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GENERAL |

DOCKET NO. M-|00, SUB 3|
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Revision of Rule R2-37 = Group 3, Petroleunm ) ORDER
and Petroleum Products, Liquid, in Bulk in ) CORRECTING
Tank Trucks ) ERROR

BY THE COMMISSION: It having been brought +o the
attention of the Commission that certain clerical errors
exist in Exhibit A attached to and made a part of the
Commission's Orders in Docket No. M-100, Sub 3), dated
Janvary |4, |97|, and August 8, |972, and also reflected in
Rule R2-37 - Commodity Description, said errors being (1)
the word "Dodecylbenzene" is listed twice on =aid exhibit,
(2) the word "or" should be shown between the words "Drain
0il" and "prip 0il"™ or either these should be listed
separately, and (3) a comma should be placed between the
words "Fuel Jet", and the Commission being of the opinion
that said errors should bs corrected,

IT IS, THEREFORE, ORDERED AS FOLLOWS:

That Exhibit A attached to and made a part of the Orders
in this Docket dated January |4, |97|, and August 8, 1972;
and that Rule R2-37 - Commodity Description, of the
Commission's Rules and Regulations, be, and the same are
hereby, amended as set forth in Exhibit A attached hereto
and made a part hereof.

ISSUED BY ORDER OF THE COMMISSION.
This the 3|st day of January, |973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)
DOCKET NO. M-|00
SuUB 3|
EXHIBIT A Group . Petroleum and Petroleun

Products, Lijuid, ip Bulk in Tank Trucks,
Petroleum products are defined as those
derived from the mainstream cf the crude
0il anrd natural gas, containing only the
elements of carbon and hydrogen, and
unaltered by the addition of any atom or
atoms of elaments other than those of said
carbon and hydrogen.

Asphalt and asphalt cutback are not
included in this group. The following
nam2d commolities are included in this
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group, together with any other commodities
within the dafinition set out above:

Absorption 0il
Absorption .0il Distillate
Benzene
Butadiene
Butane
Butene
Coal sSpray 0il
Compressor 0il
Cordage 0il
Core 0il
Crude 0il
Cutting -0il
Cyclohexane .
Decahydronaphthalene
Diamyl Naphthalene
Diesel 0il
Diethyl Benzane
Diisobutylena
Dodecylbenzene
Dodecyltoluene
Drain 0il
prip 0il
Ethyl Benzenz
Bthylena
Floor 0il
Fuel, Jet
Fuel Oils:
Bunker C
Commercial Hedium
Distillate
Residual
#4 commarcial
#4 Low Sulphur
#5 Cold
#5 Low Sulphur
#5 0il
#6 0il
#4| commercial
#74| oil .
Gas, Liguefied Patroleu
Gas 0il
Gasoline, Natural or blended
Harness 0il
Heptarne
Isobutylene
Kerosene
Leather 0il
Lubricating 0il
Mineral 0il
Mineral Spirits
Miners 0il
Hould 0iX
Naptha
Naphthalene
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Paraffin Wax

Pentane

Petrolatum

Petroleum Jelly
Petroleum 0il
Petroleum Cumen=2
Petroleum Refinary Still Bottoms
Propane

Propellor 0il
Propylene

Range 0il

Refined Petroleum 0il
Refined Petroleum Wax
Styrene
Tetrahydronaphthalene
Toluol (toluzne)
Trans former 2il
Turbine 0il

Waste Petrolaum 0il
Petroleum Distillate
Petroleum White 0il
Petroleum Wax Tailings
Xylene (xylol)

DOCKET NO. M-|CO0, SUB 37
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Adoption of the (972 Amendm2nts to the )
Rules and Requlations for Safety of )
the U, S. Department of Transportation )
Pursuant to Rule R2-46 of the Commission's )
Motor Carrier Regulations as Granted Under )
G. S. 62-26] (3) and G. S. 62-28]. )

ORDER

The North Carolina Utilities Commission, acting under its
povwer and authority delegated to it by law, hereby adopts
the 972 amendments to the Motor Carrier Safety Regulations
of the United States Department of Transportation relating
to safety of operation and equipmant (49 CFR Parts 390-397)
and it is hereby

ORDERED, That said amendments shall be effective from the
dates as prescribed in each amendm2ant.

IT IS FURTHER ORDERED, That all future amendments to said
regulations shall be adopted by this Commission and shall be
effective on the same date as prescribed by the United
States Department of Transportation, except those amendments
that may be in c¢onflict with the North Carolina General
Statues or those that may be specifically excluded from
adoption by further order of this Commission.

BY ORDER OF THE COMMISSION.
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This the {st day of Harcﬁ, 1973.

NORTH CARQLINAR UTILITIES COMMISSION
Katherinz 4., Peele, Chief Clerk

(SEAL)

DOCKET %O0. M-|00, SUB 39
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rule-#aking Proceeding to Investigate and )
Promulgate Bules to Prohibit Discrimination )
in Billing Practices and to Establish } ORDER
Uniform Tariff Provisions for Piling of ) CLOSING
Customers of Electric, Telephone, Gas, } DOCKET
Water and Sewer Utilities. )

BY THE CCMMISSTION. Upon considaration of the Judgment and
Opinion issued by the FNorth <Carolina Court of Appeals
certified ¢o this commission on August 6, 1973, and upon
consideration of an Order of the North Carolina Supreme
Court, dated October 4, 973, d2nying Petiticn for Writ of
Certiorari to the Court of Appesals, the matter is now before
the cConmission for further ccnsideration and-closing of the
docket., Upon further revisw of th2 Rule R|2-9 it appears to
the cComnission that paragraph (¢) of said Rule contains
language which might be interpreted as requiring that the [|%
charge would be applicable to only a portion of the billing
period, to wit: "and the date from which interest shall be
computed in the event the wutility applies an interest,
finance or service charge". The Commission concludes +that
the guoted language was inadvartently retained after the
daily computation systen proposed in the interim draft Rule
was abandoned. As such, tha laaguage at the present time
has no effect and its continued retention may create
interpretation problenms. Accordingly, the language in
question should be deleted, Such deletion will not affect
any procedural or substantive right of any person.

IT Is, THEREFORE, ORDERED:

[ That the phrase "and the date from which interest
shall be computed in the evant +the utility applies an
interest, finance or servica charge" bé, and hereby is,
deleted from paragraph (c) of Rule R|2-9, such that said
paragraph shall read as follows:

“(c) Past due or delinguent bills. The past due or
delinquent date is the first date upon which the
utility may initiate disconnect proceedings under
K.C.U.C. Bule R{2-8. The past due or delinguent date
shall be disclosed on the bill and shall be not less
than fifteen (|5) days aftar the billing date. In
the event the utility fails to place the bill in the
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mail (or deliver it as in paragraph (b) above] prior
to or on said billing jate, the consumer shall have
the right to require that the utility adjust the
billing date by the number of days by which the
postmark [or delivery as in paragraph (b) above]
exceeds the original billing date." L

2. That the proceeding ba, and hereby is, terminated and
the docket closed.

ISSUED BY ORDER OF THE COMMISSION.
This the |9th day of October, [373.

NORTH CARCLINA UTILITIES COMMISSION
Katherins 4. Peele, Chief Clerk

(SEAL)

DOCKET NO. M-|00, SUB 43
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Motor Transportation in
Charter Servic2 of Public
School Students for or Und=r
the Control of the State of
North Carolina

ORDER CLOSING DOCKET
UPCN RE-ENACTMENT OF
EXFHPTION OF TRANS-
POFTATION FOF THE
STATE

— o ——

Opon considsration of th2 record herein and the action of
the General Assembly of North Zarolira in Chapter |75 of the
Session Laws of (973, ratifiel on April ||, 1973, re-
enacting the exemption of *ransportaticon for the State of
North Carolina and its political subdivisions in G.S. 62-
260(a) (1), a copy of said Chapter |75 of the Sessior Laws of
1973 being attached hereto as Appendix A, and i* appearing
to the Commission that the transpor*ation for the State of
North <cCarolina and its political sutdivisions and agencies
is now exempt from regulation, ard further, +that the
Commission has been rastrainred from regulating
transportation for and under control of the Federal
Government pursuant to an Opinior and Order of the U. S.
District Court for the Bastarn District of WNorth Carolina
entered on December 20, |972 in 7nited States of America v.
North Carolina Utilities Commission, et zl, Docket No. 3061,
and that the issues in this docket are moot and the dockat
should be closed and all partias hereto notified that the
service proposed to be ragulatad hereunder is now exempt
from regulation,
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IT 1S, THEREFORE, ORDERED AS FCLLOWS:

. That thé rule-pdking proceeding is discontinued and
the docket closed for the reasons above stated, based upon
the statutory exemption of transportation for the State of
North Carolina and its political subdivisions and agencies,
and the oOrder cestraining regilation of transportation for
the U. 'S. Government.

2. That the parties to this docket are hereby notified
that the temporary commoh carrisr authority issued herein by
order of September 9, |97, ¢to then exempt carriers for
transportation of passengers for and under control of the
State of WNorth Carolina and its political subdivisions and
agencies are hereby terminated, and that such transportation
may now be rendered as exempt transportation, and that the
Exemption Certificates heretofore issued to said carriers
are reinstated and that any othar motor carrier seeking to
perform such service who has not heretofore applied for and
received Exemption Certificates for transportation for and
under control of thz U. S. Governament or the State of Worth
Carolina or any pelitical subdivision thereof or any board,
department or commission of the State, or .any institution
owned and supported by the .State.

ISSUED BY ORDER OF THE COMHNISSION.
This |5th day of Hay, 1973.

NORTH CARCLINA UTILITIES COHHISSiON
Katherine #. Peele, Chief Clerk

(SEAL)

APPENDIX A
CHAPTER |75
HOUSE BILL 773

AN ACT TO AHEND G.S5. 62-260, MOTOR CRARRIER EXEMPTIONS, BY
ADDING THE STATE. OF NORTH CAROLINA TO THE LIST OF
EXEMPTIONS.

The General Assembly of North Carolina enacts:

Section |.  G. S. 62-260(a) is amended by adding a
new subdivision to be Jdesignated "{|)" and to read as
follows: R

a1y Transportation. of passengers or property for or
under the control of the Stats of North Carolina, or, any
political subdivision -thereof, or any board, .-department or
commission of +the State, or -any institution owned and
supported by the State.™

Sec. 2. This act shall become effective upon
ratiflcation,
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~ In the ‘General Ass2mbly read three tipes and
ratified, this the |{th day of April, [973. :

James B. Hent, Jr.

President of the
Senate
Janes E. Ramsey

Speaker of the House
of Representatives

DOCKET NO, M-[00, SUB 49
BEFORE THE NORTH CAROLINA UTILITIES COHMISSION

In the Matter of
Amendment to Chapter 3 by Adding Rule R3-8 -
Railroad Station Byildings Involved in Rail- ) ORDER
road Mobile Agency Concept )

The North Carolina Utilities Conmission, acting under the
power and authority delegated to it by law, hereby amends
Chapter 3 of lts Rules and Regulations by adding a new rale
identified as Rule R3-8, reading as follows:

Rule R3-8. Railroad station buildings involved in railroad
mobile agency concept.

(1) Each railroad company filing an application with the
Commissien for authority to implement a mobile agency
coricept in North Carclina may also submit along
therewith a proposal indicating the appearance,
physical condition and proposed disposition of each
station building involved in said mobile agency
concept, or, if said application is assigned for
hearing, the railroad company shall file with +the
Commission ten (!0) days prior to the date of hearing
information as to the appearance, physical condition
and proposed disposition of each of +the station
buildings involved in the mobile agency concept.

(2) The railroad company shall ke responsible for keeping
and maintaining each of its station buildings which
it owns and which is involved in a mobilé agency
concept in a reasonable state of repair or arranging
for such proper maintenmance, until authorized by the
North Carolina Utilities Commission to dismantle and
remove or otherwise disposa of said building.

{3) The railroad company shall submit a report within
forty-five (45) days aftér Decenber 3|, each year to
the Comnmission on any and all remnaining station
buildings it owns involved in mobdile agency concepts
as to their characteristics suck as présent
appearance, physical condition and utilization
thereof.
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and directs that the same shall be in full force and effect
from and after the date of this oOrder.

BY ORDER OF THIS COMMISSION.

This the 7th day of March, [973.

WORTH CAROLINA UTILITIES COMMISSION
Katherina M. Peele, Chief Clerk

{SEAL)

DOCKET NO. E-|00, SUB {2
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Research and Development ) ORDER CLOSING DOCKET
Adjustment on-the Rates ) UPON WITHDRAWAL OF
of Electric Utilities ) PROFOSED SURCHARGE

on December 2!, (972, Duke Powar Company, Carolina Power
and Light Company, and virginia Electric and Powver Cocmpany
each filed a withdrawal in writing of the Petition herein,
and Carolina Power and Light Ccnpany and Virginia Power and
Light Company £iled a withdrawal imn writing of the tariffs
under investigation herein, which propose a surcharge of
varying portions of a cent per kilowatt hour on all
customers of said utilities in North Carolina for special
research and development expenditures. It appearing under
the Rules of Procedure ¢that parties having filed an
application for rate increase may vwithdraw said application,
and that said surcharge proposals are no longer before the
COmmlssion,

IT Is, THEREFORE, ORDERED that based on the withdrawal and
cancellation of the Petition and tle tariffs under
investigation herein filed in writing by Duke Power Company,
Carolina Power and Light Company and Virginia Electric and
Power Company on December 2(, {972, that this docket is
hereby closed.

ISSUED BY ORDER OF THE COMMISSION.
This 5th day of February, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine H. Peele, Chief Clerk

(SEAL)
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DOCKET NO. E-(00, SUB |4
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rulemaking Proceeding to
Establish a Procedure for
Electric Power Plant Siting
in North carolina

ORDER ESTABLISHING NORTH
CAROLINA UTILITIES
COMMISSION RULES R8-42
and R8-43

e

BY THE COMMISSION. On January |8, |973, the Commission
issued its Order Instituting Rulemaking Proceeding, advising
that it had under consideration thz promulgation of proposed
rules regarding the plarning, siting, and construction of
electric generating facilitiass in the State of North
Carolina and procedures to be employed by electric utilities
for reporting forecasts of loads and resources. Notice was
given in the Order that +the proposed Rules as set out
therein would be promulgated and adopted to become effective
on March |, 1973, unless formal objections and requests for
public hearing were received on or before February |5, [973.

Proposed Rule R8-42, "Preliminary Plans for Siting and
Construction of Electric Genaration Facilities®, is
generally concerned with filing of site information, the
procedures involved in filing for a Certificate of Public
Convenience and Necessity, and information regarding the
need, cost and scheduling of a new generation facility.

Proposed Rule R8-43, "Annual Reports", provides for yearly
reporting by electric wutilities in ©North Caroclina on
probable future electric gen2ration sites, and generation
and transmission facilities planned for future operations.

Pursuant to motions filed by Carolina Power & Light
Company ("CP&L"), Duke Power Company ("Duke"), and Virginia
Electric and Power Company ("VEPCO"), during February and
March |973, which are of record and which are recited in
detail in the Commission Order issued on April 27, 1973, the
Commission allowed requests for extensions of +time within
which to file comments, objections, and requests for public
hearing, or to otherwise respond to the proposed Rules.
Comments, objections, requests for clarification, and
requests for public hearing were filed by CP&L, Duke and
VEPCO on April |6, |973, as were requests for a Prehearing
Conference to discuss the procedure to be followed at +the
public hearing. By Order issued on April 27, (973, the
Commission scheduled a Prehearing Conference for May |0,
1973, and scheduled the matter for public hearing cn June
28, 19713.

The Prehearing Conference of parties of record was
convened as scheduled, with counsel for CP&L, Duke ard
VEPCO, and the Commission Staff participating. Also present
and participating in the initial portion of the Conference
were Mr., Taylor of VEPCO; Miss Sandra Linton for the
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conservation council of North Carolina; Dr. David Martin and
Mrs. Gail Waller (interested citizens).

Pursuant to the discussions, stipulations, and agreenments
reached at the Conference, the staff has filed a -menorandum
setting forth proposed clarifications of and revisions to
the proposed Rules. Based upon the clarifications of or
revisions +to the proposed Rules as submitted by the Staff,
CPSL, Duke and VEPCO {on Hay 29, |[973) .filed written
statements of intent to withdraw their requests for public
hearing. .

Considering the matters stipulated .and agreed upcn as
reflected cumulatively by all written submissions subsequent
to the calling of the Prehearing Conference on Hay 10, 973,
including those in the Prehearing transcript and those -in
the letters of intent filed on May 29, 1973, and considering
the proposed Rules as revised and as set forth hereinatbove,
the Commission makes the following

FINDINGS OF FAC

3

le The proposed N.C.U.C. Rules'R8-42 and REB-43 as set
forth below are in the public interest and are reasonable
and . necessary to the gffective administration and
enforcement of 62-1|0.[, 62-82, and other pertinent parts of
Chapter 62 of the North Carolina General Statutes:

ARTICLE 8 - ELECTRYC ENERGY SUPPLY PLANNING

ule RBRS-42 - Preliminary Plans for Siting and
Constrection of Electric Generation and
Related Transmission Facilities in North
Carolina

(a) Wo commitnents and contracts made for the purchase of
a steam supply systenmn, turbine, generator or other
major component of +the generation system shall be
noncancelable until such time as the Certificate of
Public Convenience and Necessity has been issued.

{b} Information to be filed |20 days or more hefore the
filing of the Application for a Certificate of Public
Convenience and Necessity for generating facilities
vith capacity of 300 MH or more shall include +¢the
following: .

{n Available site information ¢including maps and,
description), preliminary estimates of initial
and ultimate development, Jjustification for the
adoption of +the site selected, and general
information describing the other locations
considered.

(2) As -appropriate, preliminary information
concerning geological, aesthetie, ecological,
meterological, saismic, water supply,
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population and general load center data to the
extent known.

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

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

(5) A statement of existing or proposed plans krown
to Applicant of federal, state, local
governmental and private entities for other
d:veloplents at or adjacent to +the ©proposed
site.

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

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

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

(9 A statement of ostimated cost information,
including plant and related transmission
capital cost (initial core costs for nuclear
units); all operating expenses by categories,
including fuel costs and total generating costs
per net KWH at plant; and information
concerning capacity factor, heat rate, and
plant service lifa. Purnish comparative cost
including r=lated +transmission costs of other
final alternatives considered.

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

Procedures for obtaining the Certificate of Public
Convenience and Necessity shall be as stated in the
General Statutes.

BR8-43 - Annual Reports

BEvery electrical public utility shall, annually, on
or before April | furnish +the Commission with a
report containing a ten-year forecast of loads and
generating capability. The report shall describe all
generating facilities and known transmission
facilities with op2arating voltage of 200 KV or more
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which, ‘in the Judgment of <the utility, will be
required %o supply systen demands during the forecast
period. The report shall cover the ten-year period
next succeeding the date of said reports and shall
include the following:

n A tabulation of peak loads, generating
capability, and reserve margins for each year.

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

(3) A list of generating units under construction
or planned at plant locations for which
Property has heen acquired, for which
certificates have been received, or for which
applications hava been f£filed with location,
capacity, plant type, and proposed d4ate of
operation included.

(W A 1list of proposed generating units at
locations noet known with general 1location,
capacity, plant +type, and date of operation
included to the extent known.

(5 A list of units to be retired fronm service with
location, capacity and expected date of
retirement from the systenm.

{6} A list of transmission lines and other
associated facilities (200 KV or over) which
are under construction or proposed including
the capacity and voltage levels, 1location,
schedules for completion and operation.

()] a list of any dgeneration and associated
transmission facilities under construction
vhich have delays of over six months in the
previously reportad in-service dates and the
najor causes of such delays. Upon request from
the Commission sStaff, the reporting utility
shall supply a statemant of the economic impact
of such dalays.

(8) A list of future probable sites giving general
location and description, major advantages, and
wvhether the sits is wholly owned, partially
owned or not owned by the utility.

Every electrical public wtility shall, biennially,
inciude in the report a twenty-year forecast of
loads, generating capability, and reserve margins.

The propesed Rules provide reasonable and orderly

procedures for providing timely notice of plans to construct
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electric generating facilities, to allow increased
opportunity for public participation in the certification
process, and to aid in avoiding untimely delays in the
construction and operating schedules of required generating
facilities.

3. The proposed Rules, as set forth above, are
appropriate in the exercise of this Commission's rulemaking
power in accordance with tha Environmental Policy Act, as
declared in G. S. |13(a)(3) ani (|3(4).

Whereupon the Commission reaches the following

CONCLUSIONS

As a result of the Prehearing Conferences in which all
parties of record have participated, it appears from the
pleadings, stipulations, and admissions of record that there
are presently no controverted matters or genuine issues of
fact or law remaining for hearing at this time and that the
need for a hearing has been alleviated. Accordingly, the
proposed N.C.U.C. Rules R8-42 and R8-43 as set forth above
should be promulgated and adopted without further delay and
the hearing should be cancellei. The Commission recognizes,
however, that persons not presantly formal parties of record
nay wish to offer further ccmments or proposals for
consideration by the Commission regarding revisions or
application of the new Rules or adoption of other related
Rules, and for that reason the Rulas will be adopted subject
to such further orders of the Commission 2s may be required.
The matter will be kept open uatil July |, {973, to receive
any such comments or proposals as any interested person may
wish to file.

IT IS, THEREFORE, ORDERED as follows:

le That the public hearing heretofore scheduled for June
28, and June 29, 1973, be, and hersby is, cancalled. The
parties are hereby relieved from +the requirement in the
Order of May 23, 1973, that notice of said hearing be
published.

2. That Rules R8-42 and R8-43 as set forth above be, and
hereby are, promulgated and adopted, effective on and after
July |, 1973, subject to furthar crders of the Commission
pursuant to Ordering Paragraph 3 b2low.

3. That this docket shall ra2main open until July |, 973,
in order that any interested parscn may file comments or
proposals for consideration by th2 Commission, and for such
further orders as may ke appropriate herein.

ISSUED BY ORDER OF THE COMMISSION.
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This ‘the Tth day of June, |973.

NORTH CARCLINA UTILITIES COHMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET ¥O. E-[00, SUB |4
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rulemaking Proceeding to Establish ) ORDER
a Procedure for Electric Power Plant ) CLOSING
Siting in North Carolirna ) DOCKET

BY THE COMMISSION. ©On June 7, [973, the Commission issued
its Order establishing N.C.U.C., Rules R8-42 and R8-43
effective on and after July |, 1973, subject to the
following provision:

"3. That this docket shall remain open until July |,
1973, in order that any interested person may fille
comments or proposals for consideratijon by the
Commission, and for such further orders as may be
appropriate herein."

No comments or proposals requesting rule changes or
hearings having been filed in accordance with Paragraph 3
recited above,

IT IS; THEREFQRE, ORDERED ¢that this proceeding be, and
hereby is, terminated and the docket closed.

ISSUED BY ORDER OF THE COMMISSION.
This the 23rd day -of July, }973.

NORTH CAROLINA UTILITIES COMMISSTON
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO. E-{00, SUB |6
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Revision of Rule R8-25 - Rate Schedules; ) ORDER REVISING
Rules and Regulations ) RULE R8-25

BY THE COMMISSION, The Copmission, in its January 22,
|973 Executive Conference has, on its own motion, considered
the following:
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1) Part (c) of Rule RB-25 - Rate Schedule; Rules and
Requlations now reads as follows:

"(c) Consumers desiring service in excess of 25 HP
will be required to enter into term
contracts..." (emphasis added)

2) It is considered that the addition of loads in excess
of 25 HP on some systems may have an adverse effect
upon the service supplied to existing customers, and
upon the rate structure of that utility, if that
utility 4is not protected by term contract. However,
cther larger utilities find that such load additions
do not materially affect either gquality of service or
the rate structure, but that somewhat larger loads
may cause such adverse effects, It appears,
therefore, to be an undue burden upon the larger
utilities and the consum2ars to require +that all
consumers desiring service in excess of 25 HP enter
into a term contract.

The Commission considers it to be in the puklic interest,
and in the interest of promoting adequate, economical and
efficient electric service that

1) Consumers desiring service large enough to reguire
additional facilities or other special consideration
from the electric utility should be required to enter
into an appropriate contract to protect the service
and rate structure of the existing ratepayers of the
utility, but that

2) Where services desired are nmnot large enough to
require such additional facilities or other special
consideration, or whare costs of contract

administration would negate the benefit of such
contract, the consumers and the utilities should not
be required to enter into such contract.

Accordingly, the Commission considers that revision of
Rule R8-25 is in ordar.

IT IS, THEREFORE, ORDERFD

That paragraph (c) of Rule RE-25 - Rate Schedules, Rules
and BRegulations, which now reads "(c) Consumers desiring
service in excess of 25 HP will be required to enter into
term contracts...", shall be ravised and changed to be "(c)
Consumers desiring service in excess of 25 HP may be
required to enter into term contracts..." (word change

undarlined).

BY ORDER OF THE COMMISSION.
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This the 9th day of February, [(973.

(SEAL)

NORTH CAROLINA UTILITIES CONMMISSION
Katherine M. Peele, Chief Clerk

DOCKET NO. G-|00, SUB |2

BEFORE THE NORTH CAROLINA UTILITIES COMNISSION

" In the Matter of

Rule-Making Proceeding
for Curtailment of Gas

Supply Shortage

QRDER GRANTING SECOND LIMITED
EXEMPTION TO CERTAIN INDUSTRIAL

OF N, C., INC., TO CURTAILMENT

)

Service Due to Gas ) CUSTOMERS OF PUBLIC SERVICE CO.
)
)

HEARD IN:

BEFORE:

APPEARANCES:

PRIORITY PLAW

The Commission Hsaring BRoom, Raleigh, North
Carolina, on January (2, 1973, at |0:00 A.H.

Chairman Harvin R. Wooten, Presiding;
Connissioners John W. McDevitt, Hugh A. Wells,
and Ben Roney

For the Petitioner:

For the Intervenors:

Janes G. Kennedy

vice President £ General Counsel

Laurens Glass Company

P. 0. Drawver 9, Laurens, South Carolina
Appearing for: Laurens Glass Company
Division of Indian Head, Inc.

J. M. Baley, Jr..

HcGuire, Baley & Wood A

First Union National Bank Building

P. 0. Box 748, Asheville, N. C. 28802
appearing for: The Ball Corporation

J. H. Broughton, Jr.

Broughton, Broughton, McConnell & Boxley

Box 2387, Raleigh, N. C. 27602

Appearing for: Uniglass Industries of
Statesville, N. C.

paniel W. Fouts

adams, Kleemeier, Haganm, Hannah & Fouts

P. O. Box 3463, Greensboro, N. C.

Appearing for: Ponmona Pipe Products, a
Division of Pomona Corporationm
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James T, Williams, Jr.

McLendon, Brim, Brocks, Pierce & Daniels

P. 0. Drawer U, Greensboro, N. C.

Appearing for: Piedmont Natural Gas
Company, Inc.

Vaughan S. Winborna

Attorney at Law

1108 capital Club Building

Raleigh, N. C.

Appearing for: United Cities Gas Company

For the Respondent:

F. Kent Burns

Boyce, Mitchell, Burns & Smith

Box |406, Raleigh, N. C. 27602

Appearing for: Public Service Company
of N. C., Inc.

For the Commission Staff:

William E. Anderson
Assistant Commission Attorney
P. 0. Box 991, Ralzigh, N. C. 27602

On April |, 1971, the Commission established curtailment
priorities for the interruption of gas service to firm
customers in the event natural gas supplies are limited,
curtailed or otherwise interrupted. The following are the
classes of customers in th2 order in which they are to be
curtailed as set forth in that order.

(a) All Interruptible Service

(b) Large Industrial Firm Customers

(c) Small Industrial Firm Custcmers

(d) Large Commercial Customers

(e) sSmall Commercial Customars [see (f) below]
(f) Public Schools and Hospitals

(9) Residential Customers.

In its order issued on July 27, 97|, in this docket, the
Comnission implemented the abovz priorities requirement as
follows:

(6) "That the Commission's Order issued on April |, 1971,
be modified to the extent that customers using natural gas
vho are adversely affected by application of the above
rules may file with this Commission an application for
relief from the Order of the Commission from curtailment
of natural gas service up to ths point that denial of
natural gas service would have a destructive influence on
their operations.”®

Pursuant to the above orders, certain industrial customers
of Public Service Company of North cCarolina, Inc, (Public
Service) requested relief from the priorities established by
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the Copmission as provided for in ordering clause (6) listed
above.

By .order issued February 23, (972, the Compission granéed
limited exemption to the following companies.

Ball Corporation - Asheville, North Carolina

Laurens Glass - Henderson, Worth Carolina

Sanford Brick and Tile Company — Sanford, North Carolina

pPomona Pipe Products — Gulf, North Ccarolina

Uniglass Industries of Statesville, North Carolina

Hillsborough Dyeing & Finishing Corpordation -
Hillsborough, N. C.

By letter dated May 3|, |972, Laurens Glass, who operates
a plant at Henderson, North Carolina, petitioned the
Commission for an extension of the Order Granting Limited
Exemption to certain industrials tc the curtailment priority
plan for an additional six wmonths +o May |, 1973. The
Commission requested certain information from Public Service
concerning its ability to continue the limited exempticn as
sought by Laurens Glass. Public Service Company furnished
the information ragquested on Rugust {4, [(972. The
Compmission on September |, [972, requested that if Laurens
Glass desired to be heard in this matter to please advise
the Commission. By letter dated September 26, [972, the
Commission was advised by Laurens Glass that it requested to
be heard in this matter.

on November 22, |972, Pomona Pipe Products, who operates a
plant at Gulf, North Carolina, filed a Petition to Interveme
and Motion to Amend.

on December 6, [972, Ball Corpoeration who operates a plant
located at 1856 Hendersonvilla Highway, Asheville, North
carolina, Buncombe County, petitioned the <Cemzission to
intervene and filed a Motion to Amend.

By order issued Decenmber |2, (972, the Commission allowed
Pomona Pipe Products and Ball Corporation +to dintervene in
this proceeding. '

on December 19, [972, Ball Corperation filed a, Petition
for interlocutory relief regquesting an extension of the
limited exemption from gcurtailment heretofore granted to
Ball Corporation until the matter could be heard by the
compission. .

By order issued December 22, [972, the Conmission denied
the request for interlocutory ralief requested by Ball
Corporation,

The matter was heard on January |2, 1972, in the
Commission Hearing Room as set forth above.
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FINDINGS QF PACT
Ball Corporation

n Ball Corporaticon operates a glass container plant at
Askeville, North Carolina, which requires a substantial
volume of natural gas in its glass manufacturing process.
(Its contract with Public-Service calls for {400 BCF a day
of firm gas.)

2) Ball Corporatlon, since the Combigsion's order of
Pebruary 23, |972, has installed a standby fuel o0il system
to provide alternate h=2ating capacity to its furnace. In
addition, Ball Corporation has purchased and installed an
electric lehr for one of its two glass lines and has on
order a second electric 1lehr scheduled for installation
during the first quarter of (973.

3N Ball Corporation has received a commitment from an
Asheville fuel o0il dealer for its furnace o0il needs.

4)  Ball Corporation requires 500 MCF a day at this time
to operate its feeder and its refining equipment.

Laurens Glass

13 Lacrens Glass operates a glass manufacturing plant in
Henderson, North Carolina. The plant has five separate
furnaces which it uses to melt the raw materials into molten
glass. At present two of these five furnace& can use either
natural gas or No. 2 fuel o0ils A third furnace is in the
process of being rebuilt and when the furnace is rebuilt, it
will be able to utilize both natural gas and No. 2 fuel o¢il.
Laurens Glass proposes to install an o¢il standby system in
1974 in the furnace designated as furnace A. It proposes
further to convert furnace ® in the year |975 so that it can
use another fuel other than natural gas on & standby basis.

2) Laurens Glass' present coatract with Public Service
is for 4500 MCF per day of firm gas, the minimur amount of
gas which Lauremns Glass requires to protect its facilities,
but with no production, is 3600 MCF per day of firm gas.

Ponona Pipe Products

1) Pomona Pipe Products operates a pipe plant at Gulf,
North Carolina.

2) Its contract with Public Service is for [350 MCF per
day of firm gas.

3) Pomona can reduce gas volumes Ly 6! percent or
requires 500 YCF a day to maintain the +thermal balance in
its kiln. At this level no ware will be produced., Pomona
proposes to install by next fall a propane plant for standby
‘service.
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Public Service Compaay of N. C., Inc.

" Public Service is a public utility supplying natural
gas to various communities in North Carclina and is subject
to the jurisdiction of +the North Carolina Utilities
Commission.

2) That pursuant +o authority of +the Federal Power
Commission, Transcontinental Gas Pipe Line Corporation
(Transco) is curtailing all of its customers below contract
volumes (at January 2, 1973). Transco has estimated that
its systemwidz curtailment percentage to its custonmers
including Public Service for the ygar |973 is as follows:

BSTIMATED - [973
Fab. Mar. Apr. May June July
Estimated Systenwide

Curtailment Percentage 9% 9% 9% (4% |13% [3% (u%

Bug. Sept. Oct
I15% |5%

Public Service can, under dasigned conditions (average
pinimam temperature of {5%) and providing that it receives
an exenption from Transco as provided for in the settlement
agreement approved by the Fed=ral Power Conmission in Dockét
No. BRP72-99, meét its firm customer commitaments. .

CONCLUGSIONS

Public Service is not rec2iving from Transco its full
contractual gas supply. Traunsco has advised Public Service
that its estimated systenwide curtailment would continue
throughout [973 and range from 9 percent to |9 percent. A
curtailment priority plan for Horth Carolina is required in
order to protect residential, cormercial, hospitals, schools
and other human need requirezments from being interrupted.
The orders previously issued by this Commission in this
Docket have been ,issued +to protect the human need
requirements of Public Service's firm custonmers. Ball
Corporation, Pomona Pipe Products, and Laurens Glass have
requested that they be granted an exemption from the orders
of the Commission for the reason that substantial damagzs to
product or equipment would occur if gas is curtailed to then
below the volumes listed helow and that these vclunes of gas
are required to protect thzir plant from substantial plant
and product damage and at these gas levels no production
will take place,

Ball Corporation - 500 MCF/day
Pomona Pipe Products - 500 MCF¥/day
Laurens Glass - 3500 MCF/day

The Conmission concludes that an exemption from +the
curtailment priority plan should be granted to these
companies for the period ending May |, 1973, after which
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Public Service shall revert to the present curtailment plan
as authorized by this Commission.

The Ccmmission is further of the opinion that Laurens
Glass can and should immediately install alternate standby
fuel systems in the remaining glass furnaces which do not
have alternate fuel capabilitiass. This can be accomplished
without any interruption in production.

IT IS, THEREFORE, ORDERED AS FCLLOWS:

1 That Ball Corporation, Laurens Glass and Pcmona Pipe
Products, if required due to gas shortages, shall first be
curtailed by Public Service Company of North carolina, Inc.,
as provided for in the Commission's oOrder dated April |,
197)1, to the point that no production of product takes place
but shall be supplied sufficient gas to maintain sufficient
heat in their gas burning equipment so that damage to its
plant or equipment is prevented.

2) That Public Service Company of North Carolina, Inc.,
shall restore full gas service to the above customers as
soon as gas supply conditions permit.

3) That after the action as listed above in ordering
clause (|) is taken that 2ach of the corporations - Ball
Corporation, Laurens Glass and Pomona Pipe Products - shall
be placed on the schedule of firm industrial customers to be
interrupted after the first |00 customers listed on the
report entitled, "Public Servics Company of North Carolina,
Inc., Class 04 Customers by Consumption" dated December |2,
1972. A copy of this report is in the official records of
the Commission and is open for inspection.

4) That on May |, |973, Public Service Company of North
Ccarolina, Inc., be, and is heraby, directed to revert to the
curtailment priority plan authorized by the Commission in

its order dated April |, 1971, and the exemptions +to that
order as provided for herein shall terminate on May |, (973.

ISSUED BY ORDER OF THE COMMISSION.
This the |8th day of Janunary, (9373.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)
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DOCKET W0. 6-{00, SUB [6

BEFORE THE NORTH CAROLINR UTILITIES COMMISSION

In the Hatter of
Notice of Proposed Rule-Making )
and Investigating Service |
Charges by Gas Utilities in )
North Carolina )

ORDER CANCELLING PRQPOSED
RULE-EAKING ON UNIFORM
PROCEDURES FOR SERVICE
CHARGES BY GAS UTILITIES

HEARD IN: The Conmission Hearing Room, Raleigh, North
Carolina, on January |8, 973 at |0 a.m.
BEFORE? Chairman Marvin R. Hooten, Presiding;
Commissioners John W. McPevitt and Ben Roney.
APPEARANCES:

For the Respondents:

F. Kent Burns

Boyce, Mitchell, Burns & Smith

Box {496, Raleigh, N. c. 27602

Appearing for:

Public Service Company of Horth carolina, Inc,

‘James T. Williams, Jr.
McLendon, Brim, Brooks, Piarce & Daniels
P. 0, Drawer U, Greensboro, N. C. 27402

Appearing for: Pennsylvanla & Southern Gas Company

United cities Gas Company

Jerry W. Amos
Mclendon, Brinm,
P. O. Draver U,
Appearing for:

Brooks, Piaerte & Daniels
¢reenshoro, K. C. 27402
Piedmont Natural Gas Company, INC.

For the Commission Staff:

Edward B. Hipp-
Commission Attorney

217 Ruffin Building
Raleigh, North Carclina

BY THE COMMISSION. The Cormission +taking notice that
various reports from gas utilities in North Carolina
concerning Jjobbing and service charges for various types of
services indicated a substantial variance of charges and
policies for these services by gas utilities. The
Commission on February 22, [972 instituted arn investligation
and noted that it was considering the establishment of a
uniform state-wide policy on 2ach of the services offered by
gas utilities listed balow:

[y *Light, clean, and adjust pilots after working hours
2) Rélocate gas meter at custcmer regquest
3) Clean and adjust gas lights and replace mantles
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u) Turning heating eguipment om in the fall of the year
5] Install appliance parts when working a service call
6) Turn on and relight appliarce for nonpay.

The Commission in the order required each gas utility to
submit its current policy and charges for each of the
gervices nmnoted above along with the cost of providing these
services and the revenues received where charges are made.
Bach of the gas uwtilities in Noxrth Carclina submitted the
information as required. This information was analyzed and
reviewed by the Commission and its Staff which resulted in
the Commission issuing an order on June 15, 972 which order
proposed the establishment of a uniform procedure rule as
follows:

"Rule R6~19 (c) - Customer service calls pmads by 2 gas
utility involving the lighting of pilots and adjusting of
gas operating equipment for proper combustion shall be
made at all times without charge with the following
exXceptions

In the event a gas utility has been called for service on
an appliance and it is found +that the +trouble involves
faulty or damaged equipment, the utility shall notify the
custoner in writing of its findings with the statement
that in the event another service call is received and the
appliance has not been repaired that a nominal charge will
be nade for the second sgrvice call.®

The Commission further in its interim order took hote that
certain charges for jobbing, which can be performed by the
gas utility or other service organizations, had not been
regulated in the past and the cost of this service has not
heen included in the rates for utility service;
conseguently, the Connission determined that the
investigation of this type of service should be eliminated
from this proceeding., Por these services the customer is
free to select any service organization who can provide this
service at a minimum cost.

