the Coillllission�s gross-up 
requirement, the competition between the major water and sewer utilities 
operating in the state with respect to the acquisition of water·and sewer systems 
from developers became more intense •• As a r.esult,- the Tax Reform Act became, and 
for that matter remains,.a high profile, controversial issue in the inve�tor
owned water, and sewer utility industry.- -The· preponderance of the controversy 
continues to surround the gross-up payment; if any, to be received from 
developers and other contr.ibu�ors.of CIAC. 

Due to the CoT1111ission's gross-up requirement, ,competing .utilities have a 
strong incentive, in negotiating with developers to.acquire systems, to structure 
contractual arrangements such that the .gross-up payment(s), if, any, to be 
received from developers. are minimized. , Parenthetically, it 1s noted that, 
bec_ause of the painstaking spe_cificity with which the Internal Revenue Service 
(IRS) has addressed this matter, it is exceedingly difficult to avoid the receipt 
of ta�abl e CIAC with respect t!) matters of the nature here u_nder review. The 
Conmission's findings in that regard are largely the result of its evaluation of 
numerous Internal Revenue SerVice ,(IRS) pronouncements.which have-been issued 
concerning this. issu�. Such pronouncements are discussed subsequently. 

The significanceof this issue to the Convnission and to jurisdictional water 
and sewer companies is underscored by the follOwing language which iS contained 
in .the Ordering Paragraphs of the Conunission�s Order issued on August 26,, 1987, 
in Docket No. H-100, Sub 113: · 

"That water and sewer companies Shall ·use the full gross-up 
method with respect to collections of CIAC unless the Conmission gives 
prior approval for a diJferent method :in a ,particular case or unless 
the company applies for and is granted approval to use the present 
va 1 ue method. • • • . . 

"Thai;, if a company does not follow the gross-up· requirements 
established by this Order, it shall not recover the costs of the taxes 

�arising from-the CIAC through rates .or other charges to customers." 

Before proceeding· to the more specific is�ues involving. CWS, there is a 
threshold issue which the Co1TDT1ission first needs to address. ,That issue stated 
in question form is: ·was it reasonable for CWS to have concluded that the 
Cormni ssi on had approved certain provi si oris. contained in certain contracts fi 1 ed 
with the Conunission relating to gross-up? 

The matter of gross-up �ince incept_ion has been a high profile, 
controversial issue, which in conjunction with the Tax Reform Act, as previously 
stated, has had a profound'effect ori the in\l'estor-Owned water and·sewer industry. 
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Moreover, gross-up was the central issue in a prolonged and monumental Commission 
investigation of certain matters concerning another jurisdictional water ·and 
sewer utility in Docket No. W-720 1 Subs· 96 and 108 1 of which the Commission 
hereby·takes judiCial nOtice. CWS was a party to that docket. The major issue 
in that investi'gation is the very same issue that is being 1 itigated _here, i.e., 
has the company cDmpl ied with the Corrmission's gross-up requirements? Finally·, 
it should be·noted that the·commission's Order concer�ing gross-up is clear and 
unequivocal: " ••• water and sewer companies sHall use the full gross-up method 
with respect to collections of CIAC unless the Conmis�ion gives prior appl'oval 
for .·a different method in a particular case or unless the company applies for and 
is granted approval to use the present value method." 

. 
. 

, 

The CommisSion, afier .having carefully consider.ed all of the evidence 
presented in this regard•, incl_uding the evidence ·presented and the Commission's 
Orders entered in •Docket No. W-720, Subs 96 and 108, finds and c6ncludes that it 
was unreasonable for CWS to have concluded that- the language in the subject 
contracts pertaining to the 9,ross-up of CIAC,had been approved. 

In the Public Staff Response filed March 15, 1993, the Public Staff stated 
that it "believes CWS has violated the Commission's gross-up orders in'the H-100, 
Sub 113, tax docket.". The Public Staff indicated that it had not received 
responses to data reque·sts concerning this and other issues that the Company 
considered to be irrelevant to this proceeding. The Public Staff recommend�d 
that 

"the Commission require CWS to provide the requested information 
because (1) the tap/plant impact fees under irivestigation are integral 
parts of contractual arrangements which give rise tD ·related iSsues 
being asked about in the data requests; (2) it is far more,efficient 
to re:solve related -issues ' 1(such as inadequate tax gr,oss-up on 
tap/plant impact fees paid by developers, or paid"back to developers) 
in the same investigation rather than take a piecemeal approach; (3) 
G.S. 62-l5(d) authorizes the Public Staff to investigate these matters 
regardless of the scope of this particular case." 

·, 

On May 14 1 1993, the Commission issued an Order requiring CWS to answer th_e data 
reque�ts and broadening the scope of.this investigation. 

It is the Public Staff's position that the Company has violated the 
Commis�ion's gross-up orders as follows: 

(I) 

(2) 

(3) 

The Company has not cOllected gross"-up on taxable contributions in aid 
of construction (CIAC) obtained under contingent deferred payment 
pl ans. 

The Company has received CIAC gross-up in systems where the total cost 
has not been obtained from the developer. Public Staff witness-Kibler 
1 isted several questions this prob1 e.m raised concerning the Company's 
compliance with the Cammi ssi on·• s gross-up orders. 

The Company has 1 imited the amount of_ gross-up in certain contracts, 
�hich violates ;the Commission's gross-up orders. 
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(4) The Company has not collected gross-up on tap and plant impact fees
set forth in certain contracts.

Company-witness Wenz testified that cws has not violated the Commission's 
gross�u_p Orders. 

T�e Commission'will now discuss each of the foregoing isSues. 

Contingent Deferred Payments 

The first area of disagrE!ement betwee·n· the Company and the'Public Stiff 
relates to the,tax treatment of property CWS has received under contracts with 
contingent defl!!rred payments. The Company has entered into contracts with 
developers or contractors which contain •provisions for contingent deferred 
payments. The ·commission has reviewed - such contracts related to each 
subdi vision. · Of the .contracts with deferred payments, only the ones signed after. 
February 3 1 1987, are at issue concerning.CWS's Compliance with the Conmission's 
gross-up-requirements, but·CWS. is, liable for income taxes on- al-1 CIAC received 
after December 31, 1986. Under tfiese contingent deferred payment contracts, the 
developer or contractor installs the water distributiqn and sewer collection 
systems and transfers the systems to CWS so that CWS can provide utility service 
to the houses, in, the·.developments. 'Generally, CWS then· pays the developer or 
contractor a set amount. per 1 at as each customer is connected to the s·ystem •. 

' ' 

Public Staff witness Kibler testified that if property .is acquired by the 
method described above, the value of the property must be recogniied as taxable 
CIAC for in�ome tax.purposes in the year the' property is received by CWS. in· 
essence, the Pu�lic Staff contends that cws; under contracts· . .with contingent 
deferred paYIJlent provisions, receives facilities to ·serve an entire system or an 
entire phas;e of a. system in the first year when any· ·propertY is first 
transferred, and not just some pro rata Share of the entire system or pha·se. 
Witness Kibler further testified that the amount of taxable CIAC would equal the 
difference between the total cost of the property and any amount CWS paid for the 
property in the year received,, He·also testified that CWS can claim an income 
tax deduction as payments are later made to developers or contractors after 
collecting �ap fees as -customers co_nnect \to the sys;tems. Witness Kibler cited 
the Committee Report of the United States House of Representatives (House 
Comni ttee Report), IRS Notice 87-82, and · IRS Private Letter Rulings 8909019, 
9024022 and 904002l·in support of his position. 

Company witness Wenz testified that these contracts do· not result in taxable 
CIAC because -CWS's payments to the developers or contractors represent the 
orig'in"a.1 cost of the f!lcilities installed. Witness .Wenz further testified that 
i-f the contractors' costs exceeded the amount·. of CWS's purchase prices for
facilities within the Cambridge; Stonehedge and· Habersham, Subdivisions the
contractors are required to pay ·CWS the gross-up on the resulting amounts of 
taxable CIAC.  

Witness Wenz stated that the documents cited by the Public Staff do not 
pertain to the CIAC issues in this case. ·He also testified that the IRS 
concludes each-and every private letter ruling with a caveat that the ruling is 
directed only to the taxpayer who requested it and may not be used or ·cited as 
precedent. Wenz·said that unless the circumstances surrounding a transaction al"e 
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identical to those outlined in a private letter ruling, one should not draw a 
conclusion regarding the status of the transaction based on a casual analysis of 
the private letter ruling. 

Company witness Johnson testified that Arthur Anders�n had reviewed the 
contracts and believes that Uti 1 i ti es, Inc., has always foll owed rea·sonabl e 
positions with respect to complying with the IRS requirements as to the 
calculation of taxable income resulting from the receipt of CIAC. However, when 
questioned about the contracts, Witness Johnson was not aware of the specific 
transactions involved. Witness Johnson testified that it is surprising to him 
that this Ca111Dission would put itself in the position of being the overseer of 
an income tax issue. 

CWS's witnesses stressed repeatedly throughout the hearing that these 
contracts were construction contracts and that the parties transferrillg the 
property to CWS were contractors, not the developers, of the subdivisions. 
Witness Camaren ultimately admitted, however, that under at least some of these 
contracts the developer is taking on two roles, the role of the developer and the 
role of the contractor. The Company witnesses never explained why accepting 
property from a c�ntractor would not result in taxable CIAC. Moreover, the 
Company did not cite any Internal Revenue Code (IRC) reference, IRS Notice(s), 
pri v.ate 1 etter rul i ng(s), or any other authority to support its contention that 
these contracts do not result in taxable CIACi other than to stress that one must 
look at the substance of the transaction. 

Company witnesS Camaren testified concerning the way a developer who 
contributes property to CMS would account for it and how the developer's 
accounting treatment affects CWS's gross-up requirements. In an attempt to 
justify CWS's failure to gross-up-for income taxes on the property-received in 
connection wjth contingent deferred payment contracts, Witness Camaren testified 
as follows:_ 

"Developers can no longer expense it if it's under the 
normal development rules. If he conveys it to a utility he 
gets an immediate write-off, But if he conveys it through 
contributions to a utility they must write it up and 
depreciate it. So if he doesn't take it -- if he doesn't 
take the tax benefit on one side, we're not required to .go 
ahead and gross it up on the other side, and that's the 
substance of the deal and that's why Arthur Anderson [sic) 
and McDermott, Will, and Emery said, you've got a fine 
deal." 

Witness Camaren acknowledged under examination from CoI!lllissioner Cobb that 
there have been no rulings from the IRS that support that position. 

'under cross examination Company witnesses Wenz and Johnson testified 
concerning the Company's accounting treatment of transactions involving the 
receipt of and paymen� for property received under contingent deferred payment 
contracts. Witness Wenz testified that for deferred payment, transactions 
involving property transferred to CWS prior to the Tax Reform Act, CMS recorded 
the amount of the cost of the property as a debit to plant and as a credit to 
CIAC in the year of receipt of the property. He further stated that as each 
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customer connects to the systems ·and·a connection payment is made, CWS debits 
CIAC for the amount of 'the payment, resulting in an· increase to rate ·base. He 
testi.fied that subsequent to the Tax Reform Act, the Company no longer records
any amount of CIAC for deferred purchase transactions involving .construction
agreements. As-testified to by Company witness Johnson, the Company accounts for
theSe transactions by increasing its plant accounts by the amount that·cws pays 
the developer or contractor as each customer is connected to the system. Thus, 
plant in service and rate base increase for each customer.connection at the time 
a payment is made. 

Before analyzing the witnesses' testimony on this issue, a .brief review of 
the legislative history establishing the taxability of CIAC is appropriate.
Before tbe Tax Reform- Act, colitri buti ans made to public uti-1 iti es for 
Construction purposes were treated as nontaxable contributions to capital and 
excluded from gross income under Section 118 of the IRC. Section 824 of the Tax 
Reform, Act made taxable the great majority of CIAC transactions that had 
previously been nontaxable. New Section IIB(b) of the !RC of 1986 expressly 
provides that CIAC and other contributions made ·by a customer or potential 
customer are not .contributions to capital and thus are nQt excluded from gross 
income under Section 118. Accordingly, these amounts are required to be included 
in gross _income_ under Section 61 of the IRC. Thus, for a contribution to be 
taxa�le, it must be received from a customer or potential customer. For-purposes 
of Section IIB(b), the definition of a "customer" is fairly broad. The
legislative history of Section IIB(b) cindicates that if someone contributes
property to a utility as a prerequisite to the provision of •service and the 
transferor benefits either directly or.indirectly, the contrfbutfon is taxable 
to the utility. 

Since t·he enactme'nt 'of the Tax Reform Act this CoT11J1issiOn ha�' been greatly 
concerned about the taxability of,CIAC 1 especially as it relates to water and 
sewer utilities. In its "Order Establishing Interim Procedures Related to Taxes 
on Contributions In Aid of Construction and Scheduling Hearing," dated 
February 3, 1987, the Commission ordered: 

"6. That all utility companies receiving contributions in aid of 
construction between the date of this Order and the date of the Order 
issued as the result of the scheduled public hearing be, and hereby 
are, ordered· to increase said contributions for the amount of taxes 
due, except to the extent that said -collection is prohibited by 
contracts al ready approved by the North Carolina Uti 1 i ti es Conuni ssi on. 

"7. That all water and sewer utnity companies under the jurisdiction 
of this Commission should use the table shown on Appendix A, attached 
hereto, to compute the increase in contributions needed to recover the 
taxes On contributions in aid of construction in accordance with the 
met�odology set-out in Ordering Paragraph No. 6." 

In our "Order Establishing Procedures Related to Contributions In Aid of 
Construction," dated August 26, 1987, under Evidence and Conclusions for F.lnding 
of Fact No. 15, the Commission concluded: 
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"that the taxation of CIAC has the potential to financially impact the 
water and sewer industries more severely than the electric and natural 
gas •industries. Therefore, ·the Convnission concludes that, for 
purposes of determining the manner in which ClAC related taxes are 
collected from the contributor, different rules should be applied to 
those.utilities, pr,imarily water and sewer compani�s. for which 1CIAC 
represent the major source of capital for system growth arid 
expansion." 

Under Evidence and Conclusions for Findings of Fact Nos. 16-18 of th
_
at same 

Order the Commission stated: 

"The Commission notes that the full gross-up method places the risk on 
the developer, rather than the utility, fOr the ultimate completion of 
a project.· Consequently, the full gross-up method prevents the 
potentially,adverse situation where a water or sewer utility pays from 
its own funds the tax related to a substantial contribution of a large 
system serving a generally undeveloped area. Had this situation'been 
allowed to occur, then the company would suffer a drain of capital in 
the amount of the tax paid, without the assurance of short term cash 
in flow from the contributed system, �ecause it serves an undeveloped 
area •. 

•eased on the foregoing, the Commission concludes that wa�er or se�er
companies. should seek· prior Co11111iss-ion appr.oval before using any
method other than.the full gross-up method in any particular case.
This approval shOuld be sought on a case by case basis, except where 
the company has chosen the present value method, as spoken to above/' 

. 

Under Evidence and Conclusions for Finding of Fact No. 23, the CoTl1llission 
stated: 

"Based on the Foregoing, the CoTl1llission concludes that the rules and 
procedures contained in this Order are applicable to CIAC subject to 
taxation that was not under oral or written cqhtraCt prior to February 
3, i9s7, the date of the COrmiission'.s Interim. Order requiring gross-up 
procedures. Consistent with this.conclusion,- the Commission concludes 
that utilities receiving CIAC that were under contract prior to 
February 3, 1987 i should be· authorized to pay any related taxes on 
CIAC from the utility's funds." 

In the "Order Approving Language For Water and Sewer Franchise Orders 
Related To Recovery of Taxes on Contributions In Aid of Construction," dated 
January 26, 1988, the Commission ordered: 

"That each order granting·franchise for•newly,acquired water or sewer 
systems issued after the date of this Order shall include the 
following language, provided that the .acquisition contract was not 
executed prior to February 3, 1987: 
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"Absent a strong, clear, and,, convincing showing of 
exceptional cause, no ratemaking treatment will be allowed 
in a future·proceedin9 -for taxes on Contributions in Aid of 
Construction. if the appropriate tax authority or court rules 
at some future date that taxes are due." 

- In the "Further Order Esta bl i shi ng Procedures Related to Taxes on
Contributions In Aid of Construction," dated September 14, 1990, the Conun1ssion 
stated: 

"The Conuni ssi on is concerned that some witer and sewer utility 
companies are assigrling little or no va·lue to CIAC, thereby increasing 
the risk that additional taxes will be due· in the future should an 
audit establish a higher valuation. Though the Commission prefers the 
fair· market value approach, as spoken· to above, the Convnission upon 
further consideration now concludes that the· more appropriate 
valuation to be used for CIAC for tax purposes is the greater of (I) 
fair market value, (2) original cost less reasonable depreciation, or 
(3) any other valuation technique the Company may wish to employ. For
these purposes, fair market value is hereby defined··as the, price upon
which a willing buyer and.a will ing seller negotiating. at arms-length
could. reasonably be expected to agree."

The Co11111i ssi on emphasized that failure to employ the val uatlon approach 
described and adopted in that Order would result in an Application· for a 
Certificate of Public Convenience and Necessity related to a contributed system 

, being, •denied. In its· "Order of Clarifica'tion · and Modification" issued on 
February 6,. 1991; the Cornmission amended the September 14, 1990, Order to apply
.to CIAC resulting from contrai:ts signed �fter October ·15, 1990. ·' 

As can be seen from the above quotations from its Orders, t_he Cornmission has 
always been concerned with the appropriate valuation of CIAC, the appropriate 
gross-up factor, and· ,the resulting amount of income taxes on •CIACo The 
Conmi ssi on 1 therefore, finds as puzzling Company witness Johnson's testimony that 
it is surprising to him that the Co11111ission would put itself in the position of 
being.the overseer of an income tax iss�e. Income tax expense and income tax 
liabl'lity are important financial aspects not only for cws, but for all utilities 
regulated by this Commission. Based on the large dollar amounts of property that 
are contributed to CW$ on an ongoing basis as a result of_ its acquisition of 
additional utility systems and the taxability .of CIAC effective •with the Tax 
Reform Act, CWS has the probability of incurring a· substantial income tax 
liabHity arising from CIAC. Contrary to witness Johnson's surprise that the 
Convnission would concern itself with a utility's potential income tax liability 
associated with CIAC income, it is imperative that ·the Commission concern itself 
with this issue. A utility's financial viability could very well depend on 
whether it correctly values for tax purposes the _CIAC that it receives, whether 
it uses the proper gross-up rate, and whether it collects the taxes·on CIAC from 
the transferor. If a utility does not use the appropriate CIAC value and gross
up rate and i:loes not collect the gross-up of taxes from the; transferor, 
additio�al income taxes may be assessed to the utility in the future. 

The Co11111ission has carefully studied and analyzed the testimony and exhibits 
presented by the witnesses concerning taxes on CIAC, including what does or does 
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not constitute CIAC. The Comnission agrees•with the Public Staff·that the House 
Committee Report, IRS Notice 87-82 and IRS Private Letter Rulings 8909Dl9, 
9024022 and 9040021 cited by witnesses Kibler and Lee are relevant to this issue. 
All' of these documents, as well as Section 118 of the IRC, address the issue of 
the taxability of CIAC. Certainly the House Conmittee Report, which sets forth 
the legislative intent of changes to Section 118 of the !RC as a result of the 
Tax Reform Act, and IRS Notice 87-82, which sets forth the IRS's ,position on 
CIAC, are relevant to this issue. Also, although the.caveat contained in private 
1 etter rulings states that the rulings are· di r·ected only to the taxpayer Si in 
question, private letter rulings provide information to other taxpayers on·the 
IRS's position on CIAC transactions. IRS written determinations, inCluding 
private letter rulings, d�termination letters, and technical advice,memoranda, 
as weU as any background f.ile documents relating thereto, are open to public 
inspection once identifying details and financial information have ,been deleted. 
Because private letter rulings are open to public inspection, the IRS obviously 
intends that these rulings be used by other taxpayers as a guide in·determining 
the taxability of similar transactions. Several utilities, including CWS in 
Docket No. W-720, Subs 96 and 108, and Docket No. M-100, Sub 113, have previously 
cited private letter rulings issued to other taxpayers to support poSitions they 
have taken concerning matters pertaining t_o income taxes. Also, this Commission 
has relied on private letter rulings issued to utilities in ·other sta�es in 
making decisions concerning income tax issues for utilities operating in- North 
Carolina. 

The House Committee Report contains an explanation for the change in.Section 
118(b) of the !RC under the Tax Reform Act. Based on the change in Section 
llB(b) of the IRC, CIAC is no longer treated as a,nontaxable contribution to a 
utility but 'is now treated as taxable income. The following language reflecting 
the reasons for the change in Section ll8(b) of the !RC is included in the House 
Committee Report: 

"The Committee intends that the effect of .the change is to require 
that a utility report as an item of gross income the value of any 
property, including money, that it receives to provide or encourage 
the provision of services to or 'for the benefit of the· person 
transferring the property. A utility is considered as.having received 
property to encourage the provision of services if the receipt of the 
property is a p·rerequisite to the provision of the services, if the 
receipt of .the property results in the,provision of services earlier 
than would have·been the case. had the property not been received, or 
if the receipt of the property otherwise causes the transferor to be 
favored in any way. 

"The committee intends that a utility include in gross income the 
value of the property received regardless of whether the utility had 
a general policy, stated or unstated, that requires or encourages 
certain types of potential customers to transfer property, including 
money, to the utility while other types of potential customers are not 
required· or encouraged to make similar transfers. 

"The person transferring the property will be considered as having 
been benefitted if he is the person who will receive the services, an 
owner of the property that will receive the services, a former owner 
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of the property that will receive the serv.ices, or if ,he derives any 
benefit from the property 'that will receive the services. Thus, a 
builder who transfers property to· a utility in order to obtain 
services for a house that he was paid to build will be· considered as 
having benefitted from the provision of the services. This will be 
the case despite the fact that the bui.lder may ,never have had an 
ownership interest in the property and .may make the transfer to the 
utility after the house has been completed and accepted." 

Clearly, then, Congress int�nded that the value of propert.Y transferred to 
a utility from a person-that would benefit from the transfer must be recognized 
as CIAC income by a utility. language from the House Conmittee Report is quoted 
extensively by the IRS in IRS Notice 87-82 and in subsequent IRS private letter 
rulings, some of which will be referred to and discussed in this Order. 

· IRS Notice 87-82 contains voluminous language that is applicable to the
issue of whether the initial receipt of water or sewer utility. property by a 
utility with contingent payments over an·unspecified time period in the future 
as customers tap onto the system results in taxable,income to the utility upon 
receipt of the property. IRS Notice 87-82 contains the following language which 
is applicable to this issue: 

"111. Fair Market Value of CIACs 

"A utility shall include in income the amount of any cash received as 
a CIAC and the fair market value of all property received as CIAC. If 
the property received by the utility will be used in the provision of 
utility services, all of the relevant facts and circumstances are 
taken into account in determining the fair market value of the 
property. Absent ,unusual circumstances, normally the -va:lue of such 
property provided to a ut i l i ty is the · rep 1_ acement cost' of· the 
property, i.e.,. the cost th-at another party would incur to .construct 
property that is functionally. similar·to the subject property in the 
performance of. the property's intended function. The fact that 
property received as a CIAC is not included in the utility'S rate base 
or cost of service for regulatory accounting purposes shall not, in 
any manner, affect. the determination of the fair market value of the 
property·for this· purpose. 

"In addition, a transaction will be treated as a CIAC if the utility 
effectively obtains the burdens and benefits of ownership With respect 
to property. although .legal title to such property is held by the 
customer, a governmental entity, or another person. Transactions 
which purportedly avoid CIAC characterization through the retention of 
legal title to property by a person other than a utility will be 
scrutinized carefully and will be "treated as taxable CIACs to the 
utility if, in.fact, the utility is, for Federal income tax purposes, 
the owner of the property. Factors which suggest ownership of the 
property by the utility include, but are not limited· to, (i) whether 
the utility is responsible for maintaining the property; (ii) whether 
the utility effectively.has unrestricted access to and control of the 
property; and (iii) whether the uti,lity would bear legal liability 
with respect to a malfunction·of or accident involving the property. 
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"Moreover'� a purported loan to a utility from a person benefitting 
from utility• services relating to the 16an (e.g .. , a real estate 
developer, customer,'or potential customer) will be treated as a CIAC 
!lnd included in• the utility's gross income if the transaction lacks 
th_e economic characteristics of a genuine loan for Federal income tax 
purposes. As an example, where repayment of.a "loan" by a utility to 
the lender is contingent and the contingent loan is made to allow or 
to encourage the utility to provide services .for- the-benefit of the 
person making the loan, the amount received by the utility will be 
treated as a taxable CIAC. Where a utility included the entire amount 
of such a "loan" in taxable income as a CIAC, repayments of such loan 
by the utili-ty to-.the lender would nornially be deductible by the 
utility when made. "(emphasis added) 

IRS Ncitice 87-82 directly applies to this_ .issue in several respects. First, 
IRS Notice 87-82 requires a utility to•include in income the amount.of cash and 
the fair market-value of property that it receives as a CIAC. CWS initially 
receives all of the assets of a water.or sewer utility system, or an entir.e,phase 
of a system, but recognizes no CIAC income .as a result of receiving the assets. 
IRS Notice 87-82 specifically requires a uti.lity to recognize as CIAC income the 
value of property that it receives, not the value of a partial payment for the 
property that it receives. 

The Commission agrees with the Public �taff that under thes� contracts, CWS 
receives facilities to serve a whole system or an entire phase of a system in the 
first year. Under each of these contracts the developer or contractor installs 
the facilities, and the facilities become CWS's property as installed. ·Also, 
under these contracts CWS pays the developer or contractor a s'et amount per lot 
as connections are made to the facilities. For example, a· developer or 
contractor may install a system to serve 50 customers and the system is 
transferred to CWS. · If only one customer taps onto the system in the first year 
after· CWS receives·, the system, CWS did. not receive only the mains, service 
connections, etc. applicable to just" that one customer, but- instead received the 
mains, service connections, .etc. to serve the whole subdivision or an -entire 
phase of the subdivision. 

Second, IRS Notice .87-82 states that· a transaction wi 11 be treated as a CJAC 
if the utility effectively obtains the burdens and benefits of ownership with 
respect to property. Factors that suggest ownership by the utility include 
whether the utility· is responsible for maintaining the property, 0 whether the 
utility effectively has unrestricted �ccess.to and �ontrol of the property, and 
whether the uHlity would bear legal liability with respect to a malfunction of 
or accident ·i nvo1 vi ng the property. CWS meets each of these factors in al 1 of 
the systems with contingent deferred payment provisions in the contr.acts. 

Third, IRS Notice 87-82 states·that,where repayment of a "loan" by a utility 
to a lender is contingent and the contingent loan is made to allow or encourage 
the uti.l ity to provide services· for the benefit of .the person making the "'loan," 
the amount• received by, the utility will be treated as taxable CIAC to the 
utility. IRS Notice· 87-82 further states that where a utility included the 
entire amount of such a "loan" in taxable income·as a CIAC, repaymen�s ,of .such 
a "loan" by the utility would normally be deductible by the utility when made. 
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When a _devel aper or contractor transfers a complete or· partial uti 1 ity 
system to CWS and CWS ,pays the developer for the system qr p_artial .system when 
and .; f customers- tap onto the system in the future, the difference between the 
developer or contractor's ·cost of the assets transferred to .CWS and the amount 
initially paid by CWS represents a "loan" to.CWS and must be recorded as taxable 
CIAC income by cws in the year the system or partial system is-received by cws. 
Any.,repa,YIJlents of the •:10an" are contingent on customers tapping onto the system 
in th� future. If and when customers tap onto a system in the future, the 
repayments of the "loan" may be taken as an income tax.deduction by CWS in the 
years the repayfuents are.made to·the developers or contractors. 

CWS's argument that there is-no unrecorded income tax.liability associated 
with these contingent deferred· payment contracts because CWS is paying the 
original cost of, the systems is not supported ·by the evidence·. T_he Conrnission 
does not agree with·CWS_ that its payments under these contingent deferred payment 
contracts represent the ori gi na 1 cost of .the facilities install ed. Under these 
contracts the amount of money the Company is actually going to pay for the 
utility plant. depends on how many connections wi-11 be mad� to-.the systems in the 
future. The actual -pur�hase pr.ice and the� timing of the payments are unknown 
w�en a system is 1;ransferred·to CWSi therefore, Whether the actual .purchase price 
is equal to the original cost of the facilities cannot be determined at the time 
the, facilities are ·transferred to CWS. Additionally, CWS will only,pay the 
devel operS_' ori g·ina l cost of these systems if the associated subdivi si ans are 
fully developed and customers tap onto the systems sometime in the future. Even. 
if CWS ends up paying the total original cost over a long period of time, the 
present value of those payments would not equal the original ·cost of the systems 
due to the time value of money� Because· of inflation, a dollar received in the 
future is ni;,t equal' to a dollar recefved today. Neither witness Wenz nor witness 
Johnson could provide any IRS' ruling or other docurilentati on to support CWS' s 
position. · 

The Cormnission is of the opinion that the IRS is unwi.llillg to accept the 
risk of•a subdivision.not buildi_ng out. The commission believes this cqncern is 
t_he reason. IRS Notice 87-82 stat�s that CIAC income must be recognized in the 
year a utility system is received, and a ·tax deduction may· be taken in future 
years if and_when. customers -connect to the systems .and CWS makes repayments to 
the developers or co_ntractors.· This policy by the IRS -makes sense. If CWS's 
positi9n were adopted by the IRS, it is highly probable that a large amount of 
focome taxes resultJng from CIAC taxable income would never flow to the u. S. 
Treasury. Under the guidelines of IRS Notice 87-82, the Treasury is assured· of 
rece�ving income taxes resulting from 100% of taxable CIAC .income. 

The Corrmission has analyzed IRS Private Letter Ruling 8909019 in reaching 
i�s decision on this issue. The subject of this request for a ruling is whether 
the lease or conveyance of water mains constructed by a Town to a water utility 
will be included in the water utility's gross income as a CIAC under Section 
IIS(b) of the IRC. The •Town requested a ruling that such· a lease or conveyance 
would not be a CIAC under Section IIS(b) of the IRC. The IRS_ ruled that if the 
Town does not receive the fair. market value of the water mains -uj)on the 
conveyance of the w�ter mains to the water utility, or if the Town leases the 
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water mains at less than their fair market rental value, the conveyance or lease 
will result in a taxable CIAC to the water utility. In reaching its ruling, the 
IRS referred to language contained in the House CoITDTiittee Report and IRS Notice 
87-82. The following language is included in Private Letter Ruling 8909019:

"Under pre-1986 Act law former section ll8(b) of·the Code allowed
certain regulated public utilities to exclude from gross income as 
contributions to the capital of the·corporation certain contributions 
made by a customer or potential customer in aid of construction. 
Section 824(a) of the 1986 Act repealed this special exclusion. As a 
result, all CIACs, even those received by a regulated public utility, 
are includable in the gross income of the receiving corporation. The 
House Ways and Means Committee Report ('House Report') explains that 
property 1s to be treated as a contribution in -aid of c;:onstruction 
(rather than as a capital contribution) if it is contributed to 
provide or encourage the'provision of service to or for the benefit of 
the person making the contribution. A utility is consi�ered as having 
received property to encourage the provision of service if any one of 
the following conditions are met: (1) the receipt of the property is 

· a prerequisite to the provision of �he;services, (2) the receipt of
the property results in the provision of services earlier than would
have been the case had the property not been received or (3) the
receipt of the property·otherwise causes the transferor to be favored
in any way.

"Notice 87-82, 1987-2 C.B. 389, provides additional guidance with
respect to whether certain payments will be considered CIACs after
enactment of section 824 of the 1986 ACt. Notice 87-82 provides, in
part, that payments that are made to a utility as a prerequisite for
providing new or additional services to particular customers are
treated as CIACs and included in gross income because such payments
are a prerequiSite to the provision of services by the utility, even
though a governmental entity may be making the 'payment in q�estion.

"It is clear from the .facts that Town will ·convey or lease the water
mains to Company in order to encourage Company to provide new water
services. Unless Town either sells the water mains at their fair
market value to Company or leases the water mains at their fair market
.rental rate to Company in a transaction -that would be treated as a
lease for federal income tax purposes, then all that Company will
provide in exchange for the water mains is services. Moreover,
Company will receive the water mains as a prerequisite for services
and receipt of the water mains will result in provisiOn of services
earlier than would have been the case if Town had not conveyed the
water mains for less than fair market.

"Therefore if Town does not receive the fair market value of the water
mains upon the conveyance of the water mains to Company, or if Town
leases the water mains to Company in transaction that would be treated
as a lease for federal income tax purposes, and Town does riot lease
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them· at their fair market rental, then Company will have to include 
the excess of the value of the water mains over the amount paid by 
Company in its gross income as a CIAC under section. IIB(b) of the 
Code,".(emphasis added) 

The Contnission concludes that IRS Private Letter Ruling 8909019 directly 
applies to this issue. There the IRS ruled that the Town would convey or lease 
the water mains to the-water utility so the water utility could proyi de new water 
service, and that the water utility would receive· the water mains as a 
prerequisite for services. The same circumstances •exist between CWS and the 
developers or contractors who transferred property to CWS under contingent 
deferred payriient contracts. The developers or contractors transferred the 
property to CWS so CWS could provide new water service to future customers in the 
subdivisions. Also, CWS received the property as ,a prerequisite for providing 
water or sewer service in the subject subdivisions. The IRS ruled that if the 
Town did not receive the fair market value for the watef mains upon the 
conveyance of the water mains to the water utility, or if �he Town did not lease 
the water mains to the water utility at their .fair market renta·l value, the water 
utility would have to include the excess Of the value of the water mains over the 
amount paid by the·water utility in its gross income as a CIAC under Section 
IIB(b) of the !RC. Based on the IRS ruling in Private Letter Ruling 8909019, it 
is clear. that, upon the· conveyance of property to CWS, CWS incurs income taxes 
on the difference between the fair market value of the property it has received 
and the amounts it has paid the developers or.contractors of the property it has 
received under contingent deferred payment contracts. 

The Commission has also analyzed .IRS Private Letter Ruling 9024022, The 
subject of this request for a ruling i_s, in part, whether a non-interest bearing 
advance to a water utility. (Jaxpayer) in an amount that is estimated to reimburse 
the water utility for its actual cost of materials, labor, and overhead expended 
in constructing a water main constitutes CIAC income to the water utility. The 
water utility is required 'to refund the advance under a specified formula for a 
certain number of years. The amount that will have to be refunded by the water 
utility.will equal: 

"(a) ,i 0 percent of the metered revenue from the sale of water billed by 
Taxpayer from a·ll metered connections to the, subject main during,the 
preceding calendar year. Such refund is fixed· and determinable at 
year ezid and is made during the first calendar quarter of the 
following year, or 

"(bl in -the alternative, when and if j percent of the proposed 
dwelling units become metered connections to the subject main, 
Applicant �an request a- one time lump sum ref�nd on a formula of $k 
for each such dwelling unit that has become a metered connection, less 
any. amounts previom;ly refunded based on metered revenue. Payment 
under this alternative terminates any further obligation of Taxpayer 
to make refunds." 
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Any amounts that have not been refunded at the end of h years·, or- on earlf er 
termination of the Agreement, will become the property of the water utility as 
a non-refundable CJAC. The purpose of the Advance is to assure that the costs 
of the main are not borne·initially by the water utility and its customers, but 
instead by the lender Applicant through the Advance. 

The IRS ruled that the Advance would be a non-interest bearing loan to the 
water utility, and that the loan will be contingent on services provided by the 
water uti 1 ity to the 1 ender Applicant: Because repayment .of the 1 oan 1 s 
contingent on future services to be provided by the water utility'to the lender 
Appl_.icant, the IRS concluded that such a loan lacks the economic characteristics 
of a loan for federal .income tax purposes, and will 1 -therefore, be treated as 
taxable CIAC. The IRS also quoted from IRS Notice 87-82 as follows: 

"Notice 87-8_2 provides, in part, that if a purported loan to a utility 
from a person benefitting from uti.lity services relating to the loan 
(e.g., a real estate developer customer., or potential customer) will 
be treated as a CIAC and included· in the-utility's gross income if the 
transaction lacks the economic characteristics of a genuine loan for 
Federal income tax purposes. As an example, where repayment of a 
"loan" by a utility i_s contingent and the contingent loan is made to 
a·llow or to encourage the utility to provide services for the ber,efit 
of the person making the loan, the amount received by the utility will 
be treated as a taxable CIAC. 

"[W]here a genuine loan with a "below mark.et". interest rate is made 
frOm persons benefi tti ng from utility services to the utility, the 
utility shall currently include in income as a CIAC the benefit that 
the utility receives from the below-market'interest rate." 

In mak-ing its ruling on this private letter ruling request, the "IRS stated: 

"The Advance received by Taxpayer will be a non-interest bearing loan 
to Taxpayer for the purpose of reimbursing Taxpayer for its actual 
costs of materials, labor, and overhead expended in construction of a 
main at the request of Applicant. Such loan wHl be contingent on 
services provided by the Taxpayer to the lender Applicant. As a 
result, we conclude that such loan laclcs the economic characteristics 
of a loan for federal income tax purposes, and, therefore, the Advance 
received by Taxpayer will be treated as a taxable CIAC." 

The Cotmnission concludes that Private Letter Ruling 9024022 directly applies 
to the issue of the contingent deferred payment contracts in this proceeding. 
Although in this private letter ruling the water utility constructed the water 
mains, while in CWS's contingent deferred payment contracts CMS did not construct 
the water systems, the principle of a party receiving·a "loan" on which repayment 
of the "loan" is co_ntingent is applicable to both situations. 

Based on the language of the House Committee Report it does not matter 
whether� utility receives.money or property other than money. In either case 
the value of the money or other property must be recognized as a CIAC if the 
property is received by the utility to provide or encourage the provision of 
services to or for the benefit of the person transferring the property. 
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Th� water utility involved in this private letter ruling request received 
money, and the repayment of that money to the lender Applicant was contingent on 
certain events taking place in the future. Under CWS's deferred payment 
contracts, CWS initially received property,,and the payment for that property is 
contingent on certain ev'ents _:taking plac� in the future (customers tapping onto 
the systems). The IRS's ruling in Private Letter Ruling 9024022 makes it clear 
that any repayment of a "loan" that is contingent on the occurrence of some 
future event or· events ·resultS in the creation of CIAC when the trioney or other 
property constituting the "loan" is received by a utility. Based on the IRS's 
ruling in Private Letter Ruling 9024022, i-t is 'Clear that cws ·receives taxable 

, income on the difference between the fair market Value- of the property it has 
received and the amounts it has paid the developers or contractors for the 
property it has received under the contingent deferred paYJl.lent contracts. 

The CoTlillission has aho analyzed'JRS PriVate Letter.Ruling 9040021� Private 
Letter Ruling 9040021 is a private letter .ruling issued by the IRS to Utilities, 
Inc., on behalf of CWS. In its private lett�r ruling reqtiest Utilities, Inc., 
asked the IRS to rule that the transfer o·f water and sewer facilities with an 
estimated original cost of approximately $65,000 to a subsidiary of Utilities, 
Inc., that have been installed or will be installed in the future, but are not 
yet in service,· conStitutes taxilble CIAC. The subsidiary that is the subject' Of 
this ruling request is cws. Utilities, Inc., requested the 'IRS to rule that the 
transfer of water and sewer assets to CWS constitutes a ·cIAC as. that 'term is 
defined in Section IIS(b) of the !RC of l986 and, thus'; is taxable under Section 
61 of the !RC. Utilities, Inc., also requested the IRS to rule that the taxable 
amount of the CIAC is determined by a consideration of all the-factors inherent 
in 'the determinatio_n of_ fair market·value, including the fact thilt the assets 
transferred will not be included in rate base, and consequently,. will not earn 
a return for•,CWS., 

The IRS ruled that the.transfer of the water and sewer facilities to CWS 
would constitute CIAC ��cau_se_CWS will receive property as a pr.erequisite for the 
provision of ·services, and the transferor wil 1 be considered as having benefitted 
from.the transfer. The IRS also ruled that the fact the property transferred to 
CWS will not be' included in CWS's rate base shall not affect the determination 
of the.fair market·value of the property transferred to CWS. 

In 8.rri ving at its ruling that the transfer of the facilities to CWS results 
·in taxable CIAC income .to cws, the IRS quoted la?lguage from the House. Committee
•Report as· follows:

"The person· transferring the property wi 11 be considered as having 
been benefitted ,if he is the person who will receive the services, an 
qwner· of the -property that will receive the services, a· .former owner 
of the pro�erty that wi,11 receive the services, or if he derives any 
·benefit from the property that will receive the services.· Thus, a
builder who transfers property t'o a utility in order to obtain
services for a· house that he was paid to bui 1 d wi 11 be coilsi dered as
having benefitted from the provision of the serv.ices. This will be
the case despite the .fact that the builder may never have had an
ownership interest in the property and may make the �ransfer to the
utility after the house has been completed and accepted."
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In arr1Vmg at• its r_ul ing that the property should be valued at its fair 
market value, the IRS quoted language from IRS Notice 87-82 as follows; 

"A utility shall include in income the' amount of any cash received as 
a CIAC and the fair.market value of all property received as a CIAC.

If the property received by the utility will be used in the provision 
· of utility services, all of the relevant facts and circumstances are
taken into account in determining the fair market value of the
property. Absent unusual circumstances, normally the value of such
property provided· to - a utility is the "replacement cost" of the.
property, i.e., the cost that another party would incur to construct
property that is functionally similar to the subj_ect property and thus
could replace such subject property in the performance of the
property's intended function. The fact that property received as a
CIAC is not included in the utility's rate base or cost of service for
regulatory purposes shall not, in any manner, affect the determination
of the fair market value of the property fOr this purpose." (emphasis
included in Private Letter Ruling) 

Although the contract involved in this private letter ruling request by CWS 
was not one with a contirige_nt deferred payment provision, the principles involved 
in'thiS _private letter ruling apply to the facts and circumstances involved in 
the contingent deferred payment contracts. In this private letter ruling the IRS 
ruled that the party transferring the property benefitted by the transfer and 
that CWS received the property as a prerequisite for the provision of services. 
The same facts exist for property transferred to CWS by the developers or 
contractors under the !=ontracts with''continge!)t.deferred payments. The transfers 
benefitted the transferrers and were a prerequisite for CWS providing utility 
services. The facts involved in this private letter ruling request and the 
contracts with contingent deferred payments are similar. In this private letter 
ruling .the IRS ruled that CWS was required to recognize th� fair market value (as 
defined in IRS Notice 87-82) of the property as CIAC income. not the fair market 
value of a portion of the property transferred. to CWS. In fact, the IRS 
specifically ruled that CWS must include in income the fair market .value of all 
property received as a CIAC. Under the contrilC:ts with contingent deferred 
payments, "cws has received all 'of the property'that was transferred, not just the 
portion related to the customers that have tappe'd onto the systems; therefore, 
transfers of property to CWS under contingent deferred payment·contracts have 
resulted in taxable CIAC income to CWS for the difference between the fair market 
value of the property, as defined in IRS Notice 87-82, and the amount CWS has 
actually paid for the property. The Commission concludes that CWS has an 
unrecorded inc�me tax liability resulting from this difference. 

_When Section 118(b), of the !RC was amended as part of the Tax Reform Act to 
make CIAC taxable, the IRC potentially ,increased by a significant degree the 
income tax liability of expanding water and sew�r utilities such as CWS. · The 
Commission's Orders in Docket No. H-100, Sub 113, requiring water and sewer 
utilities to u�e the full gross-up method were intended to relieve the water and 
sewer utilities of financing the taxes associated with CIAC and place that burden 
on the transferrers of the property. If a water or sewer utility followed the 
full gross-up method as required by the Comnission, it would not b� faced with 
financing the payment of income taxes on CIAC income. The taxes would be paid 
by the contributor. CWS has not always followed the Commission's Orders. 
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Instead CWS has taken yarious actions to attempt to justify its actions of not 
grossing-up CIAC arising from the receipt of property under,contingent deferred 
payment contracts. Some of the arguments used by cws to' defend its actions of 
not grossing-up this CIAC include: 

(I) That property received under contingent deferred payment contracts is
not CIAC because the� Company is paying the original cost of the
property. · · · · 

(2) That Arthur Andersen has reviewed and approved CWS's position that
property received under contingent ileferred payment ·contracts does not
constitute taxable CIAC,

(3) That cws received the property from contractors, not the developers of
the subdivisions.

( 4) That language included in some contracts provided that if the
contractol''s· cost exceeded the amount that CWS ultimately pay� for the
property in the future, the contractor was required to pay the gross
up on the resulting·amount of taxable CIAC at that time,

(5) That if-a c·ontractor or developer does not take a_n income tax benefit
for the cost1 of a utility system, CWS is not required to gross-up the
value·of the contributed system .

. 

. 

The foregoing arguments offered by CMS are not persuasive. The' CoT1111ission 
has thoroughly discussed why arguments (I) and (2) are inappropriate; therefore, 
such discussion need not be repeated here. CWS's argument that, because it 
received the prop�rtY from contractors instead of develOpers, it is. not taxable 
as CIAC has no merit. Witnesses for CWS never explained why receiving property 
from a contractor would result in a different treatment for tax purposes than 
receiving th� property· from a developer. WitneSs Camaren even admitted that 
un�er some of these contracts the developer is taking on two roles, t�e role of 
the developer and the role of the contractor, '. Based on the House Comnittee 
Report, IRS·Notice 87'82, and IRS Private letter Rulings 8909019, 9024022, and 
9040021, the Commission concludes that the receipt of property under the 
contingent deferred payment contracts at issue in this docket results in taxable 
CIAC to CWS without regard ·to whether the property was received from a contractor 
or a developer. 

·some ·of the con·tracts contain language stating that, if the contractor's
costs-exceed the amount CWS ultimately pays for the systems in the future, the 
contractors are required to pay CWS the gross-up on the resulting amounts of ClAC 
at that time. Such 1 anguage, however, does not ·satisfy the gross-up requirements 
of 'this Corrmission. First, this language is not included anywhere in the 
Cambridge contract as asserted by witness Wenz. Also, although this language is 
included in the Habersham and Stonehedge co·ntracts, it does not meet the 
Co1JB11ission's gross-up requirements because it does not require the collection of 
gross-up under the full gross-up method in the year the CIAC is received. Under 
this language, when the Company ultimately determines that the ·system i$ built 
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out, the contractor would then pay gross-up on the difference between the 
original cost of the property and the payments made by CWS over the years. Any 
gross-up payment would be made in the year the last purchase payment was mad� or 
later, not in the year the taxable CIAC was received. 

Witness Camaren testified that if a contractor or developer does not take 
an income tax �enefi t for the cost of the property contributed , CWS 1 s not
required to groSs-up the value of the contributed property. Such testimony is, 
however, not perfuasive. Section 824(a) of the Tax Reform Act speaks 
specifically to the taxability of CIAC. Section IIB(b) of.the !RC was amended 
to spec'ifically require that the majority of CIAC that had previously been non
taxable would now be taxable. In additi9n to extensively presenting the IRS's 
position concerning the taxability of CIAC to the recipient of the CIAC, IRS 
Notice 87-82 presents the accounting requirements for the contributor of the 
CIAC. IRS Notice 87-82 states the following concerning the accounting 
requirements for contributors of CIAC: 

"VII. Accounting Treatment of CIACs By Customers· 

"Sections 1.461-I(a)(I) and (2) of the Income Tax Regulations provide 
that taxpayers using the cash and accrual methods of accounting, 
respectively, may not currently deduct the tot�l amount of an 
expenditure which resul_ts in the creation of an asset having a useful 
life which extends substantially beyond the close of the taxable year. 
Instead, such taxpayers are required to capitalize such expenditures 
as assets and deduct the costs of the expenditures over the useful 
life of ,the asset in question. See. e.g., Rev. Rul. 70-413, 1970-2 
C.B. 103.

"Any taxpayer paying a CIAC to a utility is incurring an expenditure 
which results in the creation of an intangible asset having a useful 
life extending substantially beyond the close of the taxpayer's 
taxable year. If a taxpayer incurs a CIAC with respect to property 
used in a trade or business and is required to replace the CIAC 
property upon its, obsolescence or deteri�ration, the amount of such . 
payment is capitalized and deducted on !i- pro rat a basis over the 
useful life of the asset. In such a situation, the useful life of the 
intangible asset would correspond to the economic life (in contrast to 
the tax life or recovery period) of the public utility property to 
which the CIAC relates. See, e.g., Rev. Rul. 69-229, 1969-1 c.B. 86. 
In contrast •. if the taxpayer incurs a CIAC with respect to property 
used in a trade or business and is not required to replace the CIAC 
property upon its obs9lescence or deterioration, the intangible asset 
has an indeterminate economic life. In such a case, .. the taxpayer must 
capitalize the payment and is not permitt�d to amortize the amount of 
the prepaid asset. See, e.g., Rev. Rul. 68-607, 1968-2 C.B. 115. 

"In the case of a taxpayer (e.g., a real estate developer. or home 
builder) who incurs CIACs with respect to property primarily tield for 
sale to .customers in the ordinary course of .the taxpayer's b�siness, 
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the cost of .the CIAC should be capitalized. The intangible asset 
should be allocated- to the property held for sale to customers and 
deducted when such property and the related intangible asset are 
sold." 

The Commission concludes that IRS Notice 87-82 does not.•support witness 
Camaren's testimony. IRS Notice 87-82 req�ires that cws and all other recipients 
of CIAC -must recognize the fair market value of the CIAC as taxable income, 
regardless of the·accounting treatment specified by IRS Notice 87-82 for the 
-contributor of the property.

If a contractor_ or developer transfers utilitY property �o CWS, CWS is 
required,by Section 118(b) of the IRC to recognize as taxable CIAC ,income the 
difference between the contractor's or developer's cost of constructing the 
property and the amount CWS pays for the property in the year it receives the 
proper.ty. The Commission concludes that CWS is required to recognize this amount 
of .. CIAC income. CWS's requirement to recognize taxable CIAC income upon the 
receipt of uti 1 i ty property is not dependent on whether th_e contributor of the 
property is required .to expense or capitalize the cost of the property that _was 
transferred to cws. Regardless of the accounting treatment the contributor of 
the CIAC is. require,;!. �o follow, .CWS must record the difference b_etween the 
construction cost of the property and t�e' amount it initially paid for the 
property as taxabl� CIAC incpme. 

In Hs Order ·dated August 26, i987, in· Docket No. H-IDO, Sub 113, the 
Commission required all water and sewer utilities io use th� full gross-up.method 
for the collection of income taxes on CIAC: Unless it gave spe�ific approval to 
use another method. CWS has never submitted a request to use a method other than 
the full gross-up met_hod. From the tes�imony and evidence presented in this 
proceeding, it is clear .that CWS has violated the Commission's Ol'ders concerning 
the gross-up of CIAC with respect to contingent deferred payment contracts. This 
has put Utilities, Inc. and CWS in the position of facing a potential income tax 
assessment in the future. 

In its "Order Establishing Procedures Related to Contribution"s in Aid of 
Construction..'' dated August 26, 1987, the Commission. recognized the risk of a 
potential income tax 1 i ability associated wi ti\ an undeveloped project. This risk 
is one of the reasons the Commission-required water and sewer utilities to use 
.the full gross-up method. Using the full gross-up method places .the risk of 
income taxes associated with undeveloped projects on the contra_ctor or devel aper, 
not the water or sewer uti-1 ity. The use of the full gross-up method requires not 
only the use of the appropriate income tax_ factor, .but-.also requires that the 
·appropriate income tax factor be applied to the appropriate CIAC value. Instead
of placing the income tax risk associated with undeveloped systems on the
developers or contractors of the systems, CWS's actions have placed that risk on

·its stockholders.

CWS contends that Arthur Andersen, its indepen.dent auditor, has reviewed the 
contrac:ts and concurs that its income tax treatment is app·r.opriate. lr{it"!ess 
Johnson, who testified as a witnes� for CWS, is a partner with the firm of Arthur 
Andersen. Witness Johnson was unfamiliar with the contracts at ·issue in this 
proceeding. He, as well as all the other CWS witnesses, was unable·to cite any 
IRS ruling(s) that supports the positions CWS has taken concerning property it 
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has received under contracts containing contingent future payments as customers 
tap onto the utility systems. In contrast, Public Staff witness Kibler cited 
numerous IRS rulings, as well as the·House Co111I1ittee Report, which support the 
Public Staff's position. 

By not reporting the taxable CIAC related to these three systems on its 
income tax returns in the years the systems were received, the Company has a 
potential income tax liability. eecause the original cost of this prOperty has 
not been provided in this proceeding, the Commission cannot estimate the level 
of that tax liability at this time, The Commission therefore will require that 
the Company file the original cost information for these systems within 60 days 
of the date of this Order. lf the-actual original cost cannot be obtained from 
the developer, the utility shall have the property appraised in time to file the 
data as required. · 

Another aspect of this issue that greatly concerns the Conrnission is CWS's 
accounting for property' received under contingent deferred payment con�racts. 
According to the testimony of Wenz and the testimony and Public Staff cross 
examination exhibits of witness Johnson, CWS •only records on its books· and 
records plant inVestment in the amount of the purchase payments at the time the 
payments are made. This accounting treatment was initiated by the Company after 
the Tax Reform Act was enacted, Prior to the enactment of the Tax Reform Act, 
the Company appropriately accounted for proper·ty received under contingent 
deferred payment contracts by debiting plant in service accounts and crediting 
the contributions in aid of construction accourit. The ·company's. present
accounting treatment is inappropriate for several reasons, ·including the 
following: 

(2) 

(3) 

cws owns, operates, maintains, and pays property taxes on property 
that is not recorded on its books and records or in Utilities, Inc.'s, 
income tax returns •. 

CWS's accounting records do not reflect accrual accounting for 
property received under conti�gent deferred payment contracts. 

CWS's accounting for property received under contingent deferred 
payment contracts does not comply with.the requirements of the NARUC
Uniform System of Accounts for Water Utilities, the NARUC Uniform 
System of Accounts for Sewer Utilities, or "Generally Accepted 
Accounting Principles. 

Each of the foregoing matters are discussed hereafter. First, CWS ·owns
property that is not reflected on its books and records. When CWS receives 
utility property under a contingent dCferred payment contract, the utility 
property becomes CWS's property at that time. CWS has legal title to that 
property, operates the property, maintains the property, pays property taxes on 
the property, and would bear legal liability with respect to a malfunction or 
accident involving the property, yet the great majority of the original cost of 
that property is not recorded on CWS's books and records. BecaUse CWS actually 
owns the property and has all the benefits and burdens of owning that propeity, 
the property should be recorded on its books and records. Further, such property 
should be included in it� annUal reports to this Conmission and suCh property 
should ,be reflected in the tax returns of Utilities, ·Inc. 
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Second, CWS•keeps its books and records on the accrual basis of accounting; 
however, CWS is accounting for property.received pursuant to contingent deferred 
payment contracts on the cash basis of accounting. All of CWS's transactions, 
including the receipt.of property under contingent deferred payments contracts, 
should be accounted for on the accrual basis of accounting and not on the cash 
basis of accounting. 

Third, CWS's accounting for property received under contracts containing 
proyisions for contingent deferred payments does not comply with the. requirements 
of the NARUC Uniform System of·Accounts (USoA) for Water Utilities and the NARUC 
USoA for Sewer Utilities which have been adopted by this Coll'll1ission. Those USoAs 
require that when property is contributed to a utility, the_utility must record 
that proper:ty in its plant in service acco·unts, and the difference between the 
amounts included in the plant in service accounts and any amounts recorded in 
accumulated depreci�t_ion and amortization associated with that property shall be 
credited to account 271,.Contributions in Aid of Construction. With respect to 
the valuation of public utility property, the utili ty plant instructions state, 
in part, as follows: 

"l. Utility Plant to_be Recorded at Cost." 

"A. All amounts included in. the accounts for utility 
plant acquired as an operating unit or system, 
shall be stated at the cost incurred by the 
person who .first devoted the property to utility 
service and all other utility plant shall be 
included in the accounts at the cost incurred by 
the utility except as otherwise provided in the 
texts ,of the intangible plant accounts. Where 
the term 'cost' is used in the detailed plant 
accounts, it shall have the meaning stated in 
this, paragraph. 

"B. When. the consideration given for property 1s 
other than cash, the value of such consideration 
shall be determined on a cash basis., In the 
entry, recording such transaction, the actual 
consideration shall be described 1with sufficient 
particularity to id.entify it. The utility shall 
be prepared to furnish the Commission the 
particulars of its determination of the cash 
value of the consideration if other than cash. 

"C. When property is purchased under a plan involving
·deferred payments, no charge shall be made to the
utility plant accounts for interest, insurance,
or other expenditures occasioned solely by such
form of payment.

"D. Utility plant contributed to the utility or 
constructed by it from contributions to it of 
cash or its _equivalent shall be charged to the 
utili�y plant acco�nts at cost of construction, 
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estimated if not known. There shall be credited 
to the account for accumulated depreciation and 
amortization the estimated amount of depreciation 
and amortization applicable to the property at 
the time of its contribution to the utility. The 
difference between the amounts included in the
utility pl ant .accounts and the accumulated
depreciation and amortization shall be credited 
to account 271, Contributions in Aid of 
Construction .... 

As can be seen in 1.C. above, plant acquired under a plan involving deferred 
payments is required to be recorded in plant accounts. The original Cost of the 
plant acquired under a deferred payment plan is required to be recorded in the 
plant in s�ryice accounts; but any interest, insurance, or other expenditures 
occasioned by the deferred payment plan may not be charged to. the plant in 
service accounts. As can be seen in l.D. 1 plant contributed to a utility must 
be recorded in the plant in service accounts. 

The requirements of the USoA are specific.· The construction cost of the 
plant cws has received under the contingent deferred payment contracts must be 
recorded in the plant in service accounts on CWS's books and records and in its 
annual reports filed with this CommisSion. 

Accepting for the sake of argument that the property CMS has received under 
contingent deferred payment contracts does not represent taxable CIAC for income 
tax purposes, it does represent plant in service and CIAC for book and regulatory 
purposes. CWS and its parent, Utilities, Inc., have accounting personnel, and 
its independent accounting firm, Arthur Andersen, is the largest independent 
accounting firm in the United States and is one of the largest, if not the 
largest, in the world. With its in-house· and outside accountants, there is no 
reason CWS's accounting practices concerning the accounting for property received 
under contingent.deferred payment contracts should not be correct. The USoA is 
specific regarding the required accounting for property received under deferred 
payment contracts. Also, Generally Accepted Accounting Principles (GAAP) do not 
permit accounting fOr property received under deferred paymeTlt contracts on a 
cash basis. GAAP requires that any and all property owned by an entity be 
recorded on the books and records of that entity • .  -The testimony of the 
accounting professionals employed by Utilities, Inc. and Arthur Andersen to the 
effect that it is appropriate to record plant received under contracts with 
contingent deferred payment provisions on a cash basis is simply without merit. 

With respect to this issue, CWS's books and records are not in compliance 
with the USoA or GAAP. Therefore, CMS should be required to properly account for 
property received under deferred payment plans and bring its books and records 
into compliance with the USoA within 60 days of the date of this Order. Such 
accounting shall clearly reflect the Cotm1ission's findings·as set forth herein. 

Systems Where Original Cost Has Not Been Obtained 

The next area of disagreement between the Company and the Public Staff 
relates to the collection of gross-up and the reporting of CIAC for systems where 
the original costs of the systems have not been obtained. 
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Public Staff witness .Kibler testified that the Public Staff is-aware of at 
1 east three systems where CWS has received gross-up and .has stated that the 
company does not know the total costs of those· systems. Witness Kibler indicated 
that this raised sever.al questions, including whether CWS ever included the CIAC 

�associated with these·systems in its taxable income.

Company witness Wenz testified that CWS collected gross-up on the three 
systems in question, Windsor Chase, Hidden Hills, and Williams Station, based on 
the estimated original cost of those systems. Wenz further testi.fied that 
although cws has not obtained· the original cost of the three systems9CWS has 
re�orded and paid• the taxes on the CIAC. 

Company witness Wenz also testifieij that the Public Staff's assumption that 
CWS ,has an unrecognized income tax ·liability associated with such systems is 
invalid. He also said that CWS has estimated on .its consolidated income tax 
return CIAC that exists, but remains unQuantified due to a lack of supporting 
document a ti on. He added that, while not speci f.i ca lly i denti f.i ed, CIAC reported 
at the consolidated ·level can be assigned to subsidiary companies at . a ·1 ater 
point in time.·-

Company witness Wenz testified that cws·has only recently r.eceived original 
cost information for Blue Mountain. He _pointed-out that, �s required by language 
contained in the contract, ·the developer has also provided CWS with a 40% gross
up for the associated tax !iability, 

Again, the issue is whether the Company has.complied·with the Co1m1ission's 
gross-up requirements as set forth in its Order� in Docket· No. H-1001 Sub 113. · 
The Company's statements concerning the aforesaid systems appear to be 
inconsistent. Cornpariy witness Wenz·testified that the Company has·paid taxes on 
Windsor Chase; however, in its response to- a Public Staff· data request, the 
Company ·indicates that it has not •reported taxable CIAC for Windsor Chase, 
(Public Staff Wenz Rebuttal Exhibit No. 3) Also, witness Wenz testified that 
subsequent to the Commission Orders ·in Do_cket No. H-100, Sllb ·113, CWS has 
collected gross-up on both cash and facility CIAC. However, on cross 
examination, he acknowledged that there were a few exceptions to·this statement, 
such as Monteray Shores and Southwoods-sewer. Witness Wenz also contended that 
CWS has reported an amount for "unidentified ·cJAC" which covers,those systems; 
however, he also testified that this "uriidentified CIAC" 'is not related to ·any 
specific transaction. 

The Cornmission's review of the foregoing m�tterS uncovers more questions 
than answers, ,including whether or not the taxable -CIAC was recorded on the 
books,.whether'the taxable CIAC was reported on the Company's income tax returns, 
what amount, if any, was reported, and what amount of income taxes, if any, was 
paid by the Company on the taxable CIAC. The Commission cannot review the 
reasonableness of the gross-up collected and the Company's. compliance with the 
gross-up requirements without specific information on original cost·, taxable CIAC 
repor.ted, income taxes collected, and income taxes paid for each system. 

·Therefore, the Cammi ss.i on finds and concludes. that the Company. should· be required
to file a breakdown of the consolida ted "unidentified CIAC''. showing, for each
transaction, the estimated taxable CIAC and how it•was calculated, including the
original cost of the facilities for each transaction and any amounts paid for the
.plant by an affi.liate of Utilities, Inc. Because the conso_lidated amount
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includes amounts for other states.as well as amounts for North Carolina, this 
information should be provided for all transactions, incl.uding transactions 
occurring in other states. Further, the Cormni ssi on finds. and concludes thilt 
Utilities, Inc., should also be required to file-complete copies of all federal 
and state income tax returns that include data or matters related to those 
matters here under review. 

Limitation of Gross-Up In• Contracts 

The next area of disagreement between the parties is related to the 
limitation of the amount of gross-up in contracts. Public Staff witness Kibler 
testified that the amount of gross-up is limited in the Stonehedge/Bradford 
Park, Monteray Shores, Habersham, and Blue Mountain at Wolf Laurel contracts. 
Witness Kibler further testified that CWS has not been given prior approval to 
use a different method than the· full gross-up method in those subdivisions, 
Witriess Kibler stated that by limiting the amount of gross-up, CMS will have to 

pay any additional income.tax-liability itself. 

Company witness Wenz testified that, as required under the Blue Mountain 
contract, the developer provided CWS with a 40% gross-up for the associated 
income. tax 1 i ability. Witness Wenz testified that under the ful 1 gross-up'method 
the.gross-up factor would be approximately 62.92%. ·He added that he thought the 
40% was an attempt to use the present value gross�up method. 

Witness Wenz also testified that under the Southwoods-sewer agreement, CWS's 
initial investment will be in.the form of taxes on the CIAC and that over time 
the income taxes paid on the initial investment will fl ow back tO CMS as the 
facilities are depreciated for income tax purposes. Company witnes�· Camaren 
testified that in the Habersham contract the tax liability of the contractor is 
limited to $1,020. Witness ·Camaren further testified, "At the time those-deals 
were. done in like 1987 or '88, there was still some doubt as to whether somebody 
would ultimately construe them to be CIAC. They have since been affirmed that 
they're not CIAC and basically the whole point"is moot." 

Regardless of whether the Company used the partial gross-up method or the 
present value method, the Company did not have prior Commission approval, which 
is required, to use either of those methqds. Therefore, the Company is in 
violation of the Commission's gross-up requirements as a result of •not having 
obtained prior approval to deviate from the full gross-up method as required by 
Commission Order. 

Company witness Wenz testified that CWS had not collected gross-up on CIAC 
received under the sOuthwoods-sewer contract. That contract was signed. on 
October I, 19BB. According to Public Staff Wenz Cross Examination Exhibit 
No. 54,. a copy of the contract was not provided to the Public ·Staff until 
August 9, 1993, and a copy of the contract was not filed with the Co!llllission. 
According to witness ,Wenz, the only system where the Company has obtained prior 
approval not to use the full gross-up method is the Olde Pointe system. Because 
the company has not obtained prior approval not to collect any gross-up for the 
Southwoods-sewer system, the Company is again in violation of the Conmission's 
Orders in Docket No. H-100, Sub 113. 
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As to the systems. such as Habersham. where the develop�r•s or-contractor's 
liability·was limited t6 an amount per lot, the Convnission does,not agree with 
witness Camaren that the whole point is moot since there. is no CIAC. - As we 
previously concluded, the contracts with deferred payments do·create taxable 
CIAC, so any limitation'of the taxes to. be paid by the develOper will result in 
the Company having to pay any additional taxes above the limitation. Again, the 
Company is in violation of the Co1Ji11ission's gross-up requirements· because it did 
not obtain prior approval to use a method other than the full gross,.;uP. method. 

In summary, the Commission finds and· ,concludes that "the Company has 
repeatedly.violated the Convnission's gross-up requirements by not obtaining prior 
approval not to use the full gross-up method in certain systems as previously 
discussed. In its Order dated August 26, 1987, in Docket No. M-100, Sub 113, the 
Comnission stated: 

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

Company witness Wenz testified that income taxes paid by CWS on CIAC for 
which no· gross-up was collected from the •"developer are booked as debit 
accumulated.deferred income taxes (ADIT); thus, these taxes, absent some further 
action, would likely fncrease CWS's rate base. Witness Wenz testified as follows 
concerning the inclusion of CIAC taxes paid by a company in rates and the 
ColTltlission's policy concerning not obtaining prior approval: 

"Q. 

A. 

A. 

Q, 

A. 

Q, 

A. 

Is CWS seeking to receive a return on these taxes from ratepayers 
by including. the related debi,t 'ADIT.in rate base in its recently 
filed rate case? 

In Honteray Shores, yes, we are. In Olde Point, we already have 
ColTltlission approval to include those in rate base so, yes, in 
those two inst�nces we are. 

Now, it requires prior Co1T1t1ission approval to include those in 
rate base, does it no't? 

What requires? 

To place th8 debit ADIT in rate base r�quires ColTltlission 
approval? 

Yes. 

Has CWS obtained anY prior approval from the ColTltlission to 
include any.of these taxes in rate base? 

In Olde Point, yes; Honteray ShOres,·no, and that was addressed 
extensively in the last rate case." 

In its Final Order in CWS's last rate case, Docket No, W-354, Sub Ill, the 
Commission stated the following concerning the issue of not obtaining prior 
approval: 
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�'The Commission has carefully analyzed the testimony on this 
adjustment and rules that it is inappropr.iate.for CWS to include the 
tax paid on the Monteray Shores acquisition in rate base. The 
majority of the issues raised by .• the Company have been discussed at 

· length in the tax docket, Docket No. H-100, Su� 113. The Commission
was aware of those ·issues when it issued. its Order in Docket No •

. H-100, Sub 113 dated August 26, 1987, stating specifically that the
full gross-up method·. for co11ecting taxes On CIAC is mandatory for
water and sewer companies unless receiving prior Commission approval
to use another method. In Docket No. M-100, Sub 113, the Conunission 
further stated that if a Company did not follow. the gross-up· 
requirements established in that Order, ·a Company would not be al 1 owed 
.to recover any costs of income taxes arising from CIAC from 
ratepayers. Because the Company did not receive prior. Commission 
approval to use some methodology other than the full gross-up method, 
the Commission concludes that its ratepayers should not be requi-red to 
·pay any costs associated with the taxes pa.id on CIAC for the Monteray
Shores system. Furthermore, to make matters even worse, the Company
failed to respond ·to Mr. Panton's letter of February 6, 1991. The
Commission further notes, however, that everi i.f·CWS had made a formal
filing-in re·sponse to Mr. ·Panton's letter, the request would still
have been denied as a result of the Company's failure to request· and
receive prior approval for the requested ratemaking treatm�nt. The

· prior approval requi.rement is the, centerpiece of , the Convni ssi on' s
Orders re·garding CIAC taxes."

Because the Company did_not obtain prior approval to limit the gross-up on
the subject systems, the Commission finds and concludes that any additional taxes 
paid by CWS and any cost associated therewith should be borne by its stockholders 
and not its ratepayers·. Thus, it would be inappropriate to include any such cost 
in the Company's cost of service or revenue requirement for ratemaking ·purposes. 

Gross-Up On Tap And Plant Impact Fees Set Forth In Contracts 

The last area of difference between the Company and the Public Staff relates 
to the collection of gross-up on tap and plant impaCt fees set forth in 
contracts, It is noted that the term "plant impact fee" is synonymous with the 
term "plant modification fee". Public Staff witness Kibler testified that CWS 
is not collecting gross-up on tap and plant impact fees in some subdivisions 
because the fee is specified in the contract. 

Again, the issue in question is whether the Company is complying with the 
. Conmission's gross-up requirements as set forth in its Orders in. Docket No. 
H-100, Sub 113. In its Order dated August 26, 1987, in that docket, the 
Commission ordered: 

"That water and sewer companies shall use the full gross-up method 
with respect to collections of CIAC unless·the Commission gives prior 
approval for a different method in a particular case or .unless the 
company applies'for and is granted approval to use the present value 
·method."
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However, the Commission also stated in its Order: 

"Based ·on the foregoing, the' Cammi ss-i on concludes· that the rules and 
procedures contained, in this Order'.are applicable to CIAC-Subject to 
taxation: that was, not under oral ,and written contract prior to 
February 3, 1987, the date of the Commission's Interim Order requiring 
gross-up Procedures •. consistent with this conclusion, the,Conmission 
concludes that utilities recei.ving CIAC that were under contract prior 
to February 3, 1987 should be authorized.to·pay any related taxes on 
CIAC from the utility's funds."

Company wittiess Wenz .testified'·that CWS collects· gross-up• on all tap and 
plant impact fees except where contractually prohibited from doing so. Witness 
Wenz testified that in its Order in Docket No. M-100, Sub 113 the Commission 
acknowledged that contractual ·obligations prohibited the collection.of the gross
up and that the Order specifically exempts from the gross-up requirement CIAC 
that was under ofal or written contract prior to February 3, 1987. 

Public Staff witness Kibler testified that the Commission's.statement in its 
Or9er in Docket No. M-100, Sub. 113 cannot apply to. tap fees because they are 
tariffed ratesj therefore, the Commission's statement must apply only to 
contributed plant, which is determined based on the contract with the developer. 

, Witness Ki bl_ er further, testified that because the tap fees are tari f.fed, the 
tariffs are controlling, not.the contracts. Witness Kibler stated that, through 
its Orders in Docket No. M-100, Sub 113, the Commission revised the tariffe� tap 
fees f_or �11 water and sewer companies so that CWS's tariffed.tap f�e was revised 
from the uniform,fee to the uniform_f�e plus full gross-up. Witness Kibler also 
testified that for CWS to charge a tap or'plant modification fee other than its 
uniform fee CWS must ·be authorized by the Commission to do so. 

In its initial Order, issued on Feb�uar.Y 3, 1987, establishing the -gross-up 
requirement, the Commission excluded from that requirement gross-up on CIAC wher.e 
such collection,was prohibited by contracts already approved by the Commission.
With respect to this issue, the Public Staff contends that the, foregoing 
exclusion applies only to contributed plant assets and not to tap-.Dn and plant 
modification fees since ·such fees are set forth in ·tariffs appr.6ved by the 
Commission. The ·Public Staff, therefore, asserts that the tariffs are 
controlling and not the contracts. The .company contends tha� the Conmission's 
Orders of February 3 1_ 1987 1 and August 26, 19?7 acknowledge that contractual 
obligations prohibited .the collection of.�he gros�-up requirement alld that such 
Orders specifically exempts from gross-up CIAC that was under oral or written 
con�ract prior to February 3, 1987. 

The Cammi ssi on finds and Canel udes that the Company's position in this 
regard is, correct . .  The Commission's Orders of .February: 3, 1987, and 
'August 26, 1987, exclude from the Ccjmmi ssi on' s· gross-up requi re�ent a 11 CIAC that 
was under oral or written Contract prior to February 3, 1987, including·tap-on 
and plant modification·fees. 

Summary Df CIAC Issues 

In sullillary, the Commission concludes that the Company has not complied'with 
the Commission's gross-up requirements in numerous instances. The Company has 
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not collected gross-up on taxable CIAC received under the contingent deferred 
payment contracts and it has not reported such taxable CIAC on its tax returns. 
Thus, the Company has an unrecorded potential income tax liability associated 
with transactions undertaken under said contracts. In addition, the.company did 
not collect any,groSs-up with respect to the Southwoods-sewer system as req�ired 
by Orders issued by this Conunission. Also,'the Company limited.the amount of 
gross-up in some contracts without receiving prior Colilllission approval. 

The Company has not obtained original cost information for:' some of its 
systems. Thus, based on the information available in this proceeding, the 
CommisSion cannot determine whether the Company has complied with the 
Commissions's gross-up. requirements for those systems. 

As a result of the Company's use of the cash basis of accounting for 
property received under contingent defefred payment contracts, its books and 
records are not in compliance with the NARUC USoAs for Water and Sewer.Companies, 
which CWS is required to follow by Rule of this Commission, and GAAP. The 
Colllllission therefore finds and concludes that CWS should be directed to correct 
the foregoing deficiencies. 

IT IS THEREFORE ORDERED as follows: 

I. That the imputation of connection fees proposed in this docket by the
Public Staff be, and the same is hereby, disallowed. 

2. That CWS shall file and request approval of all future contracts with
developers within 30 days of signing said contracts and, in the case of informal 
agreements or contracts that are effective without signing, CWS shall file a 
detailed written description of the terms of those agreements within ·30 days Of 
entering into such agreements •. The requirements of this decretal paragraph shall 
apply to all future contracts, including those covering contiguous .expansions. 
In all contracts that.have provisions which allow for connection charges (tap-on 
fees) and/or plant impact fees that differ from the tariffed uniform connection 
charges and/or plant' impact fees or that allow for special charges such as 
management fees, oversizing .fees, availability fees or other such ·fees not common 
to all service areas,· the referenced charges or fees shall be specifically 
brought to the attenti�n of the Coimnission to be· approved or disapproved. 

3. That CWS shall prepare amendments to its tariffs detailing its
connection fee practices and procedures on a subdivision-by-subdivision basis and 
shall include applicable management and oversizing fees in its tariffs. CWS 
shall file these tariff revisions with its rebuttal testimony in the Company's 
pending general rate case, Docket No. W-354,'Sub 128. 

4. That the Company shall illlllediately comply with the Colllllission's gross-up
requirements in a manner consistent with the·findings and conclusions-set forth 
in-this Order. ' 

5. That the Company shall file, within 60 days of the issuance date of this
Order, a statement of the original cost of each system subject to deferred 
payment contracts signed after February 3, 1987. If actual origin<!,l cost 
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information cannot be _ obtained from the develoj,er, the Company shall have 
appr�isals performed. ·ori gi!'1a1 ·cost is to be "determined in a manner consistent 
with the findings and conclusions set forth herein. 

6. That the Company shall file with its rebuttal testimony in Docl<et No.
W-354, Sub 128, a breakdown of the consolidated "unidentified CIAt• as described
herein showing for each transaction the estimated taxable CIAC and how it was
calculated, including the original cost of the faci.lities and any amounts paid
by any Utilities, Inc., affiliate for the plant. This· infol"m�tion shall be
provided for all transactions included.in the total consolidation amount(s) and
shall be accompanied by complete copies of a-11 .-federal and state income tax
returns related thereto. · 

7. That the Company sha-11 immediately begin accounting -for ,property
received under deferred payment ·plans in a manner consistent with the findings 
and conclusions set forth in this Order. 

8. That the Company shall, within 60 days of the issuance date' of this
Order, bring its books and records into compliance with the NARUC USoA as 
prescribed for use by this Conmission. Further, the Company shall, within-70 
days from the issuance date of this Order, file with the Conmission seven (7) 
copies of all journal entries made to its .. books of account as may, be required in 
order to comply with the provisions of this Ordering- Paragraph. Such filing 
shall also include seven (7) copies of all worl<papers developed in this regard. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 22nd day of March 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen,_Chief Clerk 

Conrnissioners William W. Redman, Jr., and Allyson K. Duncan did not participate 
in this case. 
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DOCKET ND. W-354, SUB 133 
DOCKET NO. W-354, SUB 134 

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION 

DOCKET NO. W-354, SUB 133 

In the Hatter of 
Application by Carolina-Water Service, Inc. of 
North Carolina, 2335 Sanders Road, Northbrook, 
Illinois 60062, for ·Authority to Transfer the 
Assets Serving the Far.mwood "B" Subdivision in 
Mecklenburg County to the City of Charlotte 
(Owner Exempt from Regulation) and to Transfer 
Assets 

DOCKET NO. W-354, SUB 134 

In the Hatter of 
Application of Carolina Water Service, Inc. of 
North Carolina, 2335 Sanders Road, Northbrook, 
Illinois 60062, for Authority to Transfer the 
Assets Serving the·Chesney Glen Subdivision in 
Mecklenburg County to the City of Charlotte 
(Owner Exempt from Regulation) and to Transfer 
Assets 

) 
) 

l 
( 
) 

l 
) 

ORDER DETERMINING 
REGULATORY TREATHEIIT 
OF GAIN ON SALE OF 
FACILITIES 

HEARD IN: Conunission Hearing Room 2115, Dobbs Building, 430 North, Salisbury 
Street, Raleigh, North Carolina, on Tuesday, June 7, 1994, at 9:30 
a.m. 