As 3 result of the Commission's Order noted above, various
objections and protests were received fror the Nerth
Carolina gas utilities. s a rasult thereof, the Commission
on August 25, 1972 scheduled the matter for hearing. The
matter was heard on January |8, |973. The following is a
sunnary of the evidence adduced at the hearing:

EVIDENCE
United cities Gas Company

Mr. L. E. Jirikovec, Vice President, United Cities Gas
Company testified that United Cities provided free "flame
burner adjustment" and pursased a policy of encouraging
customers to light their own pilots. The Company charged
for all service work other than the "flame burner
adjustment"”, He further testified that the proposed rule
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would rTequire United Cities' p2rsonnel to make free service
calls at any time of the day and night including holidays
and weekends without any charcge and that such a policy would
result in an increase in after-hours calls and would
increase the operating expense of United Cities. The
serviceman taking a call after hours is paid for one hour
for each call-up. The proposed policy would result in
higher rates te the consumer as a result of the increased
expenses, with no substantial Eenefits to United Ccitiest
customers.

North Carolina N¥atural Gas Corporation

¥r. W. G. Hill, Vice President of North Carolina Natural
Gas Corporation testified that his company provides free air
and flame adjustment service during normal working hours or
at any other time where safety is involved. After normal
working hours a charge of $5 is made. A service charge is
further made for replacemnent of parts on equipment not
subject +to warranty at $5 per hour. He further stated that
the large majority of service calls for air and flame
adjustment occurred most freguently with a small percentage
of customers who do not keep their equipment in good
opérating condition and it would be unfair to spread this
cost among the other customars. That the Conmission's
proposal of notifying a customer that had been charged for
service charges involving faulty or damaged equirment, after
such deternination has been made by one free service call,
will result ir an unwieldy “tine consuming process,
increasing bLookkeaping and other expenses. That North
Carolina Natural Gas Corporation had wvery few complaints
from custemers who had been charged $5 for after-hours
gervice and air flame adjustments.

Pennsylvania & Southern Gas Company

Mr. Earl Cconnolly, Vice President of Pennsylvania &
southern Gas Company, testified that North Ccarc¢lina Gas
Service renders free service for 1lighting pilots or
adjusting gas operating equipment for proper combustion
except where a customer voluntarily turns off the appliance
for personal reasons sSuch as treating the house for
termites, cleaning carpets or having new carpet installed,
or just to save gas during a pariod of warm weather or when
the customer plans to be gone from the premises for several
months. Under these conditions a $5 charge is made. North
carolina Gas Service also makes a $5 charge for work dcne on
a water heater and ovens after working hours; however,
heating calls are serviced free of charge. The cost of free
service for the |2 months ending September 30, (972 vwas
$37,097. He further testified that the proposed rule would
require North Carolina Gas Service to make free service
calls at all +times without charge and that it was his
opinion that the rule would rasult in a large increase in
service calls rendered after normal working hours. He
further stated +that hils experience indicates that a
relatively small number of customers demand a large portiom
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of after-hours service and that the charging of a ncminal
service charge for after-hours service for lighting water
heaters, grills, gas 1lights and ovens will generally
persuade the customer to wait until normal working hours to
have this service performed. That the proposed rule-making
policy would require, in his judgment, at 1least three
additional servicemen.

Piedmont Natural Gas Company, Inc.

Mr. Wilton L. Parr, Vice President for Piedmont Natural
Gas Company, Inc., testified +that wuntil March 1|5, 1970,
Piedmont made no charge for sarvice calls for lighting
pilots or adjusting gas operating equipment for proper
combustion; however, since March |5, |970, Piedmont has been
authorized to charge $5 per man-hour with a wminimum of $5
vhen the service indicated above was performed after normal
working hours. Piedmont reviewed its customer evaluation
records based on an inquiry concerning the $5 after hours
service charge. Only one complaint was received out of
2,000 responses.

Piedmont attempted to analyz: three areas to determine the
frequency of free service calls. The three areas analyzed
were a new residential area, an cld residential area and a
commercial area. A sample of |00 customers was used. The
results of the survey of the new residential area customers
indicate that 5 percent of the customers analyzed received
44 percent of all service, that |0 percent of Piedmont's
customers received 58.5 percent of all service, that 69.7
percent of the customers analyzed received no free service
at all. The result of the survey of the o0ld residential
area indicated that 33.9 percent of the customers received
free service and conversely, 66.| percent received no
service at all. The study further indicated that |3 percent
of the customers received 63.9 percent of all free service.
It also indicated that of the ccmmercial customers surveyed
34.8 percent received free service, 65.2 percent received no
service at all and that |5.8 percent of the commercial
customers received 75.| percent of all free service. The
testimony further indicated that the service charge was a
deterrent to a customer demanding unreascnable service. An
analysis in the Salisbury District conducted in the month of
January {970 and 1972 indicated that after hours service
calls were reduced from 94 +to 4|, a reduction of 56.4
percent. The Charlotte study for the same period indicates
that a reduction in after hours service calls of |,354 to
683 or a reduction of 49.6 percent. The results were
similar in the Greensbhoro District. At the same time that
this decrease was occurring, the total service calls on
Piedmont's system increased from ||4,698 to |24,358. The
reduction in service «calls after working hours was
attributed to the $5 service charge. Mr. Parr further
testified that the expenses for after-hours services are
charged to Account No. 4|6.23 which is not included in the
operation and maintenance expenses for rate making purgoses
and therefore does not affect the rates for service. The
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revenues are charged to Account No. 442.|2 and thereby the
revenyes are not included in the averall cost of service.

Public Service Company af Horth Carolina, Inc.

Mr. C. E. Zeigler, Executiva Vice President of Public
Service Company of WNorth <Carolina, 1Inc., testified that
Public Service Company at this time does not make a charge
for lighting pilots and adjusting c¢f gas operating equipment
at any time but that the Company does attempt to discourage
after hours service calls becaise of the additional overtime
labor charge 3involved and that these costs are uyltirately
passed on to and become part of the rates charged ¢to all
customers and not just those requiring the service. Public
Service's policy has generally .been to think of after-hours
calls as emergency work rathar than standard service calls
vhich could be made during daylight hours.

FINDINGS OF FACT

1 That United Cities Gas Company, North Carolina
Fatural Gas Corporation, Pennsylvania & Southern Gas
Company, Piedmont Natural Gas Company, Inc., and Public
Service Company o¢f North carclina, 1Inc., are public
utilities and subject to thz jurisdiction of the Horth
Carolina Utilities Commission.

2) That all gas utilitiss in this State furnish free
flame and air service during normal working hours.

3) That the proposed uniform procedure for service
charges at no cost at all times will result in increased
operating exXpense to ‘all customers while only a small
percentage receive the benefit of this service.

Based on the foregoing findings of fact and the testimony
adduced at the hearing, +the Conmission arrives at +the
following

CONCLUSIONS

That the gas utilities in North Carolina have consistently
reéndered free air and flame adjustment service toc customers
during normal working hours but recently because of the
increased cost of labor and because of the fact that =2 srall
percentage of the customers demand most of the free service,
have tended to discourage after normal working hours free
service for air and flame adjustment by establishing a
nominal charge. The adoption of the proposed rule herein
would make it mandatory that frez air and flame adjustment
service be offered at any time to all customers. The
Cofimission is of the opinion that the proposed peolicy will
result in additional increases in expense which would have
to be borne by all rate payars and that a flexible pelicy
should be maintained in order to adjust for +the different
geological areas supplied with gas service and in order to
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discourage after hours service c¢alls except for emergency
purposes.

IT IS, THEREFORE, ORDERED AS PCLLOWS:

n That the interim proposed rule-making establishing a
uniform policy for certain service calls as defined in the
Commissionts order in this.docket issued on June (5, (972
be, and is, hereby cancelled and dismissed.

2) That the present procedures for charging for service
as submitted by the gas utilities in ©North Carolina and
approved by the Conmission shall remain in full force and
effect,

ISSUED BY ORDER OF THE COMMISSTION.

This the [2th day of June, |973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine 4. Peele, Chief Clerk

(SEAL)

DOCKET NO. G-100, SUB |8
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of ’ )
Rulemaking Proceeding for ) INTERIM ORDER ESTABLISHING
curtailment of Gas Service ) EMERGENCY TROCEDURE FOR
Due to Gas Supply Shortage ) ALIOCATION OF NATURAL GAS

PLACE: Comrpission Hearing Room, Raleigh, N.C.
DATE: ' November 20, 1973
BEFORE: Chairman Marvin R. Wooten, Presiding;

Conpissioners Hugh A. Wells, Ben E. Roney, and
Tenney E. Deane

BY THE COMMISSION: This proceeding was instituted by
order issued HNovember 6, ,1973 scheduling a hearing on
Rulemaking Proceeding for Curtailment of Gas Service Due to
Gas Supply Shortage. The procgeding was heard on VNovember
20, 1973, as scheduled. Attached as Appendix YAY is a list
of the parties of record which made appearance and
participated in the public hearing.

The Commission received into the record the affidavits and
conments filed by the parties, as shown in Appendikx "B™
attached hereto.

In addition to the affidavits and comments prefiled and
received into the record, the Cormisgsion heard testimony or
public statements from the five natural gas wutilities
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serving North Ccarolina in intrastate service, reporting ‘the
history and +the circumstances leading to the shortage of
natural gas in North Carolina and the curtailment of natural
gas by the sole gas transmission pipeline supplying NYorth
Carolina, to wit, Transcontinental Gas Pipe Line Corporation
(Transco).

The Conhission Tequested 'the parties which were present to
group +thenselves for presentation of similar testimony
through group spokesmen and received testimony or statements
from parties in the following categories:

(1) Public Health and Hzlfare

{a) Includes schools, heospitals, nursing heopes,
ocrphanages, childran's homes, prisons and day
care centers.

(2) Construction Industry

(a) Includes brick,‘glass, masonry units, concrete
and asphalt manufacturing.

(3) Textiles

(a) Imncludes £ibars, dyeing, knitting,
manufacturing and fianishing, and hecsierv.

(4) Foods and Farming
{a) Includées tobacco, dairies, food processing,

rendering, greenhouszs, farmer's co-qQperatives
and flour.

{5) Chemicals and Druds
(6) Municipal and County Soverpments &nd Chapbers of
' commerca

(7y Other Manufacturing and Cemmercial

Twenty-one witnesses or counssl for the above customer
groups in North Carolina presented statements of their need
for natural gas to continua operations and prevent
unemploymént in North carolina. )

Based upon the affidavits and comments received into the
record, as shown 1in Appendix YB" and the additicnal
statements and testimony received in the public hearing, as
shown by the +tramnscript in this proceeding, and +the
affidavits received since th2 hearing, as shown in Appendix
"cY, and public knowledge of the 23xisting energy crisis in
the United States, and the Caraission's records regarding
distribution of natural gas in North Carolina, the
Coneission makes the following
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FINDINGS OF FACT

le That natural gas is supplied to North Carolina by
Transco which is the only source of natural gas in North
Carolina.

2. That natural gas received in WNorth Carolina from
Transco is distributed in North Carclina by five natural gas
distribution utility companies holding franchises issued by
the North Carolina Utilities Commission. The natural gas
distributed by these public utility companies is subject to
regulation of the Utilities Commission and is sold and
delivered under Rules and Regulations, tariffs, and rates
approved and fixed by the North  Carolina Otilities
Commission.

3. That Transco does not have sufficient gas supplies to
furnish all of its contract volumes +to customers on its
pipeline which extends from Taxas and Louisiana through the
Eastern Seaboard States to the New York area. Transco has
for the 1last three years bean curtailing its distribution
customers on a pro rata basis under interim curtailment
plans approved by the PFederal Power Commission (FPC).
During the heating period |972-73, the pro rata curtailment
averaged approximately 7.08%.

4, That under Orders of the FPC, Transco filed a new
permanent curtailment plan to ccaply with a priority of
curtailment established by th2 FPC which would have
curtailed the gas supply to North Carolina's retail utility
distribution companies as follows: Piedmont Natural Gas
Company, Inc., 27.85%; Public Service Coapany of ©North
Carolina, Inc., 23.80%; North Carolina Natural Gas
Corporation, 20.68%; United Cities Gas Company, 28.00%; and
North Carolina Gas Service, 27.83%. The State of North
Carolina and the Otilities Commission appealed the Order of
the FPC.

S. That on November 9, |973, the United States Court of
Appeals for the District of Columbia granted a "Motion to
Stay" the FPC Order which would have imposed said permanent
curtailment plan on North Carolina. The Stay preserves the
status gquo pending hearing on tha appeal. Under the status
quo, Transco will continue +to operate under the interinm
curtailment plan. Onder the interim plan, the curtailment
to all Transco customers is presently |6% on a day to day
basis, subject to an exemption and additional reallocation
to protect firm customers in tha Northern states during the
colder periods of the ha2ating season. Such reallocation
will result in less gas being available to North Carclina
industrial interruptible customers for part of the winter
months.

6. That during [972-73 and prior years the interruptible
industrial customers and the schocls, hospitals, and
commercial customers on interruptible schedules were able to
obtain alternate fuel supplies, i.e., o0il, propane, and
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coal, during any periods when the supply of natural gas vas
interrupted. Such alternate £uels, particularly oil and
propane, are now im critically short supply and are subject
%o Federal allocation. Some of the industrial customers and
hospitals and schools on interruptible schedules do not have
sufficient alternate fuel supplies to maintain heat and
other energy needs for the (973-(974 heating season.

7. That many North CcCarolina gas customers have the
capability to use an alternats fuel and are classified as
interruptible customers. However, in the past their
dependence upon alternate fuels has 'been only for shert
periods of time in order to allow gas to be used to meet the
demands of firm customers that do not have alternate fuel
capabilities during periods of extreme weather or other
emergency conditions. Consequently, their storage
capabilities and alternate fuel buying histories are limited
and are inadegquate to allow them to oktain enough alternate
fuel to sustain a prolonged interruption. 1In addition,
other custcmers are new and do not have any history of
purchasing alternate fuels.

8. That the shortage of natural gas and the shortage of
alternate fuels have created an emergency fuel sitvation in
North Carolina. The possible deleterious effects of this
emergency situation on the health, safety and welfare of the
people and the economy of Worth Carolina are of such
nagnitude that they regquirz the Conmission to adopt an
emergency procedure £or allocation of natural gas in WNorth
carolina during the period from Decemter |6, 1973, +through
April |5, 1974. :

9. That the present curtailment Rules adopted Ly the
North Carolina Utilities Commission on April |, 1971, in
Docket No. G-|00, Sub |2, as published in NCUC Rule R6-19.2
are inadequate to meet the present emergency shortage of
natural gas and alternate fuels, and the Comnission finds
that the Rules for curtailment priorities must be nodified
as hereinafter adopted.

[0. That priorities for energy must be established to
recognize the human needs of the using and consuming public,
net only in North Carolina, but in the entire United States
of America. Said human needs inrclude gas for hospitals,
homes, production and processing of food, plant protection,
process gas, feedstock gas, public schools, prisons, nursing
homes, day care centers, children's hcmes, orphanages,
rendering plants, sever plants and gas to prevent
unenployment from factory and dindustry shut-downs due to
lack of fuel. Tt must be recognized +that +the effect of
anergy allocation wupon the income +to North Carolina's
families must be a consideration in the design of any energy
plans.
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CONCLUSIONS

[ The Commission has general rulemaking authority to
pronulgates Rules and Regulaticns for operation cof public
utilities im Worth Carolina, including the promulgation of
necessary BRules for allocating natural gas in North
Carolina. Forth Carolina is faced with a real and
substantial emergency dus to the shortage of natural gas and
the lack of alternate fuels during the present heating
season through April |S, 1974.

2. The present Rule R6-19.2 for priorities of
curtailment of natural gas service provides 'that all
interruptible service shall £irst be curtailed and then
establishes subsequent prioritias for curtailment of firm
service, beginning with large industrial firm customers and
extending through residential customers, as follows:

(4] A1l interruptible service

(2) Large industrial firm customers
() Small industrial firm custorers
(4) Large commercial customers

{9 Small commercial customers

(6) Public schools and hospitals
(N Residential customars

3. Most of the industrial c¢ustorers, schools, hospitals,
and large commercial custoners in North carolina are served
under interruptible schedules. Prolonged curtailment of
service +to all interruptible customers would have a
substantial effect on many industries, hospitals, and
schools in North Carolima. BAll such customers unrable to
obtair supplies of alternate fuels, i.e., fuel oil, propane
and coal would be forced to close down operations during the
leating season and the entire econonmy of North Carolina
would be disrupted and a substantial number of citizens of
North Carolina would be unamplayed.

4, There are gas customsrs within the State of HNorth
Carolina having the capability of using alternate fuels who
are technically classed as interruptible customers, many of
which have limited storage and limited or no alternate fuel
buying history and therefore are unable to sustain prolonged
interruptions in gas supplies and, unless gas is nade
available to these customers, they will be forced to suspend
operations. Such suspension would result in unemployment of
citizens of this State and hardship upon them and their
families,

5. The Comaission finds and concludes that it must
establish emergency procedures for allocation of natural gas
in Nortk carolina to meet human needs during the coming
heating season. '

6. The permanent curtailment plan ordered by the FPC but
Stayed Yy the U, 5. Court of Apreals for the District of
Columbia is based primarily on curtailing the largest volume
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users first. This plan does not take into account the
hardships that would result from unemployment caused by such
curtailments. The Utilities Ce¢nomission finds and concludes
that emngloyment is a human need and must be recognized and
protected to the fullest extent possible.

7. The Commission therefore concludes that a new
epergency procedure for allocation of matural gas supglies
must be adopted as hereinafter set forth in the Ordering
Paragraphs and Appendix "D" following.

8. Certain dinterruptible customers such as hospitals,
schools, nursery homes, orpharnages, prisons, etc., wvho are
fessential human needs" customers and have relied upon and
received gas for the major rortiom of their energy
requirements in past years, should be entitled to
essentially firm gas service. However, these customers have
alternate fuel capabilities and can supply their energy
requirenents for short periods of time with these alternate
fuels. The Comnission therefore concludes that these
customers should be served on a temperature sensitive firm
rate schedule, so that they receive firm gas during the
majority of the year but will he interrupted duting times of
extreme tenmperature.

9. In order to protect low supplies of alternate fuels
and limit or prevent unemployment due to fuel shortage, the
Conmission concludes that an imnediate, across-the-board |5
percent reduction in the use of natural gas, based upon the
December |6, [972 - April |5, 1373 heating season adjusted
for weather, is required of all natural gas customers. It
is necessary to impose a penalty on any use above 85 percent
of the adjusted test period. If this reduction is achieved,
up to |5 percent more -gas will be availakle for use to
prevent or limit plant closings.

10. The cConnission places all parties on notice that its
action of requiring firm customers to reduce use should
result in nore gas becoming available for the North Carolina
interruptible use, and that tha State of North Carclina does
and will continue to claim this gas for the benefit of the
people of the State of North Carolina. In these periods of
crisis it dis incumbent wupon all parties to ensure that
hardship is not inflicted on any party due to the 1lack of
cooperation of all parties. Accordingly, this Ccmmission is
now in the process of considering similar usage and penalty
restrictions upon electric usage in this State. The
Comumissicn concludes that it would be in <the national
interest for each regulatory agency, which has not already
done so, to immediately inplement measures designed to
reduce energy consumption £or the purpose of 1limiting
unenployment.
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IT IS, THEREFORE, ORDERED AS PCLLOWS:

le That Rule R6-~|9.2 Establishing Priorities for the
Curtailment of Service as heretofore approved on April |,
1971, by the North Carolina Utilities Commission be and is
hereby cancelled and rescinded and that the new Rule R6-]9.2
entitled "Emergency Proceduras for Allocation of Natural
Gas" attached as Appendix "D" bs and the same hereby is
ordered to become effective upon issuance of this Order.

2. That all provisions of this Order and Rule R6-(9.2
"Emergency Procedures for Allocation of Natural Gas" shall
te subject to complaint and hearing of any party aggrieved
by said provisions or Rule, and said provisions and Rule
shall remain in effect during the pendency of said complaint
and hearing, unless Stayed by further order of the
Commission.

3. That each gas utility shall design and submit to the
Commission a temperature sensitive firm rate schedule
applicable to all T"essential human needs" customers, as
defined in Conclusion Paragraph (8), which would be supplied
firm gas service until such time as the temperature falls
below a certain predstermined point, at which ¢time these
customers would be required to use their alternate fuels.
These customers should receive gas for 330 to 350 days
annually. These schedules should be filed with the
Commission within |0 days of the date of this order.

4. That, during the heating season from December |6,
{973 through April |5, 1974, all customers receiving gas
shall reduce their usage by |5 percent below that used in
the comparable period of Decembar |6, |972 through April |5,
1973. Temperature sensitive sales shall be adjusted for
differences in weather. Sales to municipalities for resale
for firm customers shall be adjusted for growth. The
charges for any usage above 85 percent of the adjusted test
period shall be the normal rate plus |) a |00 percent
penalty for any usage above B5 percent but below 90 percent
of the adjusted test period usage, and 2) a 500 percent
penalty for any usage over 90 percent of the adijuste test
period usage. The above reduction requirements shall apply
to all gas use except plant protection and except that, for
residential non-heating use, the reduction regquirements
shall apply only to gas volumes used in excess of a Base
Monthly Usage of 4 MCF.

5. That the gas shifted up in numerical priority as a
result of restrictions in use by lower numbered priorities
shall be assumed to be used by the last served priority, and
the rate charged for such gas shall be $|.25 per MCF plus
any penalty incurred under ordaring paragraph (4) above.

6. That, in the event gas supplies are sufficient to
supply the 85 percent usage in all Priority Classes, gas
shall be made availabla2 to industrial customers on a
priority basis up to |00 percent of the adjusted test period



34 GENERAL ORDERS

usage, No gas shall be s0ld to electric utilities for the
purpose of generation of electric power except by prior
specific approval of the Comnission. Gas sold under the
provisions of this paragraph shall be exempt £from the
penalty provisions of this Order, but shall be subject to a
price of $1.25 per MCF.

T That, because of +the peculiar relationship betveen
Farmer'!s Chemical Company and Worth Caroclina HNatural Gas
Corporation, +the nature of the existing contract, and the
potential impact on the agricaltural economy of North
Carolina, a special peeting is hereby called for VWednesday,
December |2, 1973 . at 2:00 p.n. in +the Commissicn Hearing
Room between the Commission, its Staff, representatives of
North Carolina Natural Gas Corporaticn and Farmer's Chemical
for the purpose of resolving the nacessary allocatlon of gas
to be made to Farmer's Chemical.

8. In the event that a customer ir priority Category |.|
or |.2 has good reason to believe that, without relief <from
the reduction requiremants ha2reinabove provided, such
customer will suffer extreme and unreasonable hardship,
involving health or safety, such customer may, at any time
during the December [6 - April |5 heating season, apply to
its gas supplier for relief from such provisions. Relief
granted under this section by any gas utility shall be
reported weekly by such utility to the Conmmission.

9. That any revenues received from penalties and excess
charges under Ordering Paragraphs (4#), (5) and (6) shall be
entered into the Alternate Fu2l ,Price Equalization Account.

10. That, for the purposes of daily vreporting to
Transcontinental Gas Pipe Line Corpcration concerning the
requirements for the next 1ay's firm demands, each gas
utility shall report |00 percent of firm regquirements, as
though the {5 percent reductions instituted by this Order
were not in force.

1l- That each gas utility ia North Carolina shall publish
a copy of the Notice attached heoreto as Appendix YE" in a
newspaper or newspapers of genaral circulation in +the
service area of said gas utility by publication of not less
than one-third (|/3) of a page, to be published within seven
(7) days of the date of this Order, Further, each gas
utility shall mail a copy of the Notice to all customers on
its system in North Carolina. The Notice shall be mailed
within fourteen {|4) days of the date of this oOrder.

12. That +his docket shall remain open for such further
orders of the North Carolina Utilities Commission as may be
necessary due to changes that may ke required as a result of
changing condition.

ISSUED BY ORDER OF THE COMMISSION.
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This the 5th day of December, (973.

NCRTH CAROLINA UTILITIES COMMISSICN
Katherine ¥, Peele, Chief Clerk

(SEAL)
DOCKET NO. G-|CO, SUB |8

WELLS, COMMISSIONER, CONCUFRING IN PART AND DISSENTING IN
PART. I concur with the efforts of +the Commission to
aquitably allcocate the use of natural gas in North Carolina
during the current wintsr-he2ating season. I feel very
strongly, however, that the Commission should have
recognized the special nezdz of food processors in North
Carolina by oiving such uses a higher priority. BRecognizing
the critical nature of the food processing chain commands us
to +take every possible precaution that these facilities be
kept 'operable. I cannot agree that the manufacturer of non-
perishablé goods should take pracadence over fccd products,
and I therefore dissent to the Commission's failure *o
fecognize and properly deal with +this aspect of the
allocation of natural gas supplies.

Hugh A. Wells, commissioner

RPPENDIX WAn
DOCKET NO. G-]00, SUB (8

BEFORE THE NORTH CAROLINA UTILITIES COMNISSION

In the Hatter of
Rulemaking Proceeding for Ccurtailmant ¥
of Gas Service Dus to Gas Supply Shortage )

HEARD: Ccmmission Hearing Room, Raleigh, N. C.
DATE: November 20, (973
APPEARANCES:

For the Distributing Natural Gas Conpanies:

F. Kent Burns )

Boyce, Mitchell, Burns 5 Saith

Box {406, Raleigh, W. C. 276802

Appearing for:

Public Service Company of Worth Carolina, Inc.

Jerry W. Anos

MclLendon, Brim, Brooks, Pia2rce & Daniels

P. O, Drawer U, Greensboro, N. C.

Appearing for: Piedmont Natural Gas Company
James T. Williams, Jr.

McLendon, Brim, Broocks, Piarce & Daniels

P, 0, Drawer U, Greenshoro, N. C.
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BRppearing for: ©Penn & Southern Naturdl Gas Company
United Cities Gas Company

Donald W. HcCoy

McCoy, Weaver, Wiggins, Claveland & Raper

Box (688, Fayetteville, M. C.

hppearing for: North Carclina Natural Gas Corp.

For Natural Gas Consumers:

Robert B. Byrd

Byrd, Byrd, Ervin & Blanton

Drawer |269, Morganton, N. C. 28655

Appearing for: Grzat Lakes Carbon Corporation

K. Byron McCoy

Wewsom, Graham, Stravhorn, Hedrick, Yurry & Bryson
P. 0. Box 2088, Durham, NWN. C.

Appearing for: <Central Carolina Farmers, Inc.

Honorable Charles BR. Jonas

Jonas §& Jonas

P. 0. Box 38, Lincolnton, N. C. 28092

Appearing for: Crown Ccnverting Company, Hohican
Mills, Inc., Carolina Mills, Inc.,
Superba print Works, Leslie Fay,
Inc., North Carolina Spinning #ills,
and Houser Spinning Mills.

William C. Moore

Patla, Straus, Robinson & Hoore

505 Gennett Building

Asheville, N¥. C.

Appearing-for:

Concrete Products company of Asheville, Inc.
Ovarum Knitting 4ills, Inc., and Dynatex, Inc.

Ronald Benoit
Attorney at Law
Allied Chemical Company
P. Q0. Box 166, Moncure, N. C.
Appearing for: Rllied Chemical Company
Fibers Division, Moncure Plant.

Alfred S. Bryant

Bryant, Lipton, Bryant & Battle

Box 666, Durham, N. C. 27702

Appearing for: Golden Belt Manufacturing Company
American Tobacco Company
Reidsville Branch

James G. Kennedy

Attorney at Law

Laurens Glass Company

Drawer 9, Laurens, South Carolina 29360
Appearing for: Laurens Glass Company
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J. Melville Broughton, Jr.

Broughton, Broughton, McCcnnell & BRoxley

Box 2387, Raleigh, N. C. 27602

Appearing for: Ball Corporation, Uniglass Industries

Wallace C. Murchison

Murchison, Fox % Newton

{6 N. 5th Avenue

Wilming+ton, N. C. 2840|

Appearing for: General Elsctric Company
Nuclzar Pu=2l1l Department

. J. Elam III

Attorney at Law

Cone Mills Corporation

1201 Maple Streest

Greensboro, N. C.

Appearing for: Cone Mills Corporation and

N. C. Textils Manufacturers Association, Inc.

(As CThairman, Utilities Ccmmittee, Not as counsel)

R. C. Howison, Jr. and

Henry S. Manning, Jr.

Joyner & Howison

P. 0. Box |09, Raleigh, N. C. 27602

Appearing for: Aluminum Company of America

Harold H. Smith

Attorney at Law

P. 0. Box 857, Concord, N. C. 28025

Appearing for: Cannon Mills Company, Maiden Knitting
Mills, Inc., Wiscassett Mills Ccmpany

Alan R. Eisele

Attorney at Law

P. 0. Box |27, Statesville, N. C.
Appearing for: Hunt Manufacturing Company

Fdward J. Grenier, Jr.

Sutherland, Asbill & Brernnan

|666 K. Street, N. W.

Washington, D. C. 20006

Appearing for: Brick Association of North Carclina

David A. Irvin

Womble, Carlyle, Sandridge, & Rice

P. 0. Drawer 84, Winston-Salem, N. C. 27|02
Appearing for: ©Pine Hall Brick & Pipe Company, Inc.

Thomas M. Starnes

PaHon, Starnes & Thompson

P. 0. Drawer 629, Morganton, N. C.

Appearing for: Morganton Dyeing & Pinishing
Corporatioa, Southern Devices, Inc.

Ruth Greenspan Bell
Powe, Porter, Alphin & Whichard, P. A.
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First Union Wational Bank Building
purham, N. C. )
Appearing for: Duk= Univergity &
Duke University tiedical Center

W. Pinkney Herbert P. A.

15|5 Johnston Building

Charlotte, N. C. ’
Appearing for: Knit-iway, Inc.

Thomas W. S$teed, Jr.

Allen, Steed & Pullen

Box 2058, Raleigh, N. C.

Appearing for: Owens-Illinois, Inec.

Daniel W. Fouts

adams, Kleemeier, Hagan, Hannah & Fouts
P. 0. Box 3463

600 Jefferson Standard Building
Greensboro, N. C. 27402

Appearing for: Pomona Corporation

Lewis E. Boroughs

Attorney at Law

Burlington Industries, Inc.

3330 West Friendly Avenus=

Greensboro, N. C.

Appearing for: Burlington Industries, Inc.

H. P. Tavlor, Jr.

Attorney at Law

Box 593, Wadeshore, N. C.

Appearing for: Anson County, Wansona Manufacturing
corporatiocn, Kenville, Inc., and
Hornwood, Inc.

Howard J. Kaufman '
Cohen, Shapiro, Polisher, Shickman & Cohen
22nd Floor PSFS Building ‘
|12 S. {2th Straet
Philadelphia, Pa.
Appearing for: TIred2ll Pinishing Mill &
k. M. Bllis Hosiery Comfpany.

Consumer Companies Not Represanted Lty Counsel:

A. M. Burroughs
P. O. Box 27966, Raleigh, N. €. 276])
Southeastern Waste Control, Inc.

A. G. McDougald, Jr.

Lee Dyeing Company of N. Car., Inc.
A. Street

Butner, W. C. 27509

R. G. Bourne, P. E.
University of North Carolina
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General Administration
P. 0. Box 2688, Chapel Hill, N. C. 2754

R. B. Perry
Carolina Solite Corporation
P. 0. Box 987, Albemarls, N. C.

G. E. Gillespie, Jr.
General Plant Manager
International Paper Ccmpany
Container Division,
Statesville, N. C.

Howard Rollins
Dora Yarn Hill & Gaston Industries
Box 458, Cherryville, N. C.

Charles P. Roberts, Jr.
Dover Textiles
P. 0. Box 208, Shelby, N. C.

J. L. Parks, Jr.

President

Minette Mills, Inc.

P. 0. Box N, Grover, N. C.
Minette Hills, Inc.

Grover Industries, Inc.
Har-Ray Yarn Mills

W. E., Littleton
Evans Products Company
P. 0. Box |68, Moncure, N. C. 27559

W. E. Rabon
Federal Paper Board Company, Inc.
Riegelwood, NW. C. 28456

Rosemary J. Gaddy, Secretary
Texfi Industries, Inc.

|400 Battleground Avenuz
Greensbhoro, N. C., 27420

R. C. Cunningham, Jr.
0lin Corporation
P. 0. Box 200, Pisgah Forest, W. C. 28768

Henry E. Poole

Burroughs Wellcome Company
3030 cornwallis Drive
Research Triangle Park, N. C.

John E. Johnson

North Carolina Dairy Products Association, Inc,
505 Oberlin Rocad

Raleigh, N. C. 27605
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Ted Bailey
New Bern 0il and Pertilizer Company
Drawer Vv, New Bern, N. C.

J. D. Farthing
Jchnson-Forrster Inc.
800 N. Mangum St.
Durham, N. C.

Arthur E. Weiner
Burlington Industries
3330 West Friendly Ave.
Greensboro, ¥. C.

D. F. Watson

General Electric Company
014 Raleigh Road

pPurham, N. C. 27709

Ralph L. Young
WIX Corporation .
P. 0. Box [967, Gastonia, N. C. 28052

C. Marshall Davis

Senior Vice President

Golden Belt Manufacturing Company
807 E. Main Street

bDurham, N. C.

(Company represented hy Counsel)

George H, Willianms
Federal Spinning corporaticn
P. C. Box 158, Sanford, N. C.

J. H. Tomlinson
0lin Corporation
P. 0. Box 200, Pisgah Forest, N. C.

J. W. Berry .
Southeastern Wire Mfg. Corporation
P. 0. Box [489, Laurinburg, N. C. 28352

Hen Smith, Director
F. C. Association of Launderers & Cleaners
cary, ¥. G,

Donald E. Gillespie

Beaunit Corporation

P. 0. Box [2234, Research Triangle Park, N. C.
Research Triangle Park, N. C. 27709

Por the Attorney General of North Carolina:

I. Beverly Lake, Jr.
Assistant Attorney General
Ruffin Building

27709
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Raleigh, N. C.
Appearing for: The Using and Censuming Public

For the Commission Staff:

Fdward B. Hipp
Commission Attorney

and
Robert F. Page
Assistant Commission Attornay
P. 0. Box 99|, Ruffin Building
Raleigh, North Carolina

APPENDIX "B"
DOCKET NO. G-|00, SUEB (8

BEFORE THE NORTH CAROLINA UTILITIES COMXISSICN

In the Matter of
Rulemaking Proceeding for Curtail- ) NOVEMBFR 20, 1973
ment of Gas Service Due to Gas 3upply ) HEARING FXHIRIT A

AFFIDAVITS AND COMMENTS FILFD

Allied Chemical Corporation
Aluminum Company of America
American Tobacco Company

Anson County Hospital

Ball Corporation

Bandag Incorporated

Biltmore Dairy Farms

Brick Association of North Carolina
Brighthampton Gresnhouses

Burke County Chamber of Commerc2
Burroughs Wellcom2 Company
Burlington Industries, Inc.

Cannon Mills Company

Carolina Asphalt Pavement Assn., Inc.
Carolina By-Products Company, Inc.
Ccarolina Solite Corporation
Central Carolina Farmers, Inc.
Cindy, Inc.

Concrete Products Company

Cone Mills corporation

Copland, Incorporated

Crown Converting Company

Deep River Dyeing Company, Inc.
Dover Textiles

Duke University & Duke University Medical Center
A. M. Ellis Hosiery Company

Bvans Products Company

Fieldcrest Mills, Inc.

General Electric Company

Gilliam Furniture Company

Golden Belt Manufacturing Company
Great Lakes Carbon Corporation
Hanes Dye & Finishing Company
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Hatley's Laundry, Inc.

dighlander, Ltd.

Hunt Manufactaring Company

Laurens Glass

Lenoir Memorial Hospital, Inc.
Leslie Fay, Inc.

Lincelnton, City of

Maiden Knitting Mills, Inc.

Hary Elizabeth Hospital

Mayview Convalescent Home

emorial Hospital of Alamance County
Methodist Home for Children

Hinette Mills, Inc.

Mochican Mills, Inc.

¥orth Carolina Gas Sarvice

North Carolina Spinning Mills, Inc.
North Carolina State University
North Carolina Textile Manufacturers Association, Inc.
North Carolina Utilities Comnission
North State Prophyllite Co., Inc.
Owens-TIllinois, Tnc.

Perkinson, Leon B.

Person County Hemorial Hospital
Piedmont Natural Gas Co., Inc.

Pine Hall Brick & Pipe Cov., Inc.
Pomona Corporation

Public Service Co. of Y. C., Inc,
Reichhold Chemicals, Inc.
Roancke-Chowvan Hospital

Rowan Memorial Hospital, Inc.

Salen Academy & College

Sandhills Community College
Schlitz, Jos., Brewing Company
Southeastern Industries, Inc.
Sperry Rand Corporation

Statesville Chamber of Commerca
Statesville Flour HMills

John L. Stickley & Company

Stimpson Hosiery Mills
Stokes-Reynolds Memorial Hospital
Superba Print %Works

Superior Dairiss, Inc.

Swift and Company

Talon Division of Textron

Textiles, Incorporated

Thonet Industries, Inc,

Tipper Tie Division of Rlieem Manufacturing Company
Uniglass Industries

Onited Cities Gas Company
Oniversity of North Carolina - Chapel Hill
Wake County Hospital Systenms, Inc.
Hest Knitting Corporation
Restinghouse Electric Corporation
Rhittaker Knitting Mills' Dyeing and Finishing Plant
Wiscassett Mills Company

Wix Ccrporation
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APPENDIX "C"
DOCKET NO0. 6-(100, SUB |8

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Hatter of
Rulemaking Proceeding for Curtailment }
of GBas Service Due to Gas Supply Shortage )

FILINGS RECEIVED AFTER HEARING OF NOVEMBER 20,

Aluminum Company of America
American Tobacco Company

Ball corporation

Baxter-Kelly & Faust, Inc.

Beaufort County Hospital

Beaunit Corporation

Brick Association of North Carclina
Burroughs Wellcome Company

Chicopee Manufacturing Company
Carnation Company

Carolina Mills, Inc.

Catawba Hemorial Hospital

China Grove Cotton Mills

Concrete Products Company of Asheville
Consolidated Laundry & Cleaners of America, LTD
Corrugated Container Manufacturers Group
Crompton-Pilot Hills, Inc.

Crown Converting Company

Dover Textiles

Dynatex, Inc. of Asheville

Federal Paper Board Company, Inc.
Federal Spinning Corporation
General Flectric Company

Gordon Food Company

Golden Belt Manufacturing Co.

Hunt Manufacturing Company

Hunter Jersey Farms, Inc.

Huyck Corporation

Jefferies Southern Processors, Inc.
Kenville, Inc,

Lee Dyeing Co. of . C., Inc.
Leslie Fay, Inc.

Hid-State Farms Cooperative Co.
Hinette Mills, Inc.

Hohican Mills, Inc.

N. C. Baptist Hospitals, Inc.

N. C. Hospital Association

¥. C. Natural Gas Company

N. C. Poultry Pederation, Incorporated
N. C. Spinning Mills
Owens-Illinois, Inc.

Piedmont Natural Gas Company

Pine Hall Brick and Pipe Co., Inc.
Pine State Creamery Company

Pitt County Memorial Hospital, Inc.
Pomona Ccrporation

1973

43
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Public Service Co. of N. C., Inc.
Quorunm Knitting Mills, Inc.

Rheem Manufacturing Company
Roancke-Chowan Hospital

Sayles Biltmore Bleacheries, Inc.
St. Joseph's Hospital

The Sherwin-¥illiams Conmpany
Sou-Tex Chemical

spring Mills, Inc.

Statesville Flour Mills Company
Superba Print Works of Hooresvills, Inc.
The Watts Hospital

University of N. C., Chapel Hill
United Cities Gas Company

United Dairies

Ransona Manufacturing Corporation
Hix Corporation

APPENDIX "DV

Rule R6-19.2. EMERGENCY PROCEDURES FOR ALLOCATION OF
NATURAL GRS

In +the event that the volumes of natural gas available to
any North carolina gas distribution company on any given day
are ingsufficient to supply the demands of all of the
customers of that company, that company shall curtail gas
service 'to individual customers in the following order of
pricritiess '

Priority Class - Description
Curtailed 9.1 Interruptible Tequirements of more than
First 10,000 MCF per day where alternate fuel

capabilities can meet such requifements

8.] Interruptible requirements of more than
3,000 MCF per day, but 1less than [0,000
MCF paT day where alterrnate fuel
capabilities can meet such requirements

7.1 Interruptible requirements of intermediate
volumes (frow |500 MCF per day through
3,000 MCF per day) where alterpate fuel
capabilities can meet such reguirements

6.| Interruptible requirements of more than
300 MCF per day, but less than (500 MCF
per day where alternate fuel capabilities
can meet such requirements

5.] Pirm industrial requirements for large
volume (3,000 MCPF or more per day) boiler
fuel usa whers alternate fuel capabilities
can meet such requirements

Hwmdmo

4.| Firm industrial reguirements for bhoiler
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0 fuel use at less than 3,000 MCF per day,

F but more than |,500 MCF per day where
alternate fuel capabilities can reet such
requiremants

3.5 Interruptibl2 requirements up to 200 MCF

€ per day

U

R 3.4 Interruptible requirements where progane

T is the only altarnate fuel for that

A portion of interruptible requirements

I where propane is necessary for process

L

M 3.3 PFirm industrial boiler fuel requiremen+s

E over |,500 MCF psr day where alternate

N fuel capabilities cannot meet requirements

T

3.2 Pirm industrial Ltoiler fuel requirements
from 300 MCF per day through |,500 KCF
per day

3.1 Firm industrial non-boiler fuel reguire-
ments not in Priority 2.

2.4 Firm industrial small volume requirements
up to 300 MCF per day

2.3 Large commercial (more than 50 MCF on peak
day) other ¢than essential human needs
requirements

2.2 Firm industrial for feedstock ¢r process

2.| Firm industrial for plant protecticn

|.2 Essential human requirements (i.e.
hospitals, schools, nursing kemes,
orphanges, prisonms, etc.) whkich have
alternate fuel

Curtailed

last .| Residential, essential human needs without
alternate fuel, and small commercial (less
than 50 MCF on pzak day)

a. Gas shall not be considered available for any
interruptible Priority Class until requirements for
current demands of numerically lower Priorit+y Classes
and necessary storage for protection of firm service
and system integrity ara met.

be All customers within a Priority Class must be
interrupted completely prior to the interruption of
any customer in numerically lower Priority Class.

Ce In +the event that it is not necessary toc completely

interrupt all customers in a FPriority Class, each
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customer in +that c¢lass shall be curtailed on a pro
rata basis for the season (Heating -- HNovember |6-
April |5) (Summer -- Bpril l6-Kovember |[5).

d. Where there is a partial supply of gas available to
an dinterruptible Priority Class, and a customer
within +hat class certifies in writing that it has
exhausted all alternate fuel supplies, and that it
carnot operate without a supply of natural gas, then
that customer shall have first priority for use of
any gas available to that Priority class. If gas is
s0ld under these conditions, the utility shall inform
the Commission, on a daily basis, of the.name of each
customer involved, its usage volumes, its nmajor
product 1line, its Standard Industrial Classification
Code number, the nunber of enployees affected, and
when alternative fuel supplies are expected. If the
gas avallable to a Priority Class is insufficient +to
supply all customers in that class which have
exhausted tkeir alternatz fuel supplies, all such
customers shall share tha available gas on a pro rata
basis for the seasdn (h2ating or summer), but on any
given day one or more of such customers may be
interrupted.

e. Gas sold under section "d" above, to customers which
Lave exhausted alternate fuel supplies shall be
priced at a rate egual to the current market price of
the alternate fuel plus fifteen (|5) percent. This
narket price shall be established daily. Any
revenues obtained from gas sold under this paragraph
in excess of the revenue which would have been
obtained under  the applicable pulklished  rate
schedules shall be placed in a special account
labeled "Alternate Fuel Price Egualization Account”
and shall be applied ¢to first meet extraordinary
costs of administering these emergency prccedures and
then to offset ‘any tracking increases of
Transcontinental Gas Pipe Line Corporation dJue to
curtailment of gas supplies.

APPENDIX WE"
DOCKET NO. G-|CGO0, SUB |8

BEFORE THE NORTH CAROLINA UTILITIES COMHISSION

In the Matter of
Rulemaking Proceeding for ) NOTICE OF EMERGENCY
Curtailment of Gas Service ) PROCEDURE FOR ALLOCATION
Due to Gas Supply Shortage ) OF NATURAL GAS

NOTICE TO THE PUBLIC. North Carolina's five natural gas
distrituting corpanies, of which your supplier is one,
purchase all of their gas frcm Transcontinental Gas Pipe
Line Corporation (Transcoe)}. Transco is the only source of
natural gas ir VNorth Carolina. Transco is subject to the
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regulation and control of the Federal Power Comaission
(FPC); your supplier is subject +to the rTegulation and
control of the North Carolina Utilities Coomission (NCUC).

For several years Transco has not had sufficient gas
supplies to furnish |00% of all daily contract vclumes along
its entire pipeline, which extends from Texas to the Eastern
Seahoard States, including North Carolina, up to New York.
As a result, Transco has, for the last three years, been
reducing its daily deliveries of gas to all its distribution
companies. The impact of such reduction is most severe
during the peak winter heating seascn from November |5
through #pril |5. Such reduction has been or an eqgual pro
rata basis under interim plans heretofore approved by FPC.
For +the winter heating season last year this reduction was
approximately 7.08%.

This year, even under +thz interim reduction plan, the
amount of reduced sales by Tramsco +to Nerth Carolina
distributors, including your supplier, would average
approximately |6% or almost {0X more than last year. The
FPC, earlier this year, ordered into effect a plan which
would have further reduced the supply of natural gas.flowing
into WNorth <carolina. This ¥PC plan is presently being
delayed for an indefinite time by Court order. Such plan,
however, might go into effect before the end of the winter
heating season.

The previous years' curtailmant by Transce caused no major
disruptions in North Carolina because (|) the curtailment
was only 7%, and (2) the natural gas customers who lost
their supplies of gas had alternate energy scurces such as
propane and fuel oil available for use. This year the
curtailment will b2, at least, approximately {6% and the
najor alternate fuels are also in scarce supply. The effect
of a prolonged cutoff of natural gas to those customers who
have scme alternate fuel capability, cliiefly 1large
industrial customers, would mean that, when their alternate
supplies were exhausted, such custorpers would have to close
their plants and factories, resulting in massive
unémploynent. The éonsequencas to North Carolina's ecénomy
would be catastrophic.

For these reasons, NCUC has held hearings and has revised
its former categories of priorities during periocds of
reduced gas availability. -These new categories are shown
below in the section entitled "Rule R6-19.2. Emergency
Procedures for Allocation of Natural Gas." In addition, the
emergency plans enacted by NCUC oOrder will have the
following effects on citizens cf North Carclina:

|- Every natural gas user in the State of Worth Carclina
‘nust immediately reduce consumption of gas by 5% based on
last year's usage as adjusted for weather conditioms. Heavy
penalities through increased rates are provided £for those
who use mnore +than 85% of last year's winter season
consunption as adjusted.
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2. Such penalty rates shall ke the following:

a. For usage more thanm 85% but not exceeding 90%
of last year's usage as adjusted for weather
conditions, the rate shall be the normal rate plus a
|100% penalty for all usage in excess of B85%.

b. For usage more <than 50% of last year's usage
adjusted for weather c¢cnditions, the rate shall be
the normal rate plus a 500% penalty for all usage in
excess of 90%.

3. The savings of gas thus generated shall be re-
distributed to industrial custcomers based on usage and need
g0 that +the burdens of this shortage can be fairly and
evenly distributed and unemployrment minimized.

4, The highest priority is reserved for essential human
needs such as residences, hospitals, nursing hcemes and food’
processing, To the extent such customers have alternate
fuel suprlies available, +they will be required, during
periods of extreme cold, to uss them.

5. Those customers who benefit by having additional gas
made available to them will have to pay a much higher rate
for such gas than their present rate. Anry &xcess revenues
from penalties imposed will be placed in special accounts
for the benefit of all customers.

6. Special relief and emergency provisions are provided
for those upon whom this plan would place an excessive
burden which threatens their hgalth or safety.

~ This unprecedented step has become necessary to ensure
that every gas consumer in North Carolina will bear some of
the burden of discomfort during the shertage and that the
fewest possible consumers will experience a severe or
disastrous hardship. For further information regarding
these emergency plans, contact your natural gas supplier.

ISSUED BY ORDER OF THE CONMISSION.
This the 5th day of December, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine H. Peele, Chief Clerk

(SEAL)
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DOCKET NO. G-|00, SUB |8
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Rulemaking Proceeding for )
Curtailment of Gas Service ) ORDER OF
Due to Gas Supply Shortage )  CCRRECTION

BY THE COMMISSION: It appearing to the Commission that
Henry E. Poole, Counsel for Burroughs Wellcome Co., 3030
Cornwallis Drive, Research Triangle Park, North Carolina,
entered an appearance in this matter as counsel for said
company, and it further appearing that the appearances set
forth in the Commission's Interim Order of December 5, (973
inadvertently entered said company's appearance as "consumer
company not represented by counsel". The Commission is of
the opinion that such appearance should be clarified by the
issuance of this Order of Correction.

IT IS, THEREFORE, ORDERFD AS FCLLOWS:

1= That the Commission's Interim Order of December 5,
1973, be corrected to properly reflect the appearance of
Burroughs Wellcome Co., through its counsel as follows:

Henry E. Poole, Esq.

3030 Cornwallis Drive

Research Triangle Park, North Caroclina
Appearing for: Burroughs Wellcome Co.

2 That the Chief Clerk is herewith directed to maintain
a copy of this Order as a part of the Commission's In*erim
order of December 5, [973.

ISSUED BY ORDER OF THE COMMISSION.

This 7th day of December, (973.

NORTH CAROLINR UTILITIES COMMISSIOCN
Katherinas M. Peele, Chief Clerk

(SEAL)

DOCKET NO. G-|00, SUB (8
BEFORE THE NORTH CAROLINAR UTILITIES COMMISSICN

In the Matter of
Rulemaking Proceeding for ) FURTHER INTERIM ORDER
Curtailment of Gas Service ) ESTABLISHING EMERGENCY
Due to Gas Supply Shortage ) PROCEDURE FOR ALLOCATION
) QF NATURAL GAS
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BEFORE: Chairman Harvin R. Hooten, Presiding;
coanissioners Hugh A. Wells, Ben E. Roney, and
Tenney I. Deane, Jr.

BY THE COMMISSION: This proceeding was instituted by
Order issued November 6, 1973 scheduling a hearing on
Rulemaking Proceeding for curtailment of Gas Service Due to
Gas Supply Shortage. The proceeding was heard on Novenmber
20, 1973, as scheduled.

Based upon the affidavits and comnents received into the
record the additional statements and testinony received in
the public hearing, the public knowledge of the existing
energy crisis in the United States, and the Comnission's
records regarding distributicn ¢f natural gas in North
Carolina, the Commission, on Dacember 5, 1973, issued its
order requiring reductions in gas use. Paragraph & of that
Order is as follows:

“That, during the heating season from December |6,
1973 through April (5, (974, all customers receiving gas
shall reduce their usage by |5 percent below that used in
the comparable period of Decamber {6, 1972 through BApril
15, |1973. Tenperature Sensitive sales shall be adjusted
for differences in weather. Sales to nmunicipalities for
resale for firm custom2rs shall be adjusted for growth.
The charges for any usage above B5 percent of the adjusted
test pericd shall be thz2 normal rate plus |) a {00 percent
penalty for any usage above B85 percent but below 90
percent of the adjusted test period usags, and 2) a 500
percent penalty for any usajgs over 90 percent of- the
adjusted test period usags. The above reduction
requirements shall apply to all gas use except plant
protection and except that, for residential non-heating
use, the reduction requirements shall apply only to gas
volumes used in excess of a Base Monthly Usage of 4§ MCF."

Since the issuance of <th2 December 5, |973 Order, the
conmission Staff has been in almost continuous session,
attempting to devise the most effective and equitable
nethods of implementing the desired objective of
substantially reducing gas use by all parties in order to
make gas available for the purpose of preventing
unenployment due +to fuel shortages. The penalty procedure
previously ordered by the <Ccmmission can be expected to
produce the greatest reductions in gas use of all the
procedures considered. However, the penalty procedure is
costly to implement and is not applicable to new customers.
The penalty provisions of that procedure can be extended to
nev cestomers at considerable expense. The penalty
procedure does have an eytremely favorable characteristic in
that +those customers who do vreduce their gas use hy the
required amounts do not experience an increase in rates.
A1l other plans or procedures considered would be less
costly to implement, and would be applicable +to all
customers, but would cause an increase in rates to those who
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had cut back as well as to those who had not reduced +their
consunption.

The Conmission is receiving reports on a daily basis
showing the reductions in gas wuse which are now being
experienced by the various gas distribution systems serving
North Carolina. The Commission notes that the desired
reductions in gas use for which its procedures had been
designed are presently being accomplished. Because of the
great expense necessary ‘for the administration of the
penalty procedure, it would appear to be overly burdensonme
upon the people of North Carclina to require the
implementation of the penalty procedute at a time in which
the desired reductions in gas use are being achieved.

The Commission concludes that it is in the best interest
of the people of North Carolina that the date of
implementation of any such procedures be postponed
tenporarily subject to weekly review by the commission for
the remainder, of the heating ssason.

Because the rates for interruptible gas service are less
than the rates for firm servica, the present shift in =ales
from firm customers to interruptitle customers is resulting
in a loss of revenues to the gas distribution companies.
The Ccmmission is of the opinion that those customers which
curtail their gas use, in order to make gas available for
prevention of unenployment, should not have to bear the
burden of these losses in revenues, and that an across-the-
board surcharge should be placed on rates charged to all
interruptible customers with the ¢xception of primary and
secondary schooéls. This surcharge should be placed into
effect for gas use from the effactive +tariff date +through
April 30, |974. The revenues collected should be subject to
refund pending thorough documentation and investigation of
the actual shifts in gas consumption during the applicable
period.

IT IS, THEREFORE, ORDERED:

[ That the Commission reaffirms the Findings of Fact
and Conclusions from its Order entered herein con December 5,
1973, except as modified herein, and reaffirms the
imperative need for a {5% curtailment in uwse of natural gas
in North Carolina in order to prevent unemployment in
industries relying upon natural gas for continued operation,
and +the Commission to that end calls upon .all natural gas
custoners in North Carolina to curtail their use of natural
gas by |5% below normal use of natural gas, and calls upon
all residential, commercial and industrial customers using
natural gas for space heating +to reduce the temperature
controls and thermostats by six degrees, or equivalent,
below normal heating temperaturas for the respective customer
involved, as the same Teduction as applicable te o0il heat
customers, The Commission tenporarily postpones the
publication of penalty provisions for enforcement of such
15% curtailment through said reduced temperature controls,
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so long as the +total reducticn in natural gas use by
residential, commercial anrd industrial customers attains
said |5% curtailment on a voluntary or customer regulated.
conservation curtailment of natural gas use. The penalty
provisions contained in paragraph 4 and all related
paragraphs of the Comnission's Crder of December S5, 1973,
are poestponed pending said application of curtailments cn an
individual customer basis through said customer applicatiom
of temperature reductions., Durirqg said period of suspension
of said penalties, all petitions and motions for alternative
methods of providing incentive or penalties for enforcement
of said ' |5% penalty may be filed by parties of interest in
this proceeding.

2. That = each gas distribution company under the
Jurisdiction of this Coomission shall weekly subpit reports
shovwing the extent of customer reduction in usage for review
by the Ccmnission.

3. That each gas distribution company under the
Jurisdiction of this Commission shall conpute the amount of
revenues expected to bhe lost, during the period from the
date of this Order through April 30, |974, as a result of
the shifting of gas from firm sales to interruptible sales.
Each company shall design and file with the CcrEission a
surcharge, with Undertaking for refund, to be .applied to all
interruptible sales, exclusive of +those to primary and
secondary schools, which will recover revenues egqgual to the
expected loss due to shifted sales., Such surcharge shall be
applicable %o all gas sold from the effective date of the
surcharge through April 30, |974. The surcharge shall
‘become effective upon one day's notice. Revenues derived
from this surcharge shall be subject +to refund pending
review by this Commission at the end of the heating seacson.

4. That each gas utility in North Carolina shall publish
a copy of the Wotice attached hereto as Appendix “A"™ in a
newspaper or newspapers of general circulation in the
service area of said gas utility by publication cf not 1less
than opne-third (|/3) of a page, to be published within seven
(7) days of the date of this oOrder. ~ Further, each gas
utility shall mail a copy of the Notice to all customers on
its system in North Carolina. The Notlce shall be mailed
within fourteen (J4) days .of the date of this Order.

S. That all provisions of this Order shall be subiject to
complaint and hearing of any party aggrieved by said
provisions, and said provisions shall remain in effect
during the pendency of said conplaint and hearing, unless
stayed by further Order of the Ccmmission.

ISSUED BY ORDER OF THE COMMISSION.
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This the 20¢h day of December, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

{SEAL)

APPENDIX A
DOCKET NO. G-{00, SUB |8

BEFORE THE NORTH CAROLINA UTILITIES COMNISSION

In the Matter of
Rulemaking Proceeding for ) PURTHER NOTICE OF EMERGENCY
Curtailment of Natural Gas ) PROCEDURE FOR ALLOCATION
Service Due to Supply Shortage ) OF RATURAL GAS

NOTICE TO THE PUBLIC. FKorth Carolina's five (5) natural
gas distributing companies purchase all of their gas from
Transcontinental Gas Pipe Line Corporation (Transco).
Transco is the only source of natural gas in North Carclina.
Transce is subject +to the vrTegulation and control of the
Federal Power Commission (PPC); North Carolina suppliers are
subject +to the requlation and ccntrel of the North carclina
Utilities coammission (NCUOC).

For several yaars Transco has not had sufficient gas
supplies to furnish |00% of all daily contract volumes along
its entire pipeline, which extends from Texas to the Eastern
Seaboard States, includipg North Carolina, up to New York.
As a result, Transco has, for the last three years, been
reducing its daily deliveries of gas to all its distribution
cozpanies. The dimpact of such reduction is most severe
during the peak winter heating season from V¥ovembetr |5
through April |5. Such reduction has been on an equal pro
rata basis undar interim plans herstofore approved by FPC.
For the winter heating season last year this reduction was
approximately 7.08%.

This vyear, even under +the interim reduction plan, the
amount of reduced sales by Transeo to North carolina
distributors, including  your supplier, would average
approximately [6% or almost [0% more than last year. The
FPC, earlier +this year, ordered into effect a plan which
would have further reduced ths supply of natural gas flowing
inteo Worth Carolina. This FPC plan is presently teing
delayed for an indefinite time by Court order. Such plan,
however, might go into effect before the end of the winter
heating season.

The previous years' curtailment by Transco caused no major
disruptions in North Carolina because ({) the curtailment
was only 7%, and (2) the natural gas customers who lost
their supplies of gas had alternate energy sources such as
propane and fuel oil available for use, This year the
curtailment will be, at least, approximately |6% and the
najor alternate fuels are also in scarce supply. The effect
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of a prolonged cutoff of natural gas to those customers who
have some altermnate fuel capability, chiefly 1large
industrial custopers, would mean that, when their altermnate
supplies were exhausted, such customers would have to close
their  plants and factorias, resulting in nassive
unengploynent. The consequences to North Carolina's eccnomy
would be catastrophic.

For these reasons, NCUC has- h21d hearings and has received
numerous affidavits from industrias and gas distributing
companies regarding the extent and effects of the natural
gas shortage. In order te reduce or avoid the possibility
of massive unemployment, NCUC -has passed an Emergency Order
which will have the following effacts on citizens of North
Carolina:

{« Every natural gas user in the State of North Carolina
is asked to reduce consupmption of gas by |5% based on last
year's usage as adjusted for. weather conditions. To
accorplish these reductions, 'each residential, commercial
and industrial natural gas heating user should reduce his
thermostat by six degrees (6°). Additional medsures for the
conservation of energy include closing off unnecessary or
little-used rooms or portions of buildings, improving the
insulation of the building invelved wherever possible and
keeping drapes or blinds closed in those rooms inte which
the sun: is not directly shining. Users of natural gas for
non-heating purposes, should <tak= such measures as are
necesgary to conserve energy use,

2. fhe savings of gas thus generated shall be
redistributed to industrial custcmers based on usage and
need so that the burdens of this shortage can be fairly and
evenly distributed and unemployment minimized.

3. Those customsrs who benefit by hdving additional gas
nade available to them will have to pay a higher rate for
such gas than their present rate. Any excess revenues from
the higher rates will be subject to refund pending an audit
and dinvestigation of revanues of the gas companies at the
conclusion of the heating ssasocn.

4, The Commission Order regarding emergency natural gas
curtailment which was dated December 5, |973, required heavy
renalties on use of natural gas in excess of B5% of last
year?!s use as adjusted for weather conditions. The
commission is receiving reports on a dajly basis showing the
reductions in natural gas use which are now being
experienced by the various gas distribution systems serving
North Carclina. The Commission notes that the desired
reductions in gas use for which its December 5, 1973,
penalty procedures had been designed are presently being
accomplished. Bacause of +thz2 expense necessary for the
administration of the previously ordered penalty ©procedure,
it would appear to be overly burdensome upoh the people of
North Carolina to require the ipplementation of the penalty
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procedure at a +time in which +the desired reductions in
natural gas use are being achieved.

For these reasons, the Commission has postponed the
penalty prov1sions of its order of December S, (973, and
will review the natural gas use in NWorth Carolina each week
for the remainder of the heating season. 1In the event +that
the present 1level of reducticn does not continue, the
Cormission must again consider the immediate implerentation
of substantial penalties or other such measures as may be
deemed appropriate to cause the necessary reduétions in
natural gas use. ’

The Commission requests the continuance of conservation of
energy by all energy users in our State in order that we
might prevent or reduce uneaployment caused by fuel
shortages.

ISSUED BY ORDEE OF THE COMMISSION.
This the 20th day of December, [973.

NORTH CAROLINA OTILITIES COMHISSION
Katherine H¥. Peele, Chief Clerk

(SEAL)

DOCKET NO. G-{00, SOB |9
BEFORE THE NORTH.CRROLIHA UTILITIES COUMISSION

In the Hatter of
¥inimum Federal Safety Standards for ) ORDER ADOPTING
Pipeline Facilities and Transportation } AMENDMENTS TQ THE
of Gas Under Natural Gas Pipeline Safety ) MININUM FEDERAL
Act as Codified in 49 USC |67]|, et seg. ) SAFETY STANDARDS

BY THE COMNISSION. The Office of Pipeline Safety of the
United States Department of Transportation pronulgated
Minigum Federal Safety Standards for pipeline facilities and
the transportation of gas in 49 CPR |92.

On Decenber 30, |970 ths Hoxth carolina Utilities
Commission issued an order under Docket Wo. G-[00, Sub 13
adopting the Minimum Federal Safety Standards for Watural
Gas Pipeline safety as adopted by the Department of
Trangportation in 49 CFR Part |92.

on November ({5, (97|, the ‘Yorth cCarolina Utilities
Conmission issued an order undar Docket No. G-[00, Sub 15
adopting miscellaneous am=2ndments to +the Minimum Federal
Safety Standards and Corrosiecn Control Standards.

on December 20, |972 th=2 @Horth Carolina Utilities
Commission issued an order under Docket No. G-]00, Sub |7
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adopting niscellaneocus amendments %o the Minipum Pederal
safety Standards.

Under the provisions of 6.5, 62-50, the North Carolina
ptilities cCommission has dJurisdiction over portions of
interstate natural gas pipelines within North careclina and
has autherity over intrastate natural gas companies to the
extent therein stated and intrastate natural gas utilitles
and minicipal gas facilities, Since December 31, (972, the
Department of Transportation has issued the €following
amendments to the Ninimum Pederal Safety Standards U439 CFR
rart [|92.

(1} 49 CPR Part |92 - Amendment to Section 192.53(a)} {2)
and (b} (2), Qualifications for Pipe; Amendment to Section
{92.65, Transportation of Pipe; Roendment to Section | of
Appendix A revising paragraph D to correct address change,
Armendment to Section 2 of Appendix A revising subparagraphs
A.|y, 2, 3 and 5, Docunents incorporated by reference;
Amendment to  Section | of Appendix B, Listed Pipe
Specifications; Amendment to Appendix B adding: new Section
IITI, Steel Pipe Manufactured before November [2, |970 to
Early Additions of the  Listed specifications. Issued
Pebruary 22, |973, Pederal Register, Volume 38, Wo. 35.

(2) 49 CFR Part (92 - Amendm2nt to Section [92.3, Service
Line Definition. Issued April |0, 1973, Federal BRegister,
Yol. 38, Wo. 68.

(3) 49 CFR Part {92 ~- Apendment to Section {92.65 (g)
(1), Odorization of Gas. Issued June 7, [973, PFederal
Register, Vol. 38, No. [09.

The Commission is of the opinion that in many instances
the safety standards and the Worth carolina Law under the
authority of the Commission oxceeds Minimum Federal Safety
Standards; however, the Commission concludes that -in the
interest of cooperative requlation with appropriate Federal
agencies and in review of this spacific legislative mandate
under the provisions of G.S5. 62-2 and G.5. 62-50 that the
above stated amendments and new additions as adopted by the
Department of Transportation din 49 CFR Part |92 should be
adopted and made applicable to such pipeline facilities and
facilities of natural gas under the jurisdiction of this
Cemmission. Accordingly, under authority of G.S. €2-3[,

IT IS, THEREFORE, ORDERED AS POLLOWS:

l. That the following aniscellaneous avendments and
additions as listed to the HMinimum Federal Safety Standards
pertaining %o gas pipeline safety arnd the transportation of
natural gas as adopted in 49 CFR Part [92 as are in effect
as of +the date of this order be, and the same hereby are,
adopted by the Commnission to be applicable to all natural
gas facilities wunder its jurisdiction except as to those
requirements of North Carolina Law which exceed or are mnore
stringent than the standards set forth im the above
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mentioned Federal enactment and further with +the exception
of any subsequent modification or amendment to the North
Carolina Safety Standards.

(1) 49 CFR Part |92 - Amendment to Section [92.55(a) (2)
and (b) (2), Qualifications for Pipe; Amendment to Section
192.65, Transportation of Pipe; Amendment to Section | of
Appendix A revising paragraph D to correct address change,
Amendment to Section 2 of Appendix A revising subparagraphs
A.l, 2, 3 and 5, Documents incorporated by reference;
Amendment to Section | of Appendix B, Listed Pipe
Specifications; RAmendment to Appendix B adding new Section
IITI, Steel Pipe Manufactured before November |2, 970 to
Early Additions of the Listed Specifications. Issued
February 22, |973, Pederal Register, Volume 38, No. 35.

(2) 49 CFR Part |92 - Amendment to Section |92.3, Service
Line Definition. Issued April |0, |973, Federal Register,
Vol. 38, No. 68.

(3) 49 CFR Part |92 - Amendment to Section [92.65 (g)
(1), Odorization of Gas. Issued June 7, (973, Federal
Register, Vol. 38, No. |09.

i That a copy of the amendments attached hereto as
Appendix A be mailed to all natural gas utilities and
municipalities under the jurisdiction of the North Carolina
Utilities Commission.

3. That a copy of this crder be mailed to all natural
gas utilities and municipalitiass under the jurisdiction of
the North Carolina Utilities Commission.

4, That a copy of this order be transmitted to the
Department of Transportation, Washington, D. C.

ISSUED BY ORDER OF THE COMMISSION.
This the 2|st day of November, |973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)
APPENDIX A
§ 192.3 Definitions

* * * * * * * * * * * *

"Service 1line" means a distribution line that transports
gas from a common source of supply to (|) a customer meter
or the connection to a custcmer's piping, whichever is
farther downstream, or (2) the connection to a customer's
piping if there is no custom2r meter. A customer meter is
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the meter that measures the transfer of -gas frcm an operator
to a consumer.

* * * * * * * L] L] * * *

{Sec. 3, Natural Gas Pipeline Safety Act of 968, 49 U.S.C.
1692, § 1.58(d), regulations. of the Office of the Secretary
of Transportation, %#9 CFR |.58(d); redelegation of authority
to the Director, 0ffice of Pipeline Safety, set forth in
appendix A of part | of the requlations of the Office of the
Secretary c¢f Transportation, 49 CPR Part |}

Issued in Washington, D.C. on April 5, |973.

Joseph C. Caldwell,
Director,
offica of Pipeline Safety.

(PR Doc. 73-6842 Piled 4-9-73; 8:45 anm]

& |92.55 Steel pipe.

{a) * * *

(2) It meets the requirements of--

(i) Section II of Appendix B to this part; or

(iiy If it was manufacturzd before November 12, |970,.
either section II or III of Appendix B to this part;

or
* %* * * * * L * * L] * *
{b) * % %

{2) Tt meets the requirasments of--

(i) Section II of Appendix B to this part; or

(ii) If it was manufactured before WNovember |2, 1970,
either section IT or III of Appendix B to this part;

* * * * " * » * * * * *
2. Saction (92.65 is revised to read as follows:
§ |92.65 Transportation of pipe.

In a pipeline to be operated at a hoop stress of 20
percent or more of SHYS, no operator may use pipe having an
outer diameter +to wall thickness ratic of 70 to | or more,
that is transported by railrocad unless--

{a) The transportation was performed in accordance with
API RPS5L); or

(b) In the case of pipe transported before November |2,
1970, the pipe is tested in accordance with Subkpart J of
this part +o at least [.25 tires the maximum allowable
operating pressurs if it is to be installed in a class |
location and +to at 1least |.5 times the maximum allewable
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operating pressure if it'is to be installed in a class 2, 3,
or 4 location. ¥Notwithstanding any shorter time perioed
permitted under Subpart J of this part, the test pressure
must be maintained for at least 8 hours.

3. Section I of Appendix A is amended by Tevising
paragraph B to read as follous:

L] * ® * *

B. American Petroleum Institute (API), (80| K Street
NH., Washington, DC 20006, or 300 Corrigan Tower Building,
Pallas, Tex. 7520]. ' .

4, Section II of Appendix & is amended by revising
subparagraphs A.1, 2, 3, and 5 to read as follows:

II. Documents incorporated by reference,

A. Rmerican Petroleum Institute:

{- API standard 5L "API Spacification for Line Pipe"
{1967, 1870, |97 editions, |97{ edition plus Supplement {).

2. API Standard 5LS "API Specification fcr Spiral-wWeld
Line Pipe®™(|967, 1970, 97| editions, 97! edition plus
Supplement ).

3. API Standard 5LX ®"API Specification for High-Test
Line Pipe% (|967, 1970, |97| editions, 971 edition plug
Supplement {).

5. BPT  Standard 5A "API Specification for Casing,
Tubing, and Drill Pipe" ({968, 97| editions).

* * * * *

5. Section I of Appendix B is amended by revising the
first three items to read as follows:

I. Listed pipe specifications. Numbers in parentheses.

indicate applicable editicns.

API 5L--Steel and 4iron pipa (967, 197C, 1971, 1971 plus
Supplement ).

API 51LS--Steel pipe ({967, (970, 197, 197f{ plus Supplement
1.

APTX SLX--Steel pipe ([967, {970, 1971, 197] plus Supplement
-

* " # * *

6. Rppendix B is amended by adding a new section III at
the end thereof, to read as follouws:

APPENDIX B-—-QUALIFICATION QF PIPE

* * * * *

IIT. Stéeel pipe manufactured before November |2, 970, to
earlier editions of 1listed speclfications. Steel pipe
nanufactured before November |2, |970, in accordance with a
specification of which a later edition is listed in section
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I of this appendix, is qualified for use under this part if
the following regquirements are met:

A. Inspection. The pipe must be clean encugh to permit
adeguate inspection. It must be visually dinspected +to
ensure that it is reasonably round and straight and that
there are no defects which night impair the strength or
tightness of the pipe.

B. Similarity of specification requirements. The
edition of the listed specification under which the pipe was
nanufactured must have substantially the same requirepents
with respect to the following properties as a later edition
of +that specification listed in section I of this appendix:

(1) Physical (mechanical) properties of pipe, including
yield and tensile strength, elongation, and yield to tensile
ratio, and testing 'requirements to verify those properties.

(2) cChemical properties of pipe and testing requirements
to verify those properties.

C. Inspection or test of walded pipe. On pipe with
welded seams, one of the following reguirements must be met:

(1) The edition of the lista2d specification to which the
pipe was manufactured must have substantially +the same
requirements with respect +to nondestructive jinspecticn of
welded scams and the standards for acceptance or rejection
and repair as a later edition of the specificatjon listed in
section I of this appendix.

(2) The pipe must be tested in accordance with Subpart J
of this part to at least |.25 times +the maximumr allowable
operating pressure if it is to be installed in a class |
location and to at least |.5 times +the maxipum allowable
operating pressure if it is to be installed in a class 2, 3,
or 4 locgation. Notwithstanding any shorter +time period
permitted under Subpart J of this part, the test pressure
nust be maintained for at least 8 hours.

{Sec. 3, Vatural Gas Pipeline Safety Act of 968, 49 U.s.C.
1672; & 1.58(d), requlations of the Office of the Secretary
of Transportation, 49 CFR |.58(4); the redelegation of
authority tc the Director, O0ffice of Pipeline Safety, set
forth 1n Appendlx R +to Part | of the regulations of the
Office of the Secretary of Transportation, 49 CFR Part |}

Issued in Washington, D. C., on February (4, }973.
Joseph C. Caldwell,
Director, 0ffice of
Pipeline Safety.

[FR Doc., 73=-3322 Filed 2-21-73; &:05 am]
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§ 192.625 odorization of gas.

* * * * *
(g} * * *
{1) January |, 1974; or

* * * * *

This amendnent is issued under the authority-¢f section 3
of the Natural Gas Pipeline Safaty Act of |[968 (49 1U.S.C.
1672y, 5 |.58(d) of the regulaticns of the 0ffice of the
Secretary of Transportation (49 CFR {(.58(d), and the
redelegation of authority to the Director, O0ffice of
Pipeline Safety set forth in appendix A of part | of the
requlations of the office of the Sacretary of Transportation
{49 CFR, pt. ().

Issued in Washington, D.C. on May 3{, 1973.
Josaph C. caldwell,
Director,

Office of Pipeline Safety.
[FR Doc. 73-11359 Filed 6-6-73; 8:45 am]

DOCKET NO. P~|00, SUB 30
BEFORE THE NORTH CAROLINA UTILITIES COHHISSION

In the Matter of
The Establishment of Rule R9-4 as a New Rddition )

to Chapter 9 of the Commission's Rules and }y ORDER TO
Regulations Pertaining to Telephone and ) ESTABLISH
Telegraph Companies Pursuant to G. 5. 62-3]. ) ROLE

The North Carolina Utilities Commission, acting under the
powver and authority delegated to it by law, hereby gives
notice of its intention +o establish Rule R9-4 as a new
addition to chapter 9 of the Ccamission's Rules and
Regulations pertaining to telaphone and telegraph companies
pursuant to G. S. 62-3|, the rule to ke as follows:

Rule RY9-4, Filing of Telephona and Telegraph tariffs and
maps.

(a) Defipnition. The term "tariff" as used herein means a
publication containing rates, charges, rules and
regulations of +the t3lephone or telegraph publie
utility. The term "map" as used herein mscans a nap

vhich is used to define service and rate areas.

(b)

equirements as to size, forp, identification, and
i a
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M All tariffs except maps shall be ir loose leaf
form of size eight and one-half inches by eleven
inches and shall be plainly printed or reproduced on
paper of good guality.

(2) Bach regulated telephone ugtility in ¥orth
Carolina shall have on file with the North <Carolina
Utilities ‘' Commission, - for each exchange it serves a
map of scale one inch equals one =mile showing
exchange service area, base rate area, and if any
exist, cTural <zones. Said wmaps, when originally
drawn, shall be made £rom current North Carolina
State Highway Maintenance maps.

(3) A wmargin of not less than three-fourths inch
without any printing thareon shall be allowed at the
binding edge of each tariff sheet.

(%) Tariff sheets ar2 to be numbered consecutively
by section, sheet, and revision number. Each sheet
shall show an effective date, a revision number,
section number, sheet number, name of the company and
the name of the tariff and title of the section in a
consistent manner.

{5} When it is desired to mrake changes in the
rates, rules, maps, or other provisions of the
tariff, an official tariff filing shall be made to
the North Carolipa Utilities Cophission addressed as
follovs: North Carolina Utilities Comoission
Telephone Rate Section, P. 0. Box 99|, Raleigh, North
carolina 27602.

Transmittal  Lettars. Bach +tariff £iling <chall
include a letter of transmittal (five copies). all
explanations shall 'bhe mnade in such form as to be
readily understcod by persons not fully familiar with
technical language. Bach +transmittal letter shall
include:

() B list of sheets filed by section, sheet and
revision. .

(2) 2 paragraph describing the type of filing (new
service, change of regaulation, rate increase, rate
reduction, etc.).

{3 A paragraph or mcre explaining the reasons
necessary and a full explanation of each change, new
offering, new rTegulation, etc., and details of
operations of each new service.

(W) A paragraph giving a full explanation of the
impact of each proposed change on existing
subscribers. .
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{5) 4 paragraph giving the estimated gross revenue
and net revenue that a new service will preduce
annually over a three yaar period, explaining how the
estimate was obtained.

[ ROTE] Each tariff revision of wording,
rearrangement, other changes, additicns or
delations shall be explained in

consecutive order in the transmittal
letter in the sequence in which they
appear.

Bach tariff f£filing shall be treated as
original in that all required information
shall be  submitted with each filing
regardless if similat or identical
information such as cost study data or
technical data has bheen submitted with
previous filings.

gnrelated nev service offerings shall not
be included in the same tariff filing,
Neither shall unrelated tariff changes be
included in the same tariff filing.

One copy of technical explanation,
marketing data or other information
necessary to describe the proposed
additions or changes shall be included as
a part of the tariff filing,

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,
éx¥xplanation should be given including the available
data, the reason full data is not available and on
what information the propesed rates are based.

Any +telephone utility with 1less +than 4,000 total
stations in service shall submit cost data or file a
rate already on file by some other company in Worth
Carolina. Should +thas latter choice be made,
explanation shall be included as to the name of the
company from whom the vratses were copied and the
tariff section, sheet and iten number of the other
company's tariff.

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

Notice of change; Special Permission; Syerbols. Each
tariff filing shall include nevw or revised tariff
sheets (five copies) with notations in the right hand
margin indicating 2ach change made on these sheets,
Notations to be used are (c) to signify change in
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requlation, (D) to signify discontinued rate or
regulation, (I) to signify a rate increase, (N) to
signify a new rate or regulation, (R) to signify a
rate reduction, (T) to. signify a change in text, but
no change in rate or regulation. Sheets issued
under mnew numbers are to be designated as original
sheets, Sheets being revised should show the next
nunber of revision from the existing sheet and should
cancel the existing shest.

Any tariff filings to make changes of existing maps
shall include three (3) copies of said wmap plus a
location nap sSo marked with the proposed changes
indicated in red pencil in liew of +the right hand
margin notation specified in the preceding paragraph.