BEFORE: Conunissioner Ralph A. Hunt, Presiding; and Commissioners William w.
Redman, Jr., Laurence A. Cobb, Allyson K. Duncan, and Judy Hunt 

APPEARANCES: 

For Carolina Water Service, lnc. of North Carolina: 

Edward S. Finley, Jr., Hunton & Will iams 1 Attorneys at Law, Post 
Office Box 109, Raleigh, North Carolina 27602 

For the Public staff: 

Paul L. Lassiter, Staff Attorney, Public Sta ff - North Carolina 
Utilities Commission, Post Office Box 29520, Raleigh, North Carolina 
27626-0520 
For: The Using and Consuming Public 

BY THE COMMISSION: On November 18, 1993, Carolina Water Service, Inc. of 
North Carolina (CWS or Company) filed an application in Docket No. W-354, 
Sub 133, seeking authority to relinquish its certificate of public convenience 
and necessity to provide water utility service' to a section of the Farmwood 
Subdivision in Mecklenburg County, North Carolina. In its application, CWS 
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asserted that the area in que�tion. Farfnwood "B", represents only a ·portion of 
the entire Farmwood water system and that CWS .will continue to provide·service 
to the other portions, of Farmwood Subdivision·. CMS requested allthority to 
transfer the Farmwood "B:' assets to the Charlotte-Heclclenburg Utility Department 
(CMUD)· and for CWS's stockholders ,to retain 100; of the gain on this sale. 

On-February 16 1 1994, CWS filed an application in Docket No• W-354, Sub 134, 
seeking authority to .relinquish its certificate of public convenience and 
necessity to provide water utility service to the Chesney,Glen Subdivision in 
Mecklenburg County, North Carolina. CWS. requested· authority, to transfer the 
Chesney Glen assets to CMUD and for CWS's stockholders to retain 100% of the gain 
on ·this sale. 

By Order issued April 11, 1994, the Chairman consolidated thes� matters for 
hearing on June 7, 1994, in Raleigh. Upon call of the matters for hearing at the 
appointed time and place, both CWS and .the Public Staff were• present and 
.represented by counsel. CWS presented the testimony of Carl l;)aniel, its Vice 
Pres-ident, in.!:iupport of the-Company's applicati_ons. The Public.Staff presented 
the testimony of Kenneth E. Rudder, Utilities Engineer, and Katherine.A. Fernald, 
Supervisor of the·Water Section of the 'Public Staff Accounting-Division. 

On June 27, 1994; Cws filed letters requesting that the Convnission enter an 
immediate Order in these consolidated dockets approving the transfers in.question 
while deferring a ruling on -the gain on sal'e issue·to a later date, said ruling 
.to be made by further Order. On June 28, 1994, the Public Staff filed.a response 
·stating that it did not-object to severing. the issue of regulatory treatment of
the gain on sa1e,of utility assets from the· actual transfers of the property in
question.

On July 61 1994, .the Commission issued, an Or.dE!r approving- the transfer of 
the water utility systems serving the Farmwood ue" and Chesney Glen subdivisions 
in Mecklenburg County from CWS to CMUD. The Commi_ssion's Order prov.ided that the 
Commission would rule.ran the gain on sale issue by further Order in these 

·consolidated dockets.

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

FINDINGS OF FACT 

I. The sales of Farmwood "B" and Chesney Glen by CWS are sales of portions
:of systems as both Farmwood "B" and Chesney Glen are parts of larger systems 

· owned and operated ·.bY ·cws.

2. Sales to municipal systems arid sanitary districts result in advantages
to the consumers of transferred systems through generally lower rates, fire 
protection, better water quality, more stor:age, better production facilities, and 
more economies.of scale. 

3. By Order entered in Docket Nos. W-354, Subs 82, 86, 87, .and 88, on
October 16, 1990, the Commission concluded that CWS.and itS remaining customers 
should equally share. in the benefits of gains resulting from the sale of the 
Company's facilities. used to provide utility service in_ the Beatties Ford/Hyde 
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Park East; Genoa, Raintree, and ·Riverbend Subdivisions. By Order entered in 
Docket Nos. W-354, Subs 71 and 72, on Hay 21, 1993, involving applications filed 

.
by'Heater Utilities, lnc:,,the Commission reaffirmed that gain on sale _policy. 

4. Events occurring since the Commission initially established its gain
splitting policy in 1990 indicate that such policy, contrary to the public 
i�terest, serves as a disincentive to sell and may thereby discourage and impede 
beneficial sales to municipal and other government-owned entities. 

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 1 - 4 

The evidence supporting these findings of fact is found in the applications 
and the testimony of Company.witness Daniel and Public Staff witnesses Rudder and 
Fernald. · 

,CWS witness Daniel �estified that only a portion of the Farmwood system is 
.being transferred to CHUO. The section of Farmwood being transferred is Farmwood 
ue" which contains 175 customers. CWS acquired the Farmwood System along with 
20 other systems as part of the purchase of the assets of Waterco .in 1980. CWS 
proposes transferring two wells, including associated pumping equipment, and one 
10,000 gallon storage tank to CHUO as part of the Farmwood ue" transfer. 

Witness Daniel further ·testified ·that Chesney Glen Is a residential 
subdivision In Mecklenburg County, southeast of the City of Char.latte, with 27 
customers. Like Farmwood uB", Chesney Glen represents only a portion of a larger 
·subdivision called Courtney. In fact, Chesney Glen was constructed as Phase III
of Courtney. There are no wells or storage tanks located within Chesney Glen.

By Order entered in Docket Nos. W-354, Subs 82, 86 1 87, and 88, on 
October 16, 1990, the·Commission concluded that CWS and its remaining customers 
should equally share ·in• the benefits of gains resulting from the, sale of the 
Company's facilities used to provide utility service in the BeattieS Ford/Hyde 
Park East, Genoa, Raintree, and Riverbend Subdivisions. By Order entered in 
Docket Nos. W-354, Subs 71 and 72, on Hay 21, 1993, involving applications filed 
by Heater Utilities, Inc. (Heater), the Commission reaffirmed the above
referenced gain on sale policy. 

The issue now to be resolved by the Cammi ssi on in these consolidated dockets 
is whether or not the Commission's policy of splitting gains continues to be in 
the public interest. The Public Staff takes the position that the Comnission has 
addressed the issue of who should receive the gain on sale in past dockets and 
has decided to split the gain. · The. Public Staff further argues that CHS has 
offered no new evidence in this docket appreciably different from what was 
offered in past dockets and, therefore, the Commission should adhere to the• 
position it adopted in the past. 

CWS provided eyidence that shows that action has been taken in response to 
the CoTIJ11ission's decision in past dockets to split the gain that is harmful to 
the public interest and that such developments exemplify why the Conmission's 
gaiti splitting pol icy can be detrimental and should be revised. _cws states 
further that through written statements in the past Orders, upon which the Public 
Staff relies, certain members of the Commission have questioned the wisdom and 
appropriateness of- the .past decisions to equally split gains. Through these 
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written statements, those Comnissioners-have suggested that the issue should be 
revisited and.that the ramifications to the public good of the decisions to split 
the gains should .be taken into account. Based on those statements, CWS argues 
that the Public Staff's reliance on the past holdings equally splitting gains is 
iriappropriate and not in the public.interest. 

With the benefit of hindsight, the Conunission can now see that the policy 
to split the gains or losses· on sales of water aOd/or sewer systems has had a 
negative impact on the public good. For example, the proposed sale of the 
Beatties Ford system from CWS to CMUD ·in 1990 was renegotiated after this 
Commission ruled to split the gain. That .resulted in the.Charlotte-Mecklenburg 
taxpayers and ratepayers spending more on the acquisition of the Beatties Ford 
system than they would have,spent if this Commission's ruling had been to flow 
the gain to stockhOlders only. Furthermore, the Farmwood·· "B" contract between 
CWS and cHUD contains a provision wherein the price to CHUO esc�lates 1n 
proportion to' the portion of any .gain that is flowed to CWS's remaining 
customers. In addition, all involved parties know that CWS chose not to sell its 
Ri verbend utility system as a result of ·the Corrmi ssion' s ruling in Docket 
No. W-354, Sub 88. 

These facts, consequences of the CoI1111issior)'s decisions 1n the prior CWS and 
Heater dockets, suggest· th.it the Corrmission's gain splitting pol fey is contrary 
to the public interest. A policy of gain splitting for sales of water and/or 
sewer systems may undermine·the achi�vement of economies of scale and encourage 
inefficient operations. That result is clearly not in the public interest. 
Moreover, with respect to Beatties Ford, the sales" price for Beatties Ford, paid 
from public fl.Inds, was arti_ficially increased. The sales price for Genoa was 
l"educed to the detriment of CWS. The benefi'cial sale of Riverbend to New Bern 
fell through. None of those harmful consequences would have taken place but for 
the Corranission's decision to split the gain•. On balance,' the marginal benefit 
to remaining ratepayers of the gain splitting policy is outweighed by the harmful 
consequences of such -pol i. cy. 

The gain splitting policy must also be examined within the context of the 
impact of the pol icy on the process through which the ownership of private water 
an_d sewer systems customarily changes hands. Under the most comnon pattern, the 
private system is installed by a developer with no interest or ability to operate 
and-maintain the system over the lohg term. Companies like CWS, with capital and 
operational expertise and with the long-term· desire to operate· the systems, 
acquire them from' developers or small operators. Over time, as municipal 
development and expansion take place, opportunities often arise through which a 
riiunicipality or governmental system takes over from the private utility operator. 
At each step, the customer benefits from the transfer of ownership. Water 
quality may improve, and the potential exists for lower rates. That being the 
case, the Corranission should not impose economic barriers to the orderly transfer 
of water systems to municipal entities, as was inadvertently done in the 
Riverbend situation. 

If economic incentives are removed so that this succession of ownership 
becomes inadvisable,.customers are denied those benefits. If companies like CWS 
are preverited from retaining the g�in on sale in North Carolina,•a substantial 
incentive is removed. for those companies to buy systems from ·developers or smal 1, 
undercapitalized operators in the first instance. Likewise, a substantial 
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incentive is removed to negotiate to sell systems to municipal or governmental 
enti.ties. At a minimum, the sale price is 'artificially increased above the fair 
market based price to adjust for the.payment of part of the gain totcustomers. 
The result is harm to consumers because the natural progression of transfer of 
ownership to the most efficient provider is disrupt�d. The�e 'harmful 
consequences are clearly not in the public interest. 

The Public Staff takes the position that the gain splitting policy will not 
hinder the beneficial: transfer of ownership of systems. CWS, an actual 
participant in the transaCtions ·;n question, asserts to .the contrary. After 
further review, the·.Commission now agrees with CWS on this issue and concludes 
that the current gain splitting policy, as it pertains to transfer of water and 
sewer systems, should be chan'ged in order to remove a significant disincentive 
to transfer to municipal and ot�er government-owned entities! 

The detrimental effect of the Commission's gain splitting policy as it 
pertains to the sale. of water and/or sewer systems is reflected in the 
tr,alisactions at issue -in this case. The pu�chase. price for the Farmwood "B" 
system increases by $58,000 if the Commissi'on ·requires CMS to split 50"/o of the 
gain-with the remaining shar�holders. This is an added taxpayer expense that is 
.inconsistent with the public interest., It appears that this provfsion would not 
have been included in- the CWS-CMUD contract exc�pt in response to t�e 
Commission's gain splitting policy. ," 

FuTthermore 1 Burnette u't.nities recently sold two of itS systems in 
Mecklenburg County to CMUD. Under the CommissiQn's current policy, ·the.utility 
is permitted to. retain 10□%·of the gain where.there is a complete as opposed to 
a partial liquidation. Burnette sold its r.emaining system to a former employee 
so that there was a.complete liquidation, and Burnette therefore retained 100% 
of the gain. Structuring the transaction in that fashion poses risks to the 
customers of the system sol� to the former employee. The Commission finds it 
difficult to conclude that the Commission's gain splitting policy had no effect 
on the way that Burnette structured the transaction.· 

The Public Staff relies upon the Commission's decisions to split the gain 
with respect to sales by CWS of the Beatties Ford, Genoa,_ and Riyerbend systems 
in Docket Nos. 354., Subs 82, 86, 87, and 88, and the scil es •by Heater of the 
Country Acres and Pinewood systems in Docket Nos. ·w-354, Subs 71 and 72. C"areful 
examination of the language from the :two: orders in tho�e -�ases, however, 
indicates that the Public Staff's reliance upon them as precedent is less than 
compelling. The Commission's October 16, 1990, Ordel" in DocK�t Nos. W-354, 
Subs 82, 86, 87, and 88 was not unanimous •. The· Commission's May.21, 1993, Order 
in Docket Nos. W-274 1 Subs 71 and 72,, indicated ·even less cons_ensus -On the part 
of the Commission in addressing the gain on.sale is�ue. 

Of the .seven commissioners hearing the Heater_ca:se, only thf'ee sponsored the 
majority opinion. Two of those commissioners, Robert O. Wells and Julius A. 
Wright, are no longer m�mbers of the Commission. Even so, the majority opinion 
contains the following statement of policy: 

As noted earlier, the Commission recognizes. the benefits to cu�tomers 
upon the transfer of systems to municipa-1 operators ·or sanitary 
districts. It is' the Commission's intent to continue to encourage 
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such transfers where.feasible and, accordingly, the Convnission will 
continue. to rnon.itor the policy adopted herein w_ith regard· to any 
adverse consequences -that such policy may have upon ·the future 
transfer of systems to municipal operators. 

Convnissioners Tate and Duncan concurred in the majority opinion in the 
Heater case. Nevertheless, ,their concurrence stated: 

However, the Commission has an Overriding responsibility to set'public 
pol icy that is in' the public interest. There is eviden_ce in t _this case 
that our decision· in the c.w.s. cases, Docket No. W-354, Subs 82, 86, 
87 and 88 has discouraged sales from· private water. companies to 
cities. There -is• als_o evidence that planned sales have not taken 
place or that the sales price·has been increased due to our decision. 
It is also alleged ,that. water companies are forming separate 
corporations to ch:cumvent the requirement to split the gains. In my 
view, none of these results are in the public interest of North 
Carolina. If-·additional proof is ·offered that our ·decision has 
prevented sa 1 es,· the' Cammi ssion shou1 d reverse the c. W .s:. Order and 
conclude that good public policy i_s more important than an ·accounting 
practice. · 

Commissioner Hughes_ dissented in the Heater• case. C�mmissi�ner ·Hughes 
stated in his dissent: 

Encouragement to �ell systems arises or is enhanced When·companies are 
allowed t�e opportunity to retain 100 percent of.the gain realized on 
such sa 1 es. l b1:fl i eve that such encouragement reflects good public 
policy, since the quality and price of water and sewer services� 

-ge!lerally speakirig, tend to be.much·-more favorable when· provided by a
governmental ·agency. 

By denying the Company the opportunity to retain 100 percent of a gain 
from the sale of a system(s), the Commission is continuing a policy 
that can only. serve to discourage the futu_re· sa_le of water and sewer 
systems to tiiunicipal ities and to county-wide systems operated by 
governmental- agencies. Such und�sirable results are clearly evidenced 
by the record in this proceeding •. Discouragement of, such sales .;s a 
pOlicy or practice to be shunned and not embraced. For the.foregoing 
reasons, I dissent from the Majority's instant decision. 

Commissioner Cobb concurred i!l the result of the .Heat�r opinion. In his 
concurrence, Commissioner Cobb stated: 

I agree with ihe ·decision not to change our rulings with respect �o 
gain and loss from th� sale of water systems at the present'.time. I 
agree with Commissioner Tate_ that our decisions_ appear to have 
discouraged sales�from private Water companies to public u_tilities to 
the detriment of the public interest. However, great confusion could 
result if the Coinmission as presently composed were to change the rule 
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only to have it changed again after three new Cor1111issioners are 
installed in a few months. I woul� hope that the "new" Conunission 
would rev.isit this question in the near future. I am prepared· to do
so. '• 

Far from constituting binding legal precedent in support of the Public 
Staff's position, the two cases upon which the Public Staff relies primarily 
indicate that the majority of the Conrnission, when it last addressed the issue,. 
found the -current policy contrary_ to the public interest. If anything, those 
decisions suggest that the Conunission's views on this issue have evolved and that 
the Convnission no longer supports the wisdom of the gain1 splitting policy. 
Therefore, the Conunission rejects the Public Staff's reliance upon th� prior CWS 
and ·Heater decisions for purposes of these· consolidated dockets and hereby 
announces 'that in future proceedings, the ColJDTii ssion wil 1 foll ow· a policy, absent 
overwhelming and compelling evidence to the contrary, of assigning 100% of the 
gain or loss on the sale of water and/or sewer utility systems to utility company 
shareholders. In _so �eci ding, the Conmi ssi on intends• ·to encour.age, to the 
maximum extent possible, the sale of water and sewer systems·to municipBlities 
and. other government-owned entities. It is, and shall continue to be, the-policy 
of this Conmission to· take such actions as will .encourage the ·larger water and 
sewer utilities with _gr�ater operational and capital resources, including 
governmental entities. to acquire the smaller, under-capitalized, less efficient 
systems. Such policy -serves the public interest by promoting efficiencies 
through economies of scale and generally results in more favorable rates and an 
enhanced quality of service. 

IT IS, THEREFORE,,ORDERED as follows: 

I. That 100 percent of,the gain on the sale of the public water utility
systems owned by CWS which serve the Farrnwood "B" and Chesney Glen Subdivisions 
in Mecklenburg County, North Carolina shall be assigned to CWS's stockholder. 

2. That CWS shall file reports with the Commission and Public Staff
concerning the calculations of the gain and the workpapers supporting the 
calculations. Any party disagreeing with the calculations Of the gain may 
contest the amount of the ga'in in CWS's nl;!xt 9enera1 rate case. 

:i": That CWS shall file journal entries related to the gain i�cluding the 
removal· of the plant and associated accounts from CWS's books and records 
consistent with the provisions of this Order. 

ISSUED BY ORDER OF THE COHHISSION. 
This the 7th day of September 1994. 

(SEAL) 
NORTH CAROLINA UTILITIES COMMISSION 
Geneva S. Thigpen, Chief Clerk 

Co11111i ssioner Wi 1-1 i am N. R�dman, Jr., dissents. Commissioner Redman supports an 
equal sharing of the gain resulting from the sale of the water utility systems 
at iss�e in these proce�dings. 

Chairman Hugh A. Wells and Commissioner Charles H. Hughes did not participate. 
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DOCKET NO. W-848 0 ,SUB 16

BEFORE THE NORTH CAROtlNA UTILITIES COHHISSION 

In the Hatter of 
North State Utilities, ;1n'c., Appointment of 
Emergency Operators Pursuant to G.S. 62-IIS(b) l 

ORDER

HEARD IN: 

BEFORE: 

APPEARANCES: 

Commission Hearing Room 2115, Dobbs Building, 430 North Salisbury 
Stree�·, ·.�a 1 ei gti, North Carolina·, on January 21 _\and 27, 1994

Colllllissioner Charles H. Hughes, Presiding; and Con,nlssloners 
Laurence A. Cobb and Allyson K. Duncan 

For.Norwood Associates: 

William Joslin and- Nell Joslin�Hedlin, Joslin l Seaberry, 4006 
Barrett Drive, Raleigh, North C,arolina 27609. 

For Manchester Homeowners:· 

H. Jackson Nichols and Robert F. Page, Crisp, Davis, Page, Currin
& Nichols, Suite 400, 4011 Westchas_e Boulevard, Raleigh, North
Carolina·· 27607  · 

For Manchester· Properties, Honticell o Associates, Eastman Developm�nt 
Company, Westminster Development Company, .and Westminster Homes: 

Ropald M. Marquette, Poyner&. Spruill, Post Office Bai 353, Rocky
Mount, North Carolina 27602' 

For the Public Staff: 

Robert B. Cauthen, Jr., Staff Attorney, Public Staff-North 
�����i�!r�iJ�!tj;;6;i�J;�ion, Post Office Box 29520, Raleigh,

For the Using and Consuming Public 

For the Attorney General: 

Karen Long, Assistant Attorney General, and Margaret A. Force, 
Associate Attorney General, North Carolina Department of Justice, 
Post Office Box 629, Raleigh, North Carolina 27510 
FOf the Usin9 and Consuming Public 

BY THE COMMISSION: On December 13, 1993, the Public Staff filed a motion 
requesting the Convnission to order Manchester Properties, Inc., Monticello 
Associates, Eastman Development, Norwood Associates, and the Westminsi;er Company 
to show cause, if any there be, why they should not be declared public utilities 
with respect to and required to repair Or Compensate the.emergency operator for 
the repairs of the sewer utility systems serving Manchester., Monticello, Sutton 
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Estates, and Hollybrook subdivisions, respectively. The motion of the Public 
Staff was base� on a review of deed and tax records in Wake County which revealed 
that the named parties owned the nitrification fields which allegedly constitute 
an essential part of the sewer system serving ea�h subdivision. 

On December 17, 1993, the Westminster .Company filed a response in opposition 
to the motion of the Public Staff. On December 20, 1993, the Public Staff filed 
a.reply to Westminster Company's response. By Order dated December 23, 1993, the
Co111J1ission set the matter for hearing. On January 11, 1994, Manchester
Homeown�rs, an association· of those residents of Hanches_ter Subdivision receiving
service from North State Utilities, filed a petition for leave to intervene which 
w�s allowed by Order of January 12, 1994, 

The hearing was held as scheduled beginning on January 21, 1994, and being 
recessed to and concluding on January 27, 1994. Don Wright, a resident of 
Hollybroolc Subdivision, Ms. Terryn Owens, a former homeowner in Monticello 
Subdivision, and Richard Murphy, a resident of Sutton Estates Subdivision, 
testified as public witnesses. 

The Public St_aff pr.esented the testiinony .of Stanley I. Hofmeister, Vice
President of North State Utilities, and· Steve Steinbeck, Head of the on-Site 
Wastewater Services Branch, Division of Environmental Health of the Department 
of Environment, Health, and Natural Resources. 

. · Westminster Company and Westminster Homes presented the testimony of David 
B. Michaels and Bryan·c. Grabowsky. Following its cross-examination of witness
Michaels, the Public Staff. moved that Westminster' Homes be added as a party
respondent. Counsel for Westminster Homes and Westminster Company did not oppose
th� motion to add We�tminster Homes but moved that Westminster Company be
dismissed. The Commission subsequently granted the Public Staff's motion to add
Westminster Homes, Inc., as a p�rty respondent and denied the motiqn to dismiss
Westminster Company as- a party respondent.

Monticello Associates presented the testimony of Don Kennedy and Steven B. 
Eastman. Mr. Eastman is President ·of Eastman Development Company. Eastman 
Development Company and .witness Kennedy, -individually, were the partners in 
Monticello Associates. Following the testimony of witness Eastman, the Public 
Staff filed a motion, subsequently granted, that Eastman Developfflent Company and 
Don Kennedy, individually, -be made parties respondent. 

·Manchester Properties presented the testimony of Frank Roebuck., Jr., and
Neal Matthews. 

Norwood AssOciates presented the testimony of.Jack. Stone, David Lasley, and 
Richard G. Singer. In a late-filed exhibit, the limited partners of Norwood 
Associates were identified as Jane E. Harris, Evelyn Thiem, Harry.E. Stewart, 
Charles C, Harris, and Catherine N, Johnson. The Public Staff moved that these 
1 i mi ted partners and Clifton L. Benson, Sr. , the general partner, be added as 
parties respondent. 

Based upon the evidence and exhibits adduced at the hearing, .the late-filed 
exhibits, and the ent'i re record· in this matter, the CoI1111i ssi on makes the 
follpwing: 
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FINDINGS OF FACT 
" 

1. Westminster Company and Westmi·nster Homes. Inc., were, until 1993,
wholly-owned subsidiaries of the Weyerhauser Company. Westminster Company was 
the original developer of Hollybrook Subdivision and.contracted with North State 
Utilities to provide sewer service to a portiorf of that subdivision. The 
property owned by Westminster Company in Hollybrook Subdivision was subsequently
transferred to Westmihster Homes. -

2. Monticello Associates, a ·general partnership, Was the developer· of
Monticello Subdivisipn. The partners of _ Monticello Associates are Eastman 
Development Companies,_ Inc:, arid Don Kennedy. 

3. Manchester·· Properties, Inc., was the developer· pf Manchester
Subdivision. 

· 4. Norwood Associates is ·a limited partnership of which Clifton L. Benson,
Sr.. ·is the general partner. Norwood Associates was the devE!loper ·of Sutton 
Estates Subdivision. 

5. Manchester Properties, Manchester '·Homes, Norwood Associates and
Monticello Associates (collectively "the Developers") owned land and developed 
subdivisions in areas qf Wake County not se".'ved by municipa,1 ·sewer systems. 

6. In order to develop their l'and more intensively, providing more lots
than would have otherwise been available, the develope_rs elected, to provide 
service to at least some.lots in each subdivfsion through th� installation of low
pressure pipe (LPP) sewer systems. , ' ' 

7 •. LPP sewer systems employ nitrification or disperSal fields to dispose 
. of the liquid portion Of the sewer discharged into the ·stream. The fields are 

an.integral and essential part of the sewer systems. 

8. The developers entered into contracts with North State Utilities
providing that North State would constrtict the LPP sewer Systems' to serve the 
subdivisions and become the franchised sewer utility for each subdivision. 

9. The intent of each of. the developers at the time ·of contracting with
North State·was that gains from the sale of additional lots would be sufficient 
to offset the cost of ins ta 11 i ng tliese systems and would provide a profit to the 
developers. 

10. 'Each of the·contracts provided that the developer would transfer fee
simple title to the system to North•�tate. 

II. North State filed the contracts with the Commission as exhibits to the
appl icatio�s for ffan'chises •. 

12. Fee simple title to the real property from a part of each sewer system
was never transferred to North State as required by the contracts. 
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13. Norwood Associates executed a deed of easement granting North State
Utilities the right to use and control property within Sutton Estates Subdivision 
for the purpose of operating the LPP sewer system. 

14. North State Uti 1 i ti es has operated the sewage systems in these
subdivisions, and no developer has had any role in their operation. 

15. North State Utilities, while operating the sewage ·systems in these
subdivisions, billed the customers and collected the revenues for the utility 
service,· and no revenues from the operations have gone to the developers. 

16. North State applied to the Commission for a Certificate of Public
Convenience and Necessity to operate the systems in its name alone and has never 
represented that any developer is an owner of a system or has had any role in its 
operation. 

17. The developers do not own any stock in North State and have had no
business association with North State other than the contracts mentioned above. 

18. The developers have not yet formally conveyed title to North State but
North State holds equitable title because each developer is obligated by its 
contract with North State to convey the land to North State. 

19. The developers are willing to convey record title to North State or
any other utility that the Conunission so directs. 

20. The developers have not interfered with North State's use of the land,
nor has the land been c�nsidered an a�set of the developers. 

21. The developer, Westminster Homes, drafted a deed and sent the same to
North State .for review; but North State never responded and a deed was never 
finalized. 

22. At the time of these hearings, North State had operated each one of
the systems and colleCted all payments for over five years without any 
invqlvement or participation by the developers. 

23. Some of the contracts stated specifically (between North State and
Westminster Company and between North State and Manchester Associates) that Once 
North State had a.certificate of Public Convenience and Necessity to operate the 
systems in those subdivisions, North State would own the systems. 

24. The official files of the Commission establish that North State
received a Certificate of Public Convenience and Necessity to operate the 
Hollybrook system in 1976, the Sutton system in 1986, the Monticello system in 
1986 1 and the Manchester system in 1987. 

25. The Commission has taken official notice of its records and files with
respect to the granting of a franchise in each of these subdivisions. 
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DISCUSSION OF EVIDENCE AND CONCLUSIONS 
' 

. 

The definition of public utility in G.S. 62-3(23) states that: 

"Public utility" means a person, whether organized under the laws of 
this state or under the 1aws of any other state or county, now or 
hereafter owning or operating • • •  equipment or facilities·for (2) 
diverting, developing, pumping, impounding, distributing, or 

'furnishing water to or for the public for compensation, or operating 
a 

_
public sewage system for compensation. (Emphasis added) 

The facts, as outiined in the findings of fact, are uncontroverted wherein 
the developers of the subdivisions have record title to the dispersal fields and 
each contracted with North State Utilities to build a sewage system in their 
respective subdivisions. With reference to the dispersal- field owned by the 
Westminster Company, however, there was some discrepancy. The Public Staff 
indicated that when North State Utilities applied for a Certificate of Public 
Convenience and Necessity to serve Hollybrook Subdivision in Docket No. W�848, 
Sub 4, the tax map in the offiCe of the Wake County Tax Assessor identified Tax 
Hap 719, Lot 358, Tax ID #0018155, as the parcel used for the dispersal field. 
(See Public Staff's response to the reply of Westminster Company filed on 
December 20, 1993.) Westminster does not deny ownership of- this particular 
parcel, but denies that said property serves as the dispersal field _for the sewer 
system serving Hollybrook Subdivision. (See Affidavit of David, B. Michaels 
attached to Westminster's Opposition to Public Staff's Motion for Order to Show 
Cause). The Public Staff has asked that the Westminster Company. be able to 
identify the land that is in fact used as the dispersal field by producing-copies 
of the recorded deed or deeds transferring the land used as a dispersal field to 
North State. In any event, Westminster does not deny having record title to real 
property to be used as a dispersal field in this subdivisio.n. 

The Public Staff, North Carolina Attorney General's Office, and Manchester 
Homeowners Association's position is essehtially this: each of the developers 
have retained ownership of the dispersal fields whiCh should be considered an 
integral part of the sewer system. The Public staff, Attorney General, and 
Manchester Homeowners Association would argue that by retaining ownership of 
utility property, the developers have subjected themselves to the jurisdiction 
of the CoTllll.ission and therefore it follows, along with North State Utilities, 
they should be considered public utilities as well. The strength of their 
argument is found in the case of Ex. rel. Utilities Corrrnission v. Mackie, 79 N.C. 
App. 19, 330 S.E. 2d 888 (1986), modified and affirmed, 318 N.C. 686; 351 S.E. 
2d 289 (1987). The Puhl ic Staff, Attorney General, and Manchester Homeowners 
Association cite this particular case to hold the proposition that by retaining 
ownership of the fields, developers have associated themselves with North State 
as part of the utilities serving their respective subdivisions. The developers 
have in some form or fashion become de facto utilities as a result. Therefore, 
the Public Staff, Attorney General, and Manchester Homeowners Association's 
reading of Mackie supports their position that the developers should be defined 
as public utilities. 

The developers tUrn to a decision by the North Carolina Supreme Court which 
specifically holds that the owners of property used for utility services, who 
have no involvement in the provision of the services, are not public utilities 
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for purposes of Chapter 62. State ex. rel. Utilities Commission v. New Hope Road 
Water Company. 248 N.C. 27, 102 S.E. 2d 377 (1958). The findings in the New Hope 
Road Water case are by far the strongest opposition to the position tendered by 
the Public Staff, Attorney General, and the Manchester Homeowners Association. 
In New Hope, the respondents constructed water lines from the lines owned by the 
City qf Gastonia over their property so that the City of Gastonia could provide 
water to their land. Afterwards, other property owners who also wanted water 
from Gastonia were allowed to tap into their water lines for a fee. The City of 
Gastonia made the tap, installed a meter, and collected for the water service. 
Later, it was determined that the lines were inadequate to supply the amount of 
water needed. This posed a health problem in the communities at issue. The 
statutory language used in 1958 was very similar to the language used today 
relating to providers of waste disposal services. That language stated: 

The term "public utility" when used in this article, includes persons 
and corporations, or their lessees, trustees, or receivers now or 
hereafter owning or operating in this state equipment or facilities 
for: diverting, developing, pumping, impounding, distributing or 
furnishing water to or for the public for compensation. Id. at 29. 

The-Commission went on to hold that the respondents were public utilities, 
but a Superior Court Judge reversed and the North Carolina Supreme Court affirmed 
the Judge's ruling stating that: 

"In our opinion the mere fact that these respondents own their 
respective water lines or mains described hereinabove, and that such 
lines are used by the City of Gastonia for selling water for 
compensation, does not support the findings of fact to•the effect that 
the respondents are engaged in selling water to the general public for 
compensation within the meaning of G.S. 62-65(e)(2), and are, 
therefore, public utilities." ,lg., at 32. 

Both of these respective cases present strong arguments pro and con against 
defining the developers as public utilities in this docket. The cases can, 
however, be distinguished. It is on that basis that a significant dHference can 
be found in the strength of the parties' cases. In the North State situation, 
the facilities (equipment, etc.) used for utility services belong to North State. 
(Tr., Vol. 1, p. 77; Vol. 2, pp. 41, 99, 114). The developers have record title 
to the land used as dispersal fields, but each has a contractual duty to convey 
the land to North State and North State could enforce its rights at any time to 
obtain the deeds. North State, therefore, under the principle of equity has 
equitable title to the land being used as dispersal fields in these subdivisions. 
(Testimony of Richard Singer, Tr., Vol. 3, pp. 122-123). North State, in no way, 
has been restricted or hindered in their free use of the land and at no point 
have the developers considered the land to be assets of their businesses. (See 
Testimony of North State Vice-President Stanley Hofmeister, Tr., Vol. 1, pg. 76. 
See also, Tr., Vol. 2 1 pp. 80, 118). 

The facts as outlined above are distinguishable from the Mackie case. In 
Mackie, the property owner had been providing water and/or sewer service to 20 
residences, many of which were located on lots too small to support both a well 
and a septic tank. Mrs. Mackie billed and received monthly fees for these 
services. The developers in this docket have never provided utility services for 
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these subdivisions. (Tr., Vol. 1 1 p. 77; Vol. 2, pp. 41, 99, 114). North State 
applied for a Certificate of Public Convenience and Necessity to operate these 
Sys�ems in its name alone and has never represented that any developer is an 
owner of a system or has had any role in its operation. (The, applications for.
the· Certificates are contained in the Public Staff-Hollybrook, Public Staff
Manchester, Public Staff-Sutton Estates and.Public Staff-Monticello exhibits.) 
The only reference to the developers in the applications is .found. in the section 
labeled "Exhibits" -Number 6-:-wherein it is indicated that "low pressure sewage
waste.disposal system,contracts" are·attached. Moreover., .the developers did not 
own any stock in North State and the evidence will show that they have had no 
business association with North State other than the contracts mentioned above. 
(Tr., Vol. 2, pp, 46, 90, 119). 

'Arguably, a more closely analogous case to the North.State case is found in
Sayre Land Company v. Pennsylvania Public Utility.Commission, 196 Pa. Super. 417, 
175A. 2d 307 (1961). The Pennsylvania court was called upon to determine whether 
a land company was a public utility because it owned a substantial' part of the 
plant equipment used bY a water company for providing water to the public. The 
land company had leased the plant (equipment) to the water company. A 
Pennsylvania statute defining public utilities as "persons or·C:orporations now 
or hereafter owning or operating in this commonwealth equipment or facilities· for 
, •• furnishing water to or for the public for compensation." The Pennsylvania 
court held that the wording '"owning'. in a statute did not automatically make the 
owner of prop_erty a public ut il i tY Where. the _owner 1 eases the public uti 1 i ty 
facilities to the actual .operator. ln.this situation, a strong argument can be
made that the developers have done nothing-more than make the land available to 
the operator, that being North State Utilities. 

-CONCLUSION

. The Commission concludes that the �ublic Staff, the Attorney General, and 
Manchester Homeowners ·base their posi ti of!. that the developers occupy th�i r statu.s 
as a public utility on the following three theories: 

(1) The principal of agency:
(2) Joint venture;
(3) De Facto public utility status,

The Cqmmission concludes the case law (See'Hackie), as indicated above, is
not directly on point with the facts presented in this case. Secondly, in order 
for the Commission to reach a conclusion based on the theories. presented by the 
Pt.ibl ic Staff, A�torney General, - and Manchester" Homeowners, the Commission would 
have to gjve a ve·ry liberal interpretati'on of all· three theories presented. Sµch 
an interpretation would call for an·overly brpad reading. of the ·legal principles 
,cited whe.n applied to the facts given in- this docket.

The Commissioli concludes the New Hope Road Water' Company, 248 N.C.�?-7, 102 
S.E.2d 377 (1958) case, is definitely on. point both in its factual analysis and 
legal holding. The New Hope case iS still sound law in NOr.th Carolina. The 
North Carolina Supreme Court states, in th� Commission's opinion, that more .than 
mere ownership of the real property -in which the .utility system is located is 
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required in order to hold an entity a public utility under our general statutes. 
Also, the North Carolina 1 egisl ature prov.; des parameters for dE!termining if 
certain entities affiliated with a public utility can be defined as a public 
utility by stating: 

The term npubl ic utility" shall include all persons affiliated through
stock ownership with·a public utility doing business in this state as 
a parent corporation or subsidiary corporation as defined in G.S. 55�2 
to such an extent that the Commission shall find that such an 
affiliation has an effect on the rates and services of such public 

,utility. G.S. 62-3(23) (Emphasis added). 

Affiliation through stock ownership or·affiliation to the extent that the 
rates for service of the utility are affected are very definite qui deli nes 
lending credence to a finding on behalf of the Commission whether or '?lot an 
entity is a public utility. In this parti'cular docket, the North Carolina 
Utilities Commission does not have such specific benchmarks. (Tr. Vol. 2, pp. 
46, 90, 119). 

looking at testimony•of Public Staff witness Steve Steinbeck, Section IBA. 
1938(9) Title ISA of the North Carolina Administrative Code, provides that: 

' 
' 

' 

The entire sanitary sewer system· shiill' be on property owned or 
controlled by the person owning or controlling this system. Necessary 
easements shall be obtained permitting the use and unlimited access 
-for inspection and maintenance of all portions of the system to which 
the owner and operator do not hold undisputed title. Easements shall 
remain valid as long as the system is required and shall be recorded 
with the county registrar of deeds. (Emphasis added). 

This language would seem to support tlie idea that the regulatory scheme places 
emphasis on control over waste disposal syste_m!,, by the persons owning or 
controlling the systems. The person -owning or controlling a waste dispo_sal 
system does not have to have undisputed title to all portions of the property, 
but the regulation does state that a mere easement, permitting an operator access 
for inspection and maintenance, is sufficient. The Commission contlude� that if 
an easement is valid to give a utility ownership or control of the property, then 
certainly equitable ownership in real property should be sufficient. Especially 
where the record title holders have not sought to exercise any dominion or 
control over the property. 

' In one instanCe, the developer, Westminster Homes, drafted a deed and sent 
the same to North State for review 1 .but North State never responded and the deed 
was never finaliied. (�ee testimony of Kathleen Southern, Tr. Vol. 2 1 pp. 81-
83). The Commission· further concludes, therefore, that the failure to transfer 
the deeds from the developers to.the utility operator, North State Utilities, 
came about partly as a ·result of inaction by North State Utilities and-not merely 
as a result of actions taken b,Y the developers. (See David Michaels, Tr. 1 Vol. 
2, p. 38; Neal Matthews, Tr. 1 Vol. 3 1 pps. 45-48; Don Kennedy, Tr., Vol. 2, pps. 
86-87; and Stanley I. Hofmeister, Tr., Vol. I, pps. �5-77)
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The Commission concludes that there is no basis in fact or law for 
determining the Developers to be public utilities and therefore hold them liable 
for the cost of improvements, repairs, and maintenance to the North State waste 
disposal systems. 

IT IS, THEREFORE, ORDERED as follows: 

1. That ·Manchester Properties, ·1nc., Monticello Associates, Eastman
Development Company, Norwood Properties, Westminster Company, and Westminster 
Homes are hereby ordered to transfer fee simple title to any easements, rights
of-way, fields, barriers, associated vegetation and soils to North State as 
designated in-North State's Application for a Certificate of Public Convenience 
and Necessity filed with the Commission on the dates as set out in Finding of 
Fact Number 24. 