All tariff filings shall be received at the
Connission offices at laast 30 days before the date
upon which they are to become effective, except as
provided in G. S. 62-134, and except those +tariff
filings made in responss to a Commission Order.

ggmg;gg;gg Order Tariff Pilings. Tariff filings made
in response to an Order issued by the North Carclina
Utilities Comnission shall include a transmsittal
letter stating that +the tariffs attached are in
compliance with the oOrder, giving the docket number,
date of the order, a list of tariff sheets filed and
any other information necessary. The transmittal
letter shall he exempt from all other requirements of
Section (c) above. Said tariff sheets shall ccrply
with all rules in this Chapter and shall include all
changes ordered amd absolutely no gthers. The
effective date ands/or wording of said tariffs shall
comply with the ordering provisions o¢f the order
being complied with.

Availapility of Tariffs. Each telérhone and
telegraph utility shall make available to the public
at each of its business offices within North Carclina
all of its tariffs currently on file with +the WNorth
Carclina Utilities Commission and its employees shall
lend assistance to seekers of information <therefrom
and afford inguirers an opportunity to examine any of
such tariffs without requiring the inquirer to assign

-any Treason for such desire. Utilities shall not be

required to furnish copies without charge.

Effective date of +this Chapter. The rules of this
Chapter shall be applicable to all tariff filings and
maps filed on and after a date ten days subsequent to
the adoption of +this Chapter as a gart of the
conmission's Rules and Regulations. Rll maps on file
shall be in compliance with Rule R9-u4(b) (2) by April
le 1974, Western Union Telegraph Company is exempt
from the map requirements of this Chapter.
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(i) ccmpliance. Any tariff filings filed with the
Commission and found to be non-compliant with this
Chapter shall be so marked and one copy shall be
returned to the filing atility with a brief
explanation advising in what way the tariff does not
coemply and advise that +the Commission does not
consider said tariff as having been filed. Record of
any tariff filings returned for non-compliance with
this Chapter shall be made in the Commission files.
Full compliance with this rule shall not gquarantee
Ccmmission approval or preclude requests for
additional information or clarification.

IT IS, THEREFORE, ORDERED AS FCLLOWS:

(1) That if no written requasts for hearing are filed
within thirty (30) days from the date of this order relating
to the foregoing rule, the rula shall become effective at
the expiration of said thirty (30) days.

(2) That a copy of this Order be sent to each telephone
company under the jurisdiction of the Commissicn and to
Western Union Telegraph Company.

ISSUED BY ORDER OF THE COMMISSION.
This |5th day of January, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO. P-|00, SUB 30
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
The Establishment of Rule R9-4 as a New Addition to )
Chapter 9 of the Commission's Rules and Regulations ) FINAL
pertaining to Telephone and Telegraph Companies ) ORDER
pursuant to G.S. 62-3]|. )

The North Carolina Utilities Commission, acting under the
power and authority delegated to it by law gave notice on
January |5, 1973, of its intentions to establish Rule R9-4
as a new addition to Chapter 9 of the Commission's Rules and
Requlations pertaining to telephone and telegraph companies
pursuant to G.S. 62-3|, notifying the companies that 3if no
written request for a hearing were filed within 30 days from
the date of the order, relating to the foregoing rule, that
the rule would become effactive at the expiration of said 30
days.

There being no written request for a hearing received
within the 30 days of the date of the order, this order is
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issued as a final order so that the record may show that the
rule ig now in effect.

IT IS, THEREFCRE, ORDERED that this order shall serve ag a
final order of record that Rule 8®9-4, Chapter 9, of +the
Commission's Rules and Regulations pertaining to telephone
and telegraph companies pursuant to 6G.5. 62-3|, is now
effective and is +to be complied with by all telephone and
telegraph companies under the Conmission's Jurisdiction, and
that a copy of this order shall be sent to e€ach telephone
company under the jurisdiction of the Commission and +to
festern Union Telephone and’' Telegraph Company.

ISSUED BY ORDER OP THE COMMISSION.
This 26th day of March, [973.

HORTH CAROLINA UTILITIES COHHISSIbH
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET ¥O. E-30, SUB ||
BEFORE THE NORTH CAROLINA UTILITI®S COMKISSION

In the Matter of
Application of Domestic Electric ) ORDER APPROVING
service, Inc., Filing of Revised ') INCREASE 1IN
Schedules Stating New Rates. } RATES AND CHARGES

BY THE COMMISSION. on March 9, (973, Donmestic Electric
Service, Inc., hereinafter referrad to as "Domestich, filed
an Application with +the cCommission seeking authority to
increase electric rates and charges to residential,
comnercial and industrial customers in its service area
encompassing parts of Nash, Edgeccmbe and Wilson Counties in
- North Carolina, and more particularly, authority to increase
its rates for immediate relief to offset higher power cost
resulting fron a wholesale increase of approximately
$17,568. 4 (based upon the {2 mcnths ending December 31,
1972) £from the Ccity of Rocky Mount, its supplier, which in
turn will receive the same increase from Carolina Power &
Light company, its supplier, in accordance with a settlemant
agreement filed with the Federal Power. Commission [(Docket
¥o. E-79|8, which increase is effective March |, |973,
following the final decisicn of the Federal Fower
Commission).

Based upon the Application as f£iled and the records of the
Commission in +this docksat, the conmmission * makes  the
following
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FINDINGS OF FACT

l- Aprlicant, Domestic Electric Service, Inc., is a duly
franchised and operating public utility under the laws of
the State of WNorth Carclina and is. subject to the
jurigdiction of this Commission for the purpose of £fixing
its rates and chatges.

2. Applicant will experience an increase in wholesale
cost of energy purchased from its supplier, +the City of
Rocky Mount, which applies the rate schedule of Carolina
Power & Light Company applicable to itself for billing
Domestic. The Federal Power Comnission has allowed the new
wholesale rate schedule in F.P.C. Docket WNo. E-T79[8 +to
become effective March |, |973.

3. The test period utilized by the Commission in this
proceeding was the |2 months' period ending December 31,
1972.

i, Domestic Electric Service, Inc., filed tariffs
adjusted upward, across-the-board by 4.88% to recover this
increase in the cost of purchased power plus related gross
receipts taxes to become effective on all energy sold on or
after March 13, |973.

5. The net original cost of Applicant's investment in
electric utility plant in service on December 3|, {972, was
$302,169.86 and including allowances for working capital of
$12,0483.07 results in a total cost of $3(|4,2[2.93.

6. That the ratio of net operating inceme for return
under the present rates as applied to the net investment in
electric utility plant in service, including working capital
as adjusted for tax accruals, is 7.8|%. After giving
consideration to the proposed rate adjustments and increased
cost of power, Applicant would have a net original cost
investment of approximately $302,169.86, plus working
capital allowance of $((,8(2.39, resulting in a +total
investment of $313,982.25.

7. That in the absence of the Applicant's presenting any
type of replaceiient cogt data for use in arriving at a fair
value determination of its used and useful plant in service,
the commission finds that the fair value of the property is
at least equal +to the net original. cost investment of
$302,169.86 plus allowances for vorking capital of
$11,8{2.39, for a +total fair value of $3|3,982.25. The
proposed rates would effect a rate of return on said fair
value of approximately 7.87%.

8. That , after deducting £fixed charges fron income
available for fixed charges, there remains a net income for
equity of $24,{26.80; that the common equity investment at
the end of the test period was $2|7,227.44, producing a rate
of ‘return on common equity under the present rates at the
end of the test period of ||.02%.
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9. That the rates of return as approved by the
Compission in Docket No. E-30, Sub 9, issued on January 28,
1972, for the test period ending Januvary |3, {97|, and those
determined by the Commission in +this docket are. listed
below:

APPROVED IN APTER
DOCKET WO. E-30, SUB 9 PROPOSED
JANUARY_ 28, 1972 INCREASE
on fair value 6.69% 7.87%
on equity 12.45% R ERRS

The rate of return on common equity after the adjustments
for the proposed increases as applied for herein has
decreased from that found Just and reasonable by the
Compission in the last rate of <return filing approved by
this Commission, and the rate of return on fair value has
increased.

|0. To reguire the Applicant to absorb the increases in
vholésale energy cost imposed upon it by its supplier, the
City of BRocky Hount, which bills Domestic, with the same
rate schedule approved by +he Pederal Power Conmmission
resulting from a settlement agresment in F.P.C. Docket No.
E-7918, would result i1n the Applicant's being zfequired +to
operate at a rate of return on common eguity-that would be
less than Jjust of reasonable or sufficient for the
Applicant's utility operatiomns.

Whereupon the Commnission reaches the following
CONCLUSIOKRS

The Compission concludes that +to require Domestic to
absort the increase in wholesala energy cost imposed-upom it
by its supp11er, the City of Rocky Hounu,,following an
increase in its rate from Carolina Power & Light Company as
a result of a settlement of an Application by Carolina Power
5 Light Company to the Federal Power Commission in F.P.C.
Docket No. E-79[8 would vesult in requiring the company to
operate at a rate of return on common equity +that dis less
than Just and reasonable under its operations as a public
utility. )

The Comaission is further of the opinion that the rates
authorized pursuant to this Ordar are just and reasonable
ender <the operating conditions which the Applicant is now
experiencing, and that ¢the increase allowed therein will
pernit +the Applicant to pay its increased cost of wholesale
energy, %to maintain its facilities and services in
accordance with the reasonable requirements of its customers
in the territory covered by its franchise, and to reasonably
neet its financing requirements to maintain and improve
service to its customers.

The Commission further cecncludes that after review ‘and
analysis of the data filed by Domestic Electric Service,
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Inc., in this docket that the filing will not result in an
increase in the company's rate of return on common equity
over that approved by the Commissicn in the most recent rate
of return case (Docket No. E-30, Sub 9, dated January 28,
1972), and that the pass-on of the wholesale increased cost
of purchased power should thersfcre be allowed.

Based on the foregoing Pindings of Fact and Conclusions,
the Commission is of the opinion that the rate increase as
filed by Domestic Electric Service, Inc., that seeks solely
to recover increases in the cost of purchased power to it
from its supplier as allowed by the Federal Power Commission
should be permitted to become effactive without hearing.

Based upon the foregoing Findirgs of Fact and Conclusions,
IT IS, THEREFORE, ORDERED AS FOLLOWS:

f. That effective upon bills rendered on and after the
date of this oOrder, the Applicant, Domestic Electric
Service, Inc. is authorized and permitted to put into effect
an across-the-board increase of 4.88% on its rates and
charges previously approved by the Commission in accordance
with the tariffs filed herein. Such increase in rates shall
produce no more than total annualized additional revenues as
of the end of the test period of $)8,689.5|, being the
dollar amount of increased purchased power expense plus an
allowance for increased gross receipts taxes.

2. If a reduction in wholssale energy costs occurs as a
result of future action taken by the Federal Power
Commission in F.P.C. Docket No. E-79|8 relating to Carolina
Power & Light Company's wholesale rates and the City of
Rocky Mount's subsequently reducing its charges to Domestic
for wholesale energy, the flat 4.88% increase on rates and
charges granted in this o9rder affecting residential,
commercial and industrial rates of the company will be
reduced by a percentage that is the difference resulting
from a recomputation of percentage increase in revenues from
the final wholesale energy cost and 4.88%. Any changes of
this nature shall be immediately reported to the Commission
and decreases in rates and charges shall be placed on all
bills within thirty (30) days frcm the effective wholesale
energy cost reduction.

3. That the attached Notice, Appendix "A", be mailed to
all custcmers advising them of the actions taken herein.

ISSUED BY ORDER OF THE COMMISSION.
This the |0th day of April, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherines H. Peele, Chief Clerk

(SEAL)
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APPENDIX "AY
NOTICE

Opon Application of Domestic Electric Service, Inc. the
North- Carolina Utilities Comnission approved a rate increase
of 4,88% on all electric bills tendered on or after April
{0, 1973. This increase allows Domestic Electric Service,
Inc. to recover only the increase in cost of purchased power
to it {plus related gross receipts taxes) from its supplier,
the cCity of Rocky Mount, which in turn received an increase
from its supplier, Carolina Pouer & Light Company through a
Settlement Agreement in Pederal Pover Commission Docket No.
E-79|8. : '

DOCKET HO. E-7, SUB [45
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

Application of Duke Power Company for )

Authority to Increase its Electric ) ORDER

Rates and Charges )

PLACEs: Commission Hearing Room, Ruffin Building,
Raleigh, North Carolina

DATE: November 8-10, |4-{7; December 5-8, [2-|5
|8-20, 1972

BEFORE: Chairman Marvin R. Wooten, Presiding;

Commissioners John R. HcDevitt, Hugh A. Wells,
and Hiles H. Rhyne

APPEARANCES:
For the Applicant:

William H. Grigg

General Counsel

bDuke Power Company

P. 0. Box 2|78, Charlotte, N. C.

Steve €., Griffith, Jr.
Duke Pover Company
P, 0., Box 2178, Charlotte, N. C.

Clarence W. Walker

Kennedy, Covington, Lobdell & Hickman

1200 North Carolina National Bank Building
Charlotte, N. C. .

Appearing for: Duake Power Company

For the Protestants:

Thomas R. Eller, Jr.
Cansler, Lockhart & Bller, P. A.



RATES H

010 ¥orth Carolina H¥ational Bank Building
Charlotte, N. .

Appearing for:

N, C., Textile Manufacturers qssociation, Inc.

Claude V. Jones

City Attorney

Central Carolina Eank Building
Durham, ¥. C.

Appearing for: The City of Durhanm

James C. Little and

David #. Permar

Hatch, Little, Bunn, Jones & Few

327 Hillsborough Street

Raleigh, H. C.

Rppearing for: ¥. C. 0i1 Johbers Association,
Joseph L. Berry and Robert Arey

Robert B. Byrd

Byrd, Byrd, Ervin & Blanton

Box 832, Morganton, N. C.

Appearing for: Great Lakes Carbon Corporation
Herganton, N. C,.

E. K. Powe

Powe, Porter & Alphin, P. AR.

P. 0. Box 3843, Durham, HN. C.
Appearing for: Duke University

Houston V, Blair

3403 Ogburn Court
Durham, H.. C. 27705
Appearing for Himself.

Thomas J. Rucker

Attorney at Law

Legal ARid Society of Porsyth County
300 Government Center
Finston-Salem, N. C.

Appearing for: Batty Hajett

For the Using and Consuming Publics:

I. Beverly Lake, Jr.
Assistant Attorney General
Ruffin Building
Raleigh, N. C.

Ruth G. Bell

Assistant Attorney Ganeral
Ruffin Building

Raleigh, N. C.
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For the Commission Staff:

INTRODUCTION

Chroneclogy
Witnesses

EVIDENCE
Fair Va;ue
i.
ii.
Operating
i.
ii.
iii.
iv.
Fair Rate
Rates
i.

ii.
iii,

iv.
V.

PINDINGS OF

Fdward B. Hipp
Commission Attorney
Ruffin Building
Raleigh, M. C.

Maurice W. Horne

Assistant Compission Attorney
Ruffin Building

Raleigh, N. C.

CONTBNIS

of Events

of Plant in Service

original Cost
Replacement Cost

Costs

The Effect of the Oconee Nuclear
Units on Duke's Operations

Fuel Prices

Capacity Reserves

Increasing Costs

of Return

Cost of Service Study
Background
Evidence
Incremental Costs
Rate Design
Rate Schedules
Background
Evidence
Special Requirements for Service
Industrial Attraction

FACT

Fair Value of Plant in Service

i.
ii,
iii.

Original Cost
Replacemant Cost
Fair Valuae



Operating
i,
iit.
iv,
Y

Fair Rate

Rates
i.

x i
iii.
iv.

CONCLUSIONS
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Costs

The Effect of the Oconee Nuclear
Units on Duke's Operations

Fuel Prices

Capacity Reserves

Increasing Costs

Research and Davelopment

of Return

Cost of Service
Incremental Costs

Rate Design

Requirements for Service

Fair value of Plant in Service

Operating
i.
ii.
iil.

Fair Rate
Rates
1.
id.

; 5. 5 1
iv.

Costs

Fuel Prices

Capacity Reserves

Projected Opesraticns Data
and Results

of Return

Cost of Service

Rate Design

Special Requirements for Service
Industrial Attraction

ORDERING PARAGRAPHS

BY THE COMMISSION.

31,
called

Carolina.
Residential
about |0%

Service would be increased in about the same
Industrial Service would be increased from about 5% for

for

"Duke")

INTRODUCTION

CHRONOLOGY OF EVENTS

The proposed rates wculd increase the bills for
Service from abcut 4% for low consumptions
for high consumpticas, and bills for General

range.

low consumptions to about |7% for high consumption.

Duke
additional

alleges

would
from

that
on

said increases

revenue an annual basis its

This proceeding was instituted on May
1972, with the filing by Duke Power Company
of an Applicaticn for Authority to Increase
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carolina retail customers of $28,37|,000; the Application
contends that the proposed rate increase is necessary for
Duke +to earn a fair rate of return on its investment, =aid
return having deteriorated 31s a result of increased
investment for environmental protection and research, and
increases in embedded plant costs and interest rates for the
capital needed in Duke's construction program.

By order of June 27, |972, the Ccmmission, ipter alia,
declared +the Application to be a general rate case,
suspended the proposed rate ingrease applied for, and set
the matter for investigation and hearing, requiring Duke +to
give notice of its application. In the Order of June 27,
1972, the Commission revised tha t=2st period from the twelve
nonth period ending February 29, |972, to the twelve month
period ending December 3|, 197]|.

Motion for Modification <¢f oOrder of Suspension and
Investigation was filed with the Ccmmission by Duke on July
7. 1972, to change the test period from the twelve months
ending December 3f, [97|, to the +twelve months' period
ending June 30, [972. ordar amending the test periecd to
June 30, 1972, was issued by the Commission on July 20,
1972,

Amendment No. | to Duke's ‘Application, based on the
revised test pericd, was filed with the Conmnission on August
8, {972, The amended application .seeks to produce

additional revenue of $29,376,000 on North Carolina retail
operations.

Amendment No. 2 to the Application, projected data for the
calendar year (973, and a Study c¢f +the cChanged Econonic
Climate on the Earnings and Pricing Policy of All Electric
Utilities were filed with the Ccmrission on September |,
1972. '

Notice of Intervention was filed by Robert Horgan,
Attorney General for the State of North Ccarolima, for and on
behalf of the using and censuming public. The Notice of
Intervention was recognizad by Ccmmission Order on September
5, 1972.

Applications for Leave to Intervene and Protest were filed
by the City of Durham; Robert J. Arey of Shelby; North
Carolina 0il Jobbers Association, (sometimes hereinafter
referred to as M™0il Jobbersm)s Joe L. Berry of Greensboros
the North carolina Textils Manufacturers Association
{sometimes hereinafter referred to as "Hanufacturers®);

Housten V. Blair, Durham;j and Great Lakes cCarbon
Corporation, Morganton; all of which interventions were
allowed by +the Commission. The Commission, in Executive

Session on November 8, (972, reccgnized the Interventicn of
the city of Mount Airy.

"Motion of the North Carolina Textile Hanufacturers
Association, Inc., seeking a separate hearing on the issues
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of rate classifications and rate design was filed with the
Commission on September 8, t972. Answer was filed by Duke
and reply filed by Manufacturers. Order was issued by the
Connission setting Oral Argumsnt on the Motion.

Ooral argument on the Motion seaking a separate hearing on
the issues of rate classification and rate design was heard
by the Commission on October 5, {972. Order Denying the
Motion was issued by the Cormission on October (8, 1972.
Said order also ordered Duke to ¢ffer into evidence cost-of-
service studies.

Public hearing was held in the Commission Hearing Room,
Buffin Building, Raleigh, North Carolina, in two parts. The
‘first section of the hearing began cn November B8, (972, and
extended through seven hearing days. The second part of the
hearing began on December 5, |[972, and extended through
eleven hearing days, ending cn December 20, |972. Ccunsel
for all parties appeared as shown abhove.

Oon December 6, [972, Duke filed with the Cobnmission an
Undertaking to place +the suspended rate increases into
effect on service rendered on and after January |, 1973,
pursuant to the provisicns of G. 3. 62-|35. By order of
December |3, (972, the Commission approved said Undertaking
and requlred, inter alia that notice of the dincrease be
publlshed in general circulation newspapers in the affected
service area and be postad and available by mail on request,
and issued in a general new¥s release.

At the close of all the evidance, the protestant, Great
Lakes, entered motions to dismiss the Application; that +the
testimony of Professor Spann be considered only as to
whether or not the rates proposed by Duke are dJust and
teasonable; and that the Commission consider the Application
vithout attempting to impose a rate design of jits own. The

motions were taken under advisement.

Also at the close of the hearing, Duke University moved to
disniss from the proceeding all matters except the rate
schedules proposed by Duke, The motiorn was taken under
advisenment.

The City of Durham moved to dismiss the proceeding. The
motion was taken under advisemant.

The Textile Manufacturers moved for involuntary dismissal
of the proceeding., The motion was taken under advisement.

The parties requested and were granted 1leave to file
briefs 30 days after the mailing of the last volume of the
transcript.

WITNESSES

Duke offered testimony and exhibits of witnesses as
follows: carl Horn, Jr., President of Duke, on the
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financial and other operations of Duke; Robert L. Noddin,
Union Service Corporation, New ¥Ycrk City, as to the earnings
required of bDuke by investors in its securities; Willianm G,
Stott, William Stott Associates, as to the present financial
condition and future prospects of Duke, and rate of return;
Robert E. Frazer, Vice President of Duke for Finance, as to
Duke's financing of construction through sales of securities
and the coverage requirements of Duke's securities; William
R. Stimart, Treasurer of Duke, as to Duke accounting
methods; John B. Gillett, Whitman, Requardt & Associates,
Baltimore, as +to the trending cf original cost of electric
utility property; C. E.-Poovey, Hanager of Forecasting and
Budgets . of Duke, as to m2theds of forecasting sales among
various classes of customers; Austin C, Thies, Senior Vice
President, Production and Transmission for Duke, as to
Duke's budgeting methods and increased production costs;
bDouglas W®. Booth, Seniof Vice President, Retail Operations
for Duke, as to Duke's budgaet, load factor, and the rate of
return hetween varlous customer c¢lasses; Edwin VYennard,
Consultant, as to changing economic conditions and their
effect on rising incremental - costs, and factors %o be
considered in rate design; Glen A. Coan, Vice President -
Rates for Duke, as +to rate structure and the design of
rates; George S. Fuller, Independent Consultant, as +to
electric utility operations and cost of service.

The Attorney General offered +testimony and exhibits of
witnesses as follows: David F. Crotts, Research Analyst for
the Anti-Trust and Utilities Division of the North Carolina
Attorney Generalt's 0Office, as te the relationship of Hrs.
Betty Majett's electric usage to the average usage of all
customers ‘under the same schedule; Paul Fahey, Procurement
Consultant, as to Duke's coal buying practices and coal
costs; Dr. Charles E. Olson, Associate Professor 4in Public
Utilities and Transportation, University of Haryland, as to
the fair rate of return required by Duke and the  rate
structure proposed. :

Public witnesses appeared and testified as follows: Mrs.
Dan Drummond of Winston-Salem, a residential customer of
Duke, presented a statement protesting the rate increase;
Jeff Guller, City Attorney of Bessemer City, testified as to
the effect of the proposed rate increase on the town, and on
the effect of the removal of certain of the +town's water
treatment facilities f£from "closed" schedules; Robert E,
leak, of the Board of Industrial and Tourist and Comnunity
Resources, N. C. Department cf Natural and Econonmic
Resources, presented a statement as to the effects of the
proposed increase on the competitive status o©of HNorth
carolina in attracting business and industry; William Kirby,
Durham, North Carolina, presented a statement in protest to
the propesed rate increase; Dr. Joseph H. Rishon,
Superintendent of the Board of Education of Hickory City
Schools, presented a statement in protest to +the proposed
rate increase.
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Williar EB. Cage, Assoclate Professor of Economics, Wake
Porest University, appeared for the protestant Betty Majett,
and testified, jinter alia, to Duke's alleged need for
additional revenue, and the fossible consequences of
granting Duke higher rates.

The H. €. Textile Hanufacturers Association presented
vitnesses as follows: Thomas N. Ingram, Bxecutive Vice
President ard Treasurer, Textile Manufacturers Association,
in protest to the increase in rates to textile mills; Jerry
Roberts, Secretary, Textile Manufacturers Association, as to
tbe effect of the proposed increase on wmember industries;
Arther B, Capper, Collins & Aikman Corporation, as to the
effect of the increase on his ccmpany; R. C. Reinhardt, Jr.,
Vice President, Beaunit Corporation, as to the effect of the
increase on his companyy J. L. Thompson, Jr., Secretary-
Assistant Treasurer of Carolina Mills, Inc., Maiden, as to
the effect of the increase on his company; Richard W. Lees,
Manager of Manufacturing Operations, Ingetson-Rand Conpany,
as to the effect of the increase on his company: Oliver R.
Cross, Treasurer, Cross Cotton Mills, BHarion, as to the
effect of the increase on his company; Edround R. Gant, Vice
President, Glen Raven MNills, 1Inc., %0 the cffect of the
increase on his company; David R. LaPFar, Vice President and
General  HManager, Harden Hanuficturing Company, Gaston
County, as to the effect of the increase on his company; K.
A. Stevens, Hanager of Costs, Cannon Mills, Kannapolis, as
to the effect of the increase on his company; Harold P.
Hornaday, Executive Vice President, Cannon Mills, as to the
effect of +the increase on his company; and R. C.
Schoonmaker, Assistant Treasurer, Stowe HMills, Inc., and
Pharr Yarns, Inc., McAdenville, as to the effect of +the
increase on his companies.

Coonission Staff offered the testimony and exhibits of
witnesses as <follows: William E. (¢arter, Senjor Staff
Accountant, as to the Staff audit of Duke's books and the
audit report and exhibits contained +therein; Professor
Robert M. Spann, Assistant Professor of Economics at
Virginia Polytechnic Institute and State University, as to
the application of economic thaory to electrical rate
making, his examination of Duke's proposed rates, and the
justification of the Staff's rate design; Allen L. Clapp,
Staff Engineer, as to the manner of execution of Duke's [97]
Cost of Service 5Study and crecommendations for changes;
William J. Willisg, Jr., Commission Staff Senior Electrical
Engineer, on adjustments made to Duke's annualization study
of revenues and operation and maintenance expenses; and
George M. Duckwall, Staff Engineer, as to the jurisdictional
allocation of Duke's electrical operations.
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EVIDENRCE

FAIR VALUE OF PLANT IN SERVICE

Backqround

G. S. 62-|33 provides that the Commission shall ascertain
the fair value of plant in servica at the end of the test
pericd, considering original cost, replacement costs, any
other factors relevant to the present fair value of the
property, and following the detarmination of fair value, fix
a rate of return on the fair value as will enable the
utility by sound management ¢o produce a fair profit (to
Duke's stockholders), . c¢onsidering changing econonic
conditions and other factors as they exist; to maintain its
facilities and service in accordance with the reascnable
requirements of its customers in the territory covered by
its franchise; and to compete in the market for capital
funds -on’ terms reasonably £air +to its customers and to
existing investors.

biscussion

Before entering upon a discussion of the fair value of
Duke's properties, it is incumbent upon the Commissicn to
consider, inter alia, the replacement cost of Duke's
property, inasmuch as the Company offered testimony
regarding replacement cost. G&. S. 62-133 (b) ({) provides,
in part, that replacement cost may be determined by trending
reasonable depreciated cost to current cost levels, or by
any other reasgnable method. The Commissicn interprets G.
S. 62-133 (b) (1) to mean that T"replacement cost" (or
vreproduction cost new™) envisicns the reconstruction of
utility rlant in accordance with modern design and
technigues and with the most up-to-date changes in the state
of the art in power supply and distribution. On the other
hand, "reproduction costs™ (or +trended original cost as
presented by Duke Witness Gillett) is founded upon the
premise that, if destroyed, the plant would be Tebuilt with
inefficiencies and outmaded obsolete design included.
Consequently, replacement cost envisions a higher 1level of
evidence than that of reproduction costs alone.
Accordingly, if the “replacement cost" study of Duke in this
proceeding is to be accepted, it must be Dbased upon
reasonable methodology in order +o be compelling and
sufficient evidence of replacement cost, Therefore, while
the trending of plant on.a "brick-for-brick" basis offers
sope evidence of replacement cost, the various major plant
accounts nust be considered individually in ‘terms of
advancements in the art ahd vhether much more efficiently
and economically designed plant would be constructed today
instead of plant designed and installed up to 30 or more
years earlier. The value of replacement cost is also
influenced by the condition of the plant as judged from an
adequacy of service standpoint. In this case, adeguacy of
service was not an issue and hence no deductions were made
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in the f£findings of replacemant costs for reasons of
inadequate service. ’ :

(i) Original cCost
Evidence

The first factor prescribed by the Statute in determining
fair value, original cost {[less dapreciation) of investment
in plant is not substantially disputed. There is no
substantial dispute as to the retail allocations of that
portion of +the plant devoted to North Ccarolina retail
service, The original cost gross plant in service, as
conputed by the Staff, was found to be $1,223,445,45]|. The
depreciation allowance was audited by the Commission staff,
and the depreciation rates used do not require ad-justments.
Depraciation reserve allocated to North Carolina retail
business amounted +to $352,253,499, contributions in aid of
construction amounted to $6,185,827, resulting in a mnet
electrical plant in service of $865,006,|25 (not including
ah allowance for working capital of $62,416,389). (Carter
Schedule I}

(ii) Replacement Cost
Evidence

Company Witness Gillett offered no evidence on the
replacement value of the plant based on the utilization of
nodern designed, engineered, and constructed plant. Instead
Mr. Gillett determined a trended original cost to the June
30, (972 price 1level of Duke's total wutility plant in
service at June 30, 972 of $2,756,200,000. Mr. Gillett
estimated the accrued depreciation applicable to the trended
original cost at $835,500,000, yielding a trended original
cost, less depreciation, of electric plant in service at
June 30, [972, of $|,920,700,000.

OPERATING COSTS

(i) The Effect of +the O0conea Nuclear Units on Duke's
operations
Background

In its Order in Docket No. E-7, Suk |28, in regard to the
prospect of savings in generation costs vTesulting from
operations of +the Oconee Nuclear Station, the Commission
concluded "that once the Nuclesar sStation is operating at
full 1load factor (expected in late 1973}, considerable
savings in per unit gs2neration costs should occur..."
Accordingly, in a 1letter dated oOctober 9, 1972, the
Commnission requested Duke to develop hypothetical €£inancial
nodels for 973 assuning various specified operational
details for the Oconee Nucla2ar Units. These hypothetical
financial models were requested in order that the Commission
night consider any possible savings in generation costs
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resulting from +the planned early operations of the COconee
Nuclear Units.

Evidence

Duke Witness FPrazer testified that, based on Conmission
Staff postulated assumptions for determining the possible
savings derivable from operations of the Oconee Nucleatr
Units, a hypothetical financial model was developed by Duke
to show +the effect of varying oparations of Oconee Units I
and II for the year (973.

As shown in Staff Exhibit #2, the model demonstrated the
percent retirn on common eguity (N.C. Ratail Rate Base) £or
different operations of the nuclear units as follows:

Bafore Proposed After Proposed

Assumptions Increase Increasge.
Oconee not in service - (973 6.26% [1.34%
Oconee in service 60% load
factor - 1973 6.49% {0.8[%
Oconee in service-90% load
factor - |973 7.36% 11.69%

Mr. Frazer stressed the point that the Dconee Plant is
coning on line at a cost of $|27 per KW compared to Duke's
system average gross -cost of §$|07 per KW {depreciated
average net cost of $70 to 375 per KW. (Note: Duke's
Belews Creek fossil plant scheduled for |974-75 operation is
astimated to cost $|137 per KW.)

Duke Witness Thies testified substantially that the actual
present plant operation schedule anticipates that Oconee
Units I and II will . be oparatiomal by June |, (973, and
September |, (973, respectively. Units I and II are
expected %o operate at 34| megawatts for approximately 30
days after each goes commercial, and then increase to 886
megawatts on each unit. A load factor of about 60 percent
is optimistically expected for the remainder of operating
time in (973, if the uniis perform well. ¥No utility has yet
teen atle to achieve a locad factor +this high during the
initial operation of a nuclear unit: however, it is
theoretically possible to do this well. The cost of Oconee
has risen considerably since it was originally authorized by
Duke. The combination of construction delays and higher
original cost of the plant itsalf has offset much of the
savings that were anticipated from 1lower fuel costs. If
puke had -installed fossil instcad of nuclear at Oconee, it
would have experienced the sama problems, but worse. If
Duke had made a decision to put in a fossil plant instead of
a nuclear plant, it would have resulted im a higher cost of
electricity from the fossil plant because of the increasing
original costs of fossil fuel plants plus the higher energy
costs. Oconee Units I and II were originally scheduled to
become operational in the spring of |97 and {972,
respectively.
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(ii) Fuel Prices

Background
The cost of fuel for 2lectrical power generation was a
najor factor in the preceding Duke rate case {Docket E-7,
"Sub |28). In its Order in that Docket, the Commission found
45.67 cents per million BTU to be a reasonable burned fuel
cost to Duke to be used in ccoputing its probable future
opéerating expenses, based on t2st year fuel costs, staff and
company predictions, and then current cost trends.

Further, +the Commission concluded that it would be in the
public interest for Duke to pursue a course of action
designed to investigate the effects of the use of various
types of more competitive purchasing practices, and the
requirement of performance bonds or other assurance of
delivery or replacement. Accordingly, Duke was ordered to
investigate the application of more competitive bidding to
its fuel purchasing and the requirements of performance
bonds or other assurance of delivery or replaceément in its
coal contracts, and to treport the results of the
investigation to the Commission. The Report on the
Competitive Bidding Investigation was subsequently filed
with the Ccmmission by Duke on Hay 3, (972.

Evidence

Mr. ©Paul Fahey, a ‘coal procurement consultant for the
Attorney General, testified substantially as follows: The
costs of coal experienced by Duke in the past year are lower
than the 48.87 cents per million BTU predicted by Duke and
also lower than the 45.25 cents per million BTU predicted by
¥r. Fahey. Currently, Duke is getting very good coal prices
for its new purchases, This is due in part to the softness
of the market and in part to the aggressiveness of bDuke'!s
coal procurement policies and practices.

Duke did not really try compatitive kidding, Duke allowed
different specifications on bids and then negotiated for
contracts different than the ones used for invitations to
bid. There is a doubt that competitive bidding would result
in lower coal prices for Duke at the present time and under
current conditions. Duke woull have to reject all but the
lowest bids and refrain from negotiating to convince the
coal industry of its sericusness and to obtain favorable
cecal prices by competitive bidding. Duke's coal purchase
agreement with its subsidiary, Bastover Mining Company, is
more liberal in its +terms than coal purchase agreements
between Duke and other mining companies.

{iii) Capacity Reserves

Background

Capacity reserve is the generating capacity a systenm
maintains in addition to the capacity reguired to meet the
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projected electrical peak demand lcad. The system maintains
this Yexcess" capacity to (]) meet eléctrical demand 1loads
that may exceed the projected peak demand load for the
system and (2) accommodate any mnalfunctions of generating
facilities within the systen. The reserve of a system is
normally expressed as a percentage of operaticnal capacity.
in excess of capacity required to meet the projected peak
load for normal weather conditiomns. The Commission is
conscious of +the large variation in capacity reserve
requirements purported to be necessary for adequate and
reliable service by the three major electric suppliers
within its Jjurisdiction. These variations in desired
reserve levels are disturbing due to the close proximity and
similarities of these three suppliers, and are pertinent to
the patters considered herein because of the tremendous
inpact upon the ratepayer of any overbuilding or
underbuilding of plant.

This Connission takes notic2 of evidence in cother dockets
indicating that Carolina Power and Light Company supports
the reasonableness of an |8 to 20 percent reserve level, and
that virginia Electric and Powver Company supports the
reasonableness of a |5 to |8 parcent reserve level.

Evidence

Duke President Carl Horn testified that Duke's capacity
reserves reached abnormally low levels, partially as a
result of the Company's decisicn te join the CAEVA Pool (an
attempt to reduce reserve requirements by sharing reserves
with neighboring systems) and partially as a result of the
unanticipated sudden incrzase of the peak demand growth
rate. He added that the CARVA Pool has been dissolved and
that Duke is in a program of building up to at 1least a 25
percent reserve level, the levzl that it deems most prudent.
Doke Witness Thies supported Duke's desired reserve level by
stating that an afdequate reserve should be in the
neighborhood of 25 percent or more. Mr. Thies explained
that Duke now states its reserves as a percentage of a
forecast of peak demand for tha gmost propable or average
weather instead of basing its reserve on a forecast of peak
for the most adverse weather as it had dome ipn +the Gpast.
¥r. Thies stated that Duks chang2d its method of reporting
reserves to match what is mors ccmoonly done by neighboring
systens.

Duke Witness Frazer testified that Duke will ke spending
over $2.3 billion for plant £acilities in the next five
years (|973-]1977), nearly doubling its present investment.
Mr. Frazer added that this is the level of expenditures that
Duke deems appropriate to meet custorer needs based upon
forecasts of customer usage.
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(iv) Increasing Costs
Background

The fact that Duke has changed from a decreasing cost
industry to an increasing cost industry was not at direct
issue in this case. All wvwitnasses who addressed this
subject agreed that Duke now faced increasing costs of
supplying nev service, resulting in an attriticn of earnings
as service expanded. This has not always been the case.
After World War II and prior to | 968 Duke Power Company
experienced an era of decreasing costs, increrental demand
cost, or cost per KW of new plant, decreasing because of
technological advances and increased econosies of scale.
Increasing customer demand, spurred by promotional rates and
advertising enabled Duke to add na2w lower cost generating
capacity. As a result, the incremental cost of plant sank
below the embedded or historical cost. During this period,
Duke's financial position remained stable while the annual
inflation rate averaged about 3%.

Evidence

Mr. Vennard stated that the reason for the stability prior
to | 968 was that the incremental cost per kilowatt, i.e.,
the unit cost of new plants, was less than the average
enbedded cost. During the years {968 and {969 a change in
the economic climate occurred, which caused an upward trend
in incremental costs. This trz2nd has continued until the
present and is expected to continue well intc the future.
Incremental cost per kilowatt is now above the average
enbedded cost and will continua so through [976. OUnit
investment cost will rise =ach year through (976. This is
the most important <£factor affecting costs, as some 60% of
gross revenue is reguired to pay fixed charges on
investment. This means earnings of the utility each year
will probably be less than the previous year.

Hr. Horn +testified that Dukz's revenue attrition problem
is a result of ¢the dincreasing cost of rew plants and
eguipment required to¢ serve Duke's growing demand. The
nagnitude of the climb in incremental cost brought out in
Mr. Horn's testimony was illustrated by the following:

"The Harshall Steam Station, completed ir |970 at a cost
of $97.00 per kilowatt...set a national record for ecoromy
for that type of plant. The Belews Creek Station,
scheduled for completion in [875, is preojected +to cost
$137.00 per kilowatt, although it has approximately the
same electrical capacity in +two wunits as +the Marshall
Station with its four units. The Oconee Nuclear Station
is projected to cost ${72.00 per kilowatt when it is
completed in [974. The McGuire Nuclear Station, scheduled
for completion in 977, with alaost as much electrical
capacity in its +two units as the Oconee Station has in
three units, is projected to cost 3$2[4.00 per kilowatt.
The rTecently anthorized Catawta Nuclear Staticn will be a
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duplicate of the McGuire Statien. It is sckeduled for
completion in (980 at a projected cost of $273.00 per
kilowatt,."

FAIR RATE OF RETURN
Backgrgund

As provided by G.S. 62-33 (b) (%), the North Carclina
Utilities Commission is charged by law to “fix such rate of
return on the fair value of the property as ®ill enable the
public utility by sound mapagement te produce a fair profit
for its stockholders,...apd to coppete in the market for
capital funds op terms which are reasonable and which are
falr to its custopers and to its existing inpvestors.”
(emphasis added)

The expert witnesses testifying on accounting procedures,
rate of return, and finances of Duke Power <Company have
expressed differences of opinion as to a fair rate of return
necessary to provide a fair profit for stockhelders under
this regquirements.

Evidence

Mr. William Stimart, Treasurer of Duke Power Company,
offered testimony and exhibits concerning rates cf return on
plant and common eduity for the test period and projected
rates of return for |973. His testimony was substantially
as follows: For test period ofperations after pro forma
adjustments and allocation to Worth Carolina jurisdictiocral
operations, the original cost net invéstnent is
$930,852,000, which with a net op2rating income for returm
of $62,149,000, results in a rate of return of 6.68% under
present rates. A return of 7.34% on book common equity was
found at the end of the test period using present revenues.
After allowing for the proposed 1increase, the Teturn on
original cost net investment rises to 8.|4% while the return
on book common equity becomas [2.05%. The rates cf return
on book common eguity are based on the company's adjusted
original cost net investment allocated in proportion to the
company's total capitalization ratios as of June 30, [972.

Mr. Stimart further testified as follows:

projected (973 North Carolina jurisdictiohal operatioms
under present rates would produce a rate of return on
origifial cost net investment of 6.62%, obtained by relating
a projected net operating income for return of $74,513,000
to an original cost net investmant of ${,125,537,000. Under
the proposed rates the projected raturn on original cost net
investment would increase +to 8.04%. The original cost
investments referred hereinabove include an allowance for
working capital. {(Trangscript V¥ol. V¥, pp. 200-205). The
rate of return on book common aguity for the projected year
[973 would be 6.92% under prasent rates and under proposed
rates would be (|.6]|%. These rates of return are based on a
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projected average original cost net investment for (973
allocated in proportion to the conpany's expected average
capitalization ratio for {973. The major components of the
11973 projections such as the income statement, electric
plant, capitalization, d&ferred taxes, and inventories are
the direct product of Duke's budget system. Certain items
on the projected balance sheat such as other miscellaneous
property, - accounts receivable, prepayments, and current
liabilities were separately estipated., Mr. S$timart in his
filed testimony asserts that Duke¢'s Ludgeted rTevenues and
expenses have in the past generally approximated the actual
results for such years. He further states in his filed
testimony that the major difference in the methodology used
in preparing the data used in the historic +test period
(Stimart Exhibit | and Stirmart Exhibit 2) and the projected
calendar year |973 is that in the projected data an average
rather than year-end trate base was used and that the net
operating income had not been adjusted to reflect year-end
conditions,

Staff Witness William Carter presented testimcny on rates
of return as follows:

After accounting and prc forma adjustments and allocation
to NWorth Carolina jurisdictional operations, the original
cost investment is $927,422,5|4, which, with a net operating
inceme for return of $62,305,58{, results in a rate of
return of 6.72% under present rates. A return of 7.54% on
book common equity was found at the end of the test _period
using present revenues, After allowing for the proposed
increase, the return on original cost investment rises +to
8.20% while <the return -on bcok equity becomes [2.35%.
Allowances for working capital ara included in the original
cost investment. (Transcript Vol. XVIII, pp. [02-104)

The minor differences in the rate of return figures as
presented by Nr. Carter and Mr. Stimart were results of the
follewings

) After analysis of Duk2's annualization adjustment,
Hr. William J. Willis of the Cormissior Staff increased the
company's gross operating revenues by $(,838,000, energy
related expenses by 51,015,000, and operation and
maintenance expenses not related to energy by $192,000.

2) As 2 result of the adjustment to Duke's annualization
adjustment by Mr. W®Willis, gross receipts taxes were
increased by $1|0,000, State income taxes were increased by
$31,000 and Federal income taxes were increased by $235,000.

3) Adjustment of $54,000 to wages, benefits, materials,
ete., for donations and maintanance expenses, less $27,000
for Federal and State income taxes related tc these items,
was made by the Staff.

18] Different methods of jurisdictional allecation used
by the company and the Staff in allocating operating revenue
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deductions and plant investment resulted in the Staff's
figures for operating revenue deductions being ${8,000 more
and plant investment being $635,000 more than Duke's
comparable figures. an  additianal $(59,000 difference
resulted in +the working capital allowance for saterial and
supplies, cash and ninimum bank balances by using the
different qurisdictional allocation factors.

5) In ﬁetermining the net operating income for return
the Staff deducted interest on customer deposits in the
amount of $|06,6{2 vhile Duke did not deduct this item.

6) In determining the allowance for working capital, the
staff included average prepayments of $265,000 and average
customer deposits of $(,792,000, neither of which Duke
included.

Na For average +tax accruals, the Staff used all taxes
while Duke considered only Federal income taxes.

Mr. Frazer, offered testinmony as follows concerning Duke's
financial condition: Even though Duke Treceived rate
increases in 1970, {971,  and |972, earnings per share of
common stock have decreased fram $2.05 in 1969 to $(.83 in
June 1972. Correspondingly, the raturn on common egquity has
decreased from ]2.6% to 9.5%. The embedded cost of bonds
and preferred stock has ircreased from 5.26% to 6.86% and
fixed charges coverage has decreasad from 4.]|9 to 2.30 times
during the =same period. The market value of Duke's stock
has decreased from $4|.33 per share in (967 +to $21.70 in
June |1972. The book value of the Company's stock at June
1972 was ${9.75 per share. If Duke reaches a point where it
must sell stock below book value, its ability to finance
will be in serious jeopardy. William Stott, Principal of
Hilliam Stott Associates, provided +testimony for Duke as
follows: ’

The electric industry had good years financially during
the period |945-1965 but since (965 the demand for energy
has caused plant expansion and expenditures to accelerate at
a pace greater than earnings with the result that more and
more of the funds to finance plant expansion have to come
from external sources. Due to the squeeze on earnings since
1965, the electric utility industry has used more debt than
eguity financing. Interes:t rates have been rising, causing
the enbedded debt costs to rise, thereby decreasing the debt
coverage ratios and lowering the return on egquity. Duke's
earnings per share would increase to $2.38 in (973 if all
rate increases Duke has requested from NCUC, the Southk
Carolina Conmission, and the PEC were granted. This level
¢f earnings would be only 33¢ per share above the 1969 level
or about 3-{/2% per y2ar, which "will not excite the
investment compunity in view of Duke's continuing need for
funds." A rate of return on common equity of |3.0% to 14.0%
is necessary to maintain dn electric wutility in financial
health in +the present environment. The capital structure
does have a bearing on the fair rate of return and Duke's
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thin or small equity ratioc {approximately 33%) Jjustifies a
return on equity of [3.5% to |4% for an overall fair rate of
return of 8.69% to 8.85%.

Duke Witness Noddin testified substantially as followe:

Union Service Corporation is interested in long-term
investpents - common stocks whose 2arnings per share will
grovw faster than the economy as a whole and where the cemmon
stocks will rise in price over a period of time. The &40
largest investment conmpanies have reduced their utility
stock holdings as a percent of their +tdtal stock holdings
from 16.1% in [962 to 7.5% at the 2nd of {97(. This decline
is attributed +to investor's decision that +the earnings
growth of utility stocks was gcing tc slow down.

Duke's financial conditicn as neasured by e¢arnings per
share and price earnings ratios is not as good as Moody's 24
electric utilities or the ten electric utilities located in
the South Atlantic and included in Hoedy's 24 electric
ntilities, Duke's ratio of year-end stock prices to book
value has declined faster in |970 and |97) than the average
of the 24 Hoody's electrics. Duke's rate of growth in
earnings per share should be 8% per year. An 8% growth rate
for the reriod ([967-}97!, assuming a dividend payment of
65%, would have produced equity c¢arnings of [2.5% for {97]
rather than 9.6% as actuvally experienced. A |2.5% return on
cormon equity is not adegquate today - the spread between the
interest rate on bonds and +the return on ccmmon equity
should be between 6 and 8 points. To maintain this spread
today with bonds selling to yield 7-[/2%, the rate of return
on common equity should be in the [|3.5% to 15.5% range.

Dr. Olscn, witness for the Attorhey General, testified
substantially as follows concerning rates of return:

The cost of common equity capital to Duke Power is between
[0.4% and {|.4%. This is obtained by adding the dividend
yield of 6.|%, the investor expectations as to growth of
between 3% and 4%, the financing costs of .2% and the market
‘to book eguity ratio adjustment factor of {.]%. The overall
cost of capital to Duke Power Company is between 7.8|% and
8.12%, based on the capital structure at June 30, 972, with
the embedded cost of long-term debt at 6.62%, the expected
cost for [973, the -enbadded cost of 7.[8% for preferred
stock at June 30, |972, and a rate of return on equity of
{0.4% to |]|.4%. The fair rate of return to Duke lies
between 7.80% and 8.|5% on its capitalization at June 30,
[972. A rate of return in this range will be fair to Duke's
customers and allow it to attract capital on reasonable
terms. The proposed fair rate of return does not include
any element for attrition. The rate of return must be
earned 1f Duke is to continuz to attract capital on
reasonable terms. Duke will experience earnings attrition
unless its rate structure is changed,.
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RATES

A major issue in this case is the matter of allocating the
overall revenue requirements found to be necessary, fair,
and reasonablas to Duke's custcmers; or, in other words, how
a rate design should be structured so as to be as fair and
equitable as to Duke's existing and potential customers.

Backgrecund

These proceedings were called by the Compission under G.S.
62-]133 as a general rate case. Since all of Duke's North
Carolina jurisdictional rate echedules wvere under
investigation, the Commission 4sem=d it proper, according to
G. S. 62-§37, to consider the matter of rate design, in the
same general rate case in which the overall increase in
revenues was requasted under G. S. €2-|33, instead of having
a separate complaint prcceeding on the method of collecting
any increase in revenues that might be granted. That it is
within the province of the Comznission to determine whether a
matter 1is to be heard in the context of a general rate case
or a complaint proceeding was datermined by the ¥N. C.

Power Rates, etc., 257 H.C. 560, |26 S.E. (2d) 325 (1962).

The fact that Duke has not scught, on its own moticn, to
change its lrasic rate structura appreciably in this
proceeding does not reliave the Connission £rom the
responsibility of examining or changing Duke's rate
structure if decomed necessary. The Comemission has both the
authority and the Juty +to make suck changes din rate
strueture as are necessary to correct or prevent undue
discrimination or other d&ebilitative conditions. This
position iz supported by G. S. 62-{30 (d4) which states that
the Commission may reviss rates previously fixed "...as
often as circumstances may require...m™ The fact that Duke's
rate designs have been previously approved by - this
Cammission does nrot prohibit changing those rate designs and
relationships in light of new and superior evidence. The
H.C. Supreme Court decid=d that rates fixed by other of the
Commission are +to be. considered Hust and reasonable
",..unless and until they shall be charged (sic) or modified
on arpeal, or the fonrther ‘ackior of the Commission
itself..." (emphasis added) (In re Petition for Increase of
Street Car Faraes in the Ccity of Charlotte, the Southern

Public Utilities Company |79 N.C. [5] ({9]19).

The scope of the Conmission's authority to make its own
decision in the setting of rates is further defined by the
decision in Utilities Conmmission v. Lee Telsphone Company,
263 N.C. 702, vhich states that "...upon a petition for
increase in rates the Cornmission is not required to accept
the proposed rates or to reject them all +together.m? The
provisions of G.S. 62-|33 are that "the Commission shall fix
such rates as shall be fair both to the public utility and
to the consumer." As to what is fair to the public utility,

paragrarh 5 of subsection (b) states that the Conmission
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shall, %Fix such rates to be charged by the public utility
as will earn in addition to reasonable operating expenses
ascertained in paragraph (3) of this subsection the rate of
return fixed pursuant to paragraph (4) on the fair value of
the public wutility's property ascertained pursuant to
paragraph (1)." The standard of fairness to the consumer is
set forth in G.S5. 62-)40. Paragraph (a) states that "¥o
public utility shall, as to rates or services, make or grant
any unreascnable preference or advantage to any perscn or
subject any person to any unreascnable prejudice or
disadvantage. WNo public utility shall establish or maintain
any unreasonable difference as to rates or services ejther
as between localitias or as between classes cf services.
The Comnission may determine any gquestions of fact arising
under this section." With respect +to the question of
discrimination and undue discrimination, +the courts and
utility economists are in general agreement., Kahn defines
rate discrimination as "charging different purchasers prices
that differ by varying proportions from the respective
marginal costs of serving tham.™ (Alfred E. Kahn, The
Econompics of Regulation: Principles and Institutions, ¥ol.

1, John Wiley & Sons, Inc., 1970, Wew York, p. |23}

Lake, in his book on utility discrimination states:

"If a rate to a class of patrons is not sufficient to
cover the separable costs of serving them, either the
utility investor must absorb the loss or other
patrons will have to pay a higher rate +than they
would pay if +the <favorel group were not served at
all, and the greater th= volume of the faver traffic
the greatar is the loss. Either alternative, unless
the amount if insignificant, is an injury to the
other patrons, since a long continued, substantial
reduction in the investoar's income will result in
poorer service. Por this reason, it would be
generally agreed that every expense which can bhe
attributed entirely to the service of a single class
of patrons should be borne by that class alone unless
reasons of +the most urgent nature for passing it on
to others or %o the invaestor are proved." {I. Beverly
Lake, Discrimination by BRailroads and Other Public
Utilities, Edwards & Broughton, Raleigh, W.C., |947,
p. |78) .

Bonbright concarred, and addressed the practice of rate
discrimination:

As a vise, practical rule, rate differentials should
not often be permitted unless they can Le expected to
result in lower rates even for those consumers who
are discrininated against...will ma ke some
contribution +to total revenue reguirements over and
above incremental cost....

Permission to discriminate...should seldom be granted
in the absence of good evidence +that -the favored
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rates will cover, not just those short-tun
incremental costs..., hbut rather those ‘'leng-run!
incremental costs {including incremental capital
costs) which can be expected to persist for. the
indefinite futura. Otherwise, there arises the
danger...that the favored consumers will secure a
kind of vested interest in the maintenance of their
preferential rate relationships even after the
economic excuse for this preference has ceased to be
valid." (Bonbright, Principles of Public Dtility
Rates, Columbia University Press, New York, |961,
pages 383,384)

In addition to the criteria estaklished in paragraph (b)
of G.S5. 62-133, paragraph (d) empowers the Conmission
., ..consider all other material facts of record that will
enable it to determine what are reasonable and just rates."
Cost of service is a major factor ‘in determining the
reasonableness of rates and the existence of discrimination
in rates. (See State Ex Rel Utilities Commission v. Nello

L. Teer Company, 266 H.C. 366)

It is incumbent upon the Commission to consider changing
econonic c¢limates and/or other factors which affect the
economic well-being of a wutility and its ratepayers, and
indeed it is the duty of the Conmission to seek evidence to
support the validity of existing rates or the necessity for
change. Having deternined the revenues which are Fust,
reasonable, and necessary, the Conmission must then examine
the rates which are to produce those revenues with respect
to the akility of +the rat: structures to recsver the
necessary revenues, the.relationship of +the rates to the
costs of service, discrimination, and other such factors as
nay be necessary to determine that the rates which: are set
in this proceeding are just and reasonable.

(1) Cost of Service

Background

Dukels Cost of Service Study has become of significant
importance in the matter of setting Just and reasonable
rates. For +this reason, a considerable amount of the
Hearing was consumed in the discussion of the Cost of
Service Study and its appropriateness for use in setting
rates.

There are +two types of cost of service studies under
consideration in this case. The first is the allocation of
rate basé and expenses between wholesale and retail and
State jurisdictions. This is c=ferred to as the “allocation
Study." It is the allocation study which forms the Lasis
for determining the overall ravenues required from WNorth
Carolina Retail Service.

- The Cost of Sery
allocating Duke's rat

ce Study is a collection of methods of

e
base and expenses to the individual

i
e
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classes of service so that the costs of providing service to
each class of service may be determined. Appropriate use
may be mnade of this data in examination of the rate of
return earned by the different classes of service and in the
design of rates to ensure that revenues are recovered in an

equitable manner.

North Carolina Utilities uge the National Association of
"Regulatory UOtility Conmi&sioners (NARUC) Uniform Syster of
Accounts to record expense and rate base items. WARUC
uniform accounts are customer related, demand related, or
energy related. Customer accounts reflect customer related
costs — that is, costs which are related to +he number of
customers and do not vary with the usage or the demand which
a customer plates on the system. These accounts are divided
among the different classes of service on the basis of the
number of customers receiving the class of service.

Other accounts, such as transpission, vary directly with
demand and are allocated to tha classes of service based
upon the total demand impact which each class of service has
on the system. Hany of the accounts, such as distribution,
vary with both demand and the number of customers. TIn order
to properly allocate the customer related portion of the
plant upon customer related factors, and the -demand related
portion of the plant upon demand factors, these portions of
the plant are separated so that they might be properly
allocated. Energy related accounts are allocated to +the
various classes of service on the basis of energy usage
factors.

A1l of these accounts, when totaled, give the customer
demand and energy related expenses a net plant investment
for ecach class of service, and may be used as input inte
rate design. The sum of the customer, demand, and energy
related costs gives the rTevenue deductions a plant
investment and allowance for waorking capital which may be
used with revenues to calculata the rate of return sarned by
each class of service.

The issue of the importancs and necessity of the Cost of
Service Study was first raised in Docket E-7, Sub |20,
wherein Duke Power Company sought the approval of the
Comanission to raise its rates and charges by first adding
«06 cents to the price of each kilowatt-hour and then adding
an overall, across-the-board {12% increase. Various
intervenors ‘objected to both the increases and the form of
the increases, and trequests were made for denial and
dismissal of thé proposed rate changes unless the changes
could be based upon known costs of service. Duke had not,
at that time, ever made a fully distributed Cost of Service
Study, but was preparing to deo so. Petitions to Intervene
and Protests vere filed in Deccket E-7, Suk {20, by the North
Carolina Textile Manufacturars Asscciaticn, Inc. and by the
North Carolina ©0il Jcbbers Asscciation, wherein Textile
Hanufacturers Association and 0il Jobbers contended that:
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vpuke Power Company's present rates...as they now exist
Lave not upon formal hearings, investigation, and order
heen astablished and approved as fair, Jjust, and
reasconable on an over-all rasis; that said present rates,
therefore, do not provids a just and reasonakle hase upon
which to add a flat over-all percentage increase of any
kind and the reasconableness and justness of Duke's present
rates, as wall as of +the increases thereon proposed,
should be established by the utility in these
proceedings...” (Manufacturars Pstition, page 3, bocket
E-7, Sub |20) (An almost identical statement appears on
page 3 of +the 0il Jobbers Pa2tition +to ,Intervene and
Protest) '

Manufacturers and 0il Jobbers further pleaded that the
cost of service should be the basis of rate design:

"Both the rates sought to be increased and the progposed
increases themselves are further arbitrary, unjust, and
unreasonable and unlawfully discriminatory in that the
same are not based upon eithzr the total cost of the
utility service nor upon th2 cost of serving the various
customer classifications +to which they are separately
applicable; nor 4o such ratas, and the flat increases
sought therein, bear proper and reasonakle relationship to
individual load charactaristics, including demand factors,
load factors, and volum2s of usa, and the conditions and
costs under which the servie2 is rendered among and within
the various customer classifications." {(Manufacturers
Petition, page 3, Dockat E-7, Suk |20) (Identical
ctatement on page- 4, Oil Jobbers Petition)

In its prayer, HManufacturars raguested:

WThat Duke FPower Conpany ba required to estaklish the
justness and reasonahlsness c¢f its present rates and
customer classifications, together with the justness and
reasonableness of the inecrsaces, and of the
classifications %o which the, proposed rates would be
applicable, in accordance with reasonable costs of
service, both over-all and as among and within its
customer classifications." (Manufacturers Petition, fage

5, Docket E=7, Sub 120.)

{8 sinilar request was made in the 0il Jobters Petition,
stressing that vall-electric" rates should te in accordance
with reasonable costs of s=arvice.)

Upon consideration ©f +4he record and the pleadings in
Docket No. E-7, Sub [20, incluiing the Petitions of Textile
Nanufacturers, and 0il Jobkers, and thke genmeral scope of the
investigation irn that proceeding, and it appearing that the
ultimate .resolution of thz issues and gquestions of
differentials in charges would regquire accurate cost of
service studies by Duke as to all differentials in rates for
different classifications of custcmers and within such
classifications of customers, +the Conrission entered its
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Order For Report on Cost of Seryice Stmdies in Docket No. E-
T, Sub '(20, on September 28, (970, reguiring Duke to
expedite the preparation of cost of service studies and file
the underlying data and final studies with the Ccmmission.

In Docket No. E-7, Sub {20, Duke had alleged that the
price of fuel alone had risen enough to make it necessary to
increase. the fuel 'portion of the rate structure, and that
othet expense items had risen 2anough to make it necessary to
apply the additional (2% across-the-board increase.

Considerable argument was forwarded in the Brief on Eehalf
of the North Carolina Textile Manufacturers Association,
Inc., +to the effect <that the Ccmmission should not alter
differentials between rate structures unless cost of service
studles were available and unless these studies indicated
changes to be necessary. It was the ‘Manufacturer's
contention that Duke's combination fuel clause - flat
percentage increase was inconsistent and discriminatory.
The Hanufacturers supported the necessity for cost of
service studies. :

The Brief of +the North Carolina 0il Jobbers Association
supported the necessity for the Cost of Service Study and
the relationship of rates to the cost of service.

In its final Order the Commission considered the receord in
light of the gquestions raised and ordering paragraph 2
stated the following:

"The rates prescribed in this Order shall remain in effect
for no longer +than +the complastion of Duke's cost of
service studies and until invastigation and Order of the
Comrissicn determining the effect of said studies on the
rates of Duke, as a factor affecting the reasonableness of
said rates, after notice and hearing on the Tesults of
such cost of service studies." (Commission order, Docket
=7, Subk {20, Februmary 12, |97])

The same provision was included in the Commiscion's Order
in pDocket E-7, Sub |28, Accordingly, Duke's rates and
charges were intended to be raviewed in the light of Duke's
Ccst of Service Studies:

The MApplication in this przsent ,Docket E-7, Sub (45, was
filed@ by Duke on Hay 3§, 1972. on Jure 27, (972, the
Commission entered its Order of Seuspension and Investigation
in which it stated, '

"The Commission 4is further of the opinion that it should
not be limited to considering cnly Duke's proposed rate
structure which results in different rates and produced
different rates of returs among the various rate
classifications, particularly since these rates may not be
fully justifiable on a cost-to-serve basis... However,
the Cemmission is of the opinicn that while cost to serve
may be only one factor to b= ccasidered in rate design, it
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is a major factor and any proposed deviations from cost
considerations should be fully explained and justified.”

on. September 7, (972, Textile Manufacturers filed a motion
€0 separate Hearings on rate structure from the Hearings on
the raté increase application. Hz2arings on that motion were
held October 6, |972, and the Ccmneission dissued an Order
denying that motion on October |8, |972. As a result of
those Hearings, the Compissicn also ordered Duke ¢to offer
the -Cost of Service Study inte evidence at the general rate
case.

puke filed both its 970 and (¢7[ Cost.of Service Studies,
identified as Exhibit Puller | eand Exhibit PFuller 2,
respectively, as a part of its evidence in this Docket.
This is the first Docket in which .Duke has presented clear
evidence of +the costs of serving its different classes of
customers.

Evidence

These Cost of Service S5tudies were begun by Duke Power
Company in |968 under the general guidance of Mr. Gecrge S.
Fuller, +then of Conmonwealth Services, Inc., and later
independent consultant to Duke, The staff of Duke's Rate
Department prepared both studiss under Mr. Fuller's perscnal
supervision and direction,. with the full knowledge, gquidance
and supervision of Mr. Glen A. Coan, Yice President-Rates,
of Duke. Mr. TFuller supported Loth the procedures and
rationale used and data contained in the Cost of Service
Study. The statistical sampling plan for choosing consumers
and measuring .demands of the different classes of service
was developed for Duke by the Ressarch Triangle Institute,
Both Company and Staff witnesses testified as to the
appropriateness and accuracy of these studies.

Mr. TFuller testified that the Cost of Service Study is an
appropriate and accurate analysis of the cost to Duke of
supplying electric servicz to its customers. Mr. Coan
testified that no factors were 1le2ft out of <the Cost of
Service Study that should have bzen included. Mr. Vennard
testified that he had locked at the Cost of Service Study,
that he did not find anything wrong with the procedures that
were used in it, that there wWere no factors +that wvwere mnot
considered which should havz been considered, and that a
better job could not have been done in preparing the Cost of
Service Study. '

The jurisdictional Rllocation Study used +the "peak
responsibility"” method of allocating generation plant and
transmission plant between jurisdictions. Distribution
plant was assigned to its raspective Statse. The Cost of
Service Study also used the psak responsibility method to
allccate generation and transmission plant between classes
of service, and used other demand factors, as appropriats,
to allocate demand-related distribution plant. The
Manufacturers gquestioned several witnesses about the use of
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these methods of allocating dedand 'related plant. All
witnesses supported these demand allocations because they
assign the cost responsibility according to the impact which
sach class of service has upon the demand related plant.

At various times during the Hearing, and again in the
Brief, the propriety of using those studies as guides in
setting rates in North Carc¢lina Retail Service was
questiconed. All expert witnesses testifying as to thé
execution of these jurisdictional allocation and class cost
of service studies before this Commission in this Docket
have supported the validity of these studies, even though
the witnesses differed on +the degree #that the coet of
service studies should be utilized in the design of Duke's
rates,

The Comnission Staff nade a full and complete
investigation of the [97| cCost of Service Study, Staff
Witness Clapp testified on the manner of execution of Dukels
197] sStudy and made recommendations for changes in future
Studies. The use of +the pnipimum-intercept methed of
calculating certain of the consumer components of
distribution costs was recommended by the Staff in order to
refine the accuracy of the study and produce more stable and
comparable results over time. Mr. Clapp testified that the
Duke Cost of Service Study followed some of the methods
which are outlined in a forthcoming NARUC publication on the
subject, that the Staff had examined the treatment of each
account in the study as to thz appropriateness of its use,
that only two accounts required adjustment and that,
overall, the Duke Study did not require adjustment.

Staff revised the |97| Cost of Service Study to reflect
the wuse of statistical regression techniques and the
pinipum-intercept method in the allocation of poles (on the
basis of average height, averags year, and Class 7 size
intercept) and transformers (a zero-load intercept). The
recommendations made by the Staff, and the revision of +that
1971 Cost of Service sStudy to conform to +the Staff
recommendations were not challenged. The corrected rates of
return by classes are given in Clapp Exhikit No. |B as:
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DUKE POWER COHPANY — COST OF ELECTRIC SERVICE - |97|
SUMNARY AND RATE OF ' RETUERN

(5) ** (6)y* (7 *
% Deviation
% rate of % Deviation . from
Return to’ from Average Industrial I
Rate_Base Return of 6.42% Rate_of Return
Residential
R 7.3 $14.33 4+ 40.9
R¥ 7.06 + 9.96 4 35.5
RA 6.33 - |.u40
General
6 7.2] $12.30 + 38.4
GA ) + 0.30 + 23.6
T 5.39 -16.04 4+ 3.5
-2 [2.17 +89.50 +133.6
Other 4,78 -25.50 - 8,3
Industrial
I 5.21 -18.80 0.0
IP 4.63 -27.80 =1l-1
6,42 0.00 + 23.22

* These figures were computed by the Comnmission from the ¥
rates or return shown in Column (S) and were not on the
original Exhibit. The weighted system average of 6.42%
vas used as a base for column (6) and the 5.2|% for I wvas
used as a base for column (7). R

~ *xColumns renumbered from original Exhibit

#ir. Fuller testified that the industrial class of service
did not pay the costs of providing the services which it
received during the year |97].

In reference to the high rate of return shown for T-2
Outdoor Lighting Service, Mr. Coan stated "Beversal of the’
downward +trend in cost of equipment and installaticn and
servicing is occurring presently, and the demand £for the
lights continues. The rate charged for the 1light in (970
vas the same as the rate which was introduced in |958. With
an increasing number ¢f lights to service and maintain each
year, at costs which are becoming higher each year, erosion
of the rate of return shown in this analysis is expected.

"I+ is noteworthy that the customer can purchase and
install a similar light himself, and operate it through the
-meter on his Residential rate, at lower cost than the
company's rate on Schedule T-2. It is believed <that the
‘customer is willing to pay more for this light because the
Company installs, owns, and paintains the 1light, and
replaces burned-out lamps. Th2 customer is thus relieved of
the responsibility."

Mr. Coan testified that Duke's rresent rates, if they had
been in effect all during (971 wculd have given the rates of
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working capital as shown below:

97

197] net-plant investment and allowvance for

DUKE POWER COMPANY - COST OF ELECTRIC SERVICE

PRESENT RATES APPLIED TO |97]

% Ratex*#*
of Retggg
Residential
R 9.2
R¥ 8.45
RA 7.37
Gepgral
G 8.22
GA T.32
T 5.8]
T2 15.57
Other 5.37
Industrial
I 5.66
IP 4.79
Total T4

* from Transcript XI,

% Deviation»
from Average

Return of 7.41%

+23.08
+14.04
- 0.54

410.93
= (.21
-21.59
+2[0,12
-27.53

-23.62
-35.36
0.00

page 209

SALES

% Deviation
from Industrial I
Eate_of Return*

+61.13
449,29
430,21

$45.23
$29.33
+ 2.65
4275.09
- 5,12

0.00
-15.37
430,92

** calculated by the Commission from the ¥ rates of retuarn

Mr. Coan testified that Duke's proposed rates would have
given the rates of return on the [97| net plant investment
and allowance for working capital as shown below:

DUKE POWER COMPANY - COST OF ELECTRIC SERVICE

PROPOSED RATES APPLIED TO (97|

% Deviation
from Average
Return _of 9, |E**

% Rate *
of Return
Residential
R [0.09
R¥W 9,75
RA 8.79
General
G 9.78
GA 9. 44
T 6.79
T=2 [6.25
Other 7.5
Industrial
I 7.96
IP 1.50
9.0

* from Transcript XI,

410.88
T
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#* calculated by the Commission from the % rates of return,

Br. Coan testified that, if any experienced rate man were
designing rates starting frem scratch, with only a cost of
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service study as a guide, rates would be based upon cost of
service unless there were some extraordinary reason for
departure:from it. ’

The dissue of the benefit of high-load factor, high-use
- customers to the rest of Duke's system was raised at various
points in the :proceedings. ¥r. Fuller testified that the
cost of Service Study takes into account -all of thé
advantages of any volume purchases of a class, such as the
industrial class. Duke supports the Cost of Service Study,
but also contends that 'the all-electric rates benefit the
systen.

Mr. Coan testified that Duke had made a study of the
effect of removing the RA h2ating revenues, and associated
rate base and expenses, fror the residential schedules so
that the effect on the |97| Residential rate of return could
be seen, and +that the heating component of Schedule RA
earned {|.70%. However, the overall rate of return for RA
service in |97| was less than the average return of 6.42%.

(;;) Incremental Costs

Backgronnd

Incremental Costs are defined as the costs of increasing a
systen's capaclty or output by cne more unit. - "Incrémental
customer cogts are the additional costs the system incufs by
adding one more customer to the system. Increpental demand
costs are the cost of increasing system capacity by one KW.
Incremental energy costs are tha additidénal costs incurred
ky increasing generation one KWH at a fixed KW capacity."
{Transcript Vol XVIII, page 98)

The electric industry's incremental costs are now greater
than embedded costs, contributing to attrition inm earnings.

Eyvidence

Customer costs vary among customer classes depending upon
the amount of service required £or each .class. Embedded
monthly customer costs were shown to range from $4 to $1{|
for some major rate classes (Clapp Exhibit Wo. 2, Sheet [ of
3. There is no evidence in the record of incremental
customer costs.

Enbedded monthly demand costs were shown to range from
approximately $|.20 to $2.20 per kilowatt for the major rate
classes (Clapp EBExhibit . No. 2, Sheet 2 of 3). Incremental
monthly demand costs are approximately the same for each
major class and are estimated to be in the range of $2.30 to
$2.85 per kilowatt €for generation alone, exclusive of
transmission and other desmand costs. Average embedded
energy costs range from less than .5¢ to more than .6¢ per
_kilowatt-hour. ~ (Clapp Exhibit No. 2, Sheet 3 of 3)
Incremental energy costs were estimated to be .458(|g per
kilowatt-hour.
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There arfe seéascenal differences irn both energy and demand
incremental costs. If a customer increases liis KW demand
during an off-peak pericd, no new capacity need be built to
neet this increased KW demand since, by the definition of-an
off-peak period, the system is operating at less than
capacity, and therefore, the incremental costs of that
increased demand are zero. The story 1ls somevwhat different
if a customer increases his KW demand during a peaking
period because, by d=finition, the system is operating at or
near capacity during a peaking period. In the leng run, any
permanent increase in KW demand during a peaking period
requires additional capacity to be byilt to satisfy this
increased demand. Incremental energy costs are the costs of
generating -on additional KWH at a given level of KW demand.
These costs consist ‘primarily of fuel costs and related
maintenance and are slightly higher in the summer due to the
fact that the system operates less efficiently at highetr
ambient air and water temperatures.

Professor Spann ¢testified that Duke's proposed schedules
fail to cover incremental costs and that: "If customers akte
charged less than the real c¢osts of providing that
electricity. Thus, electfical usage is encouraged by low
prices but consumers are not paying the full costs of
providing that electricity. An increase im the price of
electricity to the full cost of providing additional service
will eliminate this wasteful, balov cost usage of energy."

The incremental demand and energy charges which are
inplicit in Duke's proposed rates are calculated *to be at
$.50 - $1.99 per KW for demand and .73¢ - {.30¢g per KWH for
energy. (Spann Exhibit Nos. 25 and 26).

The Staff's rates are intermediate between Duke's proposed
rates and rates based completely on incremental costs. They
fall short of recovering incremental . demand costs and
_overshoot incremental energy costs, but +they are in +the
direction of incremental costs.

Dr. Olson testified that Duka's proposed RA Schedule fails
to cover incremental costs for peak pericds of consumption
in that: naccording to Duke's [97| F.P.C. Form |, several
gas turbine and diesel peaking units were .in operation
during 1971 with operating costs {For fuel and other
production expenses) of about |.0g/KWH and ptobably have
capital costs averaging about 0.5gz/KWH. Adding this to the
operating costs ylelds a generating cost of about |. 5S¢ /KWH
and yet the tail-block rate proposed for Residential Service
Schedule RA is only [.33¢/KWH, and the proposed Schedule R
rate is |.8|Z/KRH. ©

(iii) Rrate Design
Rate Schedules

Duke's historical and proposed rate structure is divided
into the following major classifications and schedules:
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Residential Service

Schedule R, Residential Service - Available to
residential customers in residences, mobile hemes, or
individually metered apartments.

Schedule RW, FResidential _Service with Uncontreolled
Water Heating - Available conly to residential customers in’
residences, mobile heones, or individually metered
apartments in which an elzactric water heater mneeting
certain spacifications is installed and is used to supply
the entire water heating reguirement.

Schedule RA, Residential Service, All-Electric -
Available only to residesncas, mobile homes, or
individually metered apartments in which the enerqgy
required for all water heating, cooking, and environmental
space conditioning is surplied electrically. [ The
residence shall be insulated so that total heat losses (as
calculated by the Company's h2ating manual, the current
edition of American Scciaty 2f Heating, Refrigeration, and
Air-Copditioning Engineers (ASHRAE) Guide or HNatiomal
Electrical Hanufacturers Association (NEMA) heating manmnal
shall not exceed 0,84 watts (0.628 BTUC) per sq. ft. of
net heated area per dedgree F, temperature differential.
Duct or pipe losses shall b2 included ir the computation
of total heat losses. ]

General Service

Schedule G, “General Service - Service under this
Schedule must be used solsly by the contracting Customer
in a single enterprise, located entirely on a single
contiguous premisas.

Schedule ¥, General Service Water Heating - Available
cnly to Customers receiving service at 575 volts or 1less
on Schedule 6 or Schedule I, provided that water heaters
are of the insulated storage typs, and that energy use 1is
limited %o +the heating of ‘water for purposes other than
space heating. Residential water heating service for
Customers connected after June 25, (963 is available
through the same meter as other residential service on
Schedules R, RA or RHW. Customers bheing served on
S5chedules R & W on June 25, [963, have been autcmatically
transferred to Schedule RW as soon as their total charges
for the preceding |2 months under combined Schedules R & W
became the same as, or greater than, they would have been
under Schedule RW.

Schedule GA, Genaral Service, All-Electric -~
Available only to establishmants in whick envirenmental
space condltlonlng is required and all energy for all such
conditioning is supplied electrically through the same
meter as all ot her electtic energy used in +the
establishment, provided however that if any such
establishment contains residential housekeeping units zlr
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energy for all water heating and cooking for such units is
also supplied electrically. - Service under this Schedule
must be used solely by the contracting customer in a
single establishment located entirely cn a single,
contiguous premises, and all elactric energy used in the
establishment must be provided by the Company.

Schedule T2, Outdoor Lighting Service - Available to
the individual Customer at locations on the Company's
distribution systenm.

Schedule T, Street Lighting Service - Available to
municipalities in which the Company owns and operates the
electric distribution system.

Industrial Service

Schedule I, Industrial Service - Available only to
establishments classified as "Manufacturing Industries™ by
the Standard Industrial Classification Manual, [957 or
later revision, published by the Bureau of the Budget,
United States Government, and only where 85% or more of
the total energy consumptien of such establishment is used
for its manufacturing procaesses. Service wunder this
Schedule must be used solely by the contracting Customer
in a single enterprise, located entirely on a single,
contiguous premises.

Schedule IP, Industrial Service, Parallel Operation -
Available only to estanlishments classified as
wManufacturing Industries™ by +the Standard Industrial
Classification Manual, |957 or later revision, published
by The Bureau of the Budget, United States Government, and
only where 85% or more of th2 total energy consumption of
such establishment is used for its manufacturing

processes. - Service under this Schedule must be used
solely by the contracting Customer in a single enterprise,
located entirely on a single, contiguous premises. = The

Customers' power generating facilities may be operated in
parallel with the Company's systam, but the Customer must
provide suitable control and protective devices on its
eguipment to assure no disturbance to other Customers of
the Company and to protect the Custcmer's facilities from
all loss or damage which could result £frem parallel
operation with the Company's system.

Closed Schedules

(NOTE: These Schedules were not available for
service to connections made on and after January |, (965,
and they have remained in 2ffect cnly for Customers who
continue to receive service on it wunder agreements made
prior to that time., Agreament to provide service under
these closed schedules have been cancelled immediately on
discontinuance of service, or at the first billing period
in which the Customer's bill is lower when computed on
another applicable schedule.)
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Schedule L, General Service - Availability is the
sane as that for the G Schedule.

Schedule GA, Genaral Service, All-Electric - This
schedule was available +to the individual Customer for
lighting, cooking, -hsating, refrigeration, and other
service supplied to the individual store, establishment,
or industrial plant, who purchases all power regquirements
from the Company, who heats all space solely with electric
energy, who uses electric energy for all cooling
requirements, and for the majority of . any cooking and
vater heating.

Schedule |2, Industrial Service, Textile and Grain
Mills - This schedule was available only to Textile and
Grain Mills.