2. That based on the transc_ript of testimony, evidence presented in Docket
No. W-848, Sub 16, Volumes 1-3, briefs, and proposed orders, the Respondents do 
not come within the purview of Chapter 62 and regulation by the Co!Tlllission. 

3. That the Commission finds that there• is no basis for determining the
Developers to be public utilities and ther.efore hold them liable for the cost of 
improvements, repairs, and maintenance to the North State waste disposal systems. 

4. That the Public Staff's Motion that the Conmission order Manchester
Properties, Inc., Monticello Associates, Eastman Development Company, Norwood 
Associates, Westminster Company, and the Westminster Homes be declared public 
utilities with respect to the sewer systems in their respective subdivisions and 
required to repair or compensate the emergency operator for the repair of those 
sewer systems in this docket be, and the same hereby.is, denied. 

ISSUED BY ORDER OF THE COMMISSION. 
This the 14th day of April 1994. 

(SEAL) 

Commissioner Hughes concurs. 

NORTH CAROLINA UTILITIES COMMISSION 
Geneva s. Thigpen, Chief Clerk 

COMMISSIONER HUGHES, CONCURRING:- While I do concur with the instant 
·decision of the Commiss·ion, I must also express that my concurrence is based
solely upon the fact that the law is the law. In good conscience, I must also
admit that maybe this is a law that needs to be changed. The morality of this
�ituation on the other hand is something else. It seems incredibly wrong that
the ones who have profited the most and who have, as it would seem, not lived up
to th�ir total commitmen�. are not bearing some responsibility. I can only hope
that those who have profited can realize they do have a moral obligation as their
functions and duti�s to the public in this case have been worthless.

701 



WATER AND SEWER - HISCELLANEOUS 

DOCKET NO. W-848, SUB 16 

BEFORE THE NORTH CAROLINA UTILITIES COHHISSION 

In the Hatter of 
North State Utilities, Inc. - Appointment 
of Emergency Operators Pursuant to 

ORDER REQUIRING 
IHPROVEHENTS, 

G.S. 62-IIS(b) - Piney Mountain Subdivision, 
Orange County, No�th Carolina 

SITTING ASSESSHENTS, 
AND REQUIRING REPORTS 

HEARD IN: 

BEFORE: 

APPEARANCE: 

Commission •Hearing Room, Dobbs Building, 430 North Salisbury 
Street, Raleigh, North Carolina, on Thursdar, February 24, 1994, 
at 7 p.m. 

Chairman John E. Thomas, Presidingi and C0111Dissioners Charles H. 
Hughes and Judy Hunt 

FOR THE COHHISSION STAFF AND EMERGENCY OPERATOR: 

Robert H. Bennink, Jr., General Counsel, North Carolina Utilities 
Commission, Post Office Box 29510, Raleigh, North Carolina 
27626-0510 

FOR THE USING AND CONSUMING PUBLIC: 

Antoinette R. Wike, Chief Counsel, and Robert B. Cauthen, Jr., 
Staff Attorney, Public Staff-North Carolina Utilities Corrrni ssion, 
Post Office Box 29510, Raleigh, North Carolina 27626-0520 

FOR PINEY MOUNTAIN HOMEOWNERS' ASSOCIATION: 

Nancy Essex, Attorney at Law, Poyner a Spruill, Post Office 
Box 10096, Raleigh, North Carolina 27605 

BY THE COMMISSION: North State Utilities, Inc. (North· State), holds 
certificates of public convenience and necessity to provide sewer uti 1 i ty service 
in 11 subdivisions in Durham, Hecklenburg, Orange, and Wake Counties in North 
Carolina. 

On Hay 20, 1993, the Piney Mountain Homeowners' Association (PHHA) filed 
a complaint (Docket No. W-848, Sub 15) against North State alleging that North 
State was operating the sewer plant serving the Piney Mountain Subdivision in 
Orange County without a proper permit and in violation of the regulations of the 
State of North Carolina and the Orange County Board of Health. 

On June 7, 1993, North State filed an Answer to the Complaint. On June 9, 
1993, the Conmission issued an order serving the Answer upon PHHA who 
subsequently advised the Cormnission that a hearing on its complaint should be set 
as soon as possible. PMHA a 1 so requested that the Cammi ssi on appoint an 
�mergency operator pursuant to G.S. 62-118 as soon as possible. 
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On June 30 1 1993, North State filed Petit'ion to Abandon or for Alternate 
Relief in Docket No. W-848, Sub 16. The Petition set forth· all of the service 
areas of North State ·and the· number of customers served in each service area. 
In support of its Petition, North State alleged that its existing revenues are 
insufficient to provide service on an ongoing basis. 

On July 14, 1993 1 the Cormnission issued an Order scheduling a hearing on the 
complaint on ·PMHA and the Petition to Abandon of North State. Hearings were 
scheduled in Raleigh on July 26, 1993, and in Charlotte on August 12, 1993. 
North State was required. tO"give notice of the hearings to all of its customers. 

The Order of July 14, 1993, also appointed Harrco Utility"Corporation 
(Harrco) as emergency operator of the Piney Mountain sewer system pursuant to 
G.S. 62-116. The hearings were to consider the appointment of an emergency 
operator .pursuant to .G.S. -62-llS(b) for all of North State's sewer systems, 
including Piney· Mountain, and •the imposition of assessments for capital 
improvements. 

The Order of July 14, 1993, also required North State to continue to provide 
sewer service to all of its customers in .all of .its service areas pending hearing 
and decision on its Petition to Abandon., 

On September 1 1 1993, Commission Hearing Examiner Wilson 8. Partin, Jr., 
entered a Recommended'Order which denied the Petition to Abandon of North State 
and appointing emergency operators for all of North State's sewer systems. 

Harrco was appointed the emergency operator for all sewer systems�in-Wake, 
Dllrham, and orange Counties, and Jri-County Wastewater· Hanagement (Tri-County) 
was appointed erriergenc.Y operator for the Oakcroft Subc!ivision, in Mecklenburg 
County. The Order also forfeited the $20;000.00 in bonds posted by North·State 
pursuant·to G.S. 62-110.3. 

The Order of September 1, 1993, also required Harrco, as emergency operator, 
to advise the Commission· in writing of the need for any capital improvements 
requiring the imposition "of an assessment under G.S. 62-llS(c) and to· obtain 
approval .of an assess'ment prior to making s1,1ch improvements. 

By letters·dated October 13, 1993 1 and October 31, 1993, Harrco set forth 
certain emergency repairs which it asserted should be made without.delay to the 
sewer utility System serving the Piney Mountain Subdivision. Those repairs 
consisted of replacing•thr.ee access hatches to the low pressure doSing stations 
with lockable aluminum units at an estimated cost of $2,203.18. A public hearing 
was held on Thursday, November· 18, 1993, to consider the emergency operator's 
request for an initial �ssessment in �he �ineY Mountain Subdivision; BY Order 
entered in this docket on November 23,· 1993, the Commission deferred ·the 
assessment in the,totcil amount of $2,203.lS•r�quested by the emergency operator 
to replace �hree access hatch •covers pending the preparation of repair cost 
estimates. 

On December 1 1 19.93 1 �nd December 29, 1993, Harrco filed reports in this 
docket recommending that- certain additional minimum repairs and improvements.be 
made ,to- the sewer· utility system S�rving the Piney Mountain Subdivision in order 
to bring that sys�em into· an acceptable working order. The further repairs and 
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improvements •r�commended by Harrco were estimated to cost up to·$207,61D.57 and 
the emergency operator requested the Utilities Commission to authorize a customer 
assessment in that amount pursuant to G.s. 62-118(c). In addition, the orange 
County Department of Health (OCDOH) has submitted a letter in this docket setting 
forth its recommendations regardi�g this matter. 

The further repairs and improvements initially recoI!lllended by Harrco in its 
filing of December 1, 1993, in the Piney Mountain Subdivision has been reviewed 
by the Division of Environmental Health (DEH) of the North Carolina Department 
of ·Environment, Health, and Natural Resources (DEHNR) which submi,tted a report 
to the Commission on December 29, 1993·, setting forth its recommendations 
regarding this matter. 

On December 28, 1993, PMHA filed an objection to the emergency operator's 
request for an assessment to fun� repairs and improvements to the Piney Mountain 
sewer system. The PMHA ·requested the Corrmission not to consider any assessments, 
except to the extent required to meet an emergency situation, while it pursues 
its effort to obtain approval for municipal sewer service to the subdivision. 

On December 29, 1993,·Harrco, by letter filed with the Commission, submitted 
a revised estimate for Capital Improvements Requiring Assessment in the Piney 
Mountain Subdivision totaling $1B6,879.B7. 

By• •Order issued oh• January 7, 1994, a public hearing .was scheduled for
February '24, 1994,. to .consider the assessm�nt in the amount of. $186,B79.87 
proposed by Harrco to fund the additional repairs and improvements recommended 
by Harrco to the sewer system in the Piney Mountain Subdivision. 

On February 2, 1994, Tom Konsler of the Orange County Health Department 
(OCHD) filed his report {dated January 31, 1994) of the repairs needed to the 
Piney Mountain sewer system assuming that the system would be abandoned within 
one year and that the STEP systems would be utilized in the connection of the 
system to the City of Durham (City) municipal sewer system.• 

On February 22, 1994, the Public Staff filed a Motion requesting that the 
Corrmission authorize the emergency operator to bill individual customerS for 
pumping of individual STEP and septic tanks. 

On February 23, 1994, the Public Staff filed the report of its consultant 
outl -ini ng its review of• the recorrmendati ans of Bass, Nixon, and Kennedy, Inc.; 
the Orange County Health Department; the Department of Environmental Health; and 
the emergency operator. 

On February 24, 1994, ,this matter came on for hearing as scheduled. The 
PMHA presented the testimony of John Marsh, a residen� of Piney Mountain 
Subdivision, and James Gulick, an attorney with the Attorney General's office 
representing the Department of Environmental Health and Natural Resources 
(QEHNR). The Emergency Operator presented the testimony'of Tom'Konsler, an 
Environmental Health Program Specialist with the Orange County Health Department, 
and Lexie W. -Harrison, President of Harrco. The Public Staff presented the 
testimony of, its consultant, Eric T. Weathe�ly, an engineer with -the firm of 
Hobbs, U�church & Associates. 
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,Hr •. Harsh testified that the PHHA was actively pursuing steps to get its 
sewage piped to and treated by the City via a main owned and operated by the 
Orange Water and Sewer Authority (OWASA).- He testified that he anticipates the 
connection to occur by the end of June 1994. Hr. Harsh testified that the PHHA 
has presently spent over·$100,000 in legal and engineering fees in its efforts 
to hook up to the City and that the estimated cost to complete the hookup is at 
least $250,000. 

Mr. :Marsh testified that representatives from the PHHA have met· with 
Hr. Konsler·in an.effort to reach an agreement over the 12 items listed on his 
January 31, 1994, report. Mr. Harsh testified that they were in s·ubstantial 
agreement on all but two. of the 12 items, those being item No. 1, a pump for the 
second- dosing tank, and' item No. 2, the replacement of the autodialer alarm 
system at each dosing station. 

Hr. Harsh responded to Hr. Konsler's reconmendation as follows: 

'Item No. I. Instead of replacing the inactive pump, the PHHA suggested that 
a local vendor be contacted and a pump of adequate size be put on reserve· in case 
one is needed. The PHHA also recommended replacing the existing check valves 
with effluent rated check valves. 

Item No. 2. Repair the existing audible and visible alarms, not replaced 
with new ones. The homeowners would also be responsible for any calls to.the 
operator if necessary. The PHHA was against· replacing the inoperative 
autodial ers·. 

Item No. 3. Replace the 6-8,inoperative solenoid valves in Phase II. If 
possible, r,eplace them with existing operating solenoid valves from one of the 
inactive fields. 

Item No. 4. Replace the hinges on the access hatch to the dosing station 
in Phase I. The PMHA is of the opinion that the access hatch hinges in Phase II 
are adequate at the present time. The customers plan to do this work themselves. 

Item No. 5. The turnup cap adaptors have been checked and all· needed 
repairs have been made under regular maintenance. 

Item No. 6. The risers and covers in Phase I dosing tanks·will not be used 
when the system. is connected to the CitYi therefore, no repairs are needed-. 

Item No. 7. The dosing tanks will not·be used when the system is connected 
to the City; therefore there is no need to upgrade the access roads. 

Item No. 8. The--PHHA agreed that the individual STEP system needs to be 
inspected-and pumped·as needed. However the PHHA-asked that they be allowed to 
employ its own engineer for this work. 

Item Nos. 9-12. The PHHA agree that the.inspection report of the individual 
STEP'systems should be sent to the Orange County Health Department; that, with 
the exception of recording flow meter and counter rea�ing, the pperator should 
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comply with the operation pe�mit; that visits to the System necessary to insure 
proper valve and pump opera ti on should be maintained; and that quarterly 
monitoring reports should be submitted to the Orange County Health•:Department. 

Mr. Konsler testified that the· Orange County Health Department was not 
reco11111ending all the repai.rs suggested by the emergency operator since many of 
the repairs would not be necessary when the system is hooked up to the City., 

Mr. Konsler did not agree with the position of the PMHA on items 1 and 2 of 
his report. Hr. Konsler testified that the replacement of the inope-rative pump 
at the dosing station was critical. However, Hr. Konsler indicated that it·would 
be acceptable to repair the existing inoperative pump. Mr. Konsler also 
recommended that the existing check valves be replaced. The one concession that 
Mr. Konsler made on his item 2, the replacement of the autodialers, was that if 
both dosing stations could be connected to one autodialer, he would agree with 
that procedure • 

Hr. Konsler testified that he was in basic agreement with the testimony of 
Hr.· Harsh and the position .of the PHHA on Items 3-12. 

Hr. Harrison testifi'ed that his estimate of making the repairs recommended 
by Mr. Konsler in the January 31, 1994, letter was $138,048.67; however, 
Mr. Harrison still maintained that all the repairs r.ecornnended in his 
December 21, 1994 1 report.were necessary tO allow proper maintenance to the Piney 
Mountain sewer system at a reasonable rate. Mr. Harrison further indicated that 
failure ·to complete all the items in the December 21, 1993, repor(may lead to 
situation out of control of the emergency operator in which fines may be levied 
against the system. 

one of Mr. Harrison's main concerns was the potential liability if the 
system were allowed to "limp along" until a connection was made to the City. He
stated, , 

' 
.. 

"We are being asked to basically agree .with letting a system 1 imp 
along and take the liability for that limping along. If someone else 
can indemnify us against any damage to anyone coming on that property, 
to any environmental damage, then we will be glad to go out there and 
hold a crutch under it 1 but I don't have anyone yet who has said; Yes,. 
we will indemnify you fully against all damages due to something that 
we haven't replaced and told us to." (TR., p. 122, Lines 5-14) 

On March 1, 1994, the PMHA filed a motion requesting the Commission to 
require the emergency operator to estimate the cost of the repairs to the sewer 
system that were testified to by Mr. Konsler. In the alternative, the PHHA moved 
the Commission to require the emergency operator to provide PHHA with sufficient 
information to calculate the cost of repairs recommended by Hr. Konsler. 

By letter filed on March 2, 1994, Hr. Konsler indicated that the Orange 
CountY Health Departmerit has no objection to the PHHA hiring an engineer to 
evaluate and .file a report on.the condition of the existing STEP systems in Piney 
Mountain Subdivision. 
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On March 4 1 1994 1 the Conrnission Staff fi.led certain late-filed exhibits . 
. The late-filed exhibits contained the following: 

1. A cost breakdown of Items Nos. 4 and 11 set forth in Commission Staff
Exhibit 2;

2.' A cost breakdown of the "Materials'" portion of Item No. 10 set forth 
in Commission Staff Exhibit Zi and 

3. Letter from Tom Konsler, Environmental Health Specialist with the
Orange County Health Depar.tment, regarding evaluations of·STEP systems.

On March 7, 1994, the Public Staff filed the revised:report· of its 
consultant. 

On March 17, 1994, the Attorney General filed its recommendations in the 
matter. The Attorney General indicated that, based on the evidence presented at 
the hearing·on February 21, 1994, ·: •• ,it appears that a very minimal level of 
Capital investment·needs to be made to repair this LPP system·for the short time 
it will continue to provide service to Piney Mountain. The Attorney General 
recoTlll\ends that any assessment be·limited·to the cost of a used'second pump at 
the Phase.II dosing tank and the cost of an autodialer to be wired to both dosing 
tanks. The Attorney .General further suggests that if the Homeowners Association 
believes Harrco's estimates for these items is exces_sive, it supply estimates .for 
a specific pump and autodialer to the Commission, Hr. Konsl�r and·Harrco within 
fourteen days of any Commission Order on Harrco's requested assessment. If the 
specific equipment is acceptable to the Health Department, the Attorney General 
reconunends the Corrrnission allow its installation. With respect to the other cost 
items on Mr. Konsler's list, the Attorney General'suggests these:�e viewed as 
operating and maintenance expenses with the understanding that if Harrco has to 
invest capital in an emergency, it wHl_ be permitted t� · corrie · back to the 
Commission to request .reasonable compensation." 

On March 18, 1994, the PMHA filed its brief in this matter. In its brief, 
the PMHA renewed its request that " ... the.Cammi ssion approve assessments only for 
those repairs that are·necessary to proteCt the public health and safety so that 
the homeowners will not be required,to incur unnecessary expenses for repairs to 
a system that will be.�bandoned in the near future." 

By 1 etter fi 1 ed. on Apri 1 6, 1994, the emergency operator advised the 
Commission that it proposes to bill each custome� for pumping of that· customers' 
tanks at the rate of $115.77 per I;OOO',gallons. 

On April B, 1993, the Public Staff filed comments to the April 6, 1994, 
letter of the emergency operator. The Publ.ic Staff indicated that the estimated 
cost of $115.77 per 1,000 for pumping of individual septic and STEP tanks was not 
unreasonable. By its Motion, the ·Public, Staff renews its request that the 
emergency operator be :authorized to amend its tariff to allow the emergency 
operator to individually bill the customers. for the pumping of said tanks. 

On April 14, 1993, the Attorney General filed a Respons� to the Motion to 
Amend Approved Rate for STEP Tank Pumping. · It is the Attorney General's 
recorrrnendation that 5_TEP pumping costs "remain general utility costs and not be 
charged to individual'cust?mers." 
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WHEREUPON, the Commission reaches the following 

CONCLUSIONS 

The Commission finds good cause for assessments pursuant to G. s. 62-llB(c) 
to, fund the additi_onal repairs and improvements to the sewer utility system 
serving the Piney Mountain Sllbdivision as recommended by Harrco, the Public Staff 
of the North Carolina Utilities Commission, the Attorney General and Piney 
HOuntain Homeowner's Association. 

The Commission concludes as follows: 

1. The Piney Mountain Subdivision will have a municipal sewer system
served by the City of Durham within the very near future; 

2, The existing low pressure pipe (LPP) system was allowed, by North 
State, to fall into serious disrepair and was installed in unsuitable soils; and 

3. Tom Konsler, Engineer, Orange County Health Department, has determined
that specific repairs are required to bring this system into compliance with the 
Operation Permit issued by the Orange C9.unty Health Department on,June 4, 1993. 

IT IS, THEREFORE, ORDERED as follows: 

1. That Harrco Utility Cor.poration,, as emergency operator of-the sewer
utili,ty system serving the Piney Mountain Subdiv-ision, is her'eby authorized to 
bill and collect assessmentS as set forth below: 

A. Provide minimum reasonable access for vehicles. to the dosing
tanks in Phase J and Phase II. This is to be accompli�hed by the
use of less stone than reconunended in Corrmiss1on Staff Exhibit 2
filed with the Corrrnission on or about December 21, 1993. The
emergency operator is to provide the Cotmlission, within ten (10)
days of the receipt of this Order, an estimate with cOst figures
as to the minimum; amount of stone that can safely be used to
accomplish this goal. Removal of brush and debris left on site
by North State Utilities is not necessary.

8. Replace the inactive multi-stage pump. Based on the requirements
of OCHD, all systems.above 3,000 gallons per day require two (2)
pumps_. Replace existing spring check valves with effluent rated
swing �heck valves.

C. Repair or replace the access hatch hinges to the dosing tanks in
Phase I and Phase II. It is not necessary to raise the buried
access covers to ground surf°ace for Phase I and Phase II dosing
tanks.

D. Repair or replace any non-functioning and/or malfunctioning
solenoid valves in the Phase I drainfield. There are two
solenoid valves in Phase I that do not operate properly, If this
number is incorrect, the Emergency ·operator is to· advise the
Commission, within ten (10) days of the receipt of this Order, of
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the exact number of non-operating solenoid valves in Phase I. If 
possible, the solenoid valves that are not working or not working 
properly should be replaced or repaired with the·sOlenoid valves 
in the unused portion of the drainfields. 

E. Repair or replace any non-functioning and/or malfunctioning
solenoid valves in the Phase II drainfield. There are six (6) to
eight (8) solenoid valves in · Phase II that do not operate
properly. If this number is incorrect, the Emergency Operator is
to advise the Conmission, within ten (10) days of the receipt of
this Order, of the exact number Of non-operating solenoid.valves
in Phase II. If possible, the solenoid valves that are not
working or not working properly·should be replaced or repaired
with the solenoid valves in the unused portion of the drainfleld.

F. Check and pump accumulated residuals from individual septic and
pump.tanks (STEPS). Repipe effluent pump to provide maintenance
and repair from ground surface. Provide approved disconnect for

pump, controls and alarm adjacent to pump chamber. Install
proper access risers, and covers to septic· and pump· tanks.
Provide separate electrical cir�uit for pump alarm.

G. Repair or replace the auto dialer. Repair or replace the control
panel or its components to provide for manual isolation of e�ch
drainfield zone, automatic rotation between drain field zones and
alternation of pumps.

2. That Harrco shall prepar.e cost estimates of the work necessary to
accomplish the repairs·and improvements set out in ordering paragr.aph three ·(3), 
subparagraphs A through F of this Order. Harrco shall file these cost estimates 
with the Commission not later than ten .(10) days from the date of this Order. 

3. That the.Commission; not later than five (5) days from the date Harrco
fi1 es the cost estimation for the.repairs and improvements 1 1 i Sted in order.ing 
paragraph three (3), subparagraphs A thru F of this Order, shall issue such 
further Order as necessary based on Harrco's estimates. 

4. · That the Piney MOuntain Homeowners Association shall keep the Comnission
fully informed with respect to its efforts to secure municipal -sewer service. 

5. That Harrco shall, not later than five (5) days from the date of this
Order, mail or h_.i.nd deliver a copy of this order to each affected customer in the 
Piney Mountain Subdivision� 

ISSUED BY ORDER OF THE COMMISSION. 
This the 5th day of May 1994. 

(SEAL) 
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COMMON CARRIER 

ORDERS AND DECISIONS LISTED 

Sea & Sand, William A. Dean, III, d/b/a - Order Granting Common Carrier Allthority 
to Transport Passengers and Their Persona 1 Effects from Beaufort and Marshall berg 
to Cape Lookout and Return 
A-42 (3-30-94)

� 

AMENDING AND DENYING 

Pennsylvania & Southern Gas Company·- Order Oenying Request for Postponement 
G-3, Sub 181 (1-6-94)

COMPLAINTS 

North Carolina Natural Gas - Order Closing Docket in Complaint of Mickey Barfield 
G-21, Sub 320 (9-7-94)

Piedmont Natural Gas Company - Order Dismissi_11g Complaint and Closing Docket in 
Complaint of James A. McArver, Standard Crankshaft Company, Inc. 
G-9, Sub 343 (3-1-94)

Piedmont Natural Gas Company - Order Closing Docket ·;n Complaint of Mrs. Jill P. 
Falter 
G-9, Sub 344 (1-14-94)

Piedmont Natural Gas Company -'Order Closing Docket in Complaint of Roger D. Lay, 
d/b/a Magic Cleaners 
G:9, Sub 359 (12-28-9�) 

Public Service Company of North Carolina., Inc. - Order Closing Docket in 
Complaint of Gerber Products Company 
G-5, Sub 287 (12-28-94)

Public Service Company. of North Carolina, Inc. - Recommended Order ,Denying 
Complaint of Selee Corporation 
G-5, Sub 291 (3-8-94)

Pub1 i c Service Company of North Caro 1 i na, Inc. - Order Closing Docket in 
Complaint of Kenneth E. Furr 
G-5, Sub 320 (3-23-94)

Public Service -Company of North Carolina, Inc. - Order Closing Docket in 
Complaint of Kenneth E. Furr 
G-5, Sub 320 (4-15-94)
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ORDERS AND DECISIONS LISTED 

Public Service Company of North Carolina, Inc. - Recommended Order Denying 
Complaint of James B. Mashburn 
G-5, Sub 322 (6-9-94)

Public Service Company of North Carolina, Inc. - Order Finding no Reasonable 
Grounds to Investigate Complaint of Willem Vanden Broek, and Closing Docket 
G-5, Sub 324 (3-23-94)

Public Service Company of North Carolina, Inc. - Order Allowing Withdrawal of 
Complaints of Kathy Wyrick 
G-5, Sub 330 (5-17-94)

MERGER 

Piedmont Natural Gas Company, Inc. - Order Approving Merger, Transfer of 
Certificates from Piedmont Natural Gas Company {Piedmont to PNG Acquisition 
Company (PAC), Abandonment of Service by Piedmont, Commencement of Service by PGN 
Acquisition Company and Issuance of Securities in Connection Therewith 
G-9, Sub 346 (2-16-94)

RATES 

North Carolina Natural Gas Corporation - Order Allowing Rate Reduction ·Effective 
February 1, 1994 
G-21, Sub 322 (2-1-94)

North Carolina Natural Gas Corporation - Order Allowing Rate Decreases Effective 
May 1, 1994 
G-21, Sub 327 (5-3-94)

North Carolina Natura·l Gas Corporation - Order Approving Deposit of Supplier 
Refunds 
G-21, Sub 328 (10-19-94)

North Carolina Natural Gas Corporation - Order Allowing Rate Decreases Effective 
November 1, 1994 
G-21, Sub 329 (11-1-94)

Piedmont Natural Gas Company, Inc. Order Approving Depreciation Rates 
G-9, Sub 77E (10-19-94)

Piedmont Natural Gas Company, Inc. Order Modifying Refunds 
G-9, Sub 339 (2-10-94)

Piedmont Natural Gas Company, Inc. - Order Modifying Suspension Order 
G-9, Sub 340 (1-20-94)

Piedmont Natural Gas Company, Inc. - Order Allowing Rate Decrease Effective 
February I, 1994 
G-9, Sub 347 (2-1-94)
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ORDERS AND DECISIONS LISTED 

Public Service Company of North Carolina - Order Approving Deposit of Supplier 
Refunds 
G-5, Sub 300 (11-29-94)

Public Service Company of North Carolina, Inc. Order Allowing Rate Reduction 
G-5, Sub 334 (10-4-94)

Public Servic_e Company of North Carolina, Inc. Order Allowing Rate Reduction 
G-5, Sub 335 (11-29-94)

SECURITIES 

North Carolina Natural Gas Corporation· - Order Granting Authority to Issue and 
Sell 825,000 Shares of Common Stock 
G-21, Sub 313 (1-27-93)

Piedmont Natural Gas Company, Inc. - Order Granting Authority to Issue and Sell 
1,000,000 Shares of Common Stock 
G-9, Sub 348 (3-24-94)

Public Service Company of North Caro 1 i na, Incorporated - Order Granting Authority 
to Issue and Sell Securities 
G-5, Sub 328 (3-17-94)

TARIFF 

Public Service Company of North Carolina, Inc. - Order Allowing Tariff Filing to 
Become Effective and Requiring Annual Reports 
G-5, Sub 310 (1-14-93)

MISCELLANEOUS 

Frontier Utilities of North Carolina, Inc.; Piedmont Natural Gas Company, Inc. -
Order Ruling on Alternative Claim of Piedmont 
G-38; G-9, Sub 357 (12-6-94)

North Carolina Natural Gas Corporation - Order Allowing Plan for Deferring Net 
Cu�tomer Costs Associated with E&D Programs 
G-21, Sub 324 (4-12-94)

North Carolina Natural Gas Corporation - Order Requiring Mailing of Notice and 
Opportunity for Review 
G-21, Sub 328 (8-29-94) Order Reissuing. Notice (9-1-94)

Pennsylvania & Southern Gas Company - Order Allowing Plan for Deferring Revenues 
Received from E&D Programs 
G-3, Sub 183 (4-12-94)

Pennsylvania & Southern Gas Company - Order on Annual Review of Gas Costs 
G-3, Sub 185 (10-13-94)
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ORDERS AND DECISIONS LISTED 

Piedmont Natural Gas Company, Inc. - Order Allowing •Plan for Deferring Revenues 
Received from E&D Programs 
G-9, Sub 350 (4-12-94)

Piedmont Natural Gas Company, Inc. - Order Authorizing Construction of Pipeline 
G-9, Sub 353 (6-2-94)

Piedmont Natural Gas.Company, Inc. - Order Authorizing Construction �f Pipeline 
Facilities in Lincoln County 
G-9, Sub 354 (7-20-94)

Public Service Company of North Carolin� ' Inc. - Order Al 1 owing Cross-Over of
Franchised Territory 
G-5, Sub 326 (1-19- 94)

Public Service Company of North Carolina, Inc. - Order Allowing Plan for 
Deferring Net Customer Refunds Associated with E&D Programs 
G-5, Sub 329 (4-12-94) '

Public Service Company of North Carolina, Inc. - Order Allowing Cross-Over of 
Franchised Territory 
G-5, Sub 333 (6-21-94)

HOUSING AUTHORITY 

CERTIFICATE 

Nash Health Care Systems - Order Granting Certificate of Public Convenience and 
Necessity and Canceling Hearing 
H-65 (7-20-94)

HOTOR BUSES 

APPLICATIONS WITHDRAWN 

Fantastic Tours and Cruises, Jane Leonard & Jessie Yates, 'd/b/a - Order Allowing 
Withdrawal of Application 
B-605 (9-13-94)

AUTHORITY GRANTED COMMON CARRIER 

Company Charter Operations 

A.M.A. Tours Unlimited,
Alphonso Haigler and
Mary L. Haigler d/b/a

All-Ways Tours, Inc.
C & C Bus and Trucking, Inc.
Custom Mini Tours, Inc.

Statewide 
Statewide 
Statewide 
Statewide 
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B-594
B-611
B-618
B-597

Date 

2-18-94
8-3-94

9-22-94
1-20-94



ORDERS AND DECISIONS LISTED 

Eyewitness USA-Charter & 
Tours, I. Wade Allen, d/b/a 

Great American Tours, Inc. 
H & W Tours, Inc. 
Jordan� Shelton & Company 
l & R Tours,
Larry Blackley, d/b/a

McKenzie L & W Bus Lines, Inc.
�aramore Coach, Co.
Quality Tours, Good Time
Enterprises, Inc., d/b/a

Southeastern,
· Jeffrey Rodgers, d/b/a
TBM Coachline, Inc.
Trinity Bus Service, Melvin
R. Barnes and Martha M.
Barnes, d/b/a 

Walston Tours, Alonzo 
Walston,. d/b/a 

BROKER'S LICENSE - (GRANTING) 

Statewide 
Statewide 
Statewide 
Statewide 

Statewide 
Statewide 
Statewide 

Statewide 

Statewide 
Statewide 

Statewide 

Statewide 

B-614
B-619
B-612
B-623

B-603
B-613
8-570

8-606

8-608
8-607

B-604

B-616

7-18-94
9-30-94
6-28-94

·Il-14-94

4-6-94
7-7-94

5-13-94

5-18-91 

5-5-94 
5-12'94

4-21-94

7-18-94

Charlotte Arrangements, Destinations By Desjgn, d/b/a - Order G�anting Broker's
License No. 8-615 
B-615 (12-5-94)

C-Mor Charters and Tours, J. Clyde Aycock, d/b/a
license No. B-599
8°599 (2-10-94)

Order Granting Broker'S 

Cristal Tours, Dianne C. Benson, d/b/a - Order Granting Broker's License 
No. 8-620 
8-620 (9-30-94)

Discount Travel Services, Brenda K. Allen, d/b/a - Order Granting Broker's 
License No. 8-602 
8-602 (4-21-94)

Fantasy Tours, Jessie Yates, d/b/a Order Granting Broker's License No. 8-624

8-624 (11-16-94)

CERTIFICATES CANCELLED 

Brantley Tours, Inc. - Order Cancelling Broker's Li.cense No. B-370 
8-370, Sub 3 (3-17-94)

Bullock Tours - Order Cancelling -Broker's License No. 8-187 , 
8-187, Sub I (7-27-94)

Duke Power Company - Order Cancelling Broker's License No. 8-209·
8-209, Sub 32 (12-9-94)
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ORDERS ANp DECISIQNS LISTED 

Care-Free Travels, Robert Donlad Watson, d/b/a - Order Cancelling Broker's 
License No. B-491 
B-491, Sub 1 (1-11-94)

Cristal. Tours, Christine E. Hunt,, d/b/a - Order Cancelling Broker's License
No. B-437 
B-437, Sub 1 (8-2-94)

Introducing Asheville, Wendy W. Burns. & Elizabeth H. Wellons, ,d/b/a ·_ Order 
Cancelling Broker's License No. 8-334 
B-334, Sub 1 (1-18-94)

New Trails, Inc. - Recommended Order Cancelling Operating Authority Certificate 
No: B-541 - Termination of Liability Insurance Coverage 
B-541, Sub 1 (9-4-94)

Scott's Transportation, Inc. - Order Cancelling Broker's License No. B-569
B-569, Sub 1 (12-19-94)

Specialty Tours, Vickie J. Ensley, d/b/a - Order Cancelling Broker's License 
No. B-587 
B-587, Sub I (3-25-94)

Trinfty Bus Service, Melvin R. Barnes and Martha M._ Barnes, d/b/a - Recommended 
Order Cancelling Operating- Authority Certificate No. B-604 - -Termination of
liability Insurance Coverage " 
B-604, Sub 1 (10-4-�4)

Vilas, Carol C. and Associates Order Cancelling Broker's License-No. 8-54�
B-546, Sub 1 (1-13-94)

NAME CHANGE

AMA Tours Unlimited, Alphonso Haigler, d/b/a.-Order Approving Name Change from 
Alphonso Haigler and Mary L. Haigler, d/b/a A.M.A. Tours Unlimited 
Bs594, Sub 1 (10-10-9�) 

Adventure Tours & Travel, Inc. - Order Approving Name Change from Ann B. Clement, 
d/b/a Adventure Tours 
B-503, Sub 1 (3-1B-94)

Discount Travel Services, Inc. - Order Approving Name Cha�ge �rom Brenda K. 
Allen, d/b/a Discount Travel Services 
B-602, Sub 1 (6-23-94) 

JNM Tours, Inc. - Order Approving Name Change from J.N.M.; Inc., Certificate 
No. B-596 
B-596, Sub 1 (1-27-94)

Southern States·Tours _& Conventions, Peggy B. Bates; d/b/a - Order Approving Name 
Change from Peggy a: Bates, d/b/a Peggy Bates Tours & Convent.ions· 
B-600, Sub 1 (9-23-94)
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ORDERS AND DECISIONS LISTED 

TBM, Inc. - Order Approv·ing ,Name Change· from TBM Coachl ine, Inc·. 
B-607, Sub:! (7-12-94)

'MOTOR TRUCKS 

APPLICATIONS AMENDED 

Advantage Delivery Service, Gilbert F. Guittard, d/b/a Order Amending 
Application, Allowing Withdrawal of Protest, and Cancelling Hearing.· 
T-3993 (6-22-94)

Black, Donald Mobile Home Service, Donald· Black, d/b/a - Order Amending 
Application, Allowing Withdrawal of Protest, and Cancelling. Hearing 
T-34B7, Sub 2 (9-27-94)

Builders Transport, Inc. - Order Amending Contract Carrier Authority 
T-1638, Sub 10 (6-6-94)

Carolina Public Warehouse, Inc. - Order Amending Contract Carrier Authority 
T-3568, Sub 2 (8-B-94)

Cox, Donnie Dean - Or�er Amending Application 
T-4011 (7-5-94)

Crawford Deliveries, -Bernard Crawford, d/b/a - Order Amending Contract Carrier 
Authority 
T-2290, Sub 4 (2-18-94)

Dunstan's OeliverY/Moving Service, Victor Wayne Dunston, d/b/a - Order Amending 
Application, Allowing Withdrawal of Protest, and Cancelling Hearing 
T-4004 (8-4-94)

East Coast Transport Co., Inc. - Order Amending Application and Allowing 
Withdrawal of Protest 
T-342, Sub 12 (3�3794)

Elite Trucking, Inc. - Order Amending Ap�l ication, Allowing Withdrawal of 
Protest, and cancellirig- HearinQ 
T-4010 (8-23-94)

Harper Trucking. Company·, Inc. Order Amending Colltract Carrier Authority-' 
T-521, Sub 35 (6-23-94)

Kennedy Freight Lines; Inc. Order Amending Contract Carrier Authority 
T-2567, Sub 3 (1-13-94)

M.A.K. Incorporated - Order Amending ·Application, Allowing Withdrawal of
Protests, and Cancelling Hearing
T-3915 (1-27-94)

729 



ORDERS AND DECISIONS .LISTED 

On Time Express, David V. Miller and James E. Arnder, Jr., d/b/a -.Order Amending 
Application, Allowing Withdrawal of Protest, and Cancelling Hearing 
T-3961 (4-26-94)

Pollard, Donald Myatt - Order Amending Application, Allowing Withdrawal of 
Protest, and Cancelling Hearing 
T-3819, Sub I (4-27-94)

Priority Transport Express, Inc. -, Order Amending Common Carrier Authority 
T-3927, Sub I (1-11-94)

Puryear Transport, Inc. - Order Amending Application, Allowing Withdrawal of 
Protest, and Cancelling Hear.ing 
T-2689, Sub 7 ·(5-4-94) 

Sherman & Boddie, Inc. - Order Amending Contract Carrier AuthoritY 
T-1188, Sub II '(3-21-94)

Thompson, Al Trucking, Inc. - Order Amending Application 
T-3978 (5-27-94)

Tommy's Mobile Home Movers, Thomas D. Robertson, Jr., d/b/a - Order Amending 
Application,- Allowing Withdrawal of Pertest, anQ Cancelling Hearing 
T-4031 (9-28-94)

APPLICATIONS DENIED/DISMISSED 

AAA •Reeds Moving Service, Alvin Reed, d/b/a - Recommended Order Denying 
Application 
T-3951 (4-28-94)

C & W Mobile Home Movers, Paul A. Chapman and Ted White, Ill - Order Granting 
Intervention and Denying Request for Temporary Authority 
T-4038 (9-7-94)

C & W Mobile Home Movers, Paul C. Chapman and Ted White, III, d/b/a Order 
Dismissing Application for Failure to show 
T-4038 (10-4-94)
Party Reflections, Inc. Recommended Order Di�missing Application 
T-3738 (l-8-93)

Puryear Transport, Inc._- Order Denying Motion for Judjcial Notice 
T-2689, Sub 7 (4-29-94)

The Moving Man, Vernon ·R; Mathis, d/b/a - Recommended Order Denying Application 
T-3925 (4-29-94) 
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OROERS ANO DECISIONS LISTED 

APPLICATIONS WITHDRAWN (COMMON.OR CONTRACT CARRIER AUTHORITY) , 

Company 

ACME Transportation, Inc. 
Adkins Transfer, Inc. 
Bates Transportation Services, Inc. 

�-Bekins Moving & Storage of the 
Carolinas Co. 