Schedule 2, Industrial Sarvice - Ehergy use was
permitted under this scheduls cnly where it is’ for the
manufacturing processes of the Customer and where not over
5% of the total consumption is used for other purposes.
Electric ranges and heating apparatus could be connected
to the service and billed on this schedule.

Schedule 2c, Industrial Service, High Load Factor, 30
KF and Over = and Schedule 2D, Industrial Service,
Seasonal - Bnergy use was permitted under this schedule
only vhere it is for the manufacturing processes. of the
Consumer and where not over [5% of the total consumption
is used for other purposes.

Schedule 106, Municipal Pumping Service - This
schedule was only for service to punicipalities for
municipal pumping purroses.

Background

Duke Power Company generally adcpted the view that the
historical rate structure, outlined above, which had largely
evolved down through +the y2ars (last significant change
[965), was the most appropriate rate structure to follow
except that it should be revised to reflect the significant
increase in fuel costs which have occurred since |969. The
Staff and Attorney General witnesses pointed out the alleged
ineffective, inequitable, and discriminatory aspects of
deviating substantially from a rate structure based on costs
of service. The Staff designed rates that more nearly
followed cost-of-service.. Profassor Spann testified that
the sStaff rates were designed {|) to return revenues that
would more nearly equalize rates of return between classes,
{2) to charge in all schedules So as to nmore nearly recover
incremental costs, and (3) to obtain Tevenues frco consumers
that use electricity at peak times which more closely cover
the costs of supplying-that energy.

Customer, demand and energy ralated costs were discussed
earlier under Cost of Service Study. Block rate schedules,
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of the type generally used for Residential Service
Schedules, are designed so that customer costs are returned
gradually over the first few kilowatt-hour blocks, demand
and energy costs being recoverad In later blocks. Since
idle or low-tise customers do not repay their custcmer costs
under the normal block-type rate schedule, a minimum charge
which includes some amount of XWH is usually billed, whether
or not this amount of KWH is actually used. In this manner
some, but not all, of fixed customer costs are recovered by
the utility, thus relieving tha rest of the consumers from
having to accept the burden of thése costs. In its ¥orth
carclina operations, Virginia Electric and Power Company has
a residential service aminimum charge of £3.00; Carclina
Power and Light Company has a $2.00 einimum charge. Duke's
pinimuym charge has been $.80 for the first (0 KWH or less
per month since (932, until tha racent across-the-board rate
increases whick raised it to $.96. 1In the present Docket,
Duke proposes to increase the initial block of kilowatt-
hours to $1.00, $/.10, and $1.20 for Schedules R, RR and Ra,
respectively, which would make the minimum charge be c¢loser
to, but still lower than, th2 actual cost, The balance of
the cost is proposed to be collected in the succeeding
blocks.,

Textile Manufacturers introduced testimony and evidence
proporting to show the effect of Duke's proposed rates, +the
effect of strict c¢ost of service rates designed but not
sponsored by Duke, and of rates designed by the Staff.
Other intervenors argued =ither for or against the various
rate designs for various reasons. All the rate designs were
necessarily based on Duke's full request for additional
revenues in order that Duke's customers could ascertain the
maximum dollar impact of any proposed rate design on their
individual usage. All rate designs were duly advertised and
noticed to Duke's customers, In its prefiled testimony, the
Staff made minor refinements to the rate design options
noticéd but +they were for the [purpose of arriving more
precisely at the overall revenuz Duke regquested. These
ninor refinements did not result in any class rate schedule
being increased ahove one which was included in the notice.

Evidence
Duke withess Coan testified substantially as follows:

Seven rate schedules, now in very limited use, have been
removed frém the proposed rate schedules. These schedules
have bheen closed to new customars since January |, 1965 and
consist of three general service and four industrial rates.
These schedules consist of soma of the 0ld rates which wvere
merged into the present schedules in |[|965. The 965
schedules - produced a déecrease in rates for alpost every
custorer. However, within a narrow range of usage and/or
low-load factor, the {965 rates ra2sulted in higher kills for
a few customers; therefore, Duke permitted these custopers
to remain on the old 1lowar rate schedules (and while
receiving the 10.38% and 8.93% across-the-board increases in
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Dockets E-7, Sub |20 and B-7, Sub |28, their rates have
s£ill remained lower than otker customners in their
classification), The customers previously served onh these
schedules are proposed to bhe placed in their agppropriate
classifications. R customers with separate metering for
water heating (old ¥ Schedule) would be served on the RW
schedule under Duke's proposal. The M"Reconnect Fee" would
be raised from $| to $5.

There were no changes in the design or general forrmat of
the proposed rate schedules frcm +the rate structure in
effect prior to the Application and rasically adopted in
1965. The main change in Duka's proposal is that the price
per KRE in each block of 2ach rate schedule has been changed
by varying percentages.

Duke's proposed rate design was cbtained by removing the
original fuel costs, "yariable component", of .25| cents per
KHH from each pricing block of esach schedule c¢f the “Base
Rates", (the 1965 rate structure) The costs that are left
are "fixed costs", and it is felt by Duke that the
distribution of flxed costs in the "Base Rates" is fair and
equitable to all users. Next, the present day fuel costs of
<425 cents per KWH are added back to all of the blocks of
the schedules, The | remaining - additional revenue,
requirements are obtained by a 21.08% across-the-board
increase on the fixed portion of the rate blocks.

1971 fuel cost was .437 cents par XWH; projected [973 fuel
cost of .425 cents per KWH was usad for the new rates. The
reduction in fuel cost projected for |973 is due to the fact
that Oconee was projected to .beccme commercial to a certain
amount in |973. The delay in Oconee's operaticn ‘will result
in 1973 fuel costs above those used in the new rate
schedules.

Further amplifying Duke's procedure, Mr. Coan divides
costs into two groups, variable costs and fixed costs.
Variable costs are almost entirely made up of- fuel costs and
vary with KWH consumnption. Fixed costs are costs related
vith the operation, wmaintanance, and construction of
facilities to generate the power and are constant whether
large or small amounts of energy are gererated. The price
per KAH in each block of 2ach rate schedule should consist
partly of variable and partly of fixed costs. The cents-
per—-KWH increase in fuel costs should be added to +the fuel
costs built into the rate, and the cents per KWH increase in
fixed cost should be added to the fixed costs already built
into the rates. This is the theory +that Duke used in
changing its present rates to the proposed rates.

Hr. Coan testified that tha 1565 rate schedules are used
by Duke as "Base Rates" because the Cchnpany was convinced
that they were equitable and had done a good job and that
there has been- general customer =satisfaction with this
design. However, at the tim2 that they vwere designed, fuel
costs were 22% of total costs with fixed cost being 78%.
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These percentages have now shifted due to the rapid rise in
fuel costs and fuel is now 30% of total costs, with fixed
costs being 7O0%. This change in +the relationship of
variable to fixed costs has not been reflected in the
across-the-board increases granted previously in Dockets E-
7, "Sub (20 and E-7, 5Sudb |28. These increases were
distributed. evenly across all schedules without
differentiation as to wcosts, whereas the change in +the
proportion of fuel cost to +total costs should result in
smaller increases in the initial blocks of a rate schedule,
with larger increases in the following blocks, The
resulting effect of a proper rteflacticn of these changed
costs is that larger customers would pay a larger percent
increase (larger increase in variaple'® costs) than smpaller
customers.

Mr. Cocan indicated that, should the Comsission allow a
lesser increase than Duke's proposed Tates would produce,
the -enerqy portion of the rates should remain as proposed,
and the reduction should be made in the fixed cost portion
‘0f the rate structure.

Professor Spann testified that many factors were included
in the design of the rate schedules designed by the Staff
for the: Commission's consideration, sometimes herein
referred to as "Staff proposed rates" or “Staff rates" for
easy reference, even though the Staff made it clear that:
(1) they were not supporting any level of revenues sought by
the Company, but had use€d  the total amount requested in
designing rates in order to ascertain the maximum .effect
such a proposal could have an Duke's individual customers,
and, (2) that they were offering rate designs into evidence
under +the theory that such rates would accomplish certain
objectives, such as following costs of service more closely,
but +that it was for the Commission's judgement to determine
whether these objectives were worthwhile and feasible.
Professor Spann stated that the first- of these factors was
that total revenues collected frcm any class of customers
should approximate the total costs of serving those
customners. He further +testified <that: another factor
considered was that price should approximate incremental
costs. He summarized several reasScons for these
restrictions: :

1} Failire to follow costs: of service in rate design
neans that some classes of customers will pay- more
than +the .co6sts of the elactricity they use and thus
are foréed to subsidize other customers. -

- 2) Failure to charge rates based on costs of service
will alter future revenue requirerents. -Depending on
the growth rates of the various customer classes, the
rate of return may exceed or fall short of the
required or fair rate of return.

3) Failure +to follow costs of service in all rate
classes means that some customers will pay less than
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cost for +he electricity they use, This leads to
wasteful consumption of valuable energy resources.

) The reasons given by Duke for fdiling to ask for
equal rates of return on all rate classes are not
borne out by +the data. There is no reason not to
earn equal rates of return on all rate classes,

5) Setting different price-cost margins for different
classes (or different rates of return) is vprice
discrimination,

Spann testified +that Duke's rates do not mneet these
criteria. First, rates of return for each of the major rate
classes under Duke's proposed rates vary from a high of
|0.09% for R customers to a low of 7.96% for I customers,
This wvariation is large and repregents a deviation from the
cost of service., Second, Duke's propPosed rates are not in
accord with incremental costs. For exanple, Duke charges
the same rates at all times of the year, whereas incremental
costs of electricity are not the same at all times o0f the
year, and costs are higher in the supmer than in the winter,
If it 1is realized that costs are higher in the sumper and
rates are designed appropriately, there is no longer a need
for a special electric heating rate.

Duke's RA Schedule is designed to attract winter heating
loads needed to help balance +the &summer seasonal peak.
Bvidence produced by Spann indicates that the RA customers
", ..consume more power during -all months of the year than do
other residential customers," thereby contributing to the
vinter load but also adding to the summer peak load. Coan
pointed out that the average RA customer contributes 2.7
tines more to the winter demand peak than to the sumner one,
but Spann gquestioned whether or not Duke's RA Schedule is
the most efficient method of promoting off-peak usage.

Spann's rates designed for the Comnission's consideration
proposed an RA rate with a summer-winter differential as a
viable alternative to Duke's proposed RA Schedule. He
demonstrated how such a rate wculd decrease the dincremental
peaking consumption of the -RA class. Spann Exhibit No. |0
compared the peaking usage ("...difference between
consumption...during the paak month, and base load
consumption™) of the RA and RW classes for +the five vyears
1965 through [970. This exhibit showed that "for all of the
five ccnparisons except one, the increase in RA consumption
is much greater than the increase in BRW consumption.m

Spann then proceedead +to  use +the same: information in .
Exhibit No. {| to arrive at an 2stimate of =-.49 +to =-].077
for +the price elasticity of demand for the RA and RW
customers., Translated into laymanfs language, this means
that, assuming the +true value of price elasticity is -.5,
"...a summer price increase of {0-20 percent will have the
long-run effect of reducing summer conrsumption by 5-|0¢
percent. "
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As further justification for the summer-v¥inter
differential, Spann cited that "many <c¢ompanies have used
seasonal pricirg as a means of promoting winter usage
without simultaneously promoting summer usage.™ Saveral
examples were given of comparies with seasonal prticing whose
average load factors improved almost as much or more than
Dukets during a ten~ysar period, Spann stated that
increased off-peak usage would improve system locad factor
and seasonal rates would induce all users to increase off-
peak consumption rather than giving 1lower rates only to
"all-electric" RA custoners.

Spann testified that a study of class lcad factors at
various levels of KWH for a particular month is important in
designing rates. KW demand of A4different classes of
customers at various KWH levels is needed to determine the
appropriate rate dJdifferences hetween 7Tate classes. The
relationships between KWH consumgtion and demand at time of
system ovpeak, used to predict the average KW demand at
various levels of KWH consumption for each rate class, were
deternined from data obtained during Duke's (968~]|969 load
study. The demand predictions from these relationships for
the R, R¥, and RA classes show that

"...at low levels of consunpticn, rate class R has the
smallest KW demand at any given EKWH level. At higher
levels of consumption, ratz class RW has the smallest KW
denand at any given KWH 1level. At all levels of
consumption, rate class RA has a higher KW demand than the
cther two residential rate classes.? (Transcript Vel.
XVIII, page |09)

These KW demands and KWH consumptions were used +to
calculate lcad factors for the various rate classes. The
load factcr comparisons show that

",...except for very small and very large users, the load
factors for customers on the R and RW schédules are almost
identical. Customers on ths2 RA schedule have poorer load
factors than customers on other residerptial schedules at
all levels of consumption." (Transcript Yol. XVIII, page
199

Pased on this data, Professor Spann stated that during the
sunpaer months RR customers' load factors .are less than those
for other customers and, therafore, at any level of KWH
consumption, RA custoners add more to the summer peak than
do other rate classes. ile stated that, if rates are based
on load factors, it could be argued that KRR customers should
pay a higher rate during the summer than do other customers.
Also, since during +the summer mnonths +the lcad factor
difference between R and RW custcmers is not very large, the
rate difference betwsen th2 P and BRW schedule should bke
reduced.

Load patterns €£or water heaters were compared to system
load patterns by Spann. He stated that while water heaters
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appear to add some diversity to +the 1load pattern, the
diversity may not be very large. This indicates a need for
a reduction in the differential between FW. and R Schedules,

Spann introduced evidence which indicated that there were
discrepancies hetween Duke's G, GA, and I rates and
incremental costs in that the Company was charging too much
for energy and too little for demand, thus indicating that
Duke's rates provide incentive for low lead factor usage and
peralize high load factor users.

. Spann testified that the Staff's proposed GR and I
schedules are Hopkinson type rates and that +this +type of
rate completely separates the customer's demand and energy
for billing purposes. Fach of these.components is billed on
a different declining block schedule. Staff's Hopkinson
rate also raises demand charges and lowers energy charges in
accord with costs as opposed to those of Duke's proposed
rates. If there should occur a nore trapid increase in
demand cost +than in energy cost, the Hopkinson rate would
enable an easier adjustment, in tha future, to ¢this cost
change. The "G" Schedule propos2d by the Staff is a Wright
type rate because very few customers on this schedule have
demand meters. A "G" customer without a demand meter would
be billed on the first block of the schedule.

The +testimony of public witness Kirby indicated that, due
to the minimun demand charge on the Staff's proposed GA
Schedule, it 4is possible that there would be an enormous
increase for certain small users now served on Duke's GA
schedule. Hr. Kirby stated that he has a small utility
building behind his home which is served through a separate
neter. Since the building contains a 5 KW heater, it is
served on the GA schedule. ¥r. Kirby is now paying $4.39
per month which is the mirimum charge on the GA rate and
includes only (00 KWH. (Under the Staff rates in the Wotice,
he calculates that he would pay a ninimum charge of $28.38.

Professor Spann testified +that +the Staff rates were
designed to eliminate part of the alleged deficiencies in
Duke's proposed rates, He furtter testified that the Staff
rates do not return egqual rates of return for all classes
but they move closer toward equal rates of return than
Duke's rates. Spann stated that an effort was made to be
conservative in trying to equalize rates of return so as to
take inte account factors other +han cost (such as
historical trends) and to limit the npumber and amount of the
charges that customers would face at this time. The Staff
rates incorporate a Hopkinson type rate for the I and GR
schedule, removal of +the RA rate, a lowering wof the
differential between R and R¥ rates, and the inclusion of
sunner-winter differential on 311 schedules,

professor Spannh stated that the Staff's rates are superior
+0 Duke's proposal for the following reasons:
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"|) The staff Rate Design is more equitable than Duke's
rate design;

2) The Staff Rate Design raflects costs of service more
than Duke's proposed rates; and

3) The sStaff Rate Design encourages off-peak usage
without simultaneously encouraging peaking usage."

Duke's proposed minimum charges were based upon the
"minimum readiness to serve costs", which include only the
operating expenses associated with meter reading, customer
accounts, and meter wmaintenance, etc., as opposed to
customer costs which include all those as well as the
maintenance and amortization of the minimum distribution
plant built to serve the customer. The minimum readiness to
serve costs were $|.25, $(.32, and $|.|7 for Schedules R,
RW, and RA, respectively. Staff witness Clapp introduced
evidence showing the customer costs of the various rate
classes. Similar cost figures were also supported by Duke
on cross-examination. The Staff testified that +thke front-
end residential customer, such as the owner of a vacant
cabin would not be paying his full costs in the absence of
an adequate minimum charge, and that it is the middle and
high-use residential customer who subsidized low-use
residential and industrial customers.

The Staff enumerated sevaral options available tc the
Commission in setting minimum charges, including keeping the
standard block system, but setting the minimum charge, and
inclusive usage, at the point where the revenue derived from
the rate schedule would equal the customer cost. This would
assure that all customers would pay at least their customer
costs, but, since it would include some usage, the low-end
users would still be subsidized to scme extent.

(iv) Special Requirements for Service

Background

At the present time, Duke requires that the building for
which a consumer desires service under the RA "all-electric"
schedule must meet rigid insulation requirements, as
calculated by the American Society of Heating and
Refrigeration and Air Conditioning Engineers or the Naticnal
Electrical Manufacturers Association calculation methods.
In addition, energy for all water heating, cooking and
environmental space conditioning must be supplied
electrically.

Evidence

buke makes the following argument for its insulation
requirements and the RA schadule:

"There are advantages to all of t+he Company's customers,
and extra advantages to the Schzdule RA customers, resulting
from the Company's requirement that heat loss be limited to
specified values.
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~ "the demand on the Company's...system is less because of
the heat-loss limitation in Schezdule RA...this benefits 41l
customers...heat-loss 1limitation reduces the maximung demand
of an electrically heated house because it is not
necessafy...to 1install as much KW capacity in his heating
system as would be <required if the heat loss were not
limited. Por this reason, tha generating capacity required
to serve electric house heating is very much less +than +the
capacity which would be required if inadequate insulation
were permitted in electrically heated homes. It is not only
less’ in winter, but also in summer to the extent that
customers served on Schedule RA have air conditioning... it
elininates waste of natural resources because...geherating
stations use less fuel to provide the heating requirements
of the house.

",..the typical home builder will not spend the extra cost
of the heavy insulation simply on suggestion,

"The difference between Duke's Schedule RA and cther
schedules on which electric heating could be supplied is.
that instead of suggesting to the prospective customer that
he install dinsulation sufficient to limit the heat 1loss,
Duke requires it, but gives him an incentive to do it...

"The whole objective...ls ¢to promote sufficient winter
load to offset the growing summer peak, thereby utilizing
capacity which would otherwise be non-productive.

"The present saturation of custcmers served on Schedule RA
is |5.5%. As a consequence the Ccmpany has been able to
balance +the summer and wintsr peaks which resulted in the .
Duke Power's high system load Eactor. This would not have
been possible without the slightly lower rate which provides
an incentive for the customer, to try electric heating, and
to spend some of his own mpcney to insulate his house."
(Transcript XI, pages 229-23})

{v) Industrial Attraction
ackground

0f interest in this proceeding was the effect which
proposed rates might have on the State's akility to attract
irdustry, bescause the industry weighs business climate and
cost factors before choosing sites.

Evidence

Mr. Robert E. Leak, Economic Develorment Director for the
State of North Carolina, said that a rate revisien should
not be allowed which would "...weaken our ability to attract
the type of industry which will =solve our =most pressing
economic problems." (Transcript Vol. IX, page 78) Mr. Leak
testified that industries considered electric rates as well
as the rest of the local situation, water supply, schoaols,
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churches, labor market, rTacrzational: facilities, and ad
valoren taxes, among other things.

Professor Spann gave evidence in his testimeony on the
question of industrial rates and their effect on attraction
of industry. Spann, Exhibit No. 30, page 3, compares typical
monthly bills issued under Duka's proposed ratés, the  Staff
design summer and winter rates, and Duke'!s present rates.
These comparisons are shown for a rumber of hypothetical
customers. For each of these customers, the Staff's winter .
rates produce a bill which is less thanr or nearly equal to
the .bill under Duke's proposed rates. Summer revenues
produced Lty the Staff's rates are greater than those
produced by Duke's rates, with the larger users paying the
larger percent increase.

Spann stated that electricity costs will only be an
important consideration in locational decisions if such
costs are a substantial fraction of total costs. Hr.
Vennard stated in his testimony that the electric bill of
the average manpufacturing company is less than (% of its
gross e<¢xpenditure. In Spann Exhibit No. 22, these
percentages are shown for several industries of types which
are located in North Carolina.

Average monthly industrial power bDbills, shovn in Spann
Exhibit No. 23, weére from Typical Flectri¢ Bills - 1971, a
publication of the Federal Power Commission. Duke's
industrial rates compare very favorably. K with <those of
surrounding states and most of the vremaining states.
Spann's exhibits tend to show that a 20% increase in the
average monthly bill would 1leave Duke's territory in a
favorably competitive pésition. Spann Exhibit V¥o. 24
further shows +that Duke's cost ¢f service rates are below
the rates of companies in neighboring states. (Transcript
Yol. XZVIII, pages |[3-118)

Based upon the evidence in the <rTecord and facts or
information appropriately judicially noticed, the Commission
nakes the fcllowing

FINDINGS OF FACT
FAIR VALUE OF PLANT IN SERVICE
(1) Original Cost

l- That Duke Power Company is duly organized as a public
utility company undar th= laws of Worth cCcarclina,
holding a franchise to furnish electric power in a
major portion of the State of WNorth Carolina under
rates and service regulated by the Utilities
Connission as provided in Chapter 62 of +the General
Statutes.

2. No sums expended or vrecorded on Duke's books for
plant under construction or for plant held for future

s
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use should be nor havz been included in Duke's rate
base,

That the actual investmant currently consured through
reasonable actual depreaciation during thée test period
was $38,418,138.

That the reasonable original cost depreciated of

Duke's electrical plant in service at thée end of the
test period and subject to Commission Jurisdiction is
$865,006, 125 (after deducting contributions in aid of
construction but not including allowance for working

‘capital.)

Replacement Cost

That the trended original costs, depreciated, of the
electric plant in service, at the end of ¢the test
period and subject to Commission jurisdiction are
found by applying the staff alloccation factors.to the

‘total company treénded original costs, depreciated, as

calculated by Mr. 6illatt; and that these are:

Production Plant $513,757,57\
Transmission Plant 224,244,787
Distributicn Plant 425,194,611
General Plant 35,896,368

Total Electric Plant 31,]199,093,357

~and that the Replacament Cost is $(,199,093,357.

Fair Value

That the working capital allowance found to be
reasonable for Duke's North Caroclina retail
operations was determined Eky taking +the working
capital of $[9,624, |47 and adding to it materials and,
supplies, " $39,477,335, uwinimur bank balances of
$8,942,633, and average = prepayments, $264,968.
Average tax accruals in the amount of $U4,100,|47 and
average customer deposits of $1,792,547 are offsets
to +the working capital allowance, resulting in a net
working capital allowance in the amount of
$62,416,389; and -that a reasonable working capital
allowance to be included in Duke's rate base 1is
$62,416,389. . '

That considering the reasonable original cost of the
property, less that porticn of the cost which has
been consumed by previous use and recovered by
depreciation expense, and considering the replacement
cost of said property, the condition of the property,
and the outmoded design of some of the older plant,
the Conmmission finds that the fair value of said

‘plant should be derived £rom giving five-sevenths

weighting +to original cost (investment) and two-
sevenths weighting to replacement cost (trended). By
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this method, .the Comtiissicn £inds that the fair value
of the said plant devoted to retall . service in FRorth
Carolina is $960,459,620 or $!,022,876,009 including
$62,416,389 allovance for working capital.

OPERATYNG COSTS
Effect of Oconee Nuclear Units

That it is uncertain that Duke's .cost of generation
will decrease in any significant amount from that of
the .test year due +to any expected benefits of the
operation of the two (2} new nuclear units in the
immediate future.

Fuel Prices

That  the costs of fuel and purchased power
experienced by Duke during the test year were
reasonable,

That a total overall expenditure for fuel (including
nuclear fuel) for 1973 of $185,280,000, or
$106,629,000 when allocated to N.C.U.C.
Jurisdictional operations is not unreasonable; and
that with these f£fuel expenditures, Purchased Power
expenses should not qxceed $21,625,000, or
$12,500,000 vhen allocated to N.C.U.C. jurisdictional
operations in 1973.

Capacity Reserves

That Duke Power Conpany's present level of reserves
is approximately 10 percent; that this level is less
than adeguate to insure reliable service; and that
the amount of investment in generation devoted to use
as reserves is not an issue in this proceeding.

That in reference to the future needs for which Duke
is presently constructing reserve capacity, the
evidence before this Ccmmission at this time is
insufficient to 'determine the most reasonable level
of reserves.

Increasing Costs

That Duke is experiencing increasing costs of
supplying service and constructing new capacity and
that incremental costs exceed embedded costs.

That expansion of service and replacement of plant
under increasing cost conditions results in attrition
of edrnings.
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Research and Developnent

That reasonable expenditures ‘for research and
developnent are a legitimate operating expense,.

FAIR RATE OF RETURN

That, after +the Staff's accounting and pro forma
adjustnents and Jurisdieticnal allocation factors,
Dyke's revenue under present rates on an annualized
basis for customers servad at the end of the test
periecd for HNorth carolina retail service was
$319,497,62];: that the reasonable- operating revenue
dedyctions of Duke duxring the +test period are
$257,085,428; +that the net operating income for
return at the .end of the <test period, after a
reduction of §$|06,612 representing interest on.
customers' deposits, after accounting.and pro forma
adjustments, was $62,305,58, giving a rate of returh
on deprecisted originil cost of plant of 6.72%; a
return on original cost equity of 7.54%; and a return
on the fair wvalue of 6.09%. That such rates of
return are insufficient t¢ rrovide a fair profit +to
Duke's stockholders considering changing econonmic
conditions, and insufficient to allow Duke to compete
in the wmarket for capital funds on terms which are
reasonable and fair to its customers and existing
investors. :

That the rate of return necessary of the fair value
of Duke's . property to allow Duke, with sound
managenent, to produce a £fair profit for its
stockholders, considering sconomic conditions as they
exist, to wmaintain its facilities and service in
accordance with its obligation to its customers, and
to compete in the nmarket for capital funds on a
reasonable basis to customars ‘and stockholders, is
7.05%, -which rate of return will preduce $2(,|50,000
of additional gross revenues on North Carclina retail
electric service; and that +the additional gross
operating revenuss of $21,|50,000 will increase the
net income available.to the common stockhcldetfs from
$2),508,774 to $3|,309,147 for a rate of return on
book wvalue common aquity of ||% and a rate of return
on fair value common equity of 8.24%,

Duke*s projected data and financial results for the
[973 (Stimart Exhibit 2, pages | through 9) are based
on kudgeted averages for the year rather than on data
adjusted to a year-end estimated =rate base, This
methodology does not comply with the statutory
requirements under which the Conbission must set
rates. G.S5. 62-123 [how rates fixed - item (¢)]
requires that a fair valae shall be determined as of
the end of +the test period used in-the hearing and
that the probable futura revenues and expenses shall
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be based on the plant and equipment in operation at
that time. (emphasis suptlied) i

RATES
Cost of Service

That the jurisdictiocnal Allocation Study im evidence
in this Docket, as revised by the staff, is the best
evidence of the costs to Duke Power Conpany of
providing service to North Carolina Retall service,
is based upon sound engineering economics principles
and is reliable, and tha rasults are useful %o this
Comrission in setting rates.

That +the [|97| Cost of Service Study in evidence in
this Docket, including revisals by the Staff, iz the
best evidence of the costs to Duke Power Conmpany of
providing various classes of service, and the results
are useful to this Commission in setting rates.

That the Cost of Service Study may be used to:

a) separate the custoper, demand, and energy
components of both ravenue deductions and rate"
base by classes of service for use in
structuring rates,

b) exanine the rate of return earned by each class
of service for use in determining the
reasonableness of rate levels, and

c) exanine the changes in costs over time.

That the use of the opinimum-intercept method of
calculating customer components of distribution gplant
produces more correct and more stable and comparable
results over time than the mininum-size method.

That Duke's proposed rates move the rates of return
earned by individual classes of service closer to the
{Forth cCarolina ratail) average rate of return than
the present rates, but these rates of return still
vary from the average. The Staff's reccmmended
corrections in the method of determining customer
cost, if applied to a cost of service study using
Duke's proposed rates om .|37| sales and c¢onditions,
would bring the rates of raturn closer together.

Incremental Costs

That ¢the use of incremental pricing is based upon
sound econonic principles, promotes paxinum
efficiency, and inhibits attrition of earnings; that
expansion of service which is priced below the total
incremental cost of that expansion will lower the
rate of return; and that the expansion of service
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vhich is priced above the total incremental cost of
that expansion will raise the rate of return.

That Duke's incremental demand cost is approximately
$2.30 to $2.85 per kilowatt and its incremental
energy cost 1is approximately .u458{¢ per kilowatt-
hour. ‘

Rate Design

That it is reasonable and necessary for Duke to make
the following changes which it has proposed in its
rate schedules:

a) Eliminate seven (7) schedules that have been
closed to new customars since (965 and serve
the customers now on these schedules on the G
and I schedule as applicable.

o)) Serve R cugtomars who now have separate
petering for water hsating on the R¥ schedule,

c) Increase the YReconnact Fee" from $| to 35.

That +the rates of return e¢arned by Duke's prcposed
rates should achieve a more uniform rate of return by
classes, and that Duke's proposed precedure €£for
increasing its rates and the resulting rate structure
is reasonable and not unduly discriminatory.

That Duke's propesed rate design is basically a
tevision of its "Base |965 rate structure and would
incorporate the significant increases experienced in
its fuel cost used in generation of energy along with
ifcreases in fixed costs.

,That the staff's rates more nearly follow costs-of-

service and more closely recover incremental costs
than do Duke's proposed rates, but that Duke's
proposed rates nove substantially in these
directions.

That the present and proposed winipur customer
charges 3in the residential rate structure are
unreasonably low and aunduly discriminatery to other

ratepayers.

Special Requirements for Service

That electric heating 1loads benefit Duke's systen
lcad factor, and proper insulation, as required by
Duke's RA schedules, rasults in less heating/cooling
losses and therefore conserves energy Tresources,
while at the same time c¢osting the cwner/operator
less for space conditicning.
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Based upon the foregoing findings of fact, the Commission
makes the following

CONCLUSICNS
FAIR VALUE OF PLANT IN SERVICE

The trended original cost study by Witness Gillett for the
applicant has deficiencies which make it unacceptable as a
complete and reasonable method for determining replacement
cost. The witness, in computing the trended original cost
of +the properties and subtracting from the figure, thus
derived, an allowance2 for no elanment of depreciation, save
for physical -wear and tear, has obviously left out the najor
factor of obsolescence. While Mr. Gillett d4id account for
advances in the art of construction, he made no attempt to
determine the value of the utility plant as if the entire
plant were designed in accordanc2 with the present state of
the art for the design and operation of electric systens,
including modern technologies and efficiencies, The
Conmission considers the replacement c¢ost more tham Just a
"brick-for-brick¥ reproduction cost, and the Conmission
therefore concludes that the trended original cost method
employed by Duke to be insufficient as a complete and
reasonable determination of replacement cost.

The Conmission concludes that the replacement cost which
was determined merely by trending and depreciating original
costs without proper consideration for improvements in rlant
design and efficiency is excessive., The Conmmission is of
the opinion that the trended origimnal cost, depreciated, is
the best estimate of the replacement cost that can be
derived from +the " evidence on record, but the Commission
concludes +that this rTeplacement cost estipmate must be
combined with the original cost to determine the appropriate
Pair value of the electric plant in service, and that proper
weighting be applied +to eliminate deficiencies in the
replacement cost estimate.

The Commission concludes that the reasomable .original cost
cf the property, less that portion of +the cost vhich has
been consumed by previous use and has been recovered by
depraciation expense, and +the replacement ceost of said
property are appropriate factors to be used in dstermining
the falr value of said property if consideration is given to
the condition 'of the property and the outmoded design of
some of the older plant when weighting these factors. The
Compission further concludes +that +the proper weighting,
considering depreciated original cost, replacement cost, and
the outmoded design of som= of the older plant, is five-~
sevenths weighting for original cost and two-sevenths
wéighting for replacement cost.: By this method, the
Compission determines the fair value of the said plant
devoted to retail service in ©North Carclina %o be
$960,459,620 or $1,022,876,0C9 ineluding $62,416,389
allowance for working capital.
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OPERATING COSTS
‘'Fuel Prices

The [973 kilowatt-hour consumption prejections by

Duke are re¢ascnable. The planned |973 generation mix, based

(ii)

on plant efficiencies, average per plant fuel costs
and projected consumption, gives as low a ‘total
overall fuel cost as is reasonably attainable. With
fuel prices as anticipated and +ith <the <reasonable
generation mix planned, a total overall fuel price
for 1973 of $185 million is not unreasonable.

The Conmission remains concerned regarding Duke's
fuel procurement procedure  and its relative
efficilency compared to purchasing by competitive
bidding, especially duriang times of low supply and
high demand. Accordingly, the Commission is of the
opinion that its staff should continue surveillance
of Duke's fuel costs and purchasing practices.

Capacity Reserves

The forecasting methodology used by Duke is sound and
forecasts of peak loads. and customer usage have been
accurate historically. Based on present information
and data, the current forecasts of peak loads and
customer usage should prove reasonably accurate. The
projected construction program is not unreasonable
based on a 25 percent raserve margin. However, this
Commission is not convinced that a 25 percent reserve
margin is necessary or prudent, Present reserve
levels are well below the 25 percent range and Duke'!s
planned construction progran (which anticipates
reaching the 25 percent reserve range) places a large
financial burder on the Company and its ratepayers.

This Conmmission remains deeply concerned regarding
the impact upon the ratepayer cf any overbuilding or
underbuilding of plant, There is apparent
discrepancy of reguiremants among companies in cleose
proximity to Duke, and we are net convinced that Duke
and its sister companie=s in this area are
sufficiently or satisfactorily coordinating., their
load growth studies and planring £for future plant
{(especially generation and transmission) to achieve
the most efficient level cf investment.

Because of the tremendous impact such decisions will
have upon electric rates and service, this Commission
deens it necessary that a full and conplete
investigation be entered into regarding the capacity
reserve levels which are most appropriate for the
companies within its jurisdiction. Accordingly, the
Commission will 4initiate such proceedings under a
separate docket in the n=zar future.
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The Duke projected, |[973 financial operational data/
was not professionally corroborated, verified, or
critically analyzed by the staff or any other
participating party in the proceeding.

(1ii) Projected Operations Data and Resulis

Duke's projected (973 data is an attempt to provide
the Cormission with operating results (2 wmonths
beyond the test period in an effort to predict the
actual impact of its proposad rate increase, While
there is a recognized ¢time 1lag in the regulatory
process, and in times of d{inflatlcnary pressures as
are present today, this 1lag may contribute te¢ the
difficulty many utllities have in actually earning
the rates of return found reasonable by regulatory
bodies, we cannot use a projected set of peaks to set
rates, We have carefully considered and weighed all
test year data, and we conclude this to be the only
reliable basis upon which to find Duke's expected
revenues and reasonable expenses.

FAIR RATE OF RETURN

The Bpplication of Duke in this proceeding seeks an
increase under the proposed rates to produce $29,376,000 of
additional annual revenue, or an annualized basis, based on
the customers connected at the end of the test period. The
following tables, based on the Pindings of Fact, show the
derivation of the $2(,150,000 of such increased revenue
found to be reasonable:



DUKE PONEE COMPARY
HORTH CAROLINA HETAIL OPERATIONS
STATEMENT OF RETURN

Operating Revenues
Gross operating revenues

Operating Rewenue Deductions

Puel expense

Purchased power

Operation and maintenance expense
{excluding fuel and purchased power)

Depreciation

Taxes-other than incone

Taxes-state income

Taxes—Federal income

Taxes~Deferred income

Investnent tax credit normalized

Amortization of investment tax credits
Total operating revenue deductions

Ket operating imncome
Less: Interest on custoper deposits
Net operating income for return

After

Present. Increase Approved

Bates Approved Increase
$ 319,497,621 $21,150,000 340,647,621
98, 1 14,446 98, I'| 4,846
13,650,141 13,650,141
58,878,725 58,878,725
38,448,138 38,418,)38
29,959,462 | »269,000 3,228,462
1,383,615 1.192,860 2,576,475
10,880,162 ‘8,970,307 19,850,469
5,992,394 5,992,394
2,35|,283 2,35],283
o _{2,5u42,938) {2,542,938)
-257,085,428 bl .432,167 268,517,595
62,4{2,193 9,717,833 . 72,130,026
-106;612 106,612
$ $ 9,717,833 72,023,414

62,305,58]

ozl
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Investment in Elecéric Plant

Electric plant in service
Less: Accumulated depreciatlon
Contributions.in aid of
construction N
Het investaent ‘in plant

ce for-¥orking Capital
Naterials and supplies
“Cash
Minimum kank .balanceg .
Prepaysents . . -
Less:z Average tax accruals
Customer deposits

Total allowance for uorking‘capital‘

Set investment in electric plaﬁt in
service plus working capital allowance. .

Rate of return on original cost net
1nvestlent .

Pair walue rate base :

Rate of return on fair value rate
base

$1,223,445,485|

$1.223,445,45]
352,253,499 352,253,499
. 6,185,827 6,185,827
865,006,125 865,006,125
39,477,335 39,477,335
19,624, 157 19,624,147
8,942,633 8,942,633
264,968 P © 264,968
5,100,147 } 876,343 5,976,490
_1.792.507 127920547
___62,u16,389 (l.avﬁ.ausg 50.5uo,o 6

$. 927,422,514

$(1,876,343)

6.72% . T.78%
$1,022,876,009 . $(i,876,3u3) .$1,020,999,666
7.05% .

6.09%

$ 925,546,|71-

sHIvVE
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DURKE POWER COMPARNY
DETERMINATION OF EMBEDDED COST OF DEBT AND PREFERRED DIVIDENDS

BASED OF "TOTAL CONPANY CAPITALIZATION AT JUKE 30,

1972

Adocunt Interest Embedded cost of
Total Ratio And Dividend Debt and Preferred
Type of cCapital company .3 Regunirements and Preference Stock %
Total debt $1,161,350,000 52.95 $72,352,438 6.23
Preferred and preference stock 335,000,000 15.28 24,124,000 7.20
Interest free capital 22,355,000 .02
Conmnon equity 674,290,53] 30.75
Total capitalization $2,192,995,531 |00.00

RETURN OH COHMMON EGUITY

NORTH CAROLINA

RETAIL @

original Cost Net

PERATIONS

Investment or Pair Enbedded et Operating
__¥Yalue RBate Base Cost - % Incoms For Raoturn

Present Rates — Oriqipal Cost Net Investiment

Capitalization

Total debt . . $ 49],070,22] 6.23 $30,593,675.

Preferred and preference stock 141,710,160 T.20 10,203,132

Interest free capital 9,459,710

Conmon equity 285,182,423 T.54 2),508, 774
Total $ 927,422,514

$62,305, 58]

zzl
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lization
Total debt
Preferred aand
Interest free-
Conmmon equity

Total

Capitalization-

-Total debt

Preferred and

Interest free

_ Common equity
Total

;horisng g;es - 0r1gina1 Cost_Net Inveg;nent

. 490,076,698 23 $30,531,.7T18
preference - stcck 141,423,455 . 7 20 . -I0,1B2,489
capital . . 9,440,57) o . L

284,605,447 -_11.00 3] .309, 147
. $ 925,546,17] - $72,023, 414

e e

—._hAuthori g Rates - Pair Value Rate Base.

. $ 490,076,698 6.23 ) $30,53|,778
‘preference stock 145,423,455 T 7.20 |0,[82»089
capital ; ‘ 9 QHO 37

- 380.058,9“2 8. 2ﬂn 31,309,147

- $1,020,999,666 ~ §72,023,414

sgivy’

ezl
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In order .for Duke to be able ta provide adeguate service
in its service area and to construct needed plant to meet
the dincreased demand £for elactric current, Duke must be
allowed fo earn, through sound management, a rate of Teturn
at a level S0 as to attract tha capital necessary for such a
Program.

The earnings of Duke during +the test periocd under the
present rates are insufficient to provide adeguate service
and to compete in the market for additional capital for
expansion of service, and to provide a fair return on the
investment of its stockholder.

changes in the interest charges coverage ratio has a
direct influence on +the rata of return to the common
stockholdert's equity due to tha fact tliat the interest costs
must be deducted from the net operating ‘income before the
rate of. return to the common egquity capital can be computed.
In the instant situation the Cormission concludes that it is
necessary to provide additional revenues so that Duke's
coverage ratio will be adeguate. The interacting functionms
of the coverage ratio and the rate of return oh common
equity, two important earnings criteria 'Tecognized in the
financial narkets from vwhich Duke must seek funds, have been
carefully considered by the Commission.

Under Duke's pond indenture (Section 2.03) additional
first and refunding mortgage bonds may not be issted unless
the foriginal net earnings™ (net earnings before income
taxes for twelve consecutive calendar months withlin the
fifteen calendar months immadiately" preceding the first
calendar month in which delivery of additional bonds are
made +to +the trustee which have Leen made) equal twice the
amount of the interest charges on all of the interest ' bonds
outstanding plus the additional bonds supposed to be issued.
Based on the test year operations and after accounting pro
forma adjustments, the fixed charges coverage ratio (which
includes interest charges on - all +types of debt on an
annualized basis) computed’ before income taxes-was 2.63
times at the present level of rates and will be 3.28 times
at the level of rates herein approved. .

In our order in Docket B-7, Sulk {28, we found Duke's
reasonable common equity cost to be |2 percent, whereas here
we find +hat ocost to be [| percent. During a period when
its return has been substantially below |2 percent (7.54%
for the +test period) Duke .has continued to attract very
large amounts of capital and to pay out very substantial
dividends to its equity investors, while increasing its
retained earnings. Recent exparience in the capital markets
indicate that very €few <¢lass A and B utilities are
experiencing equity cost above (| percemt, and in the 1light
of all these circumstances, we conclude that || percent is a
reasonable estimate of Duke's foreseeable equity cost and
that such a return will enable it to safely meet its
indenture requirements and continus to attract its required
eguity funds.
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The rates proposed by Duke ars found to be unreasonable
and unjustified +to +the’' extant +that <they produce any
increases in annualized revenue on thé customers at ‘the end
of the test period in excess oﬁ 321,150,000,

The Commission concludes-that an increase of $2{,[|50,000,"
72% of the $29,376,000 increase requested in the
appllcatlon. is necessary :to. maintain Duke's facilities and
-service in accordance with the’ reasonable requ1rements of
its customers in North carolina,.and to provide a fair rate
of return, to Duke on the fair value of its . properties used
and useful on 1ts property in Horth carolirna. .

RATES

Througheout +the post World War 1II period and up to the
present time, the Commission has® permitted the nmatter of-
rate design to residé almost solely in the hands of the
management of the electric utilities that serve North
Carclina. ' Relatively few public complaints arose through
the years from this practice because the utilities were, and
happily so for both <hem .and <their customers, smoothly
sliding down their decreasing cost of proﬂuction curves.
The more power that could be generated, the less it would
cost to produce each additioval unit of power; resulting in
mnore profits for the utilitias and cheaper rates for their
customers. Onder such circumstances, and with the utilities
themselves - demonstrating interest in simplifying and
improving their rate d951gns {including the introducticn of
the all-electric rate), it is not surprising that few pulblic
complalnts were directed and little Coumission attention was
given to the complex matter of how revenues were collected. .
However, +the present situation, in +which the electric
utility industry has become an increasing cost industry, has
seen Duke filing. almost anneal applications . for rate
increases. The amount deemed to be the minirum necessary in
this docket to allow Duke +o attract capital for its
building prdgram and to allow . it to earn a fair rate of
Teturn on its investment will result in a cumulative total
average percentage increase of over 28% t¢ Duke's customers
in about a +three year time- .period. Under these
circunstances, inefficient and unduly discriminatory pricing
pollc;es vhich may result in or accentuate ereosion in
earnings and add to the amount of rate increases that might
be requested, should not be permitted.

(i) Cost of Service

The evidence 3in +the Dockat indicates that the Cost of
Service Study accurately portrays the ‘relationchig of the
,different c¢lasses of service to the costs of providing
service to those classes, the revenues derived from such
service, and +the benefits to the system as a whole. There
is no clear evidence that special allowances should be made
for any of the major classes_of sarvice in thé consideration
of the rate of return to be earned by that class. The
avidence in +this Docket contains no studies, reports, or
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other technical éxzanmination to indicate +that +the rTate of
return of any class of servica,.except outdoor lighting,
should deviate from  another when =such deviation can be
avoided by rate design, level, or structure. .

There is no evidence in this Docket to the effect that
there exists any mon-homogeneity between the customers in
Duke's 'service area merely because they are situated on ome
side or the other of a cross-country line separating the
NoFth Caroclina governmental jurisdiction from the South,
Carolina jurisdiction. There is no evidencé in this record
té indicate that a total company Cost of Service Study of
+he individual customers' classes would produce results
which could not be used by either cr toth the North Carolina
Utilities Commission or the South CcCarolina Public Service
conmission. The jurisdictional cost of service studies
would have to and do take into account such-differences that
pight rTesult from different tax rates applicable fo the
individual jurisdictions. There is evidence that both the
Allocation Study and CcCost of Service Study are useful in
setting rates. e : o

I+t can be sSeen. from the rTasults of the |97| Cost of
Sservice Study that the @A -class of service paid a rate of
return slightly in excess of the overall rate of return and
the R, R¥, and ¢ classes of service paid a‘'rate of return |0
t0 |4 . percent greater +than the overall rate of return in
197, while the RR, I, and IP classes ‘paid up to 27.9
percent less than-the average. It can also be seen that the
R, RW, and 6 classes of service paid a rate of returm 35 to
40 percént greatér than the I class, and the RA and GA
classes paid a rate ‘or return over 20 percent higher than
the I class. Both the Company's and the Staff's rates would
greatly reduce these disparities in +the rates cf return
hetween classes.

(ii) Rate Design

It is the conclusion of +the Commission that the saven
general and industrial schedulas closed to nev customers
since 1965 and +the application of the general service W
schedule to residential sarvica should be eliminated. In
the early and nid-nineteen-sixties, Duke was still in a
period of declining costs and was able to make a series of
rate reductions. In making these reductions and
establishing ‘different rate structures a certain few of the
customers would have been. sukjected to increases.
Consequently, these customers wara allowed to remain on the
0ld schedules, but no new <customers were eligible to be
served on these schedules. Now, in a period of increasing
costs and rate increases, the Comnmissioh agrees with bDuke
that it would be more equitable for these schedules +to be
cancelled and for the customers novw served on them to be
served on scliedules appropriate te their classifications.
I+ is further concluded +that due to a rise in costs for
reconnects, charge for reconnects should be increased to
$5.00. g
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The Commission conclides that the rates and charges for
any class of service should normally recover all the costs,
including a reasonable return, of preving that service. If
all classes of service earn revenues which exactly cover all
costs of service, each class will earn the average rate of
return, but the Commission concludes that some variation,
within a reasonable range, in rates of return between
classes, is acceptable and does not necessarily result in
discrimination between classes of customers. The Comnmission
further concludes that it is incumbent upon Duke +to review
its rate structure on a recurring basis in order to achieve
a continuirg minimem of disparity of rates of return between
classes of customers.

With the above in mind, it is concluded that both Duke's
rate design and the Staff's rats design are in the range of
reasonableness with Duke's being near the lower bound in the
sense that it follows less closely costs of service both
within and betweer Tate classes. However, the Comrission
concludes that considération should be given tc Duke's many
years of éxpertise in rate design, t¢ the large increases on
certain customers and thz shortness of time. they would have
to adjust +to such increases if the Staff rates design were
to be instituted, and to the fact that Duke's rroposed rates
will move in the direction of charging all classes of
customers on the basis of the cost to serve them.

The Comnmission therefore concludes that Duke's'prpposed
rate design should be followed.

The Staff of the Commission has rendered yeoman service in
the structure and resolution of the guestion of rates in
this case. Both by close and professional analysis of
Duke's present rate design and cost of service studies and

"by innovative analysis and projections of their own, they
have immensely contributed to our enlightenment in these
areas and 'clearly established that the least that must be
done is to adopt Duke's proposed rate design which moves
toward cost of servicé ratas. We commnend them for their
dedication and skill. The npinimum customer cost is not
covered under present rate schedulas and will not be covered
by the charge for |00 killowatt-hours on 4any of +he rate
schedules under the consideration on this proceeding. It is
the opinion of the Commission that an- effort should be made
te bring minimum chargss mnore in line with the costs of
servicae, However, +the Cowmmission recognizes +the high
percentage increase in low use charges which would be
necessary at this time to makz such charges cover costs..
Therefore, the Commission concludes <that it is both
reasonable .and necessary to raise the mninimum wmonthly
charges to the level of the charge for 80 KWH on the three
residential schedules, such minimum charges to include 80
KWH. The minimum charges c¢n non-residential service are
already in line with thesa charges. .
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(iii) sSpecial Requirements for Service

The Commission recognizes the benefits well-insulated
buildings bring to our society. Not only do the owners and
operators of homes and cenmercial and industrial
astablishments reap the banafits of lower heating and air
coenditioning costs, but the society as a whole benefits from
the conservation of natural en=rgy resources and the labor
and capital expense necsssary to harvest those resources.

The Ccommission must arplaud efforts , to effect a
conservation of our energy resourcas, and does commend Dike
for its forceful efforts in the past to ensure that its
electric heating customers had insulated +their structures
satisfactorily. However, the Ceraission must alsoc recognize
the dilemma which the problens surrounding this matter pose.

The first lemma is as follows: If Duke is allowed to
continne to keep a szparate RA rata2 schedule in +the winter
for electric heating custem2rs, and to require positive
compliance with rigid insulation requirements before placing
the customer on the lewer RA schedule, the result would be
(i) increased off-p=ak usage due to the lower rate, which
would henefit the systenm if - priced properly, (2)
consarvation of energy resourcas through the forced use of
good insulation, and (3) possible discrimination against
thosz customers whose sitructures are not heated solely with
electricity or are not properly insulated. -

The second lemma is as follcws: Because of his greatly
increased electric usage, the customer who really needs the
benefit of a lowar rate is thz customer who does not have
good insulation. This customer aight benefit the systen
even more than one whoss strtucture is insulated, assuming
the rate is structured proparly, bescause this customer would
use mora winter energy. The customer who places electric
heat in a new addition to an e2xisting non-electrically
heated ' building would alsec benefit +the system. If the
insulation requirements ware ramoved, the Tesult would bhe
(a) the elimination of the discrimination from Result 3
above, (b) increased off-pzak usage due tc¢ more fpeople baing
axposed to the lower rate, which would benefit the system if
priced properly, (c) incrsased complaints from customers who
installed electric heating without proper insulation and
thus used one to two times more enargy for heating purrosas,
and d) wasted energy resources by those customers who do not
install adeqguate insulation.

The commission recognizes the desirability of Results |,
2, a, and b, and the undesirability of Results 3, c, and d.

These matters are of great interest to the peorle of North
carolina, but the national scopz of the entire range of the
energy problems gives even grzater weight to decisions nade
regarding energy use and energy waste. The peofple of FNorth
Carolina, and indeed the nation, cannot afford to continue
to waste our resources through 2xisting wasteful enterprise,
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nor <can we afford new enterpriseé which, either through
haste, peor design, or misinformation, will be wasteful of
Qur’ resources and place a burdenscme future upon us.

‘The Commission is in a unique position among agencies of
our State charged with protection of the public welfare.
. Through constant contact with energy related utilities, in
rate cases and other investigationms, and through its own
activity and inquiry, the Compission is and has been
tegularly made acutely awara of the impact an energy crisis
would have wupon the citizens of ©North Carclina. The
Commission concludes that the adoption of a statewide view
of energy problems related to fuel shortages, delays in
generation facilities, and concomitant price increases is
necessary. , It is the opinion of this Commission that we can
no longer afford to limit our emphasis on +the value of
insulation to Jjust electrically heatéd structures. We
should make an ‘effort +to dinstitute statewide building
insulation reguirements for all new structures, no matter
what form of enérgy they usa. Such reguirements are not
only desirable but are nececsary for the continued welfare
of the people of the State of North Carolina.

Accordingly, the Commission concludes that it should
direct its Staff to work with the Building Code Council of
Vorth Carolina toward the irplementation of minipum’
insulation requirsments on all new buildings, +hrough the
inclusion of these reguiremants in the North carolina
Building Code. The Commission concludes +that it should
further direct +the Staff to solicit -assistance in this
matter from all uwtilities ander its 4jurisdiction.

While, wunder normal c¢ircumstances whereéin the use of an
insulation requirsment as a tasis for allowing access to a
lover rate might be considered discrininatory, these are not
normal times. The Commissicn must take notice of the effect
of its actions upon the current energy crisis. To disallow
Duke's requirements for insulation before those requiremants
have been made moot by statawide insulation requirements
wonld be to contribute to worsening of energy problems. The
Commission concludes that Duke's dinsulation requirements
should remain in effect.

(iv) Industrial Attraction

The evidence in the record indicates that the Industrial
customer ¢lass i1s being subsidized by other ratepayers. The
evidence also tends to indicate that electricity costs are a
relatively small portion of th2 total production costs in
most industries,

IT ISy THEREFORE, ORDERED:

b That effective on bills rendered on and after July {,
1973, for service rendsred after June |, 1973, the
Applicant, Duke Power Company, is authorized and permitted
to put into effect incrzased rates and charges. Such
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increases in rates shall produce nc more total annualized
additional revenue as of the end of the +test period than
$21,150,000 being 72% of the increased revénue sought under
the propocsed rates of $29,376,000.

2) That Duke will prepare rate schedules, in accord with
its rate design procedures as testified to at +the ‘hearing,
to produce not more than an increase of $%2],|50,000 in
annual revenue.

3 That the minimum c¢harge for the three residential
schedules shall be the same as tlk2 charge for, and -shall
include, 80 K#H and that the increased revenues generated by
these increased minimum chargses are to be considered to be a
part of, not an addition to, the $2(,{50,000 of increased
revenues allowed above.

4) That said rate design shall ke submitted by July (.,
1973 and that said rates are +to be effective on bills
rendered on and after July [, |973 for service rendered
after June |, [973.

5) That the revenues and rates of return on net original
plant investment, plus allowance for working capital based
upon |97t sales, be calculated for each rate schedule under
the rate design proposed by ‘Duke in obtaining the
21,150,000 increase with rasults  furnished to the
commission no later than September |, 1973.

6) That effective on said above date, bills to customers
novw served on the "closed schedules“, L, CA, (A, 2, 2C, 2D,
106G, will be rendered on the appropriate General or
Industrial Service schedule. Bills to Eesidential water
heating customers now being served on the W schedule will be
rendered on the AW schedule on and after $aid date.

) That effective on and after July |, 1973, the
"Reconnect Fee' will be five dollars.

8) That the rates approved under the Undertaking filed
by Duke on December 6, (972, are to be cancelled upon the
effective date of the rates approved ian this Order. All°
revenue received from customers from the rates allowed under
the Undertaking over and above the revenue that would have
been realized had the rates approved herein been in effect
since December 6, {972 shall be refunded, with interest of
6% per annum, to each customer.

9) That Duke shall complete and file with the Commission
annually by each April 30, a Cost of Service Study detailing
the rate of return earned by each class of service and the
customer, demand and energy components of revenue deductions
and net plant investment and allowance for working capitals
that such studies shall be basad upon each calendar year's
operations; that demand data used shall have been taken
within two years of the end of the period under study; that
sizes of distribution plant used in computation of customer
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conponents shall be the minimun sizes which will neet the
requirements of the National Blectrical Safety Code and
other 1like restrictions, and costs for such sizes of.
equipment shall be actual costs, if available, or shall be
computed using statistical regression technigques and the
ninimum-intercept method; that each study shall include an
analysis of the changes in customer demands, Tates of
return, and expense and plant factors which have occurred
since the |97] Cost of Service Study, and that such studies
shall continue to be made and f£iled with the Commission each
year through [98#4, and thereafter in 1like mpanner uanless
terminated by the Comnission,

10) For any industrial customers having unusually low
load factor brought about by sporadic and infrequent
operation of heavy power usage equipment, Duke is hereby
ordered to immediately begin the review of the possibility
and dJustification for, if any, of establishing an off-peak
gseasonal night-time rate which might encourage the use of
such equiprent at off-peak times.

11) That Duke design and transmit to its customers at the
tire of their next monthly billing following July |, 1973, a
final notice advising its customers of the increase in rates
and the revised rate schedules on which they are served.

2} That all motions in the mnatter, taken under
advisement and still pending, which have not bheen made moot
by the foregoing f£indings, conclusions, and ordering
paragraphs are hereby deniod.

"ISSUED BY ORDER OF THE COMMISSION.
This 21st day of June, |973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO, B-7, SUB [U5
DUKE POWER CONPANY

HCDEVITT, CONCURRING. While I concur in approval of
additiénal revenues totaling $2(1,250,000, +the wmanner in
whick Duke 4is being allowed to increase various classes of
its custcomers does not fully eliminate discriminatory rate
relationchips favoring the Residential All-Electric and
Industrial classes of customers, when viewed in light of the
conpelling cost-of-service evidence.

The cumulative record of evidence in Duke's three rate
cases since |970, which have resulted in rate increases
totaling ovar $67,000,000, raises serious guestions bearing
upon the justness of this rate increase, an increase which
may no% have been required hdd Duke Power Company planned
and constructed adequate generating facilities and
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negotiated long-tern frel contracts wvhile there was time and
more favorable economic coenditions. The near-tragic
consequences of insufficient planning have Tequired
excessive expenditures under adverse economic conditions
including such ueasures as (|) using gas turbines costing
over $65,000,000, which have been called "monuments to poer
planning"® by knowledgeahle power authorities, to provide
norral load generating capability, and (2) the practice of
making fuel purchases on the open market due to the absence
of enforceable long-term fuel contracts to ‘adequately neet
its needs. Illustrative of this point is that Duke now
contends that it must build and maintain 25% reserve margin,
in contrast to its historical objective of |5% to |8%
margin, and that had Duke planned well enough to maintain
anywhere between |5% and 20% margin, it would not be caught
in its present dilemnma.

To ccmpound its problems, Duke has engaged extensively
and, in wmy opinion, excessively, through its various
subsidiaries, 1in non-utility ventures including real estate
and housing developrments and coal =nmining, all of which
constitute drains on managerial arnd company rasources which
should have been applied exclusively to its primary function
as a public utility.

In my opinion, all of Duke's problems are not due to
economic conditions and inflation, It is cléar té me that
economic, demographic, and business indicators have been
present all along which would have enabled Duke to avert a
substantial portion of the rate increases which it has been
necessary to impose upon the ratepayers if greater enphasis
had been placed by Duke upon rlanning and timély action with
particular reference to generating facilities.

John ®. HcDevitt, Commissioner

DOCKET WO. E-=7, SUB |45

WELLS, COMMISSIONER, CONCORRING. Having concluded the
other pertinent portions of this order; I would like to add
a few observations and comments of my own.

Both Duke and this Conmission have an avesonpe
responsibility in these times to do all within cur power +to
keep electric rates at the very nminimumn necessary to provide
reliable service. I am not convinced that either party is
satisfactorily meeting this responsibility.

The Commission is and has beén woefully short of resources
and manpower; consequently, our ability +to review Duke's
progranps, activities, and expenses are compromised. Duke's
problem may be that it has become accustomed +o abundant
resources and manpover; consequently, its ability to review
objectively its ovn programs,. activities, and expenses may
be comprcmised.
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I cite the example of Duke's paying its former President
{now retired) William B, McGuire, a consultant's salary of
£75,000 per vyear for only mninimal services, while it is
paying its senior engineering officer a salary of only
$58,000 per. year for services and talents absclutely vital
to the successful operation of the' enterprise. This
circumstance indicates a curious order of priority; but more
directly, it suggests that Duke's fiscal profile is not
quite so conservative as these times demand. Duke's okvious
generosity to Mr. McGuire may be non-typical, but in this
vein, 1t is worthy of notz that Duke's administrative
expenses are rising more sharply than any other category of
costs.

Proceeding to another area, there has been considerable
discussion in this Docket of Duke's baptism intc the nuclear
faith, an event which is taking place at Oconee, South
Carolina.

Devoutly as we trusted <hat, bathed in the waters of
Keowee, armed with the miracle of the atom, Duke's rate of
return would be redeenmed, these things are not yst seen.
Swift and clear though the watars be; profound and powerful
though +the atom be; +the blessings of mother nature are
overpowered by the vagaries of father time, to the end that
Ooconee is born a crippled giant, an ironic monument bearing
the woeful inscription,

"of all sad words of tongue or pen, the saddest
are these: it night have been".

The dream of cheap and abundant power, srringing forth
from the uranium atem, so long purveyed by the electric
companies and their industrial sisters, has gone with the
wind, stolen away by capital costs, that insidious intruder
whose quick fingers deftly taks avway not omnly the gravy, but
the bowl as well, lsaving for the poor ratepayer only the
bitter taste of a tarnished spcon out of which he has been
fed one time too many.

Perhaps it is too soon to say that all the gold has been
gleaned £from Oconee; but if there is any left, Duke
certainly seems reluctant to admit it. Pieces that do not
fit, systems that do not work, plans re-planned, and last
but certainly mnot least, gavernment agencies which often
impede rather than_  improve; all these have combined to
produce a result far less prcmising than that envisioned
when Oconee was concaived., Thare are many -questions yet
unanswered, but for now, it appears that for all the right
of the utility industry, it sea2ms almost helpless to get a
4ob 1like Oconee done efficiently or economically. Perhaps
there are some forces of industry and findnce not entirely
devoted +to the proposition that the consumers of this State
should continue to enjoy the bleseings and bhenefits of
abundant, low-cost energy. It is eatirely possible, if not
procbable, that thése selfsame giants of commerce and
finance, having seen our appetite for energy sharpened by
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their bait have sprung +the trap, escape from which may
involve a ransom we will suffer to _pay.

Duke aleone is not guilty; but neither is it guiltless.
The simple business expedient of ze-pricing is mnot the
ansWwer +o0 OUr energy problems. The resources of this
Ccuntry nmust assuredly be ceonserved and no longer wasted,
but it would be a National disgrace, if not disaster, for
those powerful few who f£ind thopselves now in the energy
saddle +to ride roughshod over all the rest. Energy stands
at the thresheld of our National economic 1life. Energy
cannot--must not--beGome the monopoly tool of those whose
avarice would deny the consumers of this Country a decent
and comfortable standard of living. Re—-all of us-- in
industry, in finance, in government, and in shop and thonme,
should individually and collectively insist that abundant,
low-cost energy be and continus to be a National Goal and
commitment. It 1is already obvious that in order for us to
attain this goal, we must immediately commit ourselves to a
federally sponsored, nationally financed crash program of
energy research and development. Coventional technhiques,
conservative efforts, disorganized competiticn, will not
solve our energy problems. And solved they must be. The
alternative is another way of life.

Hugh A. Wells, Commissioner

DOCKET NO. E-7, SUB [u5

WOOTEN, CHAIRMAN, DISSENTING. The Majority order in this
case allows a rate of return on Duke's book eguity of only
|| percent, and in this connection, I cannot concur and must
dissent. It is noted that this Commission by order dated
February * 12, [97t, in- DPocket No. E-7, Sub [20, and by Order
dated January 3!, 972, 4in Docket VY¥o. E-7, Sub (28,
cnanimously approved for Duke a rate of return on hook
equity of |2 percent. Likewisz, in Docket Nos. E-2, Sub |93
and E-2, sub 20|, the Commission on February 26, (97[, and
on February |7, (972, unanimously approved a [2 percent rate
of retdirn on bhook equity for the other major electric
supplier in this State, Carolina Power and Light Company.

How +this Commission can unanimously approve rates of
return of |2 percent for its major electric utilities 4n
{97{ and again in 1972, and then reduce the same in |973
during a period of continued ganeral inflation seems to ne
to be beyond logical comprehensicn, or explanation.

On previous occasions, I have tarmed certain rate actions
by this Commission as "bare bones", and it appears in this
case that such a classification is inappropriate for the
reason that not only is the acticn of the Majority a fhare
bones" decision, they have hare even chipped away portiomns
of the bone itself. I+ would appsar most approprlate, if
any change in the level of rate of Treturn on book equity is
ir crder; during a period of inflation, +that that change
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would be accommodated only by an increase in such rate of
return and not as by the Majerity prowvided, <through a
decrease. The actions by the Majority herein bring to mind
such inconsistent thoughts as Tstarve yourself into
fatness", 'spend yourself into riches", and "work yourself
into complete rest®,

Duke's continued heavy investment and construction
prograr, brought about by the demands of its customers, and
its constant and ever increasing costs at all levels, would
appear to produce results opposite from those which the
Hajority has provided. ‘

The application of Duke in this proceeding Sseeks an
increase under the proposed rates to produce $29,376,100 of
additional annual revenues, based on the :customers connected
at the end of the test period on an annualized basis. This
additional revenue would produce a rate o¢f return on
original cost of 8.2 percent and a rate of return cn comnon
equity of (2.35 percent, Rhen viewed in this context, I
conclude that |00 percent of this proposed rate increase is
necessary +to provide & fair rate of return to Duke on the
fair value of its property. Duke bas dermonstrated that it
is entitled to_ the full increasz sought in this proceeding
by £iling with this Commission data showing the reports of
Duke's projected [973 financial results before and after the
proposed increase. This data demonstrates that the rate of
return fixed on the test year will erode substantially in
1973. It 1s also noted that since the Commission allowed a
|2 percent rate of return in {97{ for both Duke and
Carolina, neither company has asarned the return so allowed.
Puring an inflationary period, a utility camrot earh in a
future period a rate of return allewed solely on the basis
of past costs and revenue data. <This is in accordance with
the holding of the Supreme Court of Nortk Carolima in Skate
¥s. Robert Horgan, 278 N.c. 235 (]971). This has also been
recognized by the Federal Powar Commission in its Order
dated December [8, (972, In Re Duke Poxer Company Docket No.
E=-75%57. The Federal Power Cermission stated, "It is evident
that whatever rate of return we pight find from the record
in this ©gproceeding to be Jjust and reasonable cannot
reasonably be expected t6 ke earned by Duke under the
tariffs as filed. We will not attempt. to0 apply abstract
theory in a vacuur in order to justify a reduction in Duke's
proposed rates." The same rationale is equally applicable
in +this proceeding and this Commission should have approved
the same. This Conmission is cbligated to weigh the affects
of attrition in determining a Eair rate of return. G. S.
62-133 (d) states, "The Cémmissicn shall consider all other
material facts of record that will enable it to determine
wvhat are redsonable and just rates." Duke's 973 forecast
data and the supporting testimcny clearly show that Duke is
taking advantage of all reasonably obtainable productivity
gains and +that the expected productivity gains will more
than be offset by rising costs.
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An adequate return - not only allowed, but actually earned
- is essential if Duke is to continue to meet its obligation
as an electric utility. By |980, its generating capability
vill have to be more than dpubled if it is +to be able +to
meet 1its projected electric demands. The generating plant
construction program alone anmgunts +to more +than $2.3°
billion. Seventy-five (75) percent of Duke's capital
requirements will have to be raised through the sale of
securities +o +the public. These funds must be attracted,
they cannot be coerced.

In |970, Duke's senior securitigs were downgraded from AAA
to AA. In June of |972, Standard and Poorx's dropped the
rating on Duke's preferred stock from AR to A and in late
1972, the same agency reduced Duke's First Mortgage Bond
rating from AR to A and its preferred stock rating to BRA.
This rating decline indicates a deteriorating financial
condition. .

The +test period (twelve months ending June 30, [972) did
not include research and develorment expenditures for an
additional $| million which Duks anticipates expending in
{973, and when these expenditures are made, Duke's rate -of
return will decrease, This Cemmissioner is still of the
opinion that research -and develorment expenditures should be
increased, and, therefore, encourages Duke to participate in
the fast breeder reactor developmsnt as outlined in the
testimony of Mr. Horm. It is noted that the Majority
agrees, but makes no provision therefor. I vote to allow. an
additional rate increasa above +that reguested via a
surcharge, to cover R and D expenditures.

I conclude from all of the evidence and all of the
testimony and the entire record harein that the earnings of
Duke have been reduced by incrzases in all expenses to such
an extent that its ability to sell sufficient additional
bonds and common and preferred stock to finance necessary
construction of additional plant are placed in dJeopardy
under the present rates. .

The ability of Duke to provide adequate service in its
service area and to construct needed plant +to nmeet the
increasing demand for electric service requires that its
earnings be maintained at a level so as to attract the
capital necessary for such program. The increased costs are
anply supported in the record.

Duke's capital structure, in the opinion of the writer, is
within a reasonable ratio ranga.

While the rate of return cn common equity and the coverage
ratio of intérest charges are related, each has independent
significance as a criterion af a utility's financial
stability. I conclude in the instant situation that +the
revenues Trequired for a reasonable rate of return on common
equity for Duke are also required in order <o provide
adequate coverage of its interaest charges.
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The absolute minimum which this Commission should grant in
this case is a |2 percent return on book equity, which would
produce $27,338,324 additional ravenues. Even this figure
is unrealistically low when viawed in the light of the facts
and circumstances of this cas2 and the inflationary state of
this Nation's econony.

I predict that the failure of ths North Carolina Utilities
Commission to face up to the facts of life and move in the
direction of granting book equity return for Duke in excess
cf |2 percent, under the circumstance of this case, will
result in higher costs to the ccmpany, and in the long run,
puch higher rates for the ratepaysr. A penny saved for the
ratepayer today will cost him dearly, many times over, in
the future in much higher rates.

Increases in rates for electricity is not now, and never
has been popular, yet an appropriate return must be allowed
if the public is to be protacted from even higher rates in
the future.

I find myself in general agreement with the comments,
findings and conclusions of the Majority on the following
subjects:

I« Original cost

v 5 Replacement Cost

3. Fair Value

4., Operating Costs

5 Rate Design

6. Rates

i Cost of Service

8. Incremental Costs

9. Rate Design and Schedules

10. Special Requirements for Sarvice
i1 Staff Competence and Contrikution

Having concluded that Duke has carried the burden of proof
in this case, justifying its application in full, T must
lodge this my dissent to the granting of anything less, in
the light of my view of the clear evidence and its greater
weight. My personal likes and desires incline me to a lust
to vote against any rate increases for any utility, yet I
cannot abdicate my statutory responsibilities to vote
appropriate increases where justified, as here, all in the
public interest.

Marvin R. Wooten, Chairman
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DOCKET E-7, SUEB |6
BEFORE THE NORTH CAROLINA UTILITIES COMNISSTION

In the Matter of )
Application of Duke Power Conmpany for ) ORDER ALLGWING
Authority to Adjust its Electric Rates ) COAL COST
and Charges ) ADJUSTMENT CLAUSE

BY THE COMHISSION: On November 30, 1973, Duke Power
Company (hereinafter called "Duken) filed with +the FNorth
Carolipa Utilitles Commission an application for authority
to adjust its retail electric rates and charges by the
addition of a coal cost adjustment clause to be rendered on
monthly bills on and after January |, |974.

The requested c¢oal cost adjustment clause is intended to
charge (or credit) each kilowatt-hour sold with the proper
share of +the cost of coal which is above (or below) the
established base cost. ‘The bas2 cost in the regquested
clause is 0.4745¢/KWH, The base cost was computed frem the
actual cost of coal burned by Duke in October, {973
(50¢/MRTU) and the system average heat rate for coal
generation for the twelve months ending october 3(, (973
(9489 BTU/KWH). The clausa is a "KWH" or "|00% efficiencyn
type clause which automatically adjusts for improvements in
efficiency and for energy supplied by other sources.

Duke included in its application detailed explanaticns of
conditions supporting its requested addition of a coal
clause +to its tariffs. A 1ist of these conditicns follows:

"!. The Commission has Authority to Approve a Coal
Clause . . .

2. R Coal Clause is Essential to Protect Duke's Alrecady
Marginal Rate of Return . . . .

3. A Coal Clause is Needed to Enakle Duke to Compete in
the Market for Capital . . .

4. A Coal Clause Would Reduce the Number of Costly'Rate
cases « i .

S. A Coal Clause Would Contribute to the Conservation
of Energy."

In addition, Duke provided the affidavit of Mr. B. B.
Parker, its Executive Vice Presidant and General Manager,
offering further support +to itz reguest for a coal cost
adjustment clause. Hr. DParker's affidavit describes the
supply and pricing problams of the coal industry being
experienced and expected in the near future by Duke.

From the verified application and the affidavit offered in
this docket and the entire record in the matter, and subject
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to further evidence as may be presented at a later date, the
Comnission makes the following

PINDINGS OF FACT

(1) That Duke is a public utility corporaticn organized
and existing under the laws of the State of North Carclina,
and subject to the jurisdiction of this Commission.

(2) That Duke is engaged in the business of developing,
generating, transmitting, -distributing and selling electric
power' and energy to the general public within the State of
North Carolina, with its principal office and place of
business in Charlotte, North carolina. '

{3) That in order to obtain the necessary capital to
finance the generating 'capacity which Duke reasonably
anticipates, it must issue and sell securities in large
amoynts which must come from outside financing, which ccomes
at a +time vwhen interest rates and cost of labér, materials
and equipment are at or near their all time high and at a
time when the <Conpany's common stock is selling Lelew its
hook value for the first time in history.

(4) That the coal industry, particularly in Districts 7
and 8, is currently in an unstable condition, and is 1ikely
to remain unstable for some time, primarily because of
rapidly increasing mnining costs and competition for
available supply from many companies re-converting to coal.

(5) That Duke's current coal inventories have fallen well
below thes desirable level of a 70 to 80 day suprly.

(6) That Duke's financial condition is not sufficient to
enable it to absorb rapid large increases in its coal costs
vithout severe economic dislocations .and impairment in
Duke's ability *o continue to provide adequate and
reasonably priced electric service in the future.

(7) That a fuel cost adjustmént clause is a viable means
to enakle Duke +o help protect its financial integrity
during a pericd of a rapidly fluctuating ccal market.

(8) That the MXWH™ or "|00% efficlency" type clause, as
filed by Duke, is the most appropriate form of fuel cost.
adjustment clause.

(9) That this coal clause is designed to return to Duke.
only increased expenditures for coal and will not result in
any Aincrease in rates of return previously approved by the
Commission in Docket E-7, Sub [59.

{10} That the requested coal cost adjustment clause will
not be operative unless and until coal cests increase above
the October, 1973 level.
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{11) That +his Docket (B~7, Sub |6]) can be appropriately
consolidated with Duke's pending rate increase Docket (E-7,
Stb 159) to provide opportunity for consideration of this
matter concomitant with all of Duke's electric rates.

CONCLUSICHS

The current disturbances in tha2 coal market, resulting in
large part from the energy crisis, the increasing prices of
all forms of ensrgy and Duke's present financial condition
lead this Commission to the conclusion that Duke has shown
good cause in writing and through affidavit and exhibits,
reduced to writing, which dJustifies +the approval of the
requested coal cost adjustment clause. The requested coal
clause is the most appropriate form of antomatic fuel
adjustment clause becanse it is the "KWH"™ or *|00%

efficiency" type which automatically adjusts for
improvements in generation efficiency and generation by
alternate sources. Furthermore, a fuel clause can be

" consistent with proper rate designs as it applies the
increased cost of energy directly to the consumer using that
energy. This c¢oal cost adjustma2nt clause will only return
to Duke increased expenditures for coal burned in .the
generation of electricity and should help stabilize but not
increase the rates of return earned by Duk¢; therefore, the
conmission is of the opinion that the coal clause should be
approved. However, recognizing the fact that there has been
no hearing and no opportunity for coaplaints, testimeny or
cross-examination, the Commission deems it appropriate to
consolidate this Docket (-7, Sub |6]) with the fending rate
“increase Docket (B-7, Sub |59) to afford opportunity for
further review and final disposition of a fuel cost clause
as a part of the consideraticn of all rates of Duke.

IT IS, THEREFORE, ORDERED:

!. That effective on bills rendered on and after January
19, 1974 for service rendered on and after December {9, (973.
with respect to coal burned on and after November [, (973,
the MApplicant, Duke Power <Cempany, is authorized and
permitted to put into effect the coal cost adjustment clause
attached to its application as EBxhibit B. .

2. That Duke Power Company will report to the Commission
on a monthly basis the amount of the fuel cost adjustvent
and the factors and computations used in its derivation.

3. That Docket B-7, Sub |6] is hereby consolidated with
Docket E-7, Sub [59 and all evidence heretcfore presented in
this matter .is subject to cross-examination and further
review before final disposition as a part cf Docket E-7, Sub
159.

ISSUED BY ORDER OF THE COMMISSION.
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This |9th day of December, {973.

‘NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief clerk

(SEAL)
DOCKET NO. E-7; SUB |6]

HELLS, COMMISSIONER, DISSENTING IN PART AND CONCURRING IN
PART. For the time being, I will concur that a coal cost
adjustment .clause is af appropriate interim means of
achieving a reasonable degree of consistency in Duke Power
Company's earnings so as to . réasonably enable them to
continue +to fipance their construction program. My
difficulty with the coal adjustment clause approved in this
order is that it is a, [00% recovery clause, which means that
Duke will be recovering all of the additional cost of coal
incurred by it while the clause is in effect; which wounld
apparently eliminate any incentivé for Duke to acquire its
coal at the lowest possible cost or to maintain the nost
afficient generation mix. In addition, +there is the
question as to whether Duke's present rate design is such ‘as
to appropriately balance demand cost and energy cost. If
such be the case, adopting a |00% efficiency coal adjustment
clause will serve'only to make bad natters worse vis-a-vis’
the relationship of demand to energy cost in the rate
design. I therefore feel that the coal cost adjustment
clause should contain an efficienéy factor at something lass
than |00%. The Commission staff recommended an B85%
efficiency factor, and based on their recommendatien, it
would be my finding and conclusion that this is the level at
vhich it should be fixed.