· · 

Blue Ridge Courier Systems 
Corporate Moving System�, Inc. 
Dicks, Terry Trucking Co .. , Inc. 
Eas't, Coast Transport, �ci., Inc. 
Economy Movers, Allen Wainwright, d/b/a 
Hallmart DiStributors, Inc. 
Hendrix, Jonathan C. 

· · 
Kearns Mobile Home Transport, 
Larry .Kearns, d/b/a 

M.& C Transportation, Inc. 
Matlab, Inc, 
Merritt Trucking Company, Inc. 
Puryear Tank Lines, Inc. 

-Transpro. LLC

AUTHORITY GRANTED - COMMON CARRIER

Docket Number 

T-3931
T-3588, Sub I

' T -4036, Sub 1 . 

T-3862
T-3902, Sub 1
T-3712
T-4033
T-342, Sub 12
T-4034
T-3694, Sub 1
T-4039

T-4035
T-4060
T-3898
T-2143, Sub 26
T-4012
l-4064

Date 

5-6-94
'7-21-94 

8-9,94

·4-21-94,
11-14-94
1-25-93
9-23-94 
7-14,94
9-28-94 
1-20-93
9-13-94

10-5-94
11-16-94
6-13-94
3-1-94

8-31-94
12-29-94

ABF Freight System, Inc. - Order Granting Common Carrier Authority to Transport 
Group 1, General Commodities, Statewid_e · 
T-1583, Sub 4 (2-21-94)

A�'s Express Courier, JE!ffr:ey Francis. Michetti and Christi"!e _Potts, d/b/a - Order 
Granting Common Carri er Authority to Trailsport Group 1, Genera 1 Commodities, 
Between Points and Places in Orange, Wake, Johnston, and Durham Counties 
T-4013 (9-6-94)

Advanced Distribution Systems, Inc. - O�der Granting Common, Carrier Au
0

thority to 
Transport Group I, Genera 1 Cammodit i es, and Group 2, Heavy Commodities, Statewide 
T-3953 (7-29-94)

. ' 

Advantage Delivery Service, Gilber.t F, Fuittard, d/b/a - o.rder Granting Common 
Car.ri er Authority to TransJ)ort ·Group 1, Genera 1 Commaditi es,· and Group 15, Retai 1 
Store Delivery Service, Statewide 
T-3993 (8-11-94)

•Advantage Machinery Services, Inc. - Order Granting Common Carrier.Authority to
Transport Group I, Ge'nera 1 Comrnadit i es, a,nd Group 2, Heavy CommOdi ti e·s 1 Statewide 
T-3877 (1-31-94)
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ORDERS AND DECISIONS LISTED 

Asset Relocation, Services; Inc. - Order Granting Common Carrier Authority to 
Transport Group 21, Computers, Medical and Diagnostic Equipment, Copiers, 
Exhibits and Displays not Covered Under Group 18, Telephone and Switching 
Equipment, and Power Supply Units for Computers, Statewide 
T-3970 (6-30-94)

Beasley, Mark·- _Order Granting Common Carrier Authority to Transport Group 1, 
General Commodities, and Group 10, Building Materials, Statewide 
T-3894, .Sub I (9-21-94)

Beroth Oil Company - Recommended Order Granting Application, In Part, for Common 
Carri er AuthOrity to Transport Group 3, Petroleum and Petroleum Products, Liquid, 
in Bulk in Tank Trucks, •from Originating Terminals at Charlotte (Paw Creek) and 
Greensboro to Points in Alexander, Caldwell, Catawba, Davidson, Davie, Forsyth, 
Iredell, Rowan, Stokes, Surry, Wilkes, and Yadkin Counties 
T-3964 (8-26-94)

Bud's Mobile Home Service, Irie. - Order Granting Common Carrier Authority to 
Transport Group 21, Manufactured Housing, Mobile Homes and. Modular Homes, 
Statewide 
T-3973 (70 11-94)

Burgess Mobile Home Movers, Ralph Aldene Bur9ess, d/b/a - Order Granting Common 
Carrier Authority to Transport Group 21, M�bile Hom�s, Statewide, 
T-3980 (6-13-94)

Burgess Trucking Company, Incorporated - Order Granting Common Carrier Authority 
to Transport Group I, General Commodities, Statewide 
T-3932 (1-21-94) Errata Order (3-24-94)

Byr'd's 'Mobile Home Movet's, James Byrd, d/b/a - Order Granting Common Carrier 
Authority to Transport Group 21, Mobile Homes, Statewide 
T-2920, Sub 2 (6-8-94)

C & M Movers, Inc. - Order Granting Common Carrier Authority to Transport Group 
21, Mobile Hornes and Modular Homes, Statewide · 
T-3984 (8-22-94)

CTL Di st_ri but ion, Inc. - Order Granting Common Carri er Authority to Transport 
Group 21, Liquid Commodities in Bulk, Except Asphalt, Gasoline, Kerosene, Fuel 
Oils, and Liquified Petroleum Gas; from Mecklenburg_ County to Points in North 
Carolina 
T-3966 (6-9-94)

Card,inal Transport, Inc. :. ·Order Granting Common Carrier Authority to Transport 
Group 1, General Commodities, Statewide 
T-40.58 (12-13-94)

Carolina Courier Express, Inc. - Order Granting Common Carrier Authority to 
Transport Group I, General Commodities, From Mecklenburg County to All Points in 
North Carolina 
T-4037 (11-14-94)
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ORDERS AND DECISIONS LISTED 

Cason Builders .SupP,lY,, Cason Companies, Inc.,. d/b/a -, Order :Granting• Common
Carri er Authority. to Tran!_>port Group 1, Genera·l Cornmodi ti es·, Except Cl asses A & 
8 Explosives and CommOdities in Bulk, Statewide 
T-2383, Sub I (5-4-94)

Char.lo;tte Van &-Storage Co.-, Inc. - Order Granting Common Carrier Authority to 
Transport Group 15, Retail Store Delivery Service, Statewide 
T-931, Sub 4 (8-29-94)

City Haul, Inc; - Order Granting- Common Carrier Authority to 'Transport Group I,
General Commodities, Statewide 
·T-4008 (8-3--94) . 

Corney Transportation, Bobby Ray Corney, d/b/a - Order Granting Common Carrier
Authority to Transpor:t Group_ 1-, -General Commodities, Statewide
T04027 (8-29-94)

Cox, Dannie Dean - Order Granting Common Carrier Authority to Transport Group I,
.General Commodities, .from Si3-mpson County to !l 11 Points in Nor.th Carolina
T-4011 (8-4-94)

Crisp Sales Company, Joseph G. Crisp, d/b/a - Recommended Order Granting
.Application for Common Carrier Authority to Transport Group 21, Mobile Homes,
between Points'in Brunswick, New Hanover, Pender and Columbus Counties
T-3943 .(4-25-94) Errata Order '(5-3-94)

-D ,& I Trucking, Inc. ,- Order Granting Common Carrier Authority to Transport
Group- 1, General Commodities; fr,om.Robeson County to Points in North CarOlina
T.-2825, Sub ·3 (9-23-94)

DJ's Trucking, Donald A. Jackson, d/b/a - Order Granting Common Carrier Authority
to Transport Group 1,, General Commodities, Statewide
Tc390_7 (2-2-94) 

ORI Transportation, Doliald R. Israel, d/b/a - Order Granting· Common Carrier
'Authority to Transport Group 1, General Commodities, Statewide
T-F58 (2_-23-94) 

D & W Trucking, Buddy Phillips, d/b/a - Ord�r Granti�g Comm�n Carrier Authority
to Transport Group 1, General Commodities, Statewide
T-3905 (2-21-94)

Dial's, Tony Mobile Home M�ving, Tony Dial,. d/.b/a - Order Granting Commo·n Carrier 
Authority to Transport Group 21, Mobile Hoffies, from Scotland, Columbus, and 
Robeson Countie_s to al'l Points in North Carolina, and from all Points in North 
Carolina ,to Scotland, Columbus, and Robeson Counties 
T-3333, Sub I (9-12-94)

Dale's Pick-Up & Delivery Service, Dale Owens, d/b/a - Order Granting Common 
Carri er Authority tq_ Transport Group 1, ·General Commodities, Statewide 
T-3889 (2-7-94)
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ORDERS ANO DECISIONS LISTED 

Davis, W. L. Mobile Home Movers, William L. Davis, d/b/a - Order Granting CoI1111on 
Carrier Authority to Transport Group 21, Mobile Homes, Statewide• 
T-2254, Sub 6 (7-20-94)

Oougle Eagle Transport, James Curtis Tetterton and Susan Hope Radcliff, d/b/a -
Order Granting Common Carrier Authority to Transport Group I, General 
Commodities, and Group 21, Boats, Statewide 
T-3949 (8-24-94)

DuBose Transportation Services, Inc. - Order Granting Corrrnon Carrier Authority 
to Transport Group I, General Commodities; Group 2, Heavy Commodities; and 
Group IO, Building Materials; Statewide 
T-3914 (4-21-94)

Faircloth, Stephen Cooper - Order Granting Common Carrier Authority to Transport 
Group I, General Commodities, and Group IO, Building Materials, Statewide 
T-3909 (3-16-94)

Faircloth, Tony Michael - Order Granting Common Carrier Authority to Transport 
Group 1, General Commodities, and Group IO, Building Materials, Statewide 
T-3910 (3-17-94)

Fox Brothers of Boone, , Inc. - Order -Granting Common Carrier Aut�ority to 
Transport Group 18, Household Goods, Statewide 
T-1208, Sub 2 (3-30-94)

G's Trucking, Wi11iam Gary Lankas, Sr., d/b/a - Order Granting Common Carrier 
Authority to Transport Group 5, Solid Refrigerated Products, from Onslow County 
to Points in North Carolina, and from Points in North Carolina to Onslow County 
T-4005 (6-30-94)

Galloway's Trucking, Inc. - Order Granting Common Carrier Authority to Transport 
Group I, Genera 1 Commodities, Except Unmanufactured Tobacco and Accessories, 
Statewide 
T-3795 (3-7-94)

Gattis, Jerry Homes, Inc. - Order Granting Common Carrier Authority to Transport 
Group 21, Mobi 1 e Homes, from Scotland and Ri c�mond Counties to a 11 Points in 
North Carolina 
T-3986 (8-2-94)

Georgi a Intern at i ona 1 Express, Inc. - Order Granting Common Carri er Authority to 
Transport Group 1, General Commodities, Statewide 
T-3882 (4-4-94)

Haas, Keith Enterprises, Inc. - Order Granting Common Carrier Authority to 
Transport Group 1, General Commodities, Statewide 
T-3991 (7-29-94)
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ORDERS ANO DECISIONS LISTED 

Hainey's, R. W. Mobile Home Movers, Richard Wayne Hainey, d/b/a - Order Granting 
Common Carrier Authority to Transport Group 21, Mobile Homes, Between Poirits and 
Places East of and Including the Counties of Robeson, Cumberland, Harnett, Wake, 
Durham, and Granvi,ll e 
T-3904 (4-13-94)

· Independent Freightway, Inc. - Order Granting Common Carrier Authority to
Transport Group 2, Heavy Commodities, and Group 10, Building Materials, Statewide
T-2643, Sub 3 (3-31-94)

dnman Management, Inc. - Order Granting ,Common Carrier Authority to Transport 
Group l, General commodities, Statewide-
T-3936 (3-31-94)

.Iredell Milk Transportation, Inc. - Order Granting Contract Carrier Authority to 
Transport Group 21, Vegetable Oil in Bulk, Between all Points in North Carolina, 
Under Contract with C & T Refinery, Inc. 
T-1647, Sub 14 (10-4-94)

.Jack's Mobile Home Service, Jack T. Phillips, Sr., d/b/a - Order Granting Corrmon 
Carrier Authority to Transport Group 21, Mobile Homes, Statewide 
T-3981 (B-22-94)

K & P Mobile Home Movers, Inc. - Order Granting Coi:runon Carrier Authority to 
Transport Group 21, Mobile Homes, Statewide 
T-3924 (2-25-94)

Kilgore Courier Company, Jack A. Kilgore; d/b/a - Order Granting Common Carrier 
Athority to Transport Group 21, Water Samples, from Wake County to Lee, Richmond, 
Anson, Johnston, Wayne, Orange, Guilford, Granvi 11 e, Vance, and Nash Counties and 
from these Counties Back to Wake County 
T-4061 (12-9-94)

Lee, William E. & Sons Trucking Co., William Earl Lee, d/b/a or'der Granting 
Common Carrier Authority to Transport Group 5; Sol id.Refrigerated products, from 
Duplin County to Points in North Carolina 
T-3892 (1-26-94)

M.A.K. Incorporated - Order Granting Common Carrier Authority to Transport
·Group 1, General Commodities, Statewide (Restriction: Transportation of Group
20, Motion Picture Fil,m and Special Service; is not ·Authorized.)
T-3915 (5-11-94)

MCO Transport, Inc. - Order Granting Common Carrier Authority to Transport Group 
1, General Commodities, Statewide 
T-2278, Sub 4 (3-7-94)

MCW Enterprises, Michael Charles Watson, d/b/a - Order Granting Common Carrier 
Authority to Transport Group 21, Mobile Homes and Mobile Offices, Statewide 
T-3968 (5-25-94)
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M & D Manufactured Home Movers, George Michael Britt, d/b/a - Order Granting 
Common Carrier Authority to Transport Group 21, Manufacture!'.! Homes, Between 
Points in Robeson, Cumberland, Hoke, and Bladen Counties 
T-3873 (1-27-94)

Mabe Trucking Company,_ Inc. - Order Granting Common Carrier Authority to 
Transport Group 1, General Commodities, Statewide 
T-3945 (6-23-94)

Men On the Move, Rodrick Malcolm Hudgins, III and Nicholas Boyd Seymour, d/b/a __ 
Ord_er Granting Common Carrier Authority to Transpor� Group 15, Retail Store 
Delivery Service, and Group 18, Household Goods, Between Points in Bun�ombe and 
Henderson Counties 
T-3771 (3-7-94)

Merchants Home Delivery Service, Inc. - Order Granting Common Carrier Authority 
to Transport Group 15, Retai,1 Store Delivery Service, Statewide 
T-1655, Sub 4 (5-17-94)

Merritt Trucking Company, Inc. - Recommended Order Granting Application, In •Part, 
to Transport Group 21, Commodities in Bulk in Tank Trucks, Except Lime and Fly 
Ash, Statewide (NOTE: The authority granted herein, to the extent it duplicates 
any existing authority, shall not be construed as conveying more than one 
operating right.) 
T-2143, Sub 26 (5-13-94)

Meyer, William B. Inc. - Order Granting Common Carrier Authority to TransPort 
Group 1, General Commodities, Statewide 
T-395O, Sub I (8-19-94)

Mid-South Truck Lines, Inc. - Order Granting Common Carrier Authority to 
Transport Group 1, General Commodities, Statewide 
T-4OO6 (8-17-94)

Mobile Service Systems, Andrew Herman Lunsford and Michael Bruce Lunsford, d/b/a 
- Order Granting Common Carrier Authority to Transport Group 1, General
Commodities, Statewide
T-4OO1 (9-21-94)

Moody Trucking, Dougl_as Moody, d/b/a - Order Granting common Carrier, Authority 
to Transport Group 1, General Commodities, frofl!_ Chatham County tq Points in,North 
CarOlina and from Points in North Carolina back to Chatham County 
T-3972 (6-1-94)

Norman Transport,, Inc. - Order Granting Common Carri er Authority to Transport 
Group 1, General Commodities, Statewide 
T-3952 (5-4-94)
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On Time Express, David_ V·�,Miller and·James E. Arnder, Jr., d/b/a.- Order Granting 
C1:m1mon C�rrier Autrority to Tral'lsport Group l, �eneral Commodities, fr.om Cabarrus 
County to Cleveland, .. Mecklenburg, Iredell, and Rowan Counties (Restr,iction: 
Transportation of Group 20, Motion Picture Film and Special Service, is not 
Authorized.) 
T-3961 (6-30-94)

P� & C ·Mobi-1 e Home Set"Vi ces, Ja�es '.Gar.ry Cl ark and Wi 11 i am Vernon Paul , d/b/a -
Order Grallting_Common Carrier Authority to-Transport Group 21, Mobile Homes, from 
Richmond, Scotland·, Robeson, Bladen, Co 1 umbus, Burnswi ck, and Pender Counties to 
all Points in North Carolina 
T-3900 (3-31-94)

PFI Transport, Inc.- - Orde� Granting Common Carrier Authority tO Transport Group 
1, General Commodities, Statewide 
T-3985 (8-17-94)

Paramount Motor Freight, Inc. - , Or:der Granting Common Carrier Authority to 
Transport Group 1, General•Commodities, Statewide 
T-3958 (6-2-94)

Pardue Enterprises, ,Phillip W. Pardue, d/b/a - Order Granting Common Carrier 
Author.ity to Transpor.t,. Group 21, Mobile Homes, Statewide 
T-3959 ( 6-8-94)

Professional Forest Products, Inc. - Order Granting Common Carri�r Authority to 
Transport Group l, General Commodities, Statewid� 
T-4047 (10-31-94)

Pursuit Transport, Inc. - Order Granting Common Carrier Authority'to Transport 
G_roup 1, .General Commodities, Statewide 
T-3960 (6-8-94)

R. J. Mobile Home Transit, Inc. - Order Granting Common Carrier Authority to 
Transport Group 21, Mobile Homes, in the Following Counties: Cumberland, 
Robeson, Harnett, Hoke, Sampson, Moore,- Burnswi ck, Columbus, 1_81 aden, and New 
Hanover 
T-3827 (3-18-94)

R & T Delivery, Ralph David Byers, t/a - Order Granting Common Carrier Authority 
to Transport Group 1, General Commodities; Statewide 
T-4014 (8-29-94)

Rogers & Rogers, Inc. - Order .Granting Common Carrier Authori.ty to Transport 
Group 1, General Commodities, Statewide 
T-3820, Sub I (5-4-94)

Rouse, 01 iver Franklin - Order Granting Common Car:ri er Author:i ty; to Transport 
Group I, General Commodities, Statewide 
T-3999 (7-5-94)
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Rudy's Truck & Trailer, Inc. - Order Granting Common Carrier Authority to 
Transport Group I, Gene'ral Commodities, and Group 10 ,- Building Materials, 
Statewide 
T-3975 (8-17-94)

S & H Mobile Home Transport, Jeff Stanley and Ricky Hewett, d/b/a - Order 
Granting Common Carri er Authority to Transport Group 21, Mobile Homes, from 
Columbus, Wayne, Vance, Hoke, & Robeson Counties to Points in North Carolina, and
from Points in North Carolina Back to these Counties 
T-4028 (10-31-94)

Skyway Freight Systems, Inc. - Order Granting Common Carrier Authority to 
Transport Group 1, General Commodities, from Orange and Durham Counties to all 
points in North Carolina, and from all points in North Carolina to Orange and 
Durham Counties 
T-3939 (7-15-94)

Smith, Earl Trucking, Thomas Earl Smith, d/b/a - Order Granting .Common, Carrier 
Authority to Transport Group 1, General C�mmodities, Statewide 
T-3935 (4-13-94)

Southeastern Contract Carriers, Barry Laeron Wilburn, d/b/a - Order Granting 
Common Carrier Authority• to Transport Group 1, General Commodities, Except 
Unmanufactured Tobacco and Accessories, Statewide 
T-3792 (7-27-94)

Southeastern Mobile Home Movers, Inc. - Order Granting Common Carrier Authority 
to Transport Group 21, New and Used Mobile Homes, Statewide 
T-4054 (12-9-94)

Southern Mobile Movers, Robert B. Hill and Joseph P. Flaherty, d/b/a - Order 
Granting Common Carri er Authority to Transport Group 21, Mobile Homes, Statewide 
T-3971 (6-21-94)

Specialized Transport Systems, Morris L. Hoyle, d/b/a - Recommended Order 
Granting Application for Common Carrier Authority to.Transport Group 21, Mobile 
Homes, Statewide 
T-4020 (10-28-94)

STAT Delivery Systems, Inc. - Order Granting Common Carrier Authority to 
Transport Group 1, General .Commodities, Between Points in Durham, Wake, Orange, 
Wilson, Nash, Guilford, Chatham, Harnett, and Alamance Counties (Restriction: 
Transpor_tation of the Daily Distribution of Motion Picture Films, Theatrical 
Equipment, Advertising, and Supplies is not' Authorized.) 
T-3918 (7-8-94)

Stewart's Body Shop & Mobile Home Mover, James Hugh Stewart, d/b/a - Order 
Granting "Common Carrier Authority to Transport Group 21, Mobile Homes, in Yancey, 
Mitchell, and Avery Counties 
T-3996 (7-7-94)
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Super Transport, Inc. - ·order Granting Common Carrfer :Authority to, Transport 
Group I, Genera 1 CorrmlOdit i es, Between a 11 Points in North Car_ol fna 
T-3992 (7-14-94)

T &"M Mobile Home Transport, Larry P. Kearns and Timothy.H. Norman, d/b/a - Order 
Granting Common Carrier Authority to Transport Group 21, Mobile Homes, Statewide 
T-4035 (11-15-94)

TNT Holland Mot9r Express, Inc. - Order Granting Cormnon Carrier Autho_rity, to
Transport Group I, General Commodities, Statewide 
T-3944 (6-21-94)

Tank lines, Inc. - Order Granting Common Carrier Authority to Transport Group 21, 
Fly Ash, Statewide 
T-2686, Sub 2 (3-15-94)

Thompson, Al Trucking,, Inc. - Order Granling Common Carrier Authority to 
Transport Group 21, Commodities in Bulk in Tank Vehicles, StateWide 
(Restriction: Transportation of Cement, Fly Ash, Lime, and Petroleum and 
Petroleum ProduCts, is not Authorized.) 
T-3978 (7-1-94)

Thompson, ,Dale E. Hauling,- oa 1 e Edward Thompson, d/b/a - Ord et: Granting .co.rnmoi, 
Carrier Authority to Transport Group 1, General Commodities, Statewide ·' 
J-4000 (7-14-94)
 

3KB Transportation, Inc. - Order Granting Common Carrier Authority to 'Trarisport 
'Group 1, General Commodities, from Rockingham Cciunty to all Points .in North 
Carolina, and from al 1 Points. in North Carolina to Racki ngham County 
T-3920 (3-10-94)

Tri-County Transport, -Inc. - Order Granting,c·ommon Carl"ier Authority to Transport 
Group 1, General Commodities, from New Hariover County to Points in North Carolina 
T-3850 (7-11-94)

,. 

Trinity Transport, Inc. - Order Granting Common Carrier Authority to Transport 
Group 1, General Commodities, Statewide 
T-3934 (3-16-94)

Truck Air of the Carolinas, Inc. - Order Granting Common Carrier Authority to· 
Transport Group 1, General Commodities, Statewide 
T-2996, Sub 3 (5-25-94)

·Warren Trucking, Charles C. Warren, Jr., d/0/a - Order Granting Common ,Carrier
Authority to Transport Group 1, General·Commodities, Statewide
T-3913 (2-3-94) Errata Order (2-14-94)

Watson Wrecker Service and Auto/Truck Repair; Willard Watson, Jr., d/b/a - Order 
Granting Common Carrier AuthoTity to Transport Group 21, Mobile Homes, Statewide 
T-3957, Sub I (8-3-94) 
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W.i l kes Trucking, George Steven Wilkes, d/b/a - -Order Granting Common Carri er
Authority to Transport Group 1, General Commodities, Statewide 
T-3979 (6-30-94)

Winslow Enterprises, Gary Wayne Winslow, d/b/a - Order Granting Common Carrier 
Authority to Transport Group 21, Manufactured Homes, from Mecklenburg, Cabarrus_, 
and Union Counties to all Points in North Carolina 
T-3864 (2-21-94)

Woodard, O�wey Mobile Home Moving, Inc. - Order Granting Common' Carri er Authority 
to Transport Group 21, Mobile Homes, Statewide 
T-3974 (7-5-94)

York Freight, Inc. - Order Granting Common Carrier Authority to Transport 
Group I, General Commodities, Statewide 
T-3947 (5-24-94)

AUTHORITY GRANTED - CONTRACT ,CARRIER 

ARM Transport, Amy Crawford, d/b/a - Order Granting Contract Carrier Authority 
to Transport Group 1, General Commodities, from Enka, North Carolina, to Various ' 
Points in North Carolina and from Various Points in North Carolina Back to Enka, 
North Cafolina, Under Contract with Southeastern Container, Inc. 
T-3926 (3-28-94)

Ausley, Cecil T. - Order Granting Contract Carrier Authority to Transport GroUp 
10, Building Materials, Under Contract with N.C. ,Products Corporation, from its 
P-lants located in Raleigh, Kinston, near Fayetteville_, and Fuquay-Varina, North
Caro 1 i na, to Points and Pl aces within the State of North CaroJ,ina
T-1842, Sub 4 (2-7-94)

Ausley, Gerald B. - Order Granting Contract Carr.ier Authority to Transport Group 
10, Building Materials, Under Contract with N.C. Products Corporation, from its 
Plants located in Raleigh, Kinston, near Fayetteville, and Fuquay-Varina, North 
Carolina, to Points and Places within the State of North Carolina 
T-3929 (2-7-94)

Bryant Industrial Contractors, Inc. - Order Granting Contract Carrier Authority 
to· Transport Group 10, :Bui 1 ding Materi a 1 s, Statewide, Under Contract with Adams 
Products Company 
T-4002 (6-21-94)

Clark Trucking, Inc. Order Granting Contract ·carrier Authority to Transport 
Group 1, General Commodities, Statewide, Under Continuing Contracts with Honda 
Power Equipment Manufacturing, Inc., and Midwest Express, Inc. 
T-4015 (9-12-94)

Craig, Stephen Transport, Inc. - Order Granting Contract Carrier Authority to 
Transport Group 1, Genera 1 .Commodities, Statewide, Under Continuing Contracts 
with Hickory Vinyl, Inc., and Progressive Furniture, Inc. 
T-3911 (2-10-94)
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Elite. Trucking, Inc. - Order Granting Contract Carrier Authority to Transport 
Group 21, liquid Asp ha 1 t and Asp ha 1 t Ceme_nt, from Morehead City· to Points and 
Places in North Carolina on and East of Interstate 95, Under Contract with Barrus 
Construction Company 
T-4010 (12-20-94)

Gray's Trucking, Inc. Order Granting Contract Carrier Authority to Transport 
Group 10, Building Materials, Under Contract with N.C. Products Corporation, from 
its Plants Located in Raleigh, Kinston,. near Fayetteville,1 Fairmont, anc:t Fuquay
Varina, North Carolina, to Points and Places within North Carolina 
T-3923 (1-31-94)

Griffey, Eugene - Order Granting Contract Carrier Authority to Transport Group 
1, General Commodities, from Ashevi11e.tp all Points in North .Carolina, Under 
Continuing Contr�ct with Ki nco Corporat.i_o_n 
T-3860 (2-1.-94)

G�pton, Donald Lee. - Order Grantin9 Contract Carrier Authorit,Y to· Transport Group 
10, Building Materials, Under Contract with N.C. Products Corp�ration, from its 
Plants Located in Raleigh, Kinston, near Fayetteville, and.Fuquay-Varina, North 

.Carolina, to Points, .and Places within the.State of North Carolina
T-1843, .Sub 5 (277-94).

HoltraChem, Inc. - Order Granting Contract Carrier Authority.to Transport Group 
2!, Sodium Hydroxide, Hydrochloric Acid,. ·and Sodium Hypochlorite, Statewide, 
Under Contract with Holtr�Chem Manufacturing Company. 
T-4007 (8-31-94)

Horizon Tank lines, Inc. - Order Granting C�ntract Carrier Authority to Transport 
Group 21, Commodities in Bulk and Che:micals, Statewide, Under Contract with 
Southchem, Inc. 
T-3977 (8-4-94)

MAKO Transportation, Inc. Order Granting Contract Carrier Authori,ty to 
Tran�port Group 21, Li quifi ed Petroleum Gas, ·Statewide, Under Continuing Contract 
with Collier-Rose Fuels, Inc. 
T-3513, Sub 5 (2-21-94)

Mark VII Transportation Co., Inc. - Order· Granting Contract Carrier Authority to 
Transport Group 1, General Commodities, Statewide, Under Continuing Contract(s) 
_with Stroh Brewery Company 
T-3955 (6-8-94 ) .. 

North State Transport, Paul W. Cecile, Steve Wall, and Ernest Horton, d/b/a -
Order- Grant.ing Contract Carrier Authority to Transport .Group 21, Fly Ash, from 
Bel_ews Creek, North CaY:'ol ina, to' Terrell,, North Carolina_, Under •Contract with 
Monex Resources, Inc. 
T�40{8 (12�14-94) 
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Pollard, Donald Myatt - Order Gr.anting Contra·ct Carrier Authority to Transport 
·Group 21, Bulk Cement, Bag Cement, and Bags of Mortar, from the Facilities of
Blue. Circle Cement, Inc., in Durham, North Carolina, to Adams Products Company
locations throughout North Carolina, Under Continuing Contract with Blue Circle
Cement, Inc.
T-3819, Sub I (5-2-94)

Price, Warren Gene - Order Granting Contract Carrier Authority to Transport Group 
10, Building Materials, Under Contract with N.C. Products Corporation, from its 
Plants located in Ralei9h, Kinston, Near Fayetteville, and Fuquay�Varina, North 
Carolina, to Points and Places within the State of North CarOlina 
T-2436, Sub 4 (2-7-94)

Puryear Transport, Inc. -•Order Grantfog Contract Carrier Authority'to Transport 
Group 3, Petroleum and Petroleum Products, Liquid, in Bulk in Tank Trucks, 
Statewide, Under Continuing Contracts with Nella Teer Company; Apex Oil Company, 
Inc.; Barnhill Construction Co.; Blalock Asphalt Company; Blythe Industries, 
Inc.; Gelder and Associates; C. C. Mangum, Inc.; and S. T. Wooten Corporation 
T-2689; Sub 7 (6-22-94)

Rollins Dedicated Carriage Services, Inc. - Order Granting Contract Carrier 
(l,uthority to Transport Group 1, General Commodities, Statewide, Under 'Continuing 
Contract with Tractor Supply Company 
T-4052 (12-29-94)

Ryder Dedicated logistics, Inc. - Order Granting Contract Carrier Authority to 
Transport Group 1, General Commodities, Statewide, Under Continuing Contract with 
Southeastern Paper of Greensboro, Inc. 
Ta3781, Sub 7 (2-22-94) 

Ryder Dedicated Logistics, Inc. - Order Granting Contract Carrier Authority to 
Transport Group 1, General Commodities, Statewide, Under Continuing Contract(s) 
with Simmons Company 
T-3781, Sub� (5-24-94)

Ryder Dedicated Logistics, Inc. Order Granting Contract Carrier Authority to 
Transport Group I, Genera 1 Commodities, Statewide, Under Continuing Contract with 
Universal Forest Products, Inc. 
T-3781, Sub 9 (6-23-94)

Ryder Dedicated Logistics, Inc. Order Granting Contract Carrier Authority to 
Transport Group 1, Genera 1 Commodities, Statewide, Under Carat i nui ng Contract with 
Lilly Industries, Inc. 
T-3781, Sub 10 (9-28-94)

Schneider National Carriers, Inc. - Order Granting Contract Carrier Authority to 
Transport Group 1, General Commodities, from Lexington and Shelby to all Points 
in North Carolina, and from all Points in North Carolina to· Lexington and Shelby, 
Under Continuing Contract with PPG Industries, Inc. 
T-3182, Sub 2 (1-14-94)
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Schneider National Carriers, Inc. - Order Granting Contract Carr.ier Authority to 
Transport Group l, General Commodities, Between Points in North.Carolina, Under 
Continuing Contract with Baxter Healthcare Corporation 
T-3182, Sub 3 (5-4-94)

Small Shipments, Inc. - Order Granting Contract Carrier Authority to Transport 
Group 1, General Commodities, Statewide, Under Continuing Contract with Gene_ral 
Electric Company 
T-4017, Sub I (9-13-94)

Sowers Jerry Don - Order Granting Contract Carrier Authtjl"ity. tO Transport 
Group I, General Commodities, Statewide, Under Contract with Metal Industries, 
-Inc.
T-3987 (6-23-94)

Suttles Truck Leasing, Inc. - Order Granting Contract Carrier Author'ity to 
Transport Group 3, Petroleum and Petroleum Products, Liquid',· in Bulk in Tank 
Trucks; and Group 21, Chemicals, in Bulk, in Tank Trucks; Statewide, Under 
Continuing Contract with Borden, Inc. 
T-3812, Sub I (11-4-94)

Von Louya, Terry - Order Granting Coritract Carrier Authority to Transport Group 
1, General Commodities, Statewide, Under Contract with Metal Industries, Inc. 
T-3982 (6-21-94)

W,ilborne, R. V. Trucking, Rufus V. Wilborne, d/b/a - Order Gr_anting Contract 
Carrier Authority to Transport Group 1, General Commodities, Statewide, Under 
Contract with Sara Lee Knit Products 
T-3940 (9-27-94)

Williams, L. C. Oil Company, Inc. - Order Granting Contract Carrier Authority to 
Transport Group 3, Petroleum· and Petroleum Products, Liquid, in Bulk in Tank 
Trucks, Statewide, Under Continuing Contract with Cary- Oil Co., Inc. 
T-2258, Sub 3 (9-16-94)

AUTHORIZED SUSPENSION 

Company,. 

A A A Moving and Storage, 
Phillip P. Latham, d/b/a , 

T-3856, Sub I (9-2-94)

Abernethy Transfer & Storage Company, Inc. 
T-744, Sub 2 (ll-3-94)

Barbour's Mobile Home Movers & Service, 
Perry Gene Barbour, d/b/a 

T-2404, Sub 4 (4-20-94)
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C-677 Good Cause 

C-547 Good Cause 

C-1284· Good Cause 
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Bryant's Trucking,. Hezekiah 
Bryant, Jr., d/b/a 

T-3755, Sub I (2-8-94)

Bryant's Trailer ConVoy, 
Ronald Clair King, d/b/a 

T-1337, Sub 5 (6-14-94)

Chestnut Enterprises Trucking, 
Wilmington Shipping Company, d/b/a 

T-2928, Sub 3 (2-21-94)

Coastal Carrier, Richard S. Bunting, d/b/a 
T-3816, Sub I (7-12-94)

Council's Mobile Movers, Inc. 
T-2770, Sub I (1-3-94)

Cummings Mobile Home Service, 
C. L. Cummings, d/b/a

T-3253, Sub 1. (10-11-94)

Cutler Trucking, Inc. 
T'3481, Sub 2 (4-20-94) 

Forbes Delivery ·serVice, Inc. 
T-3664, Sub 2 (4-6-94)

Georgia International Express, Inc. 
T-3882, Sub I (6-23-94)

Griffin Transfer & Storage Company, Inc. 
T-864, Sub 6 (6-13-94)

Haley Transfer and Storage Company, Inc. 
T-999, Sub 3 (9-28-94)

Jiffy Express Company 
T-2595, Sub I (11-16-94)

Lewis, J. W. Transport, Incorporated 
T-3013, Sub I (9-7-94)

M & F Trucking, Inc. 
T03833, Sub I (5-3-94) 

Mc Cau_ley Bros. Moving & Storage, Inc. 
T-1422, Sub 4 (6-1-94•

No-Name Movers, Inc. 
T-2601, Sub 3 (6-22-94)

744 

C-2045

C-903

C-1601

C-2064

C-971•

C-1799

C-1902

C-1997

C-2133

C-649

C-726

C-1320

C-1646

C-2100

C-951

C-601

Good Cause 

Good Cause 

Good Cause 

Good Cause 

Good Cause 

Good Cause 

Good Caus·e 

Good Cause 

Good Cause 

,Good, Cause 

Good Cause 

Good Cause 

Good- Cause 

Good Cause 

Good Cause 

Good Cause 
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Pope Transport Company 
L J. Pope & Son, Inc., d/b/a 

T-2353, Sub 5 ((8-�-94)
. .

Southern Container Corporation
T-2981, Sub I (8.31-94)

Swann, A. D. Trucking Co .. ; •Inc. 
T-69, Sub 10 (6-23-94)

Taylor's Mobile Home Service, 
James D. Taylor, d/b/a 

T-2992, Sub 4 (7-12-94)

lhofuas Trucking Company, 
Steve. R. Thomas, d/b/a. 

T-3227, Sub• 5 (9.28-94)

CERTIFICATES/PERMITS CANCELLED

Company and Certific�te No.

Adams, Bobby M. Mobile .Home Moving, 
Bobby M. Adams, d/b/a (C'l901) 

Astra Courier Services, Inc. (P-595) 
Autofix Corporation (C-1763) 
Brendle Transport Inc. (P-504) 
Brown Mobile Home Movers, 
Alfred Wayne Brown, d/b/a (C-1183) 

Bryant's Trailer Convoy,· 
Ronald Clair King, d/b/a (C-903) 

Brytran, Inc. (C-242) 
Burton Lines, Inc. (CP-122) 
Central Division, Inc. (C-1773) 
Chapel Hill Maintenance, Chapel 
Hill Grounds. Maintenance, Inc. (C-2078) 

Gilbert Transfer Company (P-68) 
Goldsboro Trucking Company (C-1506) 
L & L Transport, 
Leroy T. Viars, d�b/a (P-715) 

Ladd Transportation, .Inc .. (P-573) 
Lanier Express, Incorporated (P-687) 
Lorraine Transporters, Patrick's Trailer
& Camper Sales, .Inc. .(C-ll60) 

Men On the Move, Rodrick Malcolm Hudgins, III 
and Nicholas Boyd Seymour, d/b/a (C-2127) 

Newton's Mobile Home Delivery & Service, 
Cecil Newton, d/b/a (C-1978) 

Package Pickup Service, Inc. (C-1649) 
Petroleum Transport Company,_lnc. (CP-126) 
Piedmont Paper Stock 
Chesapeake Corporation, d/b/a (P-378) 
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C-1176

C-1636

C-53

C-1958

C-1862 ·

Docket Number 

T-34ll, Sub 1
T-3359, Sub 2

-T-3201, Sub 2
T-2538, Sub 2

T-3989, Sub 1

T-1337, Sub 6
T-2923, Sub 2 ,
T-226, Sub 13·
T-3234, Sub 2

T-3801, Sub 1
T-703, Sub 9
T-3600, Sub 1

T-3797, Sub 2
T-3001, Sub 2
T-3649, Sub 1

T-2086, Sub 3

T-3771, Sub 1

T-3447, Sub 2
T03023, .Sub 2
T-36, Sub 13

T-2ll2, Sub 4

Good Cause 

Good Cause 

Good Cause 

Good Cause· 

Good Cause 

Date 

9-14-94
2-14-94
7-7-94

8-26-94.

12-27-94

10-19-94
-3-9-94
2-9-94
3-7-94

3-9-94
2-7-94
9-7-94

11-4-94
4-12-94
ll-2°94

9-14-94

4-12-94

4-12-94
9-2-94

9-21-94

3-4-94



ORDERS AND DECISIONS LISTED 

Pipe Line Haulers, Inc. (P-94) 
Pro Express, Inc. (C-2098) 
REE Trucking, Inc. (P-579) 
Redwing Carriers, Inc. (C-912) 
Reuse Technology, Inc. (P-629) 
Ridgeway Mobile Home Transporters, 
Inc. {C-1438) 

Road, Inc. (CP-99) 
Rountree Movers, 
Daniel Thomas Rountree, d/b/a (P-563) 

Seanor Trucking Company, 
Edward L. Seanor, d/b/a (P-717) 

Searcy Trucking, Claude 
David Searcy, d/b/a (C-1995) 

Superior Delivery Service, Inc. (P-472) 
UPS Truck Leasing, Inc. (P-688) 
Wade Transportation Company, Inc. (P-626) 
Wa 11 ace Cockerham Towing, Inc. (C-933) 
West Brothers Transfer & Storage, Hauling 
& Storage Division, Inc. (CP-16) 

Williamson Mobile Home Transit, 
Harold Wayne Williamson, d/b/a (C-1109) 

Woodard, Dewey Mobile Home 
Moving, Inc. (C-2162) 

T-802, Sub4
T-3874, Sub I
T-3065, Sub I
T-1308, Sub 7
T-3352,:Sub I

T-2707, Sub 2
T-3962, Sub I

T-2963, Sub I

T-3876, Sub 1

T-3582, Sub 3
T-2440, Sub 1
T-3706, Sub I
T-3608, Sub I
T-1385

T-2085, Sub 8

T-2015, Sub 2

T-3974, Sub 1

2-28-94
6"21-94
8-2-94

11-28-94
2-14-94

11-30-94
6-23-94

1-26-94

4-6-94

5-23-94
4-12-94
1-21-94

11-28-94
1-6-94

6-2-94

7-22-94

12-5-94

A 1 Moving & Storage, Inc. - Recommended Order Cancelling Operating Authority 
Certificate No. C-643 - Termination of Liability Insurance Coverage 
T-871, Sub 13 (l-19-94)

B & J Mobile Home Parts and Service, Lewis Gordon Powel_l, d/b/a - Recommended 
Order Cancelling Operating Authority Certificate No. C-993 - Termination of Cargo 
Insurance Coverage 
T-3492, Sub I (10-4-94)

Butch's Mobile Home Service, Butch Howell, d/b/a - Recommended Order Cancelling 
Operating Authority Certificate No. C-1945 - Termination of Cargo Insurance 
Coverage 
T-3589, Sub 2 (5-16-94)

Clon,inger, C. F. Trucking, C. F. Cloninger, d/b/a - Recommended Order Cancelling 
Operating Authority Certificate No. C-1519 - Termination of Liability Insurance 
Coverage 
T-2802, Sub 7 (3-7-94)

. , 

Dairy Leasing Service, Inc. Recommended Order Cancelling Operating Authority 
Permit No. P-289 - Termination of Liability Insurance Coverage 
T-1840, Sub 6 (7-11-94)

Decato Bros., Inc. - Recommended Order Cance 11 ing Operating Authority Certificate 
No. C-1110 - Termination of 'Liability Insurance Coverage 
T-2084, Sub 3 (10-4-94)
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Foremost Freight, Inc' .. - -Recommend_ed .Order Cancelling Operating Authority 
Certificate No. C-2063 - Termination of Liability Insuran·ce Coverage 
T-3799, Sub I (10-27-94)

Four -Friends Mobile Home Mov.ing -S�rvice, Dean L. Baker and Robert !(eith Wilson, 
d/b/a - Recommended Order Cancelling Operating Authority Certificat� No. C-2014 -
Termination of·Liability Jnsurance Coverage 
T-3705, Sub I (3-7-94)

Gallimore, O. P. & Sons, Inc.·-· Recommended Order Cancelling Opefa:ting AuthOrity 
Certificate No. C-999 - Termination of Liability Insurance Coverage 
T-1565, Sub 4. (3-17-94)

Hi Hey Transport Company, Timothy J. Hilley, d/b/a - Recommended Order Cancelling 
Operating Authority Permit No. P-608 - Termination of Liability Insurance 
Coverage 
T-3249, Sub 5 (9-6-94)

Johnson Transport, David Paul Johnson, d/b/a - Recommended Order Cancelling 
Operating Authority Certificate.no. C-2056 - Terminatio� of·lia�ility Insurance 
Coverage 
T-3782, Sub 3 (11-8-94)

L. T .D. I.,. Inc. - Recommended Order Cancelling Operating Authority Certificate
No. C-2094 - Termination of Liability Insurance Coverage 
T-3851, Sub I (10-4-94)

_MCW Ent�rpri_Ses, Mi Chae l Char.l es Watson, d/_b/a -� Recommended Order Cancelling 
Operating Authority Certificate No. C-2142 - Termi nilt ion of Cargo Illsurance 
Coverage 
:r-3968, Sub I (11-28-94)

Parker, Sherwood - Recommended Order· Cancelling Operating Author,ity Cer'tificate 
No. C-1934 - Termination of Liability insurance Coverage 
T-3499, Sub I (10-27-94)

Paxton Freight Lines, Harold F. Paxton, d/b/a - Recomended Order Cancelling 
Operating Authority Certificate No. C-1983 - Termination of Li abi 11 ty Insurance 
Coverage 
T-3524, Sub I (4-15-94)

Rqad, Inc. Recommended order Cancelling Operating Authority Cer:t} fi cate/Permit 
No. CP-99 - Termination of Cargo Insurance Coverage 
T-3962, Sub 2 (10-27-94)

Su-Ann Trucking Co., Otha L. Stroud, d/b/a - Recommend.ed Order 'cancelling 
Operating Authority•,.Permit No. P-6.1,5 - Termination. of, Liabili,ty Insur�l'!ce 
Coverage 
T-3159, Sub I (11-28-94)
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ORDERS AND DECISIONS LISTED 

RESCINDING.AUTHORIZED SUSPENSION AND CANCELLED AUTHORITY 

Company Docket Number Date 

Decato Bros., In�. 
MCW Enterprises, 

T-2084, Sub 3 10-25-94

Michael Charles Watson, d/b/a T-3968, Sub 1 12-6-94
Parker, Sherwood T-3499, Sub 1 11-22-94
Paxton Freight Lines, 
Harold f; 'Paxton, d/b/a T-3524, Sub 1 5-11-94

Pro Express, Inc. T-3874, Sub 1 8-22-94
SAS Wrecker Service, Inc. T-3000, Sub 5 8-5-94
Su-Ann Trucking Co., 
Otha L. Stroud, d/b/a 

Williamson ·Mobile Home Transit, 
T-3159, Sub 1 12-19-94

Harold Wayne Williamson, d/b/a T-2015, Sub 2 8-5-94

COMPLAINTS 

Wendell Transport CorPoration - Order Holding·Motions in Abeyance in Complaint 
of North Carolina Intrastate Petroleum Rate Committee of the North Carolina 
Trucking Association, Inc. 
T-1039, Sub 19 (1-7-93)

MERGER 

Fl ash Courier Service. of North Carolina, Inc. - Order Approving_ Merger with 
Flash/NC Acquisition Company, Inc., a Subsidiary of U.S. Deliver� Syst,ems, Inc.
T-3026·, Sub 2 (10-17-94) 

General Transport Systems, Inc. - Order Approving Merger with General Transport 
Systems, Inc., d/b/a General Transport S,Ystems of Delaware, Inc., Holder of 
Certificate/Permit No. CP-108, with General Transport Systems, Inc., Being the 

Surviving Corporation 
T-2875, Sub 4 (1-13-93)

.Hico Transport, Inc. -· Order Approving Stock Transfer and Merger 'of Southern 
Oil/Tidewater Fuels, Inc. 
T-2876, Sub 5 (2-18-94)

PST Vans, Inc. - Order Approving Merger with Norton Enterprises, Inc., d/b/a PST 
Vans, Inc:, Holder of Certificate No. C-2028 
T-3741, Sub I (5-18-94)

NAME CHANGE/TRADE NAME 

Boyd Bros. Transportation, Inc. - Order Approving Name Change from Boyd Brothers 
Transportation Company, Inc., Permit No. P-611 
T-3228, Sub 1 (3-30-94)
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Century ... Cour·ier Systems - Order Approving Name Change from Blue Ridge ,Courier 
Systems 
T-3902, Sub 2 (!1-16-94)

Emerson Freight Systems, Inc. - Order Approving Name Change from Phill�p M.
Emerson, Certificate No. C-1433 
T-2704, Sub 3 (4-12-94)

G W L Transport, Inc. - Order Approving Name Change from William·:,,.. La�gley, 
·d/b/a William Langley Trucking, Certificate No. C-I970 
T-3516, Sub 2 (12-7-94) . . · 

Hardin, 
Hardin, 
T-3941

Charles L. Trucking, Inc. - Order Approving Name Change from Charles L. 
II, d/b/a Industrial Aid Courier Service, Cer.tjficate No. �cl.936 
(1-14-94) 

Ivey's Towing & Transport, Inc. - Order Approving Name Change from Gary L. Ivey, 
d/b/a Ivey's Towing & -Transport, Certificate No. C-1889 
T-3379, Sub I (1-12-94)

John's Mobile Hain�' SerVice�. Inc. - Order ·Approving Name change from John 
Jackson, d/b/a John'.s Mobile Home Service, Certificate No. C-1980 
T-3436, Sub I (12-5-94)

Ledford's Mobile Home Service, Inc. - Order Approving Name Change from Jimnie 
Ledford, d/b/a Ledford's Mobile Home Service, Permit No. P-644 
T-33I4, Sub 2 .(5-4-94)

0. T. Services, Inc. - Order Approving N�me Change from Jerry E. CoatS and Brenda
B. Coats, d/b/a Oakridge Transport, Certificate No. C-I565
T-2885, Sub I (8-19-94)

Penske Dedicated Logi_stics Corp. - Order Approving Name Change from Electric 
Transport, Inc., Certificate/Permit No. CP-55 
T-2103, Sub 8 (7-29-94)

Prestige Transportii�n, Grant M'. LeRoux; .III, d/b/a, � Order· Approving Name 
Change from Prestige Transportation, Michael C. Mascia and Grant M. LeRoux, III, 
d/b/a, Certificate No. C-2026 
T-3727, Sub I (6-8-94)

Ros!!Way Transpori.ati�n, I_nc. - Order AppfovinQ N�me. Chcinge from Morgan Trucking, 
Inc., Certificate/Permit No. CP-132 
T-2166, Sub 9 (6-29-94)

.Sig's Express, !Inc. - Order Approving. Nam� Change from Henry Alle� Sigmon: d/b)a 
Sig'·s Express 
T-3747, Sub I (10-19-94)

Spinco, Inc . ..; Order Approving Name Change from Golds, Inc.-, Certificate 
No. C-352 
T-3990, Sub I (6-14-94)
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T· & M 'Mobile Home Transport, Timothy H. Norman, d/b/a - Order Approving Name 
Change from Larry P. Kearns and Timothy H. Norman, d/b/a T & M Mobile Home 
Transport 
T�4035

1 
Sub I (12-27-94) 

Triple J. Hauling, Inc. - Order Approving Name Change from Robert H. Hooks, d/b/a 
Triple J Hauling, Certificate No. C-1797 
T-3273, Sub 1 (2-4-94)

TRISM Specialized Carriers, Inc. - Order Approving Name Change from McGil 
Specialized Carriers, Inc., Certificate No. C-377 
T-3965 (3-10-94)

RATES - MOTOR COMMON CARRIERS 

Central Transport, Inc.- Recommended Order Allowing Rate Increase Published in 
Tariff NCUC No. 9 
T-740, Sub 17 (B-11-94) Order Adopting Recommended Order (B-11-94) 

Motor Common Carriers - Recommended Order Approving General Increase in Rates and 
Changes · 
T-825, Sub 327 (3-30-94) Order Allowing Recommended Order to Become Effective
and Final (3-31-94)

SALES AND TRANSFER/CHANGE OF CONTROL 

A-1 Moving and Storage, Inc. - Order Approving Transfer of Control by Stock 
Transfer from Virginia Hendren to Henry F. Thomas and John R. Wooten 
T-871, Sub 14 (9-15-94)

A-1 Quality Moving Company, Swofford, Inc., d/b/a - Order Approving Sale and
Transfer of Certificate No. C-723 from Elton C. Smith, Jr., d/b/a Elton C. Smith,
Jr., Moving Company
T-3969 (4-15-94)

Brown Mobile Home Movers, Alfred Wayne Brown, d/b/a - Order Approving Sale and 
Transfer of Certificate No. C-1183 from Carlton Ray Hall, d/b/a Hall's Mobile 
Home Movers 
T-3989 (5-19-94)

Byers, Sam A. & Sons Moving Service, Inc. - Order Approving Sale and Transfer of 
Certificate No. C-750 from Samuel Augustus Byers 
T-4030 (8-15-94)

Campbell's Transfer & Storage, Tommy Campbell, d/b/a - Order Approving Sale and 
Transfer of Certificate No. C-1737 from Steven Wayne Campbell, d/b/a Campbell & 
Son Transfer & Storage 
T-2471, Sub 5 (12-22-94)

Commercial Courier Express, Inc. - Order Approving Transfer of Control by Stock 
Transfer to Courier Dispatch Group, Inc., Certificate/Permit No. CP-75 
T-1791, Sub 7 (B-17-94)
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ORDERS AND DECISIONS LISTED 

topeland's Mobile Home Moving, Inc. - Order Approving Sale and' Transfer of 
Certificate No. C-2029 from Miller's Mobile Home Moving, Inc. 
T-3956 (3-17-94)

Emergency Express Freight and Courier Services, Kitty Hawk Express Air/Tl"uckways, 
Inc., d/b/a - Order Approving Sale and Transfer of Certificate No'.-C-1441 from 
C.J.S. Courier Service' Plus, Inc. 
T-4045 (9-15-94)

Golds, Inc. - Order Approving 
Spinco, Inc. 
T-3990 (5-19-94)

Sale and Transfer of Certificate. No:· ·C-352 from 

Hilco Transport, Inc. Order Approving: Sale and Transfer of Certificate 
No. C-1613 from Clark Transportation Service, Inc. 
T-2876, Sub 6 (5-19-94)

Johnson's Mobile Home Services, Marvin Van Johnson and Hazel Ruth Johnson, d/b/a 
- Order Approving Sale and Transfer of Certificate No. C-1030 from Marvin Malcolm
Johnson, d/b/a Johnson's Mobile Home Services
TC1636, Sub 4 (4-15-94)
.

LaFayette Moving & Storage, Inc .. - Order Approving Sale and Transfer of 
Certificate No. C-951 from McCauley Bros. Moving & Storage; Inc. 
T-3997 (7-15-94)

long Brothers of Summerfield; Inc .. - Order Approving Sale and 'Transfer of 
Certificate No. C-1501 from·Southern Oil/Tidewater Fuels, Inc. 
T-3942 (2-17-94)

Meyer, William 8., Inc. - Order Approving Sale and Transfer of Certificate 
No. C-654 from Advantage Moving and Storage Services, Inc. 

·T-3950 (3-17-94)

Movin' On Movers, Inc. - Order Approving ·Sale and Transfer of ·Certificate
No. C-677 from Phillip P. Latham, d/b/a AAA.·Moving and .Storage _
T-3620, Sub 1 (9-15-94)

Pope Transport Company, E. J, Pope & Son, Inc., d/b/a - Order Approving Sale and 
'Tra�sfer of a Portion of Certification No. C-1176 from· Neuse Transport, 
Incorpor.ated 

-T-2353, Sub .5 (1,-14-94)

Road, Inc. - Order Approving Sale and Transfer of Certificate/Permit No. CP-99
from East Carolina Cartage Company, Inc.
T-3962 (4-15-94)

Rush Petroleum'Transport, Foe Trucking, Inc., d/b/a - Order 'Approving Sale and 
Transfer of Certificate No. C-1066 from Rush Petroleum Transport; Inc. 
T-3988 (5-19-94)
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Small Shipments, 'Inc. Order Approving Sa_le and TransJer of A Portion, of 
Certificate No. C-601 from No-Name Movers, _Inc. 
T-4017 (7-15-94)

stott Oil Company, Inc ... - Order Approving Sale and Transfer of Certificate No.
C-339 from Carolina- Carriers, Inc. 
T-4029 (8-15-94)

Stott Oil Campany, Inc. - Order Rescinding Order Approving Sale and TranSfer of 
Certificate No. C-339 from Carolina Carriers, Inc .. 
T-4029 (10-10-94)

Swift Transportation Co., Inc. - Order Approving Sale and Transfer of Certificate
·'No.· :c-:1968 from Mi ssOur.i -Nebraska Express, Inc.
T-3545, Sub I (8-15-94)

Tri County Moving & Storage, Inc. - Order Approving Sale and Transfer of 
Certificate No. ·C-1342 from .Joseph J. Afonso, d/b/a Tri State Moving & Storage, 
Tatum Gap Road &·Highway 19,129 
T-3919 (1-14-94)

Two Men and A Truck of North Carolina, Allen and Pirie, I�c., d/b/a' - Recommended 
Order Approving Sale and Transfer of Certificate No. C-602 from 8 & W Local 
Moving, Incorporated 
T-3397, Sub 1 (7-8-94)

Watson·Wrecker Service and Auto/Truck Repair, Willard Watson, Jc., d/b/a - Order 
Approving Sale and.Transfer of Certificate-No. C-981 from·Moses Lott Buffkin, 
d/b/a Jack's Mobile Home Service · 
T-3957 (3-17-94)

,WestPoint Stevens, Inc. - -Ord�r Api,roving 'to Tr:ansfer Control by Stock�Transfer 
and Merger of West Point-Pepperell, Inc., Holder of Certificate No., c,1947, •into 
Valley Fashions Corp. and Subsequent Name Change of Valley Fashions Corp. to 
W�stPoint Stevens, Inc. 
T-3922; T-3928 (1-24-94)

RESCINDING SALE AND TRANSFER

Watson Wrecker Ser�i·ce and.Auto/Truck Repair, �Wi-11ard Watson, Jr., d/b/a - Order 
Rescinding Order Approving Sale and Transfer of Certificate No. C-981 •fr:om Moses 
Lott· Buffkin, d/b/a Jack_' s Mobile Home Service, and . Granting• Authorized 
Suspension of Operations 
T-3957 (4-20-94) Ercata Order (4-25-94)

TARIFFS

,American Messenger Services, . Inc. Recommended Order, Approving Jari ff Ffl i ngs
T-3148, Sub 4 (6-24-94) Order .Allowing Recommended Order to Be Effec�ive
(6-24-94)
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Gooden Moving, Clione S. Gooden, d/b/a - ,Order Approving Tariff Rates and Charges 
NUNC PRO TUNC 
T-3621, Sub I (2-16-93)

North Carolina Trucking· Association, Inc .. - Recommended Order" Vacating Order of 
Investigation and Allowing Tariff Filing to Become Effective as Scheduled 
T-825, Sub 329 (5-27-94) Order Allowing Recommended Order to be Effective
June I, 1994 (5-27-94)

Southern Motor Carriers Rate Conference, Inc. - Order Granting Mot.ion to Correct 
Tariff 
T-825, Sub 328 (5-4-94)

Wendell Transport Corporation - Recommended Order Approving Tariff Filing of 
Proposed 4.5% Increase in Rates Applying on· Petroleum and Petroleum Products, 
Scheduled to Become Effective May I, 1994, on Gasoline and Light Fuels, and 
August 28, 1994, on LPG 
T-1039, Sub 22 (4-29-94) Order Allowing Recommended Order to·Become Effective
( 4-29-94) 

MISCELLANEOUS 

Brytran, Inc. - Order Reinstating Certificate and Granting Autho�·ized· Susp·ension 
of Operations 
T-2923,.Sub I (1-20-93)

National Freight, 'Ille. - Order Granting Request to Se l f-lnsure
T-1717, Sub 3 (12-6-94)

RAILROADS 

COMPLAINTS 

Aberdeen Carolina & Western Railway - Order Denying Respondent's Motion to 
Withdraw as Counsel in.Complaint of Ruth J. Andrews 
R-74, Sub I (6-3-94)

. . 

MOBILE AGENCY AND NONAGENCY STATIONS

Norfolk Southern Railway Company - Order Granting Application On Permanent Basis 
to Discontinue Agency Operations at Statesville, North Carolina, and- Place 
Statesville and Its Non-Agency Stations Under the Jurisdiction of Mobile Agency 
Route NC-5 Based1at,Hickory, North Carolina 
R-4, Sub 153 (3-29-94)

Nor.folk Southern .Railway Company - Order Granting Application to Discontinue 
Age_ncy Operations at Canton, and Place. Canton Under the Jurisdiction of Mobile 
Agency Route NC-I, Transfer Mobile Agency Route NC-I from Canton ,to. Asheville, 
and Remove the Current Stations (Except Waynesville) from Mobile Agency Route NC-
l and Place, Under the Jurisdiction -of the AQency at Asheville 
R-4, Sub 167 (3-8-94)
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SIDE TRACKS AND TEAM TRACKS - Order Granting Petition/Authority to ·Retire and 
Remove Track 

CSX TRANSPORTATION,. INC. 

Docket Number Track 

R-71, Sub 211 5-27-94 Track at Rama 

NORFOLK SOUTHERN RAILWAY,COMPANY 

Docket Number 

R-4, Sub 168

TELEPHONE 

Date 

9-6-94

Track 

Track No. 49-3 
Milepost S-48.2 

APPLICATIONS CANCELLED, TERMINATED, WITHDRAWN OR DENIED 

Town· 

Rama 

Town 

Newton 

Business Telecom, Inc. - Order Assessing Penalty and Withdrawing Cease,and Desist 
Order (Commissioner Cobb dissents in part and concurs in part.) 
P-165; Sub 17; P-405 (·10-27-94)

Carolina Telephone and Telegraph Company - · Order Denying Motion for 
Reconsideration 
P-7, Sub 806 (8-2-94)

Concord Telephone Long Distance Company - Order Allowing Withdrawal of 
Application 
P-295, Sub 4 (10-25-94)

Menuplanners, Inc. - Order Allowing Withdrawal of Application and Closing Docket 
P-34� (4-20-94)

Military Communications Center, ·Inc. - Order Allowing Petition to Withdraw and 
Closing Docket 
P-194, Sub 4 (10-3-94)

National Independent Carrier Exchange, Inc: - Order Allowing Withdr'awal of 
Application and Closing'Docket 
P-351' (5-4-94)

North State Telephone Company and Southern Bell Jelephone and Telegraph Company -
Order Denying Expansion of Plan for Implementing the Triad Regional Calling Plan 
P-55, Sub 942 (1-5-93)

'Totai Telecommunications, Inc: - Order Allowing Withdr.awal of Application 
P-376 (1°19-94)

World One Te1ecommi.mications,· Inc. - Order Allowing Withdrawa_1 
P-312 (1-20-94)
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CERTIFICATES AMENDED 

LCI. Internat i ona 1 Te 1 ecom Corporation - Order Amending Certificate to Authority 
IntraLATA Service 
P-386, Sub 3 (3-29-94)

CERTIFICATES 

AMI Communications, Inc. - Recommended Order Granting Certificate to ·Provide Long 
Di stance Tel ecommuni cati ans Services With-in· the State of North Carolina 
P-409 · (ll-14-94)

Advanced Management Serv.ices, InC. - Recommended Ord�r Granti'n9 ·ce·rtificate to 
Provide Intrastate Telecommunications Service 
P-391 (12-30-94)

Ame�ican Roaming NetWork, u·.s. Osiris Corporation, d/b/a 
Cer,tificate to Provide Intrastate Cellular Resell Services 
P-343, Sub! (3-3-94)

Order Granting 

Ameri·v.ision Communications,, Inc. - Recommended Order Gr'anting· Certificate to 
Operat_e as a _Reseller of Tele_c_ommunication·s Services within the.State of North 
Carolina 
P-354, (2-24-94)

Charlotte In-Touch, Inc. - Order Granting Certificate to Provide Intrastate 
,Cellular Resell Services 
P-392 (3-7-94)

Coast International_,.:Inc. - Recommended Order,Granting Certificate to P.rovi�e 
nintrastate Telecommunication Services 

P-238, Sub 1 (6-9-94)

Equal JNet Communications, -Inc. - Recommended Order Granting Certificate to 
Operate as a Reseller of Telecommunications Services within the State of North 
Carolina· 
P-383 (7-8-94) Order Allowing Recommended Order to Become Final (7-12-94)

Great Lakes· Telecoinmunications Corporation, -· Recommended' Order Granting 
Certificate to ·Provide Intrastate lnterexchange TeJecommunications Services 
Within the State of North Carolina 
P-377 (8-22-94) Order Allowing Recommended Order to Become Effective (8-30-94)

HCC Teleman_agement,· Hospitality Communications ·corporation, 
0

d/b/a - Recommended 
Order Gr.apting Certificate to Operate as a Reseller of. Telecommunications 

· Services within the State of North Carolina
P-403 (12-22-94)

Intellicall Operator Services, Inc. - Recommended Order Granting Certificate to
Operate as a Reseller of Telecommunications Services Within The State of North
Carolina
P-390 (8-23-94) Order Allowing Recommended Order to Become Effe_ctive (8-30-94)
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International Telemanagement Group, Inc. - Recommended Order Granting Certificate 
to Provide Long Distance Telecommunications Services Within the ·State of North 
Carolina 
P-393 (10-3-94)

Keystone Telecommunications, Inc. - Recommended Order Granting Certificate to 
Operate as a Reseller of Telecommunications Services Within the State of North 
Carolina 
P-352 (2-14-94) Order Allowing Recommended Order to Become Final (2-15-94)

MFS Intelenet of North Carolina, Inc. - Recommended Order Granting Certificate 
to Provide Intrastate Interexchange Telecommunications Services 
P-396 (10°13-94)

Metracom Corporation - Recommended Order Granting Certificate to Provide 
Intrastate Int'erexchange Telecommunication Services within· the State of North 
Carolina 
P-3B4 ( 4-21-94) Order AH owing Reconimended Order to Become Final (5-3-94)

National Accounts, Inc. - Recommended Order Granting Certificate to Provide' 
Intrastate Interexchange Resale Telecommu·nications Services 
P-346 (l-31-94) Order Allowing Recommended Order to ·Become Final •(2-1-94)

Pace Long Di stance, Pennsylvania Al tern at i ve Communications, Inc., d/b/a 
Recommended Order Granting Certificate to Provide Intrastate InterexChnage 
Telecommunications Services 
P-407 (12-2-94) Order Allowing Recommended Order to Become Final (12-13-94)

Premier Billing Services, Inc. - Recommended Order Granting Certificate to· 
Operate as a Reseller of Telecommunications Serv.ices within the State of North 
Carolina 
P-357 (7-13-94)

Premiere Communications, Inc. - Recommended Order Granting Certificate to operate 
as a· Reseller of Telecommunication Services Within the State of North Carolina 
P-3B� (9-9-94) Order Allowing Recommended Order to Become Final (9-13-94)

PROCOM, Professional Cornrriunications Management Services, Inc., d/b/a -
Recommended Order Granting Certificate to Provide Intrast�te Interexchange 
Tel ecommun·icati ans Service 
P-341 (2-10-94) Order Allowing Recommended Order to Become Final (2-15-94)

RCI Long Distance, Inc. - Recommended Order Granting Certificate to Provide 
Intrastate Inter�xchange Telecommunications Services on a Resell Basis 
P-400 (9-9-94) Order Allowing Rec·ommended Order to Become Final (9-13-9_4)

RD&J Communications, Inc. - Order Granting Certificate to Provide Intrastate Long 
Distance Telecommunications Services 
P-316 (7-25-94)
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ORDERS AND DECISIONS LISTED 

Te 1 eData Services, Ho 11 ey & Langley Investments, Inc., d/b/a _,- R�commended Order 
Granting Certificate to Provide Intrastate, . lntraLATA and InterLATA 

-·Telecommunications Services on a Resale Basis
P-359 (1-31-94) Order Allowing Recommended Order to Become Final· (2-1-94)

Tele-Trend Communications, Inc. - Recommended Order Granting ·Certificate to
Provide Intrastate Interexchange Resell Telecommunications Services 
P-340 (7-8-94) Order Allowing Recommended Order to Become Final . (7-12-94),

Tel star Communications, Inc. - Recommended Order Granting Certificate to Operate 
as a· Reseller of Telecommunications Services within the State of North Carolina 
P-355 (4-6-94) Order Allowing Recommended Order to Become Final (4012:94)

Touch I, Inc. - Recommended Order Grant.ing ·.cer:t.i.ficate to OP.erate as a Reseller 
of Telecommunications Services within the State of North Carolina 
P-356 (1-14-94) Order Allowing Recommended Order to Become Final (l-18-94)

U,. S, .Digital Network Limi_ted Partnership - Recommended .Order Granting 
Certificate to Provide Intrastate Interexchange Resale Telecommunications 
SerVices 
P-378 (5-13-94)

U. S. Long Distance, Inc. - Recommended Order Granting Certificate, to Operate as 
a, Reseller of Telecommunications Services within the s·tate of North,Carolina 
P-360 (8;31-94) Order Allowing R�commended Order to Become Final, (9-13-94)

' 

USX Consultants, Inc. - Recommended Order Granting Certificate to Provide 
Intrastate, Interexchange Telecommunications Services on a Resale Basis 
P-387 (5-13-94) .,Order Allowing Recommended Order to Become Final (5-17-94)

UniDial ·Incorpor:aied 
1

- Recommended Or\ier Granting ce·rtificate to Provide 
Intrastate, Interexchange Telecommunications Services on a Resale Basis 
P-389 (8-10-94) Order Allowing Recommended Order to Become Final (8-16-94)

VarTeC Telecom, lnc_. - RecOmmended ,Order Gr'anting Certificate to Proyide 
Intrastate Resold·Telecommunications Serv-ices. ; , 
P-362 (2-8-94) Order Allowing Recommended Order to Become Final (2-15-94)

Voyager Netwo.rks, Inc. - . Re.commended . Orqer Granting 1Certifi cate to Provide 
Intrastate Interexchange Telecommunication Services within the-,State of ,Noith 
Carolina 
P-361 (4-28-94) Order Allowing Recommended Order to Become Final (5-3-94)

Westi.nghouse Ccimlllunications, ·Westinghous
0

e Electric. Corporation, d/b/a .: 
Recommended Order Granting Certificate to Provide Intrastate Telecommunications 
Services 
P-422 (12-30-94) Order Allowing Recommended Order to Become Final (12-30-94)

Wor.i'd Call 
0

Telecomm�nications, West Coast Telecommunica'tions� Inc. d/b/a -
Recommended Order Granting Certificate . to Operate as ·a Reseller of 
Telecommunications Services Within the state of North Carolina· 
P-337 (9-19-94) Order Allowing Recommended Order to Become Final (9-27-94)
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ORDERS AND DECISIONS LISTED 

CERTIFICATES CANCELLED 

Business Choice Network order Affirining Previous Commission Order•'CanC:�l ing
Operating Authority 
P-254, Sub 2 (9-27-94)'

Telecommunications Services of America, TSA Consultants, Inc., d/b/a - Order 
Cancelling Certificate 
P-311, Sub 1 (3-2_9-94)

The•�Ogan Company, Inc. 
P-293,·sub 2 (7-1-94)

Order Cancelling Certificate arid Closing Docket 

Total Communications - Order Affirming Previous Commiss�on Qrdel"· Canceling 
Operating Authority 
P-219; Sub 2 (11-29'94)

VNI Convnunications, Inc. Order Affirming Previous Commissio'n Order'Cancel.ing 
Operating Authority 
P-267, Sub 1 (11-29-94)

COMPLAINTS 

BellSouth Advertising and Publishing-Company and Southern Bell Telephone and 
Telegraph Company - Order Dismissing Complaint-·and Closing Docket in Complaint 
of Thomas Miller, d/b/a American Appliance Service 
P-89, Sub 43 (5-3-94)

'BellSouth Telecommunications, Inc., d/b/a Southern Bell Telephone and Telegraph 
Company - Order Tentatively Finding no Reasonable Grounds to -Proceed and 
Prov-iding ·Notice and Oppor.tl.lnity' to Be Heard in ·comPlaint of Pam Hanks 
P-8�, Sub 47 (-12-21-94)   

BellSouth Telecommunications, Inc., d/b/a Southern Bell Telephone and Telegraph 
Company -Order Dismissing Complain): of MEBTEL, Inc., d/b/a MEBTEL
Cominunications, and Closing Docket 
P-55, Sub 996 (8-9-94)

Carolina Telephone and Telegraph Company - Order-Closing Docket in Complaint of 
Vincent K. Gilreath 
P-7, Sub 800 (7-8-94)

Carolina Telephone and Telegraph Company - Order Dismissing Complaint of Juli A. 
Stallings and Closing'Docket 
P-7, Sub 805 (8-3-94)·

Carolina Telephone•·and Telegraph Company and Sprint Publishing & Advertising, 
Inc. - Order Allowing Withdrawal and Dismissing Complaint of Wanda Kay Thompson, 
d/b/a Wanda Kay's School of Dance, Inc. 
P-89, Sub 46 (7-29-94)
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ORDERS AND-DECISIONS LISTED 

Carolina Telephone and .Telegraph ·company--and Sprint Publishing. •arid 'Advertising, 
Inc. - Order Providing Notice and Opportunity to Be Heard in Complaint of 
Fayetteville Publishing Company 
P-89, Sub 48 (8-19-94)

Carolina-Telephone and Telegraph Company and-Sprint Publishing· and Advertising, 
-Inc. - Order Finding no Reasonable Grounds to Proceed with Complaint Except as
to Different Charges Between Sponsored and Nonsponsored MesSages in Complaint of
Fayetteville Publishing Company
P-89, Sub 48 (12-22-94)

Central:Telephone Company - Order Allowing Withdrawal of Complaint and Closing 
Docket in Complaint of Blake D. Lovette;•President, Lovette·cornpany, Inc. 
P-10, Sub 471 (12-14-94)

Concord Te 1 ephone• Company• - Rec01rrnended Order- Denying Comp 1 a int of. Harold A. 
Thornton, d/b/a Xerographic Copy Center & Quick Print Group 
P-16, Sub 174 (4-13-94)

GTE South - Order Keeping Docket Open for Six'Months in Complaint of ·Vox�et 
Corporation 
P-19, Sub 263 (4-5-94)

GTE South <Order Closing Docket in Comp 1 a-int .of VoxNet Cor.porati on�· 
P-19, Sub 263 (12-9-94)

GTE South - Order Closing Docket in Complaint of Phil Ferguson 
P-19, Sub _265 (1_2-22-94)

IBA Telecom, Inc. - Order Closing Docket in Complaint of Cliff ·Hester
SC-622, Sub I (2-4-94) 

North State Telephone Company• - Order Closing Docket in Complaint of Mrs·. Delia 
Miles 
P-42, Sub Ill (3-1-94)

North ,State Telephone Company - Order Closing Docket in Complai'nt of Peggy 
Bodenhamer 
P-42, Sub 110 (5-23-94)

North State Telephone Company - · Order Keeping Docket ·Open for Six Months in 
Complaint qf Clara L. Farlow 
P-42, Sub 114 (3-4-94)

North State Telephone Company· - Order Pro hi biting Service Termination in 
Complaint of Communic?tions Central, Inc. 
P-42, Sub 116 (5-31-94)

Southern Bell Telephone and Telegraph Company - Order Finding No Reasonable 
Grounds to Investigate Complaint of Eric B. Phifer, and Closing Docket 
P-55, Sub 992 (3-21-94)
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ORDERS AND DECISIONS LISTED 

Southern Bel.l Telephone and Telegraph Company - Order Clo�ing Docket ,in Complaint 
of Anthony J. Bailey 
P-55, Sub 995 (12-13-94)

Southern Bell Telephone and Telegraph Company and BellSouth Advertising and 
Publishing·company - Order Allowing Withdrawal and Substitution of Counsel In 
Complaint of Pam Hanks 
P-89, Sub 47 (7-12-94).

EXTENDED AREA SERVICE /EAS) 

Carolina Telephone and Te 1 egraph Company - Order Authorizing Extended Area 
Service - Lillington, Fayetteville, and Oliv.ia Extended Area Service 
P-7, Sub 781 (1-4-94)

Carolina Telephone and Telegraph, Company - Order Authc;,rizing Extended Area 
Service - Sampson County Extended.Area Service 
P-7, Sub 785 (3-9-94)

Carolina Telephone and Telegraph Company - Order Approying Extended Area Service 
- .Four Oaks to Raleigh Extended Area Service
P-7, Sub 795 (2-23-94)

Carolina Telephone and Telegraph Company - Order Authorizing Polling - Topsail 
Island to Scotts Hills and Wilmington Extended Area Service 
P-7, Sub 802 (5-18-94)

Carolina Telephone and Telegraph Company - Order Authorizing Extended Area 
Service and Splitting Exchange - Topsail Island to Scotts Hill and Wilmington 
Extended Area Service 
P-7, Sub 802 (9-14-94)

Carolina Telephone and Jelegraph Company - Order Authorizing Po Hing -- Dare 
County Extended Area Servfce 
P-7, Sub 803 (5-10-94)

Carolina Telephone and Telegraph Company - Order Amending Order Authorizing 
Polling - Dare County Extended Area Service 
P-7, Sub 803 (6-29-94)

Carolina Telephone and Telegraph Company - Order Approving Extended Area Service 
- Dare County EXtended A�ea Service
P-7, Sub 803 (10-21-94)

Carolina Telephone and Telegraph Company - Order Authorizing �oll - Princeton to 
Goldsboro InterLATA Extended Area Service 
P-7, Sub 804 (6-7-94)

Carolina Telephone and T�legraph Company -.Order Approving Extended Area Service 
- Princeton to· Goldsboro· Extended Area Service
P-7, Sub 804 (9-13-94) .
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ORDERS AND DECISIONS Ll�TED 

Carolina Telephone and Telegraph Company ·, Order Authorizing. Polling -
Franklinton and Louisburg to Raleigh InterLATA Extended Area Service· and 
Louisburg to Zebulon InterLATA Extended Area Service 
P-7, Sub 809 (11-28-94)

Central Telephone· Company - Order Authorizing Poll - Milton and Yanceyville to. 
Roxboro Extended Area Service (Commissioner Cobb dissents. Commissioner.·Duncan 
did not participate in the decision-making.) 
P-10, Sub 439 (6-8-94)

Central Telephone Company - Order Approving. Extended Area Service - Milton and 
_Yanceyville to Roxboro Extended Area Service 
P-10; Sub 439- (9"13-94) Errata Order· (9-20-94)

Centra 1 Telephone Company - Order Authorizing Poll 
InterLATA EXtended Area Service 
P-10\ 'Sub 468 (6-7-94),

Timberlake . to Durham 

Central Telephone Company - Order Approving Extended Area Servi.ce - Timberlake, 
to Durham InterLATA Extended Area Service 
P-10, ,Sub 468 (9°13-94) 

Ellerbe Telephone Company - Order Authorizing Extended Area Service - Ellerbe .to· 
Hamlet Extended Area Service 
P-21, Sub 56 (4-6-94)

GTE South - Order Authorizing Extended Area Service - Cherokee to Sylva Extended 
Area Service 
P-19_, sub 256 (4-6-94)_
GTE South - Order Authorizing Polling - Cashiers to Highlands Extended Area 
Service 
P-19, Sub 261 (4-5-94)

GTE South - Order Authorizing Extended Area Service•·' Cashiers to Highlands 
Extended Area Service 
P-19, Sub 261 (6-22-94)

Lexington Telephone Company� Order Authorizing·Rate for Denton Exchange - Denton 
and Thomasville to Lexington Extended Area Service 
P-31, Sub 125 (7-13-94)

Lexington Telephone Company.- Order Authorizing Extended Area Service - Denton 
and Thomasvi 11 e to. Lexington Extended Area Service (Cammi ss i oner ,Cobb dissents.)' 
P-31, Sub 125 (9-28-94) Errata Order ·(9-29s94)

Pineville Telephone Company - Order Authorizing Poll - Pinevill'e to Matthews 
Extended Area Service 
P-120, Sub IO (3-9-94)
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ORDERS AND DECISIONS LISTED 

PinevHle Tel_ephone Company - Order Authorizing Extended Area Service - Pineville 
to Matthews Extended Area Service 
P-120, Sub IO (6-1-94)

Southern Bell Telephone and Telegraph Company Order Approving Extended Area 
Serv,ice ,- Smithfield and Selma to Raleigh Extended Area Service 
P-55, Sub 986 (1-25-94)

Southern Bell Telephone and Telegraph Company - Order Approving Extended Area 
Service - Taylorsville to Hickory Extended Area Service 
P-55, Sub 987 (1-12-94)

Southern Bell Telephone and Telegraph Company -.Order Denying Polling - Fairmont 
Extended Area Service 
P-55, Sub 988 (2-23-94)

Southern Bell Telephone and Telegraph Company - Order Authorizing Extended Area 
Service - Lenoir to Hickory Extended Area Service 
P-55, Su� 989 (5-6-94) 

Southern Bell Telephone and Telegraph Company - Order Authorizing Poll -
Cooleemee, Ijames, and Mocksville to Winston Salem Extended Area Service 
(Comm·issioner Cobb dissents.) 
P-55, Sub 991 _(1-12-94)

Southern Bell Telephone and Telegraph Company - Order Authorizing Extended Area 
Service·- Cooleemee, Ijames and Mocksville to Winston-Salem Extended Area Service 
P-55, Sub 991 (5-6-94)

Southern Bell Telephone and Telegraph Company - Order Approving Polling - Acme 
to -�ake Waccamaw Extended Area Service 
P-55, Sub 994 (2-23-94)

Southern Bell Telephone and Telegraph Company - Order Authorizing Extended Area 
Service - Acme to Lake Waccamaw Extended Area Service 
P-55, Sub 994 (6-7-94)

Southern Bel 1 Telephone and Telegraph Company - Order Authorizing Parti ci pat ion 
of Winston-Sa 1 em Exchange Courtney, East Bend and Forbush to Wi nSton-Sal em 
Extended Area Service 
P-55, Sub 997 (5-10-94)

Southern Bell Telephone and Telegraph Company - Order Authorizing Extended Area 
Service - Courtney, East Bend and Forbush .to Winston-Salem Extended Area Service 
P-55, Sub 997 (7-6-94)
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ORDERS AND DECISIONS LISTED 

NAME CHANGE 

LCI International -, LiTel Telecommunications Corporation, d/b/a - Or;der Approving 
Name Change to LCI International Telecom Corp. 
P-386, Sub 4 (5-3-94)

MERGER 

Advanced Telecommunications Corporation; LOOS of Carolina, Inc. - Order.·Approving 
Merger into and with lDDS Communications, Inc. 
Pc283, Sub 7; P-235, Sub 7 (3-24-94) 

ALLTEL Carolina, Inc., Sandhill Telephone and Heins Telephone Company Order 
Approving Merger 
P-118,, Sub 75; P,53, Sub 64; 'P-26, Sub Ill (9-14-94)

GTE North Carolina, GTE South Incorporated and Contel of N6rth·carolina, Inc., 
d/b/a - Order Approving Merger of Contel of North Carolina d/b/a GTE North 
Carolina.into GTE South 
P-19, Sub 258 (4-25-94)

Savannah Telco, Inc. - Order Approving Merg·e·r into Corporate Telemanagement 
Group, Inc. 
P-252, Sub 6 (3-28-94)

Sprint Corporation and Centel Corporation Order Approving Merger of Sprint 
Corporation and Centel COrp9ration 
P-10, Sub 455 (1-15°93)

SALES AND TRANSFER 

Coast International, Inc. - Order Approving Sale of Assets fr9m Convergent 
Communications, Inc. 
P-238, Sub 2; P-276, Sub I (11-22°94) 

Teledial America of North Carolina--- Order Approving Sale of Assets of Teledial 
America of North Carolina and Transfer of Operating Certificate to LC! Telecom 
South, Inc. 
P-266, Sub 5; .P-382 (1-28-94)

Touch!, Inc, - Order Approving Transfer'of Control of Touch!, Inc., to LDDS 
Communications, Inc. 

Trans National Telephone, Inc., of North carol ina; Mid-Com Communications, Inc., 
of North Carolina - Order Approving Transfer of Customers and Discontinuance of 
Intrastate Service 
P-344, Sub I; P-308, Sub 6 (12-21-94)

WilTel, Inc. - Order Approving Transfer of Control of .WilTel, Inc., to LDDS 
Communications, Inc. 
P;286, Sub 3 (10-26-94) 
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ORDERS AND DECISIONS LISTED 

SECURITIES 

LCI International Telecom South, Inc. Order �pproving Petition for Authority 
to Incur Certain Debt Obligations 
P-382, Sub I (4-15-94)

LCI International Inc., and LCI International Telecom, Inc. - Order Approving 
Petition for Authority to Incur Certain Debt Obligations 
�-386, Sub 1 (2-16-94) 

Lexington Telephone Company - Order Approving Loan from Nationwide Life Insurance 
Company 
P-31, Sub 127 (8-29-94)

Randolph Telephone Company, Inc., and Randolph Telephone Membership Corporation -
Order Approving Sale of Capital Stock to RTMC 
P-61; Sub 75 (9-23-94)

The Concord Telephone Company - Order Granting Authority to Issue Note 
P-16, Sub 178 (7-22-94)

US FiberCom Network, Inc. - Order Approving Selle of Assets to Mid-Com 
Communications, Inc. 
P-32O, Sub 2; P-3O8, Sub 4 (8-24-94)

SPECIAL CERTIFICATES 

Docket 
Number Date 

SC-234, Sub 2 5-31-94
SC-756,·Sub 1 6-27-94
SC-827, Sub I 6-27-94

SC-876 1-18-94
SC-891 1-6-94

SC.-892 1-6-94
SC-893 1-6-94
SC-894 1-6-94
SC.-895 1-6-94
SC-896 1-18-94

SC-897 1-18-94
SC-898 1-18-94
SC-898, Sub 1 5-9-94

SC-899 1-31-94
SC-9OO 1-18-94
SC-9O1 2-16-94
SC-9O2 1-31-94
SC-9O3 1-31-94

Company 

Edwards Equipment Company, Inc. 
Gateway Technologies, Inc. 
Watauga Telephone Company, 
Michael T. Varner, d/b/a 

C. Z. Independence, Inc.
Ronald W. Bliss, d/b/a Allied
Equipment Company 

R. Craig Gentry, d/b/a Maraig Communications
Larry L. Rollans
Amtel Communiactions Payphones, Inc. 
:rommie 0 .. Arnold, Jr: 
Tallo-Gronback Sound, Inc., d/b/a 
TGS, Inc. 

U.S. Payphones, Inc. 
Robert C. Fleury 
Fleury Communications, 
Robert C. Fleury, d/b/a 

Carolina Sportsbar and Billiards, Inc. 
Earl R. Queen 
Edward P. Brigham 
David Liner 
Henderson County Public Schools 
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SC-904 2-16-94
SC-905 2-16-94
SC-906 2-16-94
'SC-907 2-16-94

SC-908 2-16-94
SC-909 2-16-94
SC-910 2-16-94
SC-911 2-16-94
SC-912 2-16-94

· SC-913 3-3-94
SC-914 3-3-94
SC-915 3-3-94
SC-916 3-3-94
SC-917 , 3-3-94
SC-918 3-15-94
SC-919 3-3-94
SC-920 3-15-94
SC-921 3-15-94
SC-922 3-15-94
SC-923 3-15-94
SC-924 3-15-94
SC-925 3-15-94
SC-926 3-15-94
SC-927 3'15-94

SC-928 4-26-94
SC-929 4-Il-94
SC-930 4-Il-94

SC-931 4-Il-94
SC-932 4-Il-94
SC-933 4-11-94
SC-934 4-26-94

SC-935 4-26-94
SC-936 4-25,94

SC-937 4-26�9·4
SC-938 4-26-94
SC-939 4-26°94
SC-940 5-9-94
SC-94! 6-23-94

SC-942 5-9-94
SC-943 5-11-94
SC-944 5-u:94
SC-945 5-19-94
SC-946 5-31-94
SC-946, Sub I 11-7-94
SC-947 5-31-94
SC-948 5-31-94

ORDERS AND DECISIONS LISTED 

Wallace Cox, d/b/a A & L Fashions 
Brian Shield, d/b/a Desktop Plus 
Thomas J. Hathway, d/ba Golden Receivers 
Barbara L. David, d/b/a Sandhills Telephone 
Systems 

Jerry:Dicus 
Paul A. Mauger 
Carl•J. Brown 
William L. Wallace 
B & B International, Inc. 
STY, Inc. 
Jerry's Tavern, Lynda B. Mason, d/b/a 
Surf Communications, Larry Hilker, d/b/a 
Patricia A. Marler 
Tony Manning 
Burlington Postal & Package Service, Inc. 
Max Pritchard 
Douglas ·w. Barber 
Interstate Coin Telephone Incorporate� 
Barry K. Stubbs 
Ellison Laney, Jr. 
Ruth ·A •. Stewart 
1-85 Chevron Quality Service, Inc.

,Vendormatic, Inc. 
Andrew & Denise Glasgow, d/ba Ad Glasgow 
.Enterprises 
Paul A. Scoggins 
Sam Stevens 
Ocean Highway Opportunities, Wayne E. 
Co 1 eman, d/b/a 

,Cozell McQueen, Jr. 
Scarborough Farms, Inc. 
Shooters Pub, Inc. 
Telephone Service & Equipment Company, 
Howard Collins, d/b/a 

Anne W. Keck 
Alexander Communication Company, 
Willie L. Alexander, d/b/a 

Cherokee Payphone, Jerry Dicus, d/b/a 
Southport Cinemas, Inc. 
Richard Ashley Fleming 
Abdel Hakeem Saleh 
Georges H. Francis/Elias G. Francis, d/b/a 
HUP·Communications 

Tele-Matic Corporation 
Frederick D. Surgeon 
Trussie Taylor 
Diamond Communication Services, Inc. 
Twinbook Resort, J. Carl Henry, d/b/a 
Twinbrook Resort, LLC 
Patricia Ewing Roy 
Russell H. Strange III 
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SC-949 5-19-94
SC-�50 5-19-94

SC-951 5-31-94
SC-952 6-27-94
SC-953 6-27-9_4

SC-954 6-27-94

SC-955 6-27-94
SC-956 6-27-94
SC-957 6-27-94
SC-958 6-27-94
SC-959 6-27-94
SC-960 6-27°94
SC-961 7-12-94
SC-962 7-12-94
SC-963 7-14-94

SC-964 7-14-94
SC-965 7-14-94
SC-966 7-14-94
SC-967 7-29a94

SC-968 7-29-94
SC-969 7-20-94
SC-970 7-20-94
,SC-971 7-29-94
SC-972 7-29-94
SC-973 8-9-94
SC-974 8-9-94
SC-975 8-9-94
SC-976 8-9-94
SC-977 ,8-22-94 
SC-978 8-22-94
SC-979 8-22-94
SC-980 8-22-94
SC-981 8-22-94
SC-982 8-22-94
SC-983 B-22-94
SC-984 B-22:94
SC-985 9-6-94
SC-986 ·9-6-94
SC-987 9-6-94
SC-988 9-6-94
SC-989 9-6-94
SC-990 9-6-94
SC-991 9-19-94
SC-992 9-19-94
SC-993 9-29-94
SC-994 9-29-94

ORDERS ANO DECISIONS LISTED 

Veritel, Iilc. 
Christian Pay Phone & Communications, 
Clay H. Koontz, d/b/a 

M & L Communications, James A. Leviner, d/b/a 
Augustine Nkrumah, d/b/a CRR Communications 
Steve Terry Hamilton, d/b/a Hamilton's 
Telephone Services 

Mitchell Telecomunications, Earl H. Mitchell 
and Cheryl S. Mitchell, d/b/a 

James Calvin Faulkner 
Seawell Turner 
Gurmel Singh Thind 
Piedmont Public Fax, Inc. 
Jeff and Carol Childress 
Talleywhacker, Inc., Paul 8. Talley, d/b/a 
Thomas L. Denski 
Jeremy S. Dillon, d/b/a E. T. King • 
Samuel Ifeanyi Offer, d/b/a Inter-Net 
Telephone Company 

H. Elnathan Brown
Philip·M. Godwin
Carl F. Hoffman Ill
Phillip E. Jansen, d/b/a Ding-A-Ling Tele
communications Company

Troy A. Haugen
Telecom, Inc ..
Brian Oliva, d/b/a- B &·L Communications
James D. Wood
Carl Spencer, d/b/a CS Communications
Jack L. Hargett
Sub Gonscious Pr.operties, Inc.
LarryW. Self
Honor Telcom Inc.
Charles Vish
T. Tod O'Briant
·The Word -of Faith Fellowship
Carrie L. Kleinjan
Interstate Telecommunications, Inc.
Margaret Casey
Thomas N. James III
The Flaming Star, Inc.
Robert Longbrake
William A. Moss and Russell S. Moss, Jr.
Robert Collins, d/b/a Collins Enterprises
Laura Lete, d/b/a Dollars & Cents Pay Phones
Suburban Telephone Company
lssam Hashem, d/b/a Triad Triangle Telecom
Henry L. Ritchie
Stuart Kilburn
Dale B. Harris
Albert Al an Schrimp, d/b/a TS Communications
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SC-995. 9-29-94

SC-996 9-29-94

SC-997 9-29°94 .'
SC-998 9-29-94
SC-999 9-29-94
SC-JOO! 10-4-94
SC-1002 10-4-94
SC-1003 10-5-94
SC-1004 10-21-94

SC-1005 10-21-94
SC-1006 I0-21-94
SC-1007 10-21-94
SC-1008 10-21-94

SC-1009 10-21-94
. SC-1010 11-7-94

SC-1011 11-7-94
SC-1012 11-h94
SC-1013 11-7-94
SC-1014 11-7°94
SC-1015 11"7-94
SC-1016 11-7-94
SC-1017 11"7-94
SC-1018 11'-10-94·

SC-1019 11-7�94

SC-1020 11-7-94
SC-1021 11'7-94

SC-1022 11-10-94

SC-1023 ll-10-94
SC-1024 11-10-94.
SC-1025 11-29-94
SC-1026 11-29-94

SC-1027 11-29-94
SC-1028 11-29-94
SC-1029 11-29-94
SC-1030 12-12-94
SC-1031 12-12-94
SC-1032 12-12-94"
SC-1033 12-12-94

SC-1034 12-12-94
SC-1035 12.-12-94
SC-1036 12-12-94

ORDERS AND DECISIONS LISTED 

Ga 1 ama.:'ri Enterpri Ses, Inc., d/b/a · 
Cafe Parizade 

North. American Conuminicat•ions Corporation, 
d/b/a North American Corrmunications Of-North 
Carolina, Incorporated 

Jambon's Grille & Smokehouse, LLC 
Henry A. Solomon 
Kamal F. Rizk 
Ronnie E?rl Williams, d/b/a Norhez Tele-Vend· 
James,Stephen Lassiter, d/b/a VFT Phones 
David I. Park 
J & J.Communique�·John,and
Janet Hughes, d/b/a 

Thomas M. Seymour
Plantation Laundry, Gail D. Miller, �/b/a 
Staley and Debbie Green 
Masteko Communications, 
Fonati Jonathan Koffa, d/b/a 

Janies.• E. Hal ils 
AAA·Communications of Charlotte, Inc. 
Robert "Bob" D. Duffy· 
Pleasant-R'idge Communications� Inc. 
Vernon· and Pam Abrams 
University. of North_ Caro] ina at Charlotte 
Politis Payphones, Louie.Pete Politis, d/b/a 
I. Randall Hall, Jr.
T&G Enterprises, Gary Denhis Marlow, d/b/a
Bruce D. Ell is and· Ron W. Ell is, 
d/b/a Cuz Comm ' , 

Lan.i er l!ommuni cation SerV.i ces Company 
Danita Cox Lanier, d/b/a 

N.C. Indian Cultural Center, Inc. 
Univ�rsity Place Rest.iurant · 
Edka, Inc., d/b/a 

Robert Bohn, Jr./Alison A. Bohn, d/b/a 
Pro-Tel Communications 

James A.·Vansickle, Jr. 
William.Randolph Thomas. 
Todd R. Rihn, d/b/a Semper'Fi Communications 
Freddie R. Clouse, d/b/a Clouse 
Communications 

Richard F. Brown, d/b/a RK Investments 
Dick Durkin 
Alan G. Ireland 
Joseph R. Kuley 
Minh Nguyen 
Rodney O. Davis 
Terry Blankinship and Brenda Blankinship 
Blankinship .Enterprises, d/b/a Phoneworks 
Theresa and Howard·Terwilliger 
Jeffrey A. Morgan 
Jerry Montoya 
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SC-1037 
SC-1039 
SC-1038 
SC-1043 
STS-31 
STS-33 

12-20-94
12-20-94
12-20-94
12-27-94

5-9-94
9-20-94

ORDERS AND DECISIONS LISTED 

Mark D. Blashaw, d/b/a Blayco Pay Phone 
Thomas M. Apodaca 
Joe K. Ellenburg 
Suraj Co., Inc. 
Peace College of Raleigh, North Carolina 
Facilities Communications International 

SPECIAL CERTIFICATES AMENDED, REVOKED, CANCELLED OR CLOSED 

Docket No. 

SC-100, Sub I 
SC-136, Sub I 

SC-194, Sub I 
SC-234, Sub I 
SC-236, Sub I 
SC-385, Sub I 
SC-455, Sub I 
SC-484, Sub 3 
SC-501, Sub I 
SC-502, Sub 2 
SC-530, Sub 2 
SC-531, Sub 2 
SC-540, Sub I 
SC-598, Sub I 
SC-623, Sub I 
SC-629, Sub I 
SC-664, Sub I 
SC-672, Sub I 
SC-676, Sub I 
SC-688, Sub I 
SC-695, Sub I 
SC-697, Sub I 
SC-734, Sub I 
SC-742, Sub I 
SC-749, Sub I 
SC-778, Sub I 
SC-782, Sub I 
SC-806, Sub I 
SC-808, Sub I 
SC-809, Sub I 
SC-812, Sub I 
SC-Bil, Sub I 
SC-BIB, Sub I 
SC-822, Sub I 

SC-826, Sub I 
SC-828, Sub I 
SC-829, Sub I 
SC-831, Sub I 
SC-834, Sub I 

7-25-94
10-21-94

11-10-94
5-31-94
7-25-94

I0-21-94
9-2-94

1-25-94
12-30-94
4-11-94
8-22-94
8-22-94
6-6-94

4-20-94
1-31-94
1-25-94
8-17-94
2-21-94
5-20-94
2-7-94
7-8-94
3-1-94

l-25-94
9-13094
8-4-94
3-1-94

1-18-94
10-21-94
11-10-94
2-21-94
1-11-94
6-6-94

9-30-94
12-12-94

3-23-94
6-27-94
3-23-94

10-21-94
2-21-94

Company 

Huffman Oil Company, Inc. 
Ronald L. O'Bryant 

Journigan's Food Stores, Inc. 
William 8. -Edwards 
Fast Brothers, Inc. 
Mccrary Auto Service/Tom Mccrary, Jr. 
L-ittle Dan's
Crosland-Erwin-Associates
Jayantilal H. Patel
Tuscola High School
Petroleum World, Inc.
Spartan Petroleum
Wilbert H. Hill Contractors, Inc.
Daniel Wakefield
Mrs. Rosalie Byrd
North Davie Junion High School
William G. Davis, Jr.
John T. Hayes
Keith R. Bowman
Darlene Hanford, d/b/a Gaycom
Eastern Randolph High School
George Maloomian
Charlie Mclean Lohr
Wilson Pharmacy and Medical Supplies, Inc.
Bill Gall is 
Ascom Communications, Inc.
Bud P. Goodman
Frederick L. White 

Kirby James Cooper 
Gene Blanton 
Steve Douglas Goode 
Villa Sorrento, Inc. 
Robert T. Taylor, d/b/a GT Vends 
Philip Christy, d/b/a CCT Christy's 
Coin-Op Telephones 

Dennis Gene Eshbaugh 
Kathryn l; Jeidy, d/b/a Telefax Opportunities 
Toby L. Faw 
Koon Hai Wang 
Z-Tech, Inc.
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ORDERS AND DECISIONS LISTED 

Greensboro Golf·center 
Roy W. Gossett 
Lucas Cirtek Corporation 

SC-850, Sub I 
SC-852, Sub I 
SC-862, Sub 1 
SC-869, Sub I 
SC-870, Sub I 
SC-875, Sub 1 
SC-878, Sub 1 
SC-879, Sub 1 
SC-886, Sub 1 
SC-887, Sub 1 
SC-901, Sub 1 
SC-925, Sub 1 
SC-912, Sub 1 
SC-914, Sub 1 
SC-931, Sub 1 
SC-998, Sub 1 

1-11-94
3-15-94
1-31-94
5-19-94
1-31-94
8-17-94
4-26-94
4-11-94

11-10-94
4-26-94
4-8-94

Robert Dennis Lewis, d/b/a Sportspage Restaurant 
Earl E. Thompson 
Donald W. Parnell 
David Singleton 
Anthony Ac�vedo 
James. W.' Wood 
Mandy Singleton 
Edward P. Brigham 
1-85 Chevron Quality Service, Inc.
B & B International, Inc.

7-25-94
10-21-94
9-13-94

12-12-94
Jerry's Tavern, Lynda B. Mason, d/b/a
Cozell McQueen, Jr.

11-10-94 Henry A. Solomon

SPECIAL CERTIFICATES.REINSTATED 

Docket No. 

SC-62, Sub 3 
SC-630, Sub 1 
SC-864, Sub 1 
SC-881, Sub 1 

TARIFFS 

4-8-94
12-9-94
1-31-94
6-27-94

Company 

Pay Tel Communications, Inc. 
Craig Lunsford 
Coin Telephones, Inc. 
Sam's Mart, Inc. 

AT&T .Communications of the Southern States, Inc. - Order Delaying Compliance Date 
to Eliminate the·oay Save Rate Period for Its Message Telecommunications Service 
P-140, .Sub 34 (l-26-93)

AT&T Communications of the Southern States,. Inc. - Order Allowing Tariff and 
Setting New Capped-Rates for·Certain Services 
P-140, Sub 39; P-100, Sub 72 (4-26-94) 

AT&T Communications of the Southern States, Inc. - Order Suspending Tariff 
�ending Notice 
P-140, Sub 40 (5-24-94)

AT&T ·Communications of the Southern States, Inc. - Order Allowing Tariff to 
Revise the Rates for Its Series 2000 and Foreign Exchange Private line Services 
P-140, Sub 41 (10-5-94)

Communications Gateway Network, Inc. Order Suspending Tariff to Offer Debit 
Card Service and Requiring Response 
P.-317, Sub 3 (8-19-94) 

Concord Telephone Company - Order Suspending Tariff in the Inter,im to Revise Its 
Metro Option Plan (Commissioners Charles H. Hughes and Laurence ·A. CObb 
dissent.) 
P-16, Sub 177 (3-23-94)
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ORDERS AND DECISIONS LISTED 

Concord Telephone Company -,Order Deferring Tariff (Commissioners Hughes, Cobb, 
and Duncan dissent.) 
P-16, Sub 177 (4-6-94)

Concord Telephone Company - Order Allowing Tariff Revisions 
P-16, Sub 177 (5-20-94)

Southern Bell Telephone and Telegraph Company - Order Allowing Tariff to 
Restructure its local Transport Access Charges for Interexchange Carriers to go 
into Effect 
P-55, Sub 990 (2-24-94)

Southern Bell Telephone and Telegraph Company Order Allowing ISDN Tariff 
P-55, Sub 999 (6-9-94)

MISCELLANEOUS 

ALL TEL Carolina,. Inc. - Order Accepting Contract Between Affiliates for Filing 
and Permitting Operation Thereunder Pursuant to G.S. 62-153 
P-118, Sub 76 (9-28-94)

Business Choice Network -· Order Giving Notice of Intent to Cancel, Operating 
Authority for Failure to Pay Public Utility Regulatory Fee 
P-254, Sub 2 (B-16-94)

Carolina·Telephone and Telegraph Company - order Allowing Regrouping (Chairman 
Wells dissents,) 
P-7, Sub 739 _·(10-12-94)

Carolina Te 1 ephone and Te 1 egraph Company ._ - Order Accepting Contract Between 
Affiliates for Filing and Permitting Operation and Thereunder Pursuant to 
G. S. 62-153 
P-7, .Sub 798 (8-31-94)

Central Telephone Company Order Authorizing Cost Study 
P-10, Sub 468 (1-25-94)

ConQuest Long Distance Corporation - Order Tentatively Finding Conquest to be an 
Alternative Operator Service Subject to Dismissal 
P-324, Sub I (10-11-94)

GTE South, ·1nc., and· Contel of North Carolina, Inc., d/b/a GTE North Carolina -
Order Accepting Affiliated Contract for Filing and Permitting Operation 
Thereunder Pursuant to G. s. 62-153 
P-19; Sub 248 (6-30-94)

GTE South - Order Authorizing Discount Calling Plans (Commissioner Hughes did 
not participate.) 
P-19, Sub 259 (9-19-94)
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ORDERS ANO DECISIONS LISTED 

GTE South, Inc. ..,. Ord_er Accepting Affi 1 i ated Lease for filing and -Permitting 
Operation Thereunder Pursuant to G.S. 62-153 
P-19, Sub 266 (12-21-94)

GTE Soutti Incorporated - Order Granting Authority to Amortize Certain Costs 
Associated with the Reacquisition of Lon9-Term Debt ' 
P-19, Sub 267 (12-12-94)

Intelicom Corporation - Order to Cease and Desist 
P-405 (5-11-94)

KAST Communications, Inc.; Intrastate Telecommunications Service 
Requiring Response 
P-339; P-363 (9-27°94)

Order 

· MCI Tel ecommun i cat i ans Corporation - Order Authorizing .IniraLATA Facilities-Based
lOXXX-1+ Calling and Scheduling IntraLATA Access Charges Hearing
P-141, Sub 19; P-100, Sub 65; P-100, Sub 72 (2-9-94)

North State Telephone Company and Southern Bell Telephone and Telegraph Company -
Order Deel ari ng Tri ang.l e and Tri ad Calling Pl ans Permanent and Requiring Certain
.Modifications (Former Chairman John E. Thomas did not participate� in this 
decision-making.) 
P-55, Sub 952; P-55, Sub 942 (5-17-94)

'Saluda Mountain T"elephone Company; Bar:tlardsville Telephone- Company -· Order 
Accepting Contract Between Affi 1 i ates · for Filing and Permitting Opera ti on 
Thereunder Pursuant To G.S. 62-153 
P-76, Sub 36; P-75, Sub.45 (9-28-84)

Southern Bell Te 1 ephone and Telegraph Company - Order Extendi n-g Termination Date 
�:55, Sub 952; P-55, Sub 942 . ( 1-4-94) . 

'Triangle J Council of Governments - Order Making Chapel Hill Border. Plan 
Permanent 
P-55, Sub 888 (12-22-94)

Triangle Telephorie Company, Inc. - Qrder to Cease and Desist 'and to Show Cause 
SC-172, Sub 3 (4-13-94) 

Triangle Telephone Company, Inc. -'Recommended Order to. Ce8.se and Desist and 
Require Fines and Penalties 
SC-172, Sub 3 (B-24-94) 

·.Triangle Telephone Company, Inc. - Order Allowing Fine to be Paid Over a Period
of Time
SC-172, Sub 3 (10-4-94) 

Varlec Telecom, Inc. - -□rdef Requiring Response
P-362, Sub ·1 (9-27-94)
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WATER AND SEWER 

ABANDONMENT 

ORDERS. AND DECISIONS LISTED 

B�ookside Water Company - Recommended Order Denying Application to Abandon Water 
Utility Service in Brookside Subdivision, Haywood County 
W-330, Sub 7 (5-4-94)

Intech Utilities, Inc. - Recommended Order of Unauthor.ized Abandonment of Utility 
Service at Yates Mill Run Subdivision, Wake County 
W-957, Sub 1 (2-2-94)

Skyland Drive Water AsSociaiion, Jan Black; d/b/a - Recommended Order Denying 
Application for Abandonment to Discontinue Water Ut i1 i ty Service in Skyl and Ori ve 
Subdivision, Gaston County 
W-964, �ub 2 (5�4-94)

APPLICATIONS AMENDED 

Holiday Isl and Property Owners Association - Order Amending Order of December 8, 
1992 
W-386, Sub 8 (1-19-93)

APPLICATIONS WITHDRAWN, DENIED, OR DISMISSED 

Bi]lingsley, John.T. - Order Allowing Withdrawal of Application, Requiring Public 
Notice, Canceling Hearing, and Closing Docket� 
W-632, Sub 3 (5-9-94)

Bolick, Albert L. - Order Withdrawing Application of Closing Docket 
W-430, Sub 2 (10-5-94)

Britley Utilities, Inc. - Order Denying Motion for Alternation in Bond 
Requirement 
·w-1051 (11-22-94)

Cape Fear Utilities, Inc., Quality Water Supplies, Inc., and Masonboro Utilities,
Inc. -.Order Allowing Withdrawal of Application and Closing_Docket
W-279, Sub 26; W-225, Sub 22; W-623, Sub 4 (12-12-94)

Cape Fear Utilities, Inc .. , and Quality Water Supplies, Inc. - Order Allowing 
Withdrawal of Application and Closing Docket 
W-279, Sub 27; W-225, Sub 23 (12-12-94)

Carolina Blythe Utility Company Order �llowi ng Withdrawal of Application and · 
Closing Docket 
W-503, Sub 6 (7-20-94)

Carolina Water Service, Inc. of North Carolina - Order Allowing Withdrawal of 
Application, Canceling Hearing, Requiring Public Notice, and Closing Docket 
W-354, Sub 136 (7-20-94)
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ORDERS AND, DECISIONS LISTED 

Caw Caw Land Corporation - Order Withdrawing Application and Closing Docket
W-1047 (2-28-94)

. ' 

Flat Mountain Estates Water System, Cleveland Enterprises Water System, Inc., 
d/b/a - Order Allowing Withdrawal of Appl,ication, Canceling Hearing,- Requiring 

·Public Notice, and Closing Docket
W-973, Sub I (7-14-94)

Honeycutt, Wayne M. -: Order Withdrawing ·App 1 i cation and. Closing. Docket 
W-472, Sub 6 (5-19-94)

Hydraulics, L_td. - Order Withdrawing Application and Closing Docket 
·W-218, Sub 93 (10-12-94)

Hydraulics, Ltd. - Order Allowing Withdrawal of Application, Cancelling Hearing
and Requiring Notice
W-218,- Sub 100 (11-14-94)

Mid South Water Systems, Inc. - Order Denying Motion for Reconsideration 
(Chairman Wells· and Commissioner Duncan d'id not participate:) 
W-720, Sub 100 (11-1-94)·

Mid South Water Systems, Inc. - Order Granting Motion to Withdraw Appeal 
W-720, Sub 100 (ll-21-94)

Ocean 'Side Corporation Order Allowing Wi'thdrawal 
I 
of AppliC:ation and Closing 

Docket 
W-636, Sub 3 (5-2-94)

Pace Utilities Group, Inc. - O�der Denying Motion for Reconsideration 
W-1046 (4-8-94)

Ruff Water Campany, Inc. - Order Withdrawing Application and Closing Docket 
W-435, Sub II (3-9-94)

West Wilson Water Caparatian - Order Allowing Withdrawal of Application and 
Closing Docket 
W-781, Sub 21 (12-7-94)

CANCELLED OR REVOKED 

Channel Side Corporation - Order Canceling Franchise far Providing Water Utility 
Service in Lockwood Folly Subdivision, Bruns_wick County, and Authorizing Release 
of Band 
W-939, Sub 2 (5-24-94)

Coak, L. .v. Water Supply•- Order CanceMng Franchise far Prav.iding Water,Uitliy 
Service in Pine Point and Turner Lee Subdivisions, Stanly County 
W-540, Sub 5 (5-18-94)
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ORDERS AND DECISIONS LISTED 

Harward's Realty & Insurance Company - Order Canceling Franchise for Providing 
Water Utility Service in Whispering Pines Subdivision, Cabarrus County 
W-710, Sub I (2-1-94)

Lewis· ··water Systems - Order Canceling Franch.ise for' Providing Water Utility 
Service in Crestwood Subdivision, Gaston ·County, and Closing Docket 
W-288, Sub 6 (5-18-94)

Rose Hill Water Company - Order Canceling Franchise to Provide Water Utility 
Service in Westwood Mobile Home Park, Pitt County 
W-677, Sub 3 (8-19-94)

Terres Bend Water System, John F. Swinson, t/a - Order Canceling Water Utility 
Franchise to Provide Water-Utility Service in Terres Bend Subdivision, Cabarrus 
County 
W-821, Sub I (8-3-94)

CERTIFICATES 

Bradfield Farms Water Company - Order Granting Temporary Operating Authority far 
to Provide Water and Sewer Utility Service in Brandfield Farms1Subdivision, 
Cabarrus and Mecklenburg Counties, Approving Interim Rates, Scheduling Hearing, 
Requiring Public Notice and Requiring Bond · 
W-1044 (1-27-94) Errata Order (2-3-94) Errata Order (1-28-94)

Carolina Water Service,. Inc. of North Caro 1 ina - Order Canceling Hearing, 
Granting Certificate to Rrovide- Sewer Utility Service in Eagle's of the Blue 
Mountain at Wolf Laurel Subdivision, Yancey County, Approving Rates, and 
Requiring Public Notice 
W-354, Sub 132 (9-14-94)

Carolina Water Service, Inc. of North Carolina - Order Granting Certificate to 
Provide Water Utility Service to.the National Forest Service at Black Mountain 
Campground, Yancey County, and Approving Rates 
W-354, Sub 141 (8-24-94)

Cotesworth Down Utilities, Inc. - Recommended Order Granting Certificate to 
Furnish Water Utility Service in Cotesworth Down Subdivision, Wake County, and 
Approving Initial Rates 
W-1039 (2-23-94)

Crooked Creek Utilities, C. C. Partners, Inc., d/b/a - Recommended Order Granting 
Certificate to Furnish Sewer Utility Service in Crooked Creek Subdivision, Wake 
County, and Setting Rates 
W-1048 (9-26-94)

Duke Power Company. - Order -Granting Franchise to Furnish Water Utility .Service 
to the New Cherokee Corporation Plant,.the Cone Mills Haynes Plant, Weaver_Plant, 
Yarn Plant, and a Narrow Corridor Along the Route of the Water Main Extensfon 
from Its Ruth-Rutherfordton-Spindale System to the Plants and Approving Rates 
W-95, Sub 16 (1-6-94)
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ORDERS AND DECISIONS 'LISTED 

Heartwood Water, Spence Dickinson, d/b/a - Order Granting Franchise to Provide 
Water Utility Service for Heartwood Subdivision, Orange County, an� Hydraulics, 
Ltd • .to F.urnish Water Utility Service in Heartwood Subdivision, Orange County, 
and Approving Rates 

· · · 
W-1050; W-218, Sub 101 (8-24-94)

Heater Utilities, Inc. - Order Granting Franchise to -Furnish Water Utility
Service in Southgate Subdivision (Section X-1), Johnston County, and Approving 
Rates 
W-274, Sub 82 (2-17-94)

Heater Utilities, Inc. - Order Granting Franchise to Furnish- Water Utility
Service in Wood Spring Subdivision, Wake County,. and Approving ,Rates
W-274, Sub 85 (5-12-94)

Heater Utilities, Inc,- - Order Granting Franchise to Furnish Water Utility 
Se�vice in Oaklyn�Subdivision, Wake County, and Approving Rates 
W-274, Sub 86 (4-28-94)

Heater· Utilities, Inc. - Order Granting Franchise to Furrlish Water Uti1 ity 
Service in Garrett Ridge Subdivision; Franklin County, and Approving Rates 
W-274, Sub 89 (6-28-94)

Heater Utilities, Inc. - Order Granting Franchise to Furnish Water Utility 
Service in Eagle Creek Subd.ivision·, Wake County, _and Approving Rates 
W-274, Sub 90 (10-21-94) Order Correcting Schedule of Rates -(12-7-94)

Piedmont Construction. & Water Company, Inc.' -: -Order Granting Franchise to Furnish 
Water utility Service in Jacob's View Subdivision, Catawba County, and_Approving 
Rates 
W-262, Sub 48 (11-10°94)

Piedmont Construct-ion·& Water Company, Inc. - Order Granting Franchise to Furnish 
.Water Utility Servi�e in Ipswich Bay Subdivision, Catawba County, and Appr.oving 
Rates 
W-262, Sub 51 (12-14-94)

Turner Farms Water - Order Granting Franchise to Furnish Water Utility Service 
iri Middle Creek Mobile Home Park, Wake County, and Approv.ing Rates 
w,-6�7, Sub 5 (4-28-94) 

Twi ri Creeks Utilities, O & S Properties, d/b/a - Recommended Order Granting Water 
Utility Franchi s'e in Twin Creeks Subdi vi's ion, Buncombe County, and Approving 
,Rates 
W-1035 (1-26-94)

Whispering Pines Village, John D. Hook, d/b/a - Recommended' Order Granting 
Franchise .to Provide Water and Sewer utility ,$ervi ce _in Whispering Pines Vi 11 age 
Mobile Home Park, Cumberland County, and Approving Rates 
W-1042 (3-2-94)
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ORDERS AND DECISIONS LISTED 

COMPLAINTS 

Carolina Water Service, Inc. of North Carolina - Final Order Overruling 
Exceptions and Affirming Recommended Order in Complaint of Sugar MountaJn Resort,
Inc. 
W-354, Sub 116 (3-8-94)

Carolina Water Service, Inc. - Order Accepting Settlement in Complaint of Juanita 
Hansen, and Closing Docket 
W-354, Sub 135 (8-24-94)

Carolina Water Service, Inc. of North Carolina - Corrected Order Keeping Docket 
Open for Six Months in .Complaint of Robert Morra 
W-354, Sub 138 (8-26-94)

Carolina Water Service, Inc. of North Carolina Order Keeping Docket Open for 
Six Months in Complaint of Robert Morra 
W-354, Sub 138 (8-16-94)

Crosby Water and Sewer, Inc. - Recommended Consent Order in complaint of numerous 
Customers in River Lake Circle (see Official Copy of Order in Chief Clerk's 
Office for Li st of Customers) 
W-885, Sub 2 (9-16-94)

Fisher Utilities, Inc. - Recommended Order. in Complaint of Jimmie Pennell 
W-365, Sub 32 (2-15-94)

Heater Utilities - Order Canceling Hearing in Complaint of Westminster Homes, 
Inc., and Closing Docket 
W-274, Sub 83 (5-12-94)

Heater Utilities - Order Allowing Withdrawal of Complaint and Closing Docket in 
Complaint of Mark Stephen Ellis 
W-274, Sub.84 (3-3-94)

Hudson-Cole Development Corp. - Order Keeping Docket Open for Six Months in 
Complaint of Cole Park Plaza Associates Limited Partnership 
W-875, Sub 5 (4-25-94)

Hudson-Cole Development Corp. - Order Accepting Settlement of Complaint and 
Closing Docket in Complaint of Cole Park Plaza Associates Limited Partnership 
W-875, Sub 5 (12-1-94)

Hudson-Cole Development Corporation - Order Allowing Complainant to Amend 
Complaint of Grey 8. Moody and Bradley K. Moody 
W-875, Sub 6 (5-6-94)

Hunter Water Company - Order Cance 1 i ng Hearing in Complaint of Roy Burdette, and 
Consolidating Dockets 
W-534, Sub 3; W-218, Sub 92 (5-24-94)
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ORDERS AND DECISIONS LISTED 

Lagrange Water Company - Order Closing Docket in Complaint of Albert E. Nichols 
W-200, Sub 29 (10-27-94)

Mercer Environmental Corporation - Recommended Order Dismissing Complaint of 
Travis Wilmoth, d/b/a Wilmoth Rentals 
W-198, Sub 31 (12-9-94)

Mid South Water Systems, Inc. - Order Dismissing Complaint of Mark J. King and 
Closing Docket 
W-720, Sub 140 (8-3-94)

Mid South Water Systems - Order Keeping Docket Open for Six Months in Complaint 
of Andrew V. Petkash and Larry A. Pardue 
W-720, Sub ·142 (8-16-94)

Mid South Water Systems - Corrected Order Keeping Docket Open• for Six Months in 
Complaint of Andrew V. Petkash, and Larry A. Pardue President, The Villages of 
Wexford Homeowners Association, Inc. 
W-720, Sub 142 (8-26-94)

North Topsail Water and Sewer Company - Order Closing Docket in Complaint of Mrs. 
Judith: Brinkley 
W-754; Sub 16 (5-2-94)

River Run Utilities, Inc. - Order Accepting Settlement .in Complaint of 
NationsBank of North Carolina, and Closing. Docket 
W-853, Sub 4 (5-25°94)

Ross, Sanford E. - Order Requiring Report by July 15, 1994, and-Compliance by 
August 26, 1994, in Complaint of Teresa Lehman 
W-618, Sub 2; W-618, Sub 3; W-618, Sub 4 (6-13-9�)

Scotsdale Water & Sewer, Inc. - Order Closing Docket in Complaint of _William 
Curtis Phi 11 i ps 
W-883, Sub 20 (4-27-94)

Transylvania Utilities, Inc. - Order Withdrawing Complaint of Leon P. Sobolewski, 
and Closing_Docket 
W-1012, Sub 1 (3-28-94)

DISCONTINUANCE OF SERVICE AND DISCONNECTIONS 

Hidden Valley Campground Estates and Campground Water Systems - Order Authorizing 
Disconnection of Service for Nonpayment of Water Utility Bills 
W-915, Sub I (2-9-93)

Intech Utilities, Inc. - Order Authorizing Disconnection of ·Water Service for 
Nonpayment of Sewer Bills at Yates Mill Run Subdivision, Wake County 
W-957, Sub 1 (4-8-94)
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ORDERS AND DECISIONS LISTED 

Lynn Drive Water System - Interim Order Requiring Public Notice to Discontinue 
Water Utility Service in Lynn Drive Subdivision, Cabarrus County 
W-1052 (11-4-94)

Mid South Water Systems, Inc. - Order Authorizing Discontinuance of Service in 
Olde Creek Subdivision, Mecklenburg County, and Requiring Notice,to Customers 
W-720, Sub 135 (6-21-94)

Mid South Water Systems, Inc. - Order Authorizing Discontinuance of Service in 
Rock Bridge Heights Subdivision, Catawba County, and Requiring Notice to 
Customers 
W-720, Sub 137 (6-28-94)

Mid South Water Systems, Inc. - Order Authorizing Discontinuance of Water Service 
in White Rock Subdivision, Cleveland County, and Requiring Notice to Customers 
W-720, Sub 141 (7-19-94)

North State Utilities, fnc. - Order Authorizing Disconnection of Water Service 
for Nonpayment of Sewer Bills 
W-848, Sub 16 (4-6-94)

Piedmont Construction & Water Company, Inc. - Recommended Order Authorizing 
Di scont.i nuati on of Utility Service Serving Pi nebrook Park Subdivision, Catawba 
County, and Requiring Public Notice 
W-262, Sub 50 (10-14-94)

River Run Utilities, Inc •. - Recommended Order Denying Authority to Di scant i nue 
Service 
W-853, Sub 3; W-1043 ,(3-16-94)

EMERGENCY OPERATOR 

Bradfield Farms Ut i1 ity Company - Order Releasing Crosland As Emergency Operator, 
Granting Britley Temporary Operating Authority, and Setting Time for 
Implementation of EPA Surcharges 
W-1026; W-1046; W-1051 (11-22-94)

Intech Utilities, Inc. - Order Aproving Emergency Operator for Yates Mill Run 
Subdivision, Wake County 
W-957, Sub I (1-20-94)

Mobile Hill Estates Water System, Scotsdale Water and Sewer, Inc. - Order of the 
Commiss i on Staff and the Public Staff for Emergency Operator 
W-224, Sub 9 (8-23°94)

North State Utilities, Inc. - Order Authorizing Disconnection of Water Service 
for-Nonpayment of Sewer Bills and Continuing Monthly Sewer Rate of $85.00 Per 
Customer in•the Oakcroft Subdivision 
W0848, Sub 16 (5-4-94) 
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North State Utilities·, Inc. - Order Authorizing Emerg�ncy, Operator. to Sa 1 vage 
Equipment at Sutton· Estates Subdivision 
W-848; Sub 16· (10-18-94)

North State Utilities, Irie. - ·Order Discharging Emergency Operator at Sutton 
Estates Subdivision 
W-848, Sub 16 (10-31-94)

Tri -South Construction Company - Recommended Order Appointing Emergency Operator 
and Approving Interim Provisional Water Utility Rates 
W-849, Sub 2 (11-15-94)

NAME CHANGE

John T. Billingsley - Order Approving Partnership Name Change from W. D. & John
T. Billingsley .
_W,632, Sub·2 (2-18-94)

RATES

Alpha Utilities, Inc·. - Recommended Order Granting Partial Increase in Rates for 
Water Utility Service. in All Its Service A_reas in North· Carolina 
W-862, Sub 14 (2-23c94)

Brightwater Water Department; Inc. - Order Granting Rate Increase, for Water 
Utility Service in ·sr.ightwater Subdivision, Henderson County; Approving Tari ff 
Revision, and Requifing Public Notice 
W-151, Sub 7 (7-19-94)

Brookwood Water Cor'poration - Recommended Order Approving Partial Increase in 
Rates for Providing Water Utility Service in All Its .Service Areas 'in North 
Carolina 
W0!77, Sub 38 (5-9-94) Order Allowing Recommended Order to.Beco,;e Effective 
(5-9-94) 

CWB Utilities, Inc .. - Recommended Order Granting Partial Rate Increase for Sewer 
.Utility Service for All Its Customers in Onslow County 
W-852, Sub 2 (2-9-94) -

CWS Systems_, Inc. - Recommended Order Gl"anting Partial Increase for Water Utility 
Service in F.orest Hi_ 11 s Sub di vision, Jackson County 
W-778, Sub 21 (4-29-94) Order Approving Recommended Order (4-�9-94)

Carolina Water Service, Inc. of North Carolina - Order Approving Surcharge/Refund
for .Water and Sewer Vtil ity Service in All of Its Service Areas in North 
Ca_rolina, and Closing Docket 
W-354, Sub, Ill (8-26a94)

. 

Carolina Water Service, Inc. of North Carolina·- ·Order Adjusting.Rates for' Water 
and Sewer Utility Service in All of Its Service Areas in North Carolina and 
Requiring Public Notice 
W-354, Sub Ill; 'W-354, Sub 128 (10-14-94)
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Carolina Water Service, Inc. of North Carolina - Order on Reconsideration for 
Authority to Increase Rates for Water and Sewer Utility Service in all Its
Service Areas in North Carolina (Chairman Wells did not participate in this 
decision. Cammi ssi oner Cobb dissents in part. Commissioner Cobb voted to affirm 
the Commission Order entered on this docket on June 10, 1994. Commissioner 
Duncan concurs in part and dissents in part ·by separate opinion. Commissioner 
Ralph Hunt joins in Commissioner Duncan's concurring and dissenting opinion.) 
W-354, Sub 128 (9-21-94)

Carolina Water Service, Inc. of North -Carolina - Interlocutory Order Granting 
Interim Rates Subject to Refund for Providing Sewer Utility Service in Eagles 
Nest I and II and Slue Mountain Club Phases of the Slue Mountain at Wolf Laurel 
Subdivision, Yancey County 
W-354, Sub 132 (8-18-94)

Chimney-Rock Water Works - Recominended Order Allowing Partial Rate Increase for 
Providing Water Utility Service in Chimney Rock Subdivision, Rutherford County 
W-102, Sub II (4-7-94)

Greenfield Heights Development Corporation - Recommended Order Granting Partial 
Rate, Increase for Water Utility Service in Greenfield Heights Subdivision, Craven 
County 
W-205, Sub I (2-18-94)

HIPDA Water and Sewer, Holiday Island Property Owner Association, d/b/a -
Recommended Order Approving Rate Increase for Water and Sewer Utility Service in 
Holiday Island, Perquimans County 
W-386, Sub 10 ( 6-17-94) Further Recommended Order Approving Rate Increase
(7-18-94) Errata Order (7-21-94)

Hydrologic, Inc. - Recommended Order Granting Partial Rate Increase for Sewer 
Utility Service in Mountain Valley Subdivision, Henderson County 
W-988, Sub 6 (11-21-94)

Hydrologic, Inc. - Recommended Order Granting Partial Rate Increase for Water and 
Sewer Utility Service in Buffa 1 o Meadows Subdi v.i si on, Ashe County· 
W-988, Sub 7 (12-1-94)

Hydrologic, Inc. - Recommended Order Granting Partial Rate Increase for Sewer 
Utility Service in Hunter's Glen Subdivision, Henderson County 
W-988, Sub 8 (12-7-94)

Hydrologic, Inc. - Order Granting Partial Rate Increase for Water Utility Service 
in Kirk Glen Subdivision, Buncombe County 
W-988, Sub 9 (11-18-94)

Mauney, William K., Jr. - Recommended Order Granting Rate Increase for Water 
Utility Service in Berryhill-Holiday-Westwood Mobile Home Parks, Mecklenburg 
County, and Requiring ·Public Notice 
W-560, Sub 2 ·(4-28-94) Order Adopting Recommended Order (4-28-94)
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Nags Head Village Service Company - Recommended Order Granting Partial Increase
in Rates for sewer Utility Service in Nags Head Village Subdivision, Dare Cou_nty 
W-882, Sub 2 (4-8-94) Order Adopting Recommended Order (4-8-94)

North State Ut i 1 i ti es, Inc. - Order Appr.ovi ng Reduced Connection Charge for
Heater Utilities, Inc., in th� North State, Systems 
W0848, Sub 16 (2-2-94) 

North State Utilities, Inc. - Order Appr9ving Rate Revision 
W-848, Sub 16 (2-23-94)

North State Utilities, In·c. :. Order ReSci
,
nding Rate Revision in the Oakcroft 

Subdivision 
W-848, Sub 16 (3-10:94)

North State Utilities, Inc. - Order Approving Rate for Harrco Utility Corporation 
to Pump Invididual Step and Septic Tanks 
W-848, Sub 16 (5-11-94)

Poplar Terrace Mobile Home Park, ·Chilrley Williams, d/b/a - Recommended Order 
Granting Increase in Rates for Water and Sewer Utility Service in Poplar Terrace 
Mobile Home Park, Buncombe County 
W-775, Sub 2 (5-9-94)

Sapphire Lakes Utility Company - Recommended Order Approving Rate Increase for 
Wat.er and Sewer Utility Service in Sapphire Lakes Subdivisicin, Transylvania 
County 
W-941, Sub 2 (6-16°94)

Skyland Drive Water Association, Jan·a1ack, d/b/a O Order Allowing Amendment to 
Application for Authority to Increase Rates for Water Utility Service, and for 
a Surcharge to cover Cost of EPA Mandated Testing in Skyland Drive Subdivision, 
Gaston County, •and Requiring Public Notice 
W-964, Sub 3 (9-30-94)

Skyland Drive Water Association, Jan Black, d/b/a Recommended Order Granting 
Rate Increase· for Water Utility Service, and for a Surchage to cover Costs of 
Mandated Testing in Skylahd Drive Subdivision, Gaston County 
W-964, Sub 3 (11-17°94)

Turner Farms Water - Order Approving Tap on Fee fOr Future Customers In All Its 
Service Areas, Wake County 
W-687, Sub 6 (6-10-94)

Turner, T. H. Farms. Corporation Recommellded Order Granting Partial Rate 
Increase for Water Utility Service in all Its Service Areas, Wake County 
W-687, Sub 8 (12-16°94) Order Allowing Recommended Order to Become Effective
(12-21-94) 

Viking Utilities Corporation, Inc. - Recommended Order-Authorizing Partial Rate 
"Increase for Sewer Utility Service in All Its Service Areas in Onslow County 
W-740, Sub 6 (2-22-94)
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Woodla�e Water and Sewer Company, Inc. - Recommended Order Approving Partial 
Increase in Rates 
W-1029 (8-10-94) Order Amending Recommended Order of August 10, 1994 (8-22-94)

SALES AND TRANSFERS

Bellview Water System, Inc. - Order Approving Transfer of OWne�ship of the Water 
Utility System Serving Bellview Subdivision, Cleveland County, to the Cleveland 
County Sanitary Distr.ict (new owner exempt fr9m ,regulatio�) 
W-684, Sub 1 (11-8-94)

C ,& L Utilities,. Inc. - Order Approving Transfer of- Water Utility_ Systems in
Prince George Estates, Creekstone Estates, and Brickstone Estates Subdivisions, 
New· Hanover County, to New 'Hanover County ·(Owner Exempt from Regulation), and 
Requiring Public Notice 
W-535, Sub 12 (1-26-94)

Coastal Carolina Utilities, Inc. - Order Appr9vi'n9 Transfer of Ownership of its 
Water ,and Sewer Utility Systems, New Hanover County, to New Hanover County (Owner 
Exempt fro� Regulation), Requiring Customer Notice, and Scheduling Hearing 
W-917, Sub 4 (12-27-94)

Elk River Utilities, Inc. - Order Canceling Hearing, Approving Transfer of 
Franchise to Provide Water and Sewer Utility Service irl Elk Rive_r Development, 
Avery County, and Rates, and. Requiring Customer Notice 
W-1058 (12-21-94)

Flanders Filters, Inc. - ·Recommended Order Granting Transfer to Prov,ide Water 
Utility Service to Flanders Filters and Shad Bend Subdivision, Beaufort County, 
to the City of Washington (Owner Exempt From RegulatiOn) 
W-542, Sub 3 (1-14-94) Order �doptin9 Recommended Order (1-14-94)

G & F Utilities, G. & F Construction, Inc. , d/b/a - Order Approving Transfer 
Ownership of its Sewer Utility System, New Hanover County, to New Hanover County 
(Owner Exempt from Regulation}, Requiring Customer Notice, and Scheduling Hearing 
W,?10, Sub I (12-27-94) 

Heater Utilities, Inc. - Order Granting Transfer Franchise to Pr.ovide Water 
Utility Service in Stephanie Woods, Heather Downs, Kenwood Meadows, Southern Oaks 
and Weekend Retreat Subdivisions, Johnston and Wake Counties, from Johnston-Wake 
Utilities, Inc., and Approving Rates 
W-274, Sub 81 (4-7-94)

Heater Utilities, Inc. - Recommended Order Approving Transfer.to Provide Water 
Utility Service in,The Olde MillS Lake Subdivision, Wake County, from OWens
Grantham Ventures 
W-274, Sub 88 (9-28-94)

Hudson-Cole Development Corporation - Order Granting Transfer to Hudson-Cole 
Water and.Sewer Company and Approving Rates 
W-875., Sub 4 (3-4-94)
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Hydraulics, Ltd. - Recommended Order Approving Transfers to.Provide Water Utility 
service in, Parkwood: and Huntwood Subdivisions, Mecklenburg County, from Hunter 
Water Company, and Partial Rate Increase and Requiring Public Notice 

,W-218, Sub 92 (8-5-94) 

Hydraulics, Ltd. - Recommended Order Granting Transfer, to, Provide Water Utility 
�ervice in Valleydale Subdivision, Gaston County, from Valleydale Water Company 
and_ Partial Rate Increase 
W-218, Sub 94 (7-29-94)

Hydraulics, ltd. - Order Approving Transfer of the Water Uti·l ity Systems in 
Suburban Acres and Apple Hill Acres Subdiv.isions, Cleveland County, to Cleveland 
County Sanitary District (Owner Exempt from Regulation), Canceling-Franchises and 
Scheduling Hearing .on Gain on Sale Issue 
W-218, Sub 96 (8'12-94)

Hydraulics, Ltd. - Recommended Order Granting Transfer of Franchise to Provide 
Water Utility Service in Hickory Creek Subdi vis.ion, Gaston County, from Hickory 
Creek Developers, Inc.-, and .Partial Rate Inc"rease - , 
W".218, Sub 97 (10-31-94) 

LaGrange Waterworks Corpora ti on - Order Approving Transfer- Of .Franchise Providing 
Water Utility Service in Lake Rim Estates, Oak Meado, Whitaker Park Subdivision, 
and Sunset Park Mobile HOme Park, Cumberland County, from Sunset Park Utilities, 
Inc., and Approving Rates 
W-200, Sub 26 (l-20s94)· 

LaGrange Waterworks Cqrporation Order Approving Transfer- of a Portion of the 
Water Utility Service Area in- the Eureka Springs Section of the Braxton Hills 
Water System, Cumberland County, to the Public Works Commission of the City of 
Fayetteville (Owner Exempt from Regulation) 
W-200, Sub 28 (4-14-94) Errata Order (5-11-94)

The -Marmarose Company - Order Granting Transfer" of Water· Uti-1 ity Service in 
MarMann Terrace Subdivision, Craven County, .to the City of Havelock (Owner Exempt 
from Regulation) 
W-865, Sub 1 (2-9-94)

Westgate Ut i1 it i es Company, Inc. Order f\pprovi ng Transfer of Water Ut i1 i ty 
Service in Westgate Estates Subdivis,ion, Wake County, to the City of Raleigh· 
.(Owner Exempt from Regulation, and Requiring Customer Notice 
W-239, Sub 3 (8-31-94) 

SECURITIES 

Baywood Water, Inc. - Order Approving. Irrevocable Letter of Credit and Rel�asing 
Cash Bond 
W-1018 (11-15-94)

Bradfield Farms Water- Company - Order Approv·;ng. Revised Surety Bond 
W-1044 (8-3-94)
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Britley Utilities, Inc. - Order Requiring Completion of Bonding Requirement to 
Provide Water and Sewer Utility Service in the Britley Subdivision, Cabarrus 
County 
W-1051 (12-7-94)

Carolina Blythe Utility Company - Order Requiring Bond and Approving Irrevocable 
Letter·of Credit 
W-503, Sub 5 (6-30-94)

Carolina Water Service, Inc. Order Denying Request to Release Bond 
W-354, Sub 74 (10-17-94)

Carolina Water Service, Inc. Order Denying Request to Release Bond 
W-354, Sub 74; W-354, Sub B7 (10-25-94)

Crooked Creek Utilities, C. C. Partners, Inc., d/b/a - Order Requiring Bond 
W-1048 (12-2-94)

Heater Utilities, Inc. - Order Authorizing Release of Bond 
W-274, Sub 81 (9-13-94)

Hydraulics, Ltd. - Order Approving Application for Approval of Irrevocable Letter 
of.Credit as Security for Bonds 
W-21B, Sub 98 (9-6-94)

Hydraulics, Ltd. - Order Aprpoving Irrevocable Letter of Credit and Releasing 
Cash Bonds (Commissioner Duncan dissents.) 
W-218, Sub 98 (12-1-94)

Mid South Water Systems, InC. - Order Transferring Bond 
W-720, Sub 110 (5-9-94)

North State Utilties, Inc. Order Authorizing Release of Bond Proceeds 
W-B!8, Sub 16 (6-16-94)

Pace Utilities Group, Inc. Order Holding Approval of Bond in Abeyance 
W-1046, (5-20-94) 

Pine Island Utilities, Turnpike Properties, Inc., d/b/a 
Irrevocable Letter of Credit and Releasing Cash Bonds 
W-999 (12-22-94)

Ord�r Approving 

White Springs Water System, Inc. - Order Authorizing Release of Bond 
W-1023 (11-10-94)

TARIFFS 

Alpha Utilities, Inc. - Order Approving Tariff Revision to Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently�Implemented 
EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-862, Sub 18 (3-17-94)
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Anderson Creek Homes -Water System - Order Approvjng Tariff Revision to Increase 
Rates for Water Utility Service Due to Increased Expenses Related to Recently 
Implemented. EPA Mandated Testing Requirements and OEHNR Operat.ing Permit Fees 
W-724, Sub 3 (5-11-94)

Baywood Water, Inc_:. - ·Order Approving Tari ff Rev:i s ion to Increase Rates for Water 
utility Services, Due to Increase Expenses Related to Recently Implemented EPA 
Mandated Testing Requirement_s 
W-1018, Sub I (8-4-94)

Billingsley,. John T. -, Order Approving Tarif,f Revision to Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently Implemented 
EPA Mandated Testing Requirements and to Change Its Billing.Frequency to Monthly 
W-632, Sub 4 (5-18°94)

CWS Systems, Inc. - Order Approving Tariff Revision to Increase Rates for Water 
Utility Service Due to Increased Expenses Related to Recently Implemented EPA 
Mandated Testing Requ .irements 
W-778, Sub 22 (4-19-94)

CWS Systems, Inc. - Order Approving Tariff Revision for Water Utility Ser.vice Due 
t_o, Increased Expenses Related to Rece,ntly Implemented EPA Mandated Testing 
Requirements 
W-778, Sub 23 (6-13-94)

Corriher .Water Service, Inc. - Order Approving Tariff Revfsion to Increase Rates 
for Water Utility Services Due to Increase Expenses Related_ to Recently 
Implemented EPA Mandated Testing Re_quirements · 
W-233, Sub 16 (4-19-94)

Gregg Bess, Inc. - Order Approving ·Tariff Revision to Increase Rates for Water 
Utility Service Due to Increased Expenses Related to Recently Implemented EPA 
Mandated Testing Requirements and DEHNR Operating Permit ·Fees 
W-281, Sub IO (8-19-94) Errata Order (8-24-94)

Davis, Roy A. and Virginia B. - Order ApproVing Tari.ff Revision to Increase Rates 
for Water Utility Service Due to .. Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements and DEHN.R Operating Permit Fees 
W-631, Sub 3 (5-27-94)

Dogwood Knolls Water Company, R. Wiley Smith, d/b/a - Order Approving Tariff 
Revision to Increase Rates for Water µtility Service Due to Increased Expenses 
Related to Recently Implemented EPA Mandated T�sting Requirements and DEHNR 
Operating Permit_ Fee_s 
W-792, Sub 5 (11-30-94)

Falls, Ralph L. - Order Approving Tariff Revision to Increase Rates for.·water 
Utility Service Due to Increased Expenses Related to Recently Implemented EPA 
Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-268, Sub 8 (9-22-94)
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Farm Water Works - Order Approving Tariff Revision to Increase Rates for Water 
Uti� ity Service Due to Increase Expenses Reil ated to Recently Implemented EPA 
Mandated -Testing Requir'ements 
W-844, Sub 2 (4-20-94)

Glynnwood Water System - .Order Approving Tariff Revision to Increase Rates for 
Water Utility Sevice Ou_e to Increased Expenses Related to Recently Emplemented 
EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-1032, Sub I (5-18-94)

Goss Utility Company - Order Approving Tariff Revision to Increase Rates for 
Water Utility Serviceoue to Increased Expenses Related to Recently Implemented 
EPA Mandated Testing Requirements and DEHNR Operating• Permit Fees 
W-457, Sub 12 (3-17-94) 

Hart Water System, Inc. - Order Approv.ing Tariff Revision to Increase Rates for 
Water Utility Services Due to Increase Expenses Related to Recently Implemented 
APA Mandated Testing Requirements 
W-739, Sub 3 (4-20-94)

Heater Uti.lities, Inc. -·order Amending Tariff to Include a Sewer Treatment Plant 
Capacity Charge for Areas Corit i guous to Hawthrone Phases I and I II, and 
Woodvalley Phase XI 
w-·274, Sub 87 (6-22-94)

Honeycutt, Wayne M. Water Systems. - Order Approving Tariff Revisiori to Increase 
Rates for Water Utility Service Due to Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-472, Sub 7 (6-22-94)

Huffman, H. C. Water Systems, Inc. - Order Approving Tariff Rev-ision to Increase 
Rates for Water Utility Service Due to Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-95, Sub 17 (2-24-94)

Hydraulics, Ltd. - Order Approving Tariff Revision to Increase Rates for Water 
Utility Service Due- to Increased Expenses Related to Recently Implemented EPA 
Mandated Testirig Requirements 
W-218, Sub 95 (4-14-94)

Kings Grant Water Company - Order Approving-Tariff Revision to Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently Implemented 
EPA Mandated Testing Requirements and ·DEHNR Operating Permit Fees 
W-250, Sub 9 (1-12-94)

LaGrange Waterworks Corporation - Order Approving Tariff Revision for Water 
Utility Service Adding a Service Surcharge Due to Increased Expenses Related to 
Rcently Implemented EPA Mandated Testing Requirements 
W-200, Sub 27 (3-25-94) Errata Order (4-4-94)
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Laurel Woods Water System - Order Approving Tariff Rev.ision to Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently

1 
Implemented 

EPA Mandated Testing Requirements and DEHN� Operating Permit Fees 
W-694, Sub I (3-25-94)

Laurel :Woods. Water System - Order Approving Tariff Revision to Decrease Rates for 
Water Utility Service Due to Revised Expenses Related to_ Recently Implemented EPA 
Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-694, Sub 3 (10-26-94)

lee, Ira D. and Associate�, Inc. - Order Approving Tariff Revision to Increase 
Rates for Water Utility Service Due, to Increased Expenses Related 'to Recently 
Implemented CPA Mandated Testing Requirements 
W-876, Sub 3 (9-23-94) Errata Order (9-27-94)

Lewis Water Company, Inc. - Order Approv.ing Tariff Revis.ion to Increase Rates for 
Water Uitlity Service Due to Increased Expenses Related,to Recently Implemented 
EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-716, Sub IO (5-11-94)

Maxwell Water Company� Order Approving Tariff Revision to Increa�e Rates for 
Water Utility Services Due to Expenses ·Related to Recently Implemented EPA 
Mandated Testing Requirements 
W-339, Sub 3 (3-30-94)

Mercer Envi ronmenta·l Corporation Order Approving Tar.i ff Revision to Increase 
Rates for Water Utility Service Due to Increased Expenses Relateg to Recently 
Implemented EPA Mandated Testing Requirements 
W-198, Sub 29 (7-6-94) Errata Order (7-7-94)

Mercer Envornmental Corporation - Order Approving Tariff Revision to Increase 
Rates for Water Utility Service Due to Increased Expenses_ Relat�d to Water 

· Purchased from Onslow County
W-198, Sub 30 (8-3-94)

Mid South Water Systems, Inc. - Order Approving Tariff Revision to.Increase Rates 
for· Water Utility Service Due to Increased Expenses Related· to Recently 
Implemented EPA Mandated Testing Requirements and DEHNR·Operating Permit Fees 
W-720, Sub 134 (2-24-94)

Mobile Hill Estates- Water �ystem - Order ,Approving Tariff Revision to Increase, 
Rates for Water Utility Service Due to- Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements 
W-224, Sub II (6-21-94)

Mountain Point Utilities, Inc. - Order Approving Tari ff Revision to : Increase 
Rates for Water Uitlity1 Service Due to Increased Expenses Related_ to Recently 
Implemented EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-989, Sub I (3-18-94)

. . 
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North Topsail Water and Sewer, Inc. - Order Amending Tap Fee Tariff to ·Increase 
Rates for Sewer Utility Service for All of Its Service Areas, Onslow County 
W-754, Sub 12; W-754, Sub 17 (3-31-94)

Northwood Water Company - Order Approving Tariff ReviSion to Increase Rates for 
Water Utilty Service Due to Increaed Expenses Related to Recently Implemented EPA
Mandated Testing Requirements and DEHNR Operating Permit Fees 
w:590, Sub 2 (4-14-94)' 

Overhills Water Company, Inc. - Order Approving Tariff Revision to Increase Rates 
for Water Utility Service Due to Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-175, Sub 10 (10-4-94) 

Owens-Grantham Ventures - Order Approving Tariff Revision to Increase Rates for 
Water Uitlity Service Due to Increased Expenses Related to Recently Implemented 
EPA Mandated·Testing Requirements and DEHNR Operating Permit Fees 
W-978, Sub 2 (5-27-94)

Piedmont Construction & Water Company, Inc. - Order Approving Tariff Revision to 
Decrease Rates for Water Ut i 1 ity Service Due to Revi sded Expenses Re 1 ated to 
Recently Implemented EPA Mandated Testing Requirements and DEHNR Operating Permit 
Fees 
W-262, Sub 49 (8-31-94)

Pineview Water System - Order Approving Tariff Revision to Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently Implemented 
EPA Mandated Testing Requirements'and DEHNR Operating Permit Fees 
W-549, Sub 5 (11-23-94)

'Poplar Terrace Mobile Home Park, Charlie Williams, d/b/a - Order Approving Tariff 
Revision to Increase Rates for Water and Sewer Utility Service Due to Increased 
Expenses Related· to Purchased Water and Sewer Services, Buncombe County 
W-775, Sub 3 (9-14-94)

Prior Construction Company - Order Approving Tariff Revision to Increase Rates 
for Water Utility Service Due to Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements 
W-567, Sub 5 (4-7-94)

Rayco Utilities, Inc. - Order Approving Tariff Revision to Increase Rates f0r 
Water Utility Service Due to Increased Expenses Related to Recentl,Y Implemented 
EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-899, Sub 13 (3-17-94)

Rivercreek Utility Company, Ronnie G. Stroud, d/b/a - Order Approving Tariff 
Revision to Increase Rates for Water Utility Service Due·to Increased Expenses 
Related to Recently Implemented EPA Mandated Testing Requirements and DEHNR 
Operating Permit Fees 
W-930, Sub I (8-3-94)
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Rolling Springs Water Company, Inc. - Order Approving Tariff Revision to Increase
Rates. for Water Uti1 ity Service Due to ·Increased Expenses Related _to Recently 
Implemented EPA Mandated Testing Requirements and □EHNR Operating Permit Fees 
W-313, Sub 4 (10-4-94)

Ruff Water Company, Inc. - Order Approving•Tariff Revision for Water Utility 
Service Due to Increased Expenses Related to Recently Implemented EPA Mandated 
Testing Requirements and DEHNR Operating Per:-mi.t Fees 
W-435, Sub 14 (2-17-94)

Scientific Water & Sewerage Corporation - Order Approvi_ng Tariff Revision to 
Increase Rates for Water Utility Service Due to Increased Expenses Related to 
Recently Implemented EPA Mandated Testing Requirements 
W-176, Sub 24 (6-10-94) Errata Order (6-16-94)

' 

Scientific Water &· Sewerage Corporation - Order Approving Tariff Revision to 
Increase Rates for Water Uti.l ity· Service Due tQ Increased Expenses Rela�E!d to 
Water Purchased from Onslow County 
W-176, Sub 25 '(8-3-94)

Scotsdale Water & Sewer, Inc. - Order Approving Tariff Revis:ion to In.crease Rates 
for Water Utility Service Due to Increased Expenses Related to ·Recently 
Implemented EPA Mandated Testing Requirements 
W-883, Sub 21 (6-21-94)

Scotsdale-Water & Sew�r, Inc. _- Order Approv.ing  Tariff Revision. to Increase Rates 
for water Utility Service Due· to Increased Expenses Related to Recently 
Implemented EPA Mandated Testing Requirements 
W-883, Sub 21 (7-6-94)

Su_rry Water Company, Inc. - Order.Approving Tariff Revision to Increase Rates for 
Water Utility Service·Oue to Increased Expenses Related to Recently Implemented 
EPA Mandated Testing Requirements and,OEHNR Operating Permit Fees 
W-314, �ub 30 (2-24-94)

Turner Farms Water Systein - Order Approving Tariff Revision to· Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently Implemented 
EPA Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-687, Sub 7 (7-14-94).

C ,  -

Viewmont Acres, Gladys B, Haynes and George W. Smith, d/b/a - Order Approving 
Tariff Revisions to Amend Its Tariff to Increase Rates for Increased Purchased 
Water Costs 
W-856, Su� 2 (8-24-94).

Watercrest "Estates - Order Approving' Tariff. Revision to Increase Rates for ,Water 
and Sewer Utility Service for Increased Cost of Bulk Water and· Sewage Treatment 
and New Testing Costs in Watercrest Estates Mobile Home Park, Iredell County 
W-1021, Sub 2· (6-28-94)
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Wellington Mobile Home Park, Inc. - Order Approving Tariff Revision to Increase 
Rates for Water Service' for Increased Cost of Bulk Water in Wellington Mobi-le 
Home Park Subdivision, Buncombe County 
W-1011, Sub I (1-26-94)

West Wilson Water Corp Ora t·ion - Order Approving Tari ff Revision to Increase Rates 
for Water Utility Service Due to Increased Expenses Related to. Recently 
Implemented EPA Mandated Testing Requirements 
W 0781, Sub 19 (2-17-94) 

West Wilson Water Corporation - Order Approving Tariff Revision to Increase Rates 
for Increased Purchased Water Costs 
W-781, Sub 20 (9-23-94)

Willowbrook Utility, Inc. - Order Approving Tariff Revision to Increase Rates for 
Water Utility Service Due to Increased Expenses Related to Recently Implemented 
EPA-Mandated Testing Requirements and DEHNR Operating Permit Fees 
W-981, Sub I (3-17-94)

TEMPORARY OPERATING AUTHORITY

Britley Utilities, Inc. - Order Granting Temporary Operating Authority, Granting 
Interim Rates, Scheduling Hearing, Requiring Public Notice and Requiring Bond 
W-1051 (5-11-94)

Britley Utilities, lnc. - Order Rescinding Temporary Opercitirig Authority and 
Interim Rates and -Continuing John Crosland Cdmpany.as Emergency.Operator 
W-1051 (6-3-94)

Heartwood Water, Spence Dickinson, d/b/a - Order Granting Temporary Operating 
Authority to Provide Water Utility Service for Heartwood Subdivision, Orange 
Coµnty, Granting Interim Rates, Scheduling Hearing, and Requiring Public Notice 
W-1050 (3-25-94) Order Correcting Notice. to the Public (4-28-94)

Mid South Water Systems, Inc. - Order Granting Temporary Operating Authority, 
Approving Interim ·Rates·, ·Scheduling Hearing, and Requiring Customer Notice 
W-720, Sub 100 (5-23-94)

Mid South Water Systems, Inc. - Order Granting Temporary Operating Authority, 
Approving Interim Rates, Scheduling Hearing, and Requiring Customer Notice 
W-720, Sub 117 /5-23-94)

Pace Utilities Group, Inc. - Order Granting Tempora�y Operating Authorit,Y to 
Pro vi de Water and Sewer Utility Service ; n Si 1 verton Sub di vision, Cabarrus 
County, Approving Interim Rates, Scheduling Hearing, Requiring Public Notice, and
Requiring Bond , · · ' · 

W-1046 (2-9-94) Errata Order (2-14-94) Errata Order (2-15�94)

Surry Water Company, Inc. - Order Granting Temporary Operating Authority, 
Approving Interim Rates, Scheduling Hearing, Requiring Bond, Requiring·Customer 
Notice, and Canceling Docket 
W-314, .Sub 26; W-314, Su� 29 (5-19-94)
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OROERS·ANO OECISIONS LISTED 

MISCELLANEOUS 

Associated Utilities, Inc. - -Order Closing Dockets 
W-303, Sub JO; W-535, Sub II (4-6-94)

Bi�chwood Water System - Order Restricting Water Use in Cypress Lakes 
Subdivision, Cumberland County, and Requiring Public Notice 
W'656, Sub 3 . {6-10°94) 

Bogue Banks Water Corporation - Order Approving 1995 Budget 
W-371, Sub 6 {12-21-94)

Carolina Water Service, Inc. of North Carolina - Order Granting Motion for Relief 
Regarding Communications 
W-354, Sub 118 (12-7-94)

Carolina Water Service, Inc. 
Subject to Further Revision 
W-354, Sub 128- (7-13-94)

of Nort_h Carolina - Order Approving Customer Notice 

Carolina Water Service, Inc. of North Carcil i na - Order Restricting Water Use in 
Country Hills Subdivision, Cabarrus County, and Requiring Public Notice 
W-354, Sub 137 (6-I 0-94)

Carolina Water Service, Inc. of North Carolina - Order Restricting Water use and 
Requiring Public Notice 
.W-354, Sub 139 (7-7-94) 

Carolina Water Service, Inc. of North Caro 1 i na - Order Modifying Restri cti ans on 
Water Use in Bainbridge Subdivision, Mecklenburg County, and Requiring Public 
Notice 
W-354, Sub 139 {9-22-94)

Hydraulics, Ltd. - Order Restricting Water Usage for River Run Subdivis.ion, 
Randolph County, Setting Hearing, and Requiring Public Notice 
W-218, Sub 72 (4-22-94)

Laurel Woods Water System - Order Restricting Water Use in Laurel Woods 
Subdivision·, G"aston County, and Requiring Public Notice 
W-694, Sub 2 (7-7-94)

Mid South Water Systems, Inc. - Order Requiring Reissuance of Order and Extending 
□ate of Discontinuance
W-720, Sub 131 (l-26-94)

Mid South Water Systems, Inc. Order Declaring Utility Status 
W-720, Sub 136 (6-21-94)

Mid South Water Systems, Inc. - Order Restricting Water Use irt Brantley Oaks, 
Hampton Glen, The Heathers, Hunting Creek, Hunting Ridge, Huston Farms, Shelton 
and Wexford Subdivisfons� Mecklenburg County, and Requiring Public Notice 
W-720, Sub 139 (6-10-94)
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North State Utilities, Inc. - Order Requiring North State Utilities, Inc., to 
Seek Reinstatement of Corporate Charter 
W-848, Sub 16 (6-10-94)

North State Utilities, Inc. - Order of Clarification 
W-848, Sub 16 (7-1-94)

North State Utilities, Inc. - Order Authorizing Connection of Lot No. 76 in the 
Saddleridge Subdivision (Commissioner Hughes dissents.) 
W-848, Sub 16 (9-6-94)

North State Utilities, Inc. - Order Requiring North State Utilities, Inc., to 
Comply with Provisions of Sutton Estates Agreement 
W-848, Sub 16 (9-14-94) 

North State Utilities, Inc. - Order Requiring Appointment of Attesting Secretary 
by North State Utilities, Inc. 
W-848, Sub 16 (10-20-94)

North State Utilities, Inc. - Ar.bi trat ion Award and Order Conveying Land and 
Personal Property 
W-848, Sub 16 (11-4-94)

North State Utilities, Inc. - Order Authorizing Release of Escrow Funds 
W-848, Sub 16 (11-8-94)

North State Utilities, Inc. - Order Authorizing Connection of Lot No. 7 in the 
Saddleridge Subdivision (Commissioner Hughes did not participate.) 
W-848, Sub 16 (12-19-94)

North Topsail Water and Sewer Inc. - Order Allowing Company to Use Runds from 
Escrow Account 
W-754, Sub 12; W-754, Sub 17 (10-18-94)

Pied Piper Resort Water System - Order Regarding Annual Audit 
W-893, Sub I (10-27-94)

Setzer Brothers Well Boring, Inc. - Order Closing Docket Without Prejudice 
W-360, Sub 3 (6-30-94)
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