Hugh A. Wells, Commissioner

DOCKET NQ. ®-22, SUB [U4]
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION
In the Matter of

Application of Virginia Flectric and Power Company )}
for Authority to Increase its Electric Rdtes and ) ORDER

Charges )

PLACRE: Commission Hearing Room, - Ruffin Builging
Raleigh, North Carolina

DATE: Janvary 23-26 and February 20-23, |973

BEFORE: Commissioner Hugh k. Rells, Presiding:

Comnissioners John W. McDevitt and Ben E.
Roney; Chairman Marvin R. Wooten
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APPEARANCES:
Por the Applicant:

R. €. Howison, Jr.
Jeyner & Howlson
Attorneys at Law
Wachovia Bank Buillding
Haleigh, North Carolina

‘Evans Brasfield, Guy Tripp., Allen Barringer
Hunton, Williams, Gay & Gibson

Attorneys at Law

700 Fast Main Street "
Richmond, Virginia 232(9

For the Intervenors:

I. Beverly Lake, Jr.
Attorney General's Office
Ruffin Building
Raleigh, North Carolina
For: The Using and Consuming Public

George R. Goddwyn
Fountain & Goodwyn
Attorneys at Law
P. 0. Box 6|5, Tarboro, Worth Carolina
For: HNortheastarn Cotton Ginners Aszociation

L. Frank Burleson, Jr.

Revelle, Burleson & Leeg

Attorney at Law

200 E. Main Street, Drawer U448

Mar freeshoro, North Carolina 27855

Appearing for: Hertford County Board of Educatioen

William T. Crisp
Crisp & Belch
P. 0. Box 757, Raleigh, North Carolina 27602
Appearing for:
Municipalities cf Roanoke Rapids, Ahoskie,
Plymouth, Rich Square, Roper and Weldonm

W. W. Speight
Janes, Speight, Watson & Brewer
Greenville, North Carclina
Appearing for: ’
Pitt County and Pitt County School Board

W. L. Cooke

Pritchett, Cooke & Burch

P. 0. Box 9, Windsor, North Carolina 27983
Appearing for: Bertie County Board of Education
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_Nicholas long
Attorney at Law
P. 0. Box 535
730 Roanoke Avenue
Roanoke Rapids, North Carolina
Appearing for:
The city of Roanoke Rapids, North Carolina

¥. Lunsford Crew

Attorney at Law

Box |60, Roanoke Rapids, North Carolina

Appearing for: Halifax County Board of Eddcation

Por the Cosmission's Staffs:

Maurice W. Horne

Assistant Commission Attorney
Ruffin Building

Raleigh, North Caroclina

CHRONOLOGY QF EVENTS

This proceeding was instituted om July 27, [972, with the
filing by Virginia Blectric '‘and Power cCompany (herelnafter
called ¥EECO) for authority to increase its electric rates
and charges for its rz2tall customers in North Carolina. The
proposed rates would increase revenues frorp Residential
Sales by about |2%. The total increase for Small General
Service . would be about |2.7%, and,the Large General Service
revenue would increase by about 9%. These percentages would
vary for each customer depending on his energy use. These
proposed rates seek to preserva thé general relationships
between classes of customers as established .in VEPCO's
general rate case Docket No. E-22, Sub |[8.

Included in the Application is a request by VEPCO for
approval by this Commission of a fossil fuel adjustment
clause that would- increase or decrease charges for all
netered service to reflect increases and .- decreases in the
cost of fossil fuel per kilowatt hour generated.

VEPCO alleges and contends that the total increases
applied for would proddce $2,880,000 of additional revenue
from North Carolina retail operations, based on operations
during the test period ending December 31, [971. The
Application further alleges and contends that said
$2,480,000 of additional revenus is sought by VEPCO on the
grounds +that said revenue is required to effect a fair
return on investment due ¢to increased investment on
construction of adequate reserves. This additional revenue
would give VEPCO a rate of return of B8.56% on the net
original cost of its rate basas components used iIn its Noxth
Carolina operations subject to this Compissionts ~
jurisdiction, said rate of return being that recently
authorized by the State Corporation Commission of Virginia.
To -obtain +this rate of return din North Carolina, VEPCO
alleges that it can no longer ask for uniform rates in the
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two states; and further that due to higher costs to serve
North Caroclina customers, the rates requested are
necessarily higher than those granted in Virginia.

By oOrder of August 3(, |972, the Commission, inter alia,
declared +the Application +to0 be a - gemeral rate case,
suspended - the yproposed rates, revised the test period from
the twelve month period ending December 3¢, [97[, to the
twelve month period ending Jun2 30, [972, and set the matter
for investigation and hearing, requiring VEPCO to give
notice of its Application.

Errata Order, correcting discrepancies in Exhibit A of the
Commission's Rugust 3|, [972 oOrder, was issued by the
Commission on September 6, (972.

Order Requiring VEPCO to offar Cost of Service Studies was
issued by the Commission on November 8, [972.

Motion by Commission Staff for Extension of Time tc File
Testimony and for Separated Hearing was entered by the
Conmission on December 6, [|972, and allowed by Order of
December 6, |972. '

Notice of Intervention by the Attorney General of North
Carolina, for and on behalf of the using and consuming
public of +the State of North Carolina, and Hotion of
Attorney General for Separate Hz2aring and Extension of Tine
for £iling expert Testimony were filed with the Commission
on December 20, (972, and Order Racognizing Intervention of
the Attorney General, Allowing HMotion +to Participate in
Separate Hearing and Bxtension of Time to File Testimony was.
issued by the Commission on December 2|, {972.

¥otice of Procedure for Receiving Testimony was given by
Order of the Commission dated Jarnuary 2, |973.

Potitions t¢ 1Intervene wera filed with the Commission on
January |5, 1973, by the Hertford County Board of Education
and <the Northeastern Cotten Ginnars Association and allowed
by Orders c¢f the Commission dated January [6, 1973.

Application on January 23, 1973 by the City of Roanoke
Rapids for Leave to Intervene was allowed by the Commission.

Petition to Intervene by the Municipalities of Ahoskie,
Plymouth, Rich Square, Roper, and Weldon, dated February (9,
1973, was allowed by the Commission.

Public hearing was held in the Ccmmission Heating Room,
Ruffin Building, Raleigh, North Carolina. The first section
of +the thearing began on Janvary 23, [973, and extended
through four hearing days. The sacond part of +the hearing
began on February 20 and extended through four hearing days.
The hearing conc{uded on February 28, 1973. Counsel for all
patties appeared as shown abova,
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On PFebruary 9, (973, YEPCO filed with the Commission an
Ondertaking to place the suspended rate increases into
effect on service rendered on and after March [, 1973,
pursuant to the provisions of G.5. 62-}35. By Order of
February (2, (973, the Conmnission approved said Undertaking
and required, inter alia, that notice of +the increase be
published 4in general circulation newspapers in the affected
service area and be posted and available by mail on regquest,
and issued in a general news releasge.

Cral argument on the motion and alternative motions by the
nunicipalities of Roanoke Rapids, Ahgskie, Plymouth, Rich
Square, Roper and Weldon and the Hertford County School
Board to, inter alia, dismiss the applicatior of VEPCO as it
pertains to the movants, was heard by the Comomissien on
Pebruary 26, 973, and briefs were filed by respective
parties. Order Denying the Principal Motion; Denying
Alternative I at This Time, and Denying .Alternative II was
issued by the Cornission on February 27, (973.

At the " close of all the evidance, the parties requested
and were granted leave to file briefs 30 days after the
mailing of the last volume of the transcript.

Witnesses N

virginia Electric and Power Conmpany offered testimony and
exhibits of witnesses as follows:

John M. MNecGurn, Chairgman, Board of Directors and
Chief Executive oOfficer of VEPCCG, on the general operations
of the company; .

T. Justin Moore, President of VEPCO, on, inter
the financial conditions which necassitated VEPCO's fi
for additional revehues;

Alvis M. Clement, Senior Assistant Treasurer and
Assistant Secretary of VEPCO, on the adjusted financial and
operating data of the total company and allocations to North
Carolina operations;

Robert S. Gay, . Managar -of Rates and Contracts for
VEPCO as to rate structure and tha design of rates;

John J, Reilly, Ebasco Services, Inc., New !ork,‘as
to the trending of original cost of electric utility
property and fair value rate base; ‘

Hilliam W. Carpenter, Ebasco Services, Inc., New
York, as to, inter alia, the methods used in the
Jurisdictional allocation and cost of service studies, and
the fuel clause;

Charles F. Phillips, Jr., Professor of Economics at
Washington and Lee University, as +to rate c¢cf return on
common equity; and
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carl H. Seligson of Herrill Lynch, Pierce, Penner and
smith, Inc., New York, as to rate of return.

Public Witnesses appeared and tastified as follows:

Mr. Gilles Hopkins, Executive Vice President, Roanoke
Rapids Area Chamber of Commerce, presented a statement on
the impact of the proposed ingrease on local governrmental
units and the necessity for keeping North Caroclina rates
competitive with rates in Virginia;

John n. Oliver, Executive Director of Halifax
Industrial Development Commission, presented a statement +to
the effect of the proposed increase on the competitive
status of Northeastern Worth Carolina in attracting
industry; .

Phillip Beaman, Superintandent of the Camden County
Board of Education, presented i statement as to the effect
of the proposed increase on the operating costs of the
county schools; :

L. P. Jackson, Hinister of Rosemary United Methodist
Church in Roanoke Rapids, presanted a statement oppos1ng the
amount of the requested rate incrsase;

I. H. Hilliard, Weldon, N. C., presented a statement
from the Halifax County Branch of the NAACP in opposition to
the proposed rate increase;

. Dr. Raleigh Dingham, Executive Secretary, VNorth
Carolina School Board Associatican, presented a statement
opposing the rate increase;

Howard L. Bloom, operator of Howard Bloom Restaurant
in Roancke Rapids, presented a statement as to the effect of
the proposed increase on his business;

S. D. O'Neal, Superintendent of Washington County
Schools, presented a statement in opposition to the proposed
rate increase; and

R. R. Manz, Power Superintendent, Albemarle Paper
Company, Roanoke Rapids, and a member of the Roanoke Rapids
School Board presented statements as to the effects of the
proposed rate increase on Albemarle Paper CcCompany and the
schools of Roanoke Rapids.

Intervenors app2ared and testified as follows:
W. Lunsford Crew, Attorney, presented a statement on
behalf of the Halifax County Board of Education opposing the
requested rate increase;

Janes L. Keeter, Assistant Superintendent, Pitt
County Schools, testified on hahalf of the intervenor, Pitt



RALES 147

County School Board,, as to the effects of the proposed
increase on the school system's tudget;

S. W. Oakley, Mayor of the Town of Weldon, presented-
a statement as to the effects of the proposed 1increase on
the town and in opposition to the increase;

Ton Hughes, City Hanager of Roanoke Rapids, presented
a statement as to the effects of the proposed increase on
Roanoke Rapids, and in opposition to the incérease;

K. P. Adans, -Mayor of Rocanoke Rapids, presented a
statement on behalf of the City of Roanoke Rapids and
VEPCO's residential customers in that city in oppogitien to
the proposed rate increase;

R. P. Martin, Superintendent of Hertford County
Schools, presented a statement as to the effects of the
proposed increas=z on the county school system and opposing
the amount of the requested rate increase;

Larry T. Ivey, Personnel Ditector and Superintendent-
elect for the Bertie County Board of Education, presentéd a
statement as to the effects of the proposed increase on the
county school system;

Réx Carter, XNortheastern Cotton Ginners Association,
presented a statement.in opposition to the ©proposed Tate
increase and the minimal demand charge of VEPCO;

J. R. Bradley, guperior Ginning Company, presented a
statement in opposition to the minimal demand charge of
YEPCO;

James QOutland, Rich Square Ginning Company, presented
a statement as to the effect of the demand charge on the
cotton ginning industry: and .

Wallace G. Johnson, Cotton  Ginring Marketing
Specialist, North <Carolina Department of Agriculture,
testified as to the electric rates applicable to cotton
ginners in various areas of North Carclirna.

The Attorney General offered +testimony and exhibits of
witnesses as follows:: :

Dr. Charles P. Jonzs, Assistant Professor of
Economics, North Carolina State University, as +to rate of
return required by VEPCO and ’

Dr. Charles €E. Olson, Assoclate Professor in Public
Utilities and Transportation, University of Maryland, as to
rate of return and rate design.

The Comrission Staff offered the testimdhy and exhibits of
witnesses as follows:



|48 ELECTRICITY

F. Paul Thomas, Senior Staff Acéountant, as to the
Staff's audit of VEPCO's books;

Horman .E. Tucker, staff Engineer, as ¢to VEPCO's
methods of jurisdictional allocation and the Staff's <review
of this study;

Andrew W. Williams, Staff -Engineer, as to the
advantages and disadvantages of the proposed fuel clause;

2llen L. Clapp, 5taff Engineer, as to his review of
VEPCO's 97| Cost of Service Study and its. accuracy; and

Professor Robert M. Spann, Assistant Professor of
Economies at Virginia Polytechnic 1Institute amnd State
University, as to rate of return, cost of capital, and his
reccnmendations about rate design regarded in VEPCO's
preparation.

EVIDENCE

FAIR VALUE OF PLANT IN SERVICE

G. 8. 62-133 provides that the Commission shall ascertain
the fair valye of the plant in 'service.at the end of the
test period, considering original cost, replacement costs,
any other factors relevant to the present fair value of the
property, and following the determination of fair value, fix
a rate of return on the fair value of the property as will
enable the utility by sound management to produce a fair
profit (to VEPCO's stockholdars), "“considering changing
economic comditions and other £actors as they exist, to
maintain its facilities and service in accordance with +the

Ieasonable reguiresments of 1ts customers in the territoery
covered by its frapchise, and fo corpete in the market £for
capital funds on terms which are reasonable and which are
failr to its customers and to axisting investors." 6.5. 862-

133 (emphasis added}
Discassion

Before entering upon a discussion of the fair value of
VEPCO's properties, it is incumbent upon the Commission in
light of the opinions of the Supreme Court and the Court of
Appeals to consider, inter alia, the Treplacement cost of
VEPCO!'s ., property, inasmuch as the Company offered testimony
regarding replacement cost. G.S. 62-133(b) (1) provides, in
part, that replacement cost may be determined by trending
such a reasonable depreciated cost to current c¢ost levels,

or by any other reasonable method. The Connission
interprets G.S5. 62-133(b) (|} to mean that "replacement cost"
{or "reproduction cost new") envisions the reconstruction of
utility plant 3in accordance with mnodern design and
techniques and with the most up-to~date changes in the state

of the art in power supply and distribution. ©On +the other
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hand, "reproduction cost" (er +trended original cost as
presented by Company Witness Reilly) is founded upon the
premnise +that, if destroyed, tha plant would be rebuilt with
inefficiencies and outmoded obsolete ‘design incloded.
Consequently, replacement cost envisions a higher lewvel of
evidence than that of raproduction costs alone.
Accordingly, if the Mreplacemant cost" study of the Company
in this proceeding is to he accepted, it must be based wupon
reasonable nethodology in order to be of compelling and
sufficient evidence of replacement cost. Therefore, while
the trending of plant on a "brick-for-brick% basis offers
some evidence of replacement cost, the various major plant
accounts nust be considered individually in ¢terms of
advancements in the art and whethar much more efficiently
and economically designed plant would be constructed today
instead of plant designed and installed up to 30 or more
years earlier. The value of replacement cost is also
influenced by the condition of the plant as judged from an
adeguacy of service standpoint. In this case, adeguacy of
service was not in issue and hance no deductions were made
in the findings of replacanent c¢ost for reasons of
inadequate service.

(1) original Cost
Evidence . :

The first factor prescribed by the Statute in determining
fair value, the original cost (less depreclation) of VEPCO's
investment in plant is not substantially disputed. There is
no dispute as to the retail allocations of that portion of
the 'plant devoted to North Carolina retail service. The
original cost gross plant in service, as computed by the
staff, was found to be $85,3{5,115. Theée depreciation
allowance was audited by the Cecmmission Staff, and the
depreciation rates used do not <require adjustments.
Depreciation reserve allocated to Nerth <Carolina retail
business amounted to $18,884,992, contributions in aid of
construction amounted +to $206,93|, resulting in a net
electrical plant in service of $66,223,(92 (not including an
allowance for working capital of $|,930,466).

(iiy Replacement Cost
Evidence

In estimating the fair value of YVEPCO's plant, a
replacenent cost study vhich envisions replacing +the utility
plant in accordance "with modern design and technigues and
the most up-to-date changes in the state of the art was not
performed by Company Witness Reilly. The study performed by
Mr. Reilly trended the ‘original cost of the plant to the
June 30, {972 price level. -
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Mr. Reilly testified substantially as follows:

Trended original costs were calculated using the Handy
Whitean Index of Public Utility Construction Costs. The
calculation of accrued depreciation applicable to the
trended original cost was made in accordance with +the
straight 1line method applied on a group plan. Specific
estipates of average life and Iowa type survivor curves were
nade for each class of property using the ccmpany's own
retirement experience as a basis of Judgment. These were
used to estimate +he average condition .percent of the
trended original cost or the +trended original cost less
depreciation expressed as a percent of the trended original-
cost. Obsolescense was taken care of throecgh depreciation
and not through the trending process.

Mr. Reilly determined a trended original cost toc the June
30, [972 price level of the Company's utility plant in
service at July (|, 973, as follous:

Total Production Plant - $1,023,103,279; Total
Transmission Plant - $473,706,1233: Total General Plant -
$48,624,979; Total N. C. Distribution Blant - $71,951,99]:
and Total Common Plant (Allocated to Electric) -
219,297,774, He estimated the accrued depreciation
applicable to the trended original costs yielding trended
original costs, less depreciation, of the Company's electric
plant in service at June 30, 972, as follouss Total
Production Plant - $658,90f,152; Total Transmission Plant -
$375,693,016; Total General Plant - $33,039,006; Total N. C.
Distribution Plant - $48,447,854; and Total Conmon Plant
(Rllocated to Electric) -~ $|J,426,753. These trended costs
restate the cost of the plant as it existed at June 30, (972
making allowance for factors of obsolescense and inadeguacy
and other factors in the depreciation that was applied to
the trended original cost.

FAIR RATE OP RETURN
ackground .

As rprovided by G.S. 62-|33(b)(4), the VNorth Carolina
Utilities Commission is charged by law to "fix such rate of
return on the fair value of the property as will enable the
public ntility by sound management t¢ produge a fair profit
for its stockholders,...and to. gompete in the market for

capital funds on terms which are reasonable and which are
o i

falr to its customers and ts existing ipvestors.®
(emphasis added)

I hp )

The expert witnesses testifying on accounting procedures,’
rate of return, and finances of Virginia Electric and Power
Company have expressed differences of opinion as to a fair
rate of return necessary to provide a fair profit for
stockholders under this requirement.
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Evidence

Mr. T. Justin Moore, Jr., President of Virginia Electric
and Power Company, ¢testified concerning the comgany's
financial condition and future financial regquirements. Mr,
Moore testified that VEPCO is obliged té invest 2.4 billion
dollars in additional facilities during the five (5) year
period {972 - {976. Of this amount, |[.5 billien must be
raised from the sale of securities in the financial matket.

Mr. Moore testified that revenues have not increased in
proportion to substantial increases in the cost of VEEFCO's
electric operations. The increases in cost include
substantially all itenms involved in producing and
distributing electricity including the increases in the cost
of capital required to pay for new facilities. While
interest rates remain substantially above VEPCO's embedded
interest cost, there is not 1likely to be any dramatic
technolongical advance or increase in the economies of scales
sufficient to offset the steady erosicn of  financial
position that is taking place.

Mr. HMoore further testified that VEPCO's preferred stock
has been downgraded from Aa to A. YEPCO sold 50 millien
dollars of preferred stock in September [972 at a dividend
rate of $7.72. Had VEPCO been able to mpaintain its DRa’
rating this dividend rate would have been perhaps 20 basis
points lower. If VEPCO's bonds were to be dovngraded from
Aa to A, it would likely cost the company 20 basis polnts or
.2% more in interest on its bonds. This would cost the
company over the 30 year life of such bonds an additional 6
million decllars in interest for evary |00 nillion dollars of
bonds, issued, and VEPCO has been issuing bonds at the rate
of over |00.million dollars per year.

Dr. Ccharles ¥. Phillips, Jr., Professor of Economics at
Washington and Lee University, witness for +the company,
offered testimony and exhibits concerning costs of capital
and rate of return.

Dr. Phillips testirony presentad studies and conclusions
relative to the cost of capital of Virginia Electric and
Power Company including the effect on the company's cost of
capital should the Comrmission for rate-making purposes add
to the egquity component the increment by which the fair
value of North Caroclina property exceeds their met original
cost.

Dr. Phillips testified that his decision as to the cost of
capital or fair rate of return to the company involved basiec
econonic criteria, a reviaw ¢f the current economic
environment, an analysis of the cost rate required to
service the senior capital, an analysis of the rate of
earnings required for the company's common stock equity and
a compositing of the cost of senior capital with the cost of
conmon stock equity in the capital structure to determine
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the company's overall cest of capital or fair rate of
return.

Dr. Phillips testified +that the enbedded cost of debt
including preferred stock to the company at the end of the
test year was 6.0(% and the cost of common equity capital to
the company is [3.5%.

Dr. Phillips testified that the overall cost of capital ar
fair rate of return allocated +o North Carolina
jurisdictional service after the inclusion of the fair value
adjustrent to +the equity coaponent +to be B8.73%. This
computation was based upon the addition of $£16,008,000 to
the equity component with cost rates of 6.0{% for debt, (3%
for common equity and 0% for tax deferrals.

Hr. carl H. Seligson, Vice President of Merrill Lynch,
Pierce, Fenner & Smith, Incorporated, witness for the
company, testified to the adeqguacy of the proposed rates of
Virginia Electric and Power Company for the company to
attract the capital required %o provide the necessary
service to its customers.

Mr. Seligson testified that in order to preserve its
financial integrity, maintain its credit and raise the
reguired capital, the corpany must be permitted to earn a
sufficient amount to provide a satisfactory coverage of
interest charges ratio and preferred dividend requirements
vhile paintaining a reasonable balance 4in its capital
structure.

Hr. Seligson testified that the company in order to
attract capital at reasonable rates should paintain an
interest coverage ratico of no less than 3.0 to 3.5 times.
The proposed rates in this proceeding when added +to +total
systen operations would' provide a pro forma interest
coverage of 2,92 times.

Mr. Seligson testified that with the company's pace of
load growth, and consequently the growth in reguired plant
and capital, the presant and projected ratio of interest
coverage is low and in his jndgement the return on conmon
equity for +the company should be sufficient to provide the
adequate coverage ratio and should be set with current
alternate investment returns considered. To this end HMr.
Seligsecrn recommended that a return on common equity of [4F -
| 5% would be an appropriate levsl.

Dr. Robert M. Spann, Assistant Professor of Economics at
Virginia Polytechnic Institute and State University, witness
for the Commission Staff, offared testimony and exhibits
concerning the cost of capital and the fair rate of return.
Dr. Spann testified that the dotermination of the cost rate
to apply to the debt and prafarred stock or senior equity
components of the capital structure is not extremely
complicated. However, the determination of the cost of
equity capital 1is much nore complex. The difficulty
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involved in estimating the cost of equity capital arises
when it 1s observed that equity £financing dinvolves no
contractual obligation.

The key criterion in the cost of eguity capital estimation
or in investment decisions 1s the rate of return the
investor expects to earn. The cost of this equity capital
to a firm as a theoretical proposition can be determined
precisely +through the method known as the Discounted Cash
Flow Method (DCF}.

Dr. Spanrn presented cost of capital estimates for VEPCO
fron three sources, VEPCO data, a régression study and a
sample of eight electric utility risk equivalent ccmmon
stocks. The cost of capital estimates encompassed various
growth rates at S, (0 and |5 year intervals. Dr. Spann
testified that "Incorporating all these factors, plus the
fact that cost of equity estimates were generally lower when
YEPCO data was included than when it was excluded, leads to
a cost of equity capital estimate of |0.8% to {|.4%E" and
most likely VEPCO's cost of equity capital is in +the lovwer
end of this range.

Dr. Spann testified that the embedded cost of debt as of
December 1972 was 5.94% and the cost vrate for preferred
stock was 6.77%.

pr. Spamn further testified that the cost of capital and
the fair rate of return %o VEPCO btased on the capital
structure as determined by the Commission Staff is in the
range of 7.42% to 7.6|%, and that the cost of capital on the
capital structure advocated by the company would increase
the rate of return to 7.75%. Therefore, Dr. Spann concludes
that the probable range on a fair rate of return to VEPCO is
7.42% to somewhat under 7.75%, but definitely no higher than
7.75%.

Dr. Charles P. Jones, Assistant Professor of Economics at
North Carolina State University, witness for the Attorney
General, offered testimony and exhibits concerning the cost
of capital and the fair rate of return. Dr. Jones testified
that estimation of +the cost of equity capital is the most
difficult part in determining the cost of capital to a
utility, and in neasuring the cost of eguity capital one
must consider bhoth return and risk.

Pr. Jones implemented the Discounted Cash Flov Method, a
method accepted and widely used by students of finance in
caleulating the cost of equity capital, in arriving at his
estipate of the cost of equity capital to VEPCO.

Dr. Jones testified that the cost of existing equity
capital for VEPCO is {0.56% and the flotation costs involved
in selling new common stock is around 3.5%. In considering
the cost of existing equity capital and the flotation costs
associated with the selling of new common stock, Dr. Jones
testified +that [0.94% is a fair and even slightly
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"stretched" basis to use for the cost of eguity capital to
YEPCO.

Dr. Jones further testified that the weight given to each.
component of the capital structure and the embedded cost of
debt and preferred stock us2d in his determination of the
overall cost of capital weTe the same as those used by the
rate ¢f return witness for the company. Dr. Jones found the
cost of carital and the fair rate of return to VEPCO to be
7.44%.

Mr. Alvis M. Clement, Senior Assistant Treasurer and
Assistant Secretary of Virginia Electric and Power Company,
offered testimony and exhibits concerning rates of return.on
plant for the test period. His %testimony was substantially
as follows: The revenu=ss applicable to North Carolinma
Jurisdictional operations amounted to $20, 47,000, operating
revenue deductions of $15,425,000 which resulted in net
operating income for return of $4,722,000. The aggregate of
the original cost rate base ccmponents for North Carolina
jurisdictional customers is $65,960,000. The rate of return
on the original cost rate base allocated to North Careolina
was 6.85%. The fair value rate base of $64,968,000 as
determined by Mr. John J. PR2illy of: Ebasco Services, Inc,
vhen applied to net operating income for return Tesults in a
return of 5.56%.

Mr. Clement testified to accounting and pro forma
adqjustments which resulted@ in tke change of net operating
income for return per allocation from §4,722,000 +to
$4,551,000 and th2 original cost rate base from $68,96C,000
to $70,309,000. The rate of raturn on the original cost
rate base would become 6.47% and the return on fair value
5.27%. - '

Mr., Clement testified that aftaer the requested increase in
rates and after provision for growth the conmpany would
realize gross revenues of $23,973,000 and operating revenue
deductions of $1{8,059,000 with $5,914,00C remaining in net
operating income for return. Af+er applying the net
operating income for return of $5,9|%,000 to the original
cost rate base of $70,258,000 +the rate of return would
become 8.42%. The rate of return on +the fair wvalue Trate
base of $86,3|7,000 would he 6.85% after the regquested
increase,

Mr. Clement testified to the capital structure of the
company at June 30, (972, and the annualized cost and
enbedded cost of senior capital, namely, the debt and
preferred stock outstanding as well as pro forma
capitalization at December 3(, |S572.

dr. Clement testified that the. return on ccmmon equity
from North Carolina jurisdicticnal service for the test year
ended June 30, |972, was 9.52% and would have been |3.20%
had the new rates been in effect for the test year and after
the addition to common equity to reflect the fair value rate
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base, the return is 6.,3[% and would have been 8.74% had the
nev rates keen in effect during the test year.

Staff witness F. Paul Thomas presented testimony on rates
of return as follows: After accounting and pro forma
adjustments and allocation to North Carclina jurisdictional,
the original cost investment is $66,223,192 and after adding
working capital reduced by tax aceruals and average customer
deposits the net original cost investment becones
$68,153,658, which with a net operating income for return of
4,818,079, results in a rate of return of 7.07% undet
present rates._ A return of 9.87% on book common eguity was
found at the end of the test period using present revenues.
After allowing for the proposed increase, the return on
original cost investment rises to 7.73% while the return on
book equity becomes [5.45%.

The differences in the rate of return figures as presented
by Mr. Clement and Mr. Thomas tesult 1largely from the
following  differences in acccunting and” pro forma
adjustments: () Staff eliminated $20,328 of promotional
payments allocated ¢to North Carolina but wholly applicable
to Virginia; (2) #dr. Clement included #(9,000 of estimated
maintenance expenses for envircnmental plant ander
construction during the test period; (3) 1In determining the
net operating income for return, the Staff deducted $3,8|7
for interest on customer deposits while Clement did not
deduct this amount; (4) . Mr. Clement included in the"
investmnent $1,341,000 .of environmental plant under
construction during the test pariod; (5) Staff deducted the
investment in a tourist and information center in the amcunt
of $£39,868 while Clement 3id not deduct this item; and (6)
In determining ¢the alldwanca £for working capital, HWMr.
Clement did not reduce the anount for average tax accruals
or average customer deposits.

Automatic Fossil Fuel Adjustment Clause

Backgroupd

Inasnuch as the Company included a request for a fuel
clause in its Application and offered supporting +testimony,
it is 3incumbent upon +the <Ccmaission to consider the
suitahility of the proposed fual clause.

Evidence

Br. John M. ¥cGurn, Chairman of the Board of Directors and
Chief Executive o0Officer of Virginia ZElectric and Pover
Conpany, testified substantially as follows:

Increases in the cost of <fuel have heen particularly
damaging to VEPCO bacause fuel amounts to about one-half of
total operating costs and fuel costs have increased in an
unprecedented manner., In the (97| general 'rate case, the
average cost of fuel consumed was 30.4|¢ per million BTU's
or 3.12 nils per kilovatt hour generated, whereas, in +the
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five months ending May 3|, 1971, the average cost of fuel
consumed increased to #2,35¢ par million BTU's or 4.39 nmils
per kilowatt hour generated. Recently, fuel prices have
stabilized somevhat but at substantially higher levels, In
the future prospects for f£uel prices are that they will
increase further.

VEPCO has converted several generating stations from coal
to 0il with results that 80% of its fossil fuel generation
excluding .its Ht. sStorm station ig now supplied by oil,
This permitted substantial savings in recent years. The
bulk of its o0il supply is presently furnished under long
tern contracts that expire in Hay |975 and June |977. Thera
is every indication +that furthar increases in addition to
substantial increases provided for imn the contracts can be
expected after the contracts expire and new contracts are
negotiated. .

The coal market shows continuing signs of instability and
VEPCO believes that coal cost increases there are impending.
To protect itself against a <¢riesis of the type that was
precipitated by the large fuel cost increases in (970 and
1971, VEPCO. proposes, as part of its application, a fossil
fuel adjustment clause. A fossil fuel adjustment clause
provides for electric rates to be increased or decreased on
a per kilowatt hour basis in an' amount equal to +he change
in revenue requirements resulting from an increase or
decrease in the cost of fossil fual. If permitted to become
effective, ¢this provision will pass on to VEPCO's customers
the effects of all increases and decreases in the cost of
foseil fuel with the pinimum of ragulatory lag. The clause
is to apply only to fossil fuels whose costs have proved to
be +the most volatile. The fossil fuel adjustment clause is
limited to fossil fuel gen=ration so it will not be affected
by nuclear fuel cost. VEPCO axpects that nuclear fuel cost
will be more stable than fossil faal cost over the long run,
so automatic adjustment for nuclear fuel cost will not ke as
necessary as antomatic adjustmant for fossil fuel cost.

Mr. Robert S, Gay, MHanagar of Rates and Contracts for
Virginia Electric and Power Company, testified substantially
as follows: '

The fossil fuel adjustment clause proposed <for Horth
Carclina is based on the [97| average per kilowatt hour fuel
cost of 4.|9 mils. The Virginia fuel clause uses the hase
of 4.22 mils per kilowatt hour. In both states the .fossil
fuel adjustment clause iz applicable to all kilewatt hours
sold on a per kilowatt hour basis. If the company were to
bjll 4in January for purpeses of determining the fossil fuel
adjustment factor, it would taka the three months ending
cost of fuel as of the end of Hovember and determine the
adjustment accordingly.

The fossil fuel adjustment c¢lause will ensure that the
"company will not have unintended increases or decreases inm
revenues. Customers will realize credits and charges
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directly. The fossil fuel adjustment clause +takes into
account arny efficiencies realized by the company and passes
these savings directly to the custcmer.

Since the Commission has Jurisdiction and reviews VEPCO's
operatlons on a regular basis, VEPCO and its fuel suppliers
would not be able to abuse the fossil fuel adjustment clause
by increasing rates by means of contracts increasing prices
of fuel. The Conmnission may raview any rates altered by the
fuel clause at any time. The fuel clause only pertains to
fossil fuel related expenses. However, there is nothing in
the clause which provides for the publie *o be heard on
automatic increases produced by it. Under the proposed fuel
clause, no one can predict the exact and precise cost of
frel or the amount of rate increases produced by the clause.

The company has the incentive to purchase fuel efficiently
because of the long run need to keep rates down for econcmic
and load balancing purposes, Unnecessarily high rates are
no advantage at all to the company in the leng ran.

Company Witness W. W. Carpentar testified substantially as
follovws:

The four classical criticisms of the principal of
automatic fuel cost adjustment are: I} it usurps the
prerogatives of regulation; 2) rates may be escalated for
fuel costs when the utility is earning more than a fair rate
of return; 3) that automatic recovery of added cost dulls
the utility's incentive to exercis2 controel over fuel cost;
4) automatic use of fixed adjustment factor dces not keep
pace wWith improvement in either generation efficiency or in
distribution efficiency.

Constant surveillance and the ability +o initiate an
investigation of the operaticn of any fuel clause at any
time effectively eliminates the first two criticisms. The
third criticism is not justified because the proposed clause
is not applicable +o every kilowatt hour sold, hence
complete recovery of increased cost can never be achieved
and there remains a real dincentive +to0 exercise the
alternatives available to management to control fossil fuel
cost. The fourth criticism is not wvalid because this
adjustment measures changes in the cost of fossil fuel per
kilowatt hour of sales, thus all savings resulting from
inprovements to heat rate and loss factor are automatically
passed on to the customer.

The fuel cost adjustment proposal conforms to the criteria
imposed by the Federal Power Ccnpission, Hany utilities
have been using fuel clauses of some type or other. A
recent report by Ebasco shows that |30 out of 2|7 utilities
listed some form of fuel clause. The cost of fuel for
nuclear generation is specifically excluded from the
proposed clause,
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Br. Andrew ¥, Williams, Commission Staff Nuclear Engineer,
testified substantially as follows:

The Staff Iinvestigated +the rationale of fuel adjustment
clauses, possible inmplications resulting from this automatic
fuel adjustment clause and its rslative efficiency compared
to other forms of fuel adjustment clauses. There . are
advantages and disadvantages to an automatic fuel clause and
the Staff is of the opinion that it is a prercgative of the
Conmission to determine the reasonableness of a fuel clause.

In general, fuel cost adjustmant clauses are designed to
increase or decrease +the rates of an elactric utility
autonmatically when +the wutility experiences an increase or
decrease 'in its fuel cost. The purpose of such a design is
to lessen the effect of varying fuel costs ob a utility.

Principle advantages of an automatic fuel c¢lause include
the following:

a) rates are allowed to change in proportion to fusl
costs possibly eliminating the necessity of £requent «rate
proceedings;

b) the cost of energy is applied directly to enargy
USers;

c) rates in effect reflect current fuel costs instead of
past fuel costs; and

d) a fuel adjustment clause tends to make a utility less
risky and therefore more attractive to investors because it
helps stabilize rates of raturn.

Principle disadvantages of an automatic fuel clause are as
follows: ;

a) an automatic fuel clause may usurp the prerogatives of
requlation;

b) rates may be increased undsr the fuel clause while a
utility is earning more than a predetermined fair rate of
return:

c) a fuel clause does not nscessarily give credit for
inprovements in generation efficiency or in distriktution
efficiency;

d)y a fuel clause may reduce the incentive of a utility to
seek the lowest fuel costs;

a) a fuel «c¢lause may make a utility's position in fuel
price negotiations less favorable;

) a fuel clause may reduce the incentive for a utility
to operate efficiently; furthermore, it may provide
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incentive for a utility to operate at less than maximun
efficiency; and

g) a fuel clause .may make the purchase of higher guality,
more expensive fuels morz econcmically attractive than
installaticn of pollution control sguipment when the reverse
would be more attractive without the fuel clause.

VEPCO's  proposed fuel c¢lause is -not .based on a fixed
thermal efficiency factor. Therefore, improvements in
efficiency are automatically passad on to the customers. An
incentive factor of 8/(0, 7/|0, etc., could be iné¢luded in
the adjustment factor formala, This would tend to redyce
the disadvantages of the fuel adjustment clause. The
incentives referred to are of a short-term nature and will
be tempered to a degree by the overall long-term incentive
of the company to keep electric rates 1low to paintain
compatitiveness with other asnergy sources.

Since VERCO's fossil fuel adjustment factor is calculated
bty a formula with a lag between the fossil generation used
to determine the cost per kilowatt hour and the total sales
to which the adjustment fagtor is applied, the company could
collect . additiohal revenues during the lag period each time
a new non-fossil unit is installed.

An incentive factor cranked into the fossil fuel
adjustment factor formula would +tend to eliminate the
advantages as well as the disadvantages of the fuel clause.

Cost_of_ Service

The Cost of Service Study has become of significant
importance in the matter of setting rates which are just and
reasonakle. For this reasen, part of the Hearing was
consumed in the discudsion of the Cost of Service Study and
its approcpriateness for use in setting rates.

There are two types of ‘cost of sérvice studies under
consideration in this case. The first is: the allocaticn of
rate base and expenses betwéen wholesale and retail and
State jurisdictions. This is referred to as the MAllocation
Study". Tt is the allocation study which forms the lasis
for determining the overall revenues required from North

Carolina ‘Retail Service.

The "Cost of Service Study" is a collection of metheds of
allocating the rate base and expenses of a utility +to the
individual classes of service so that the costs of providing
service to each class of service may be determined.
Appropriate use may be made of this data in examination of
the rate of return earned by the different classes of
service and in the design of rates to ensure that revenues
are recovered in a desired manner. There are two main goals
cf these studies. The first is to allocate the rate base,
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éxpenses  and revenues +to the classes Oof service as
accurately as 1is possible. The second main goal is to
utilize methods of allocation whose properties will remain
stable over the years so that these studies may be used for
teliable trending over time. .

North Carolina wutilities use the Hational Assogiation of
Requlatory Utility cCommissioners (NARUC) Uniform System of
Accounts to record expense and rate base items. Most of the
NARUC uniform accounts are customer related, demand related,
or energy related. Customer accounts eXpenses are an
example of all customer relatad costs - that is, costs-which
are related to the number of custemers and do not vary with
the usage or the demand which a customer places on the
system. These accounts are dJdivided among the different
classes of service on the basis of the number of customers
Teceiving the class of service.

Other accounts,. such as transmission, vary directly with
demand and are allocated to the classes of service Lased
upon the total demand impact which each class of service has
on the system. However, mnany c¢f +the accounts, such as
distribution, vary with bhoth demand, and +the number of
customers. In order to properly allocate the custcmer
related porticn of the plant upcn customer related factors,
and the demand related porticn of +the plant upon demand
factors, these portions of the plant are separated so that
they might be properly allocated. Energy related accounts
are allccated to the various classes of service on the basis
of energy usage factors.

All these accounts are totaled +to give the custemer,
derand, and energy related expenses and net plant investment
for each class of service. Th2sas may be used as input into
rate design. The sum of the customer, demand, and enerqgy
related costs give the revenue deductions and plant
investment and allowance for working capital which may bYe
used with reverues to calculate the rate of return earned by

-each class of service.

Evidence

The Commission Staff made a full and complete
investigation of the [971 Cost of Service Study. Staff
Witness Clapp testified substantially as follosxs:

The use of +the mipimum-intercept method of calculating
certain of the customer components of distribution costs is
recommended by the Staff in order to refine the accuracy of
the study and produce more stable and comparable .results
over tinme. In general, the VEPCO study follows accepted
standards for such studies but |) VEPCO did not preparly
measure demands at the time of system peak, and therefore,
the demand factors used in the study are not as precise as
would be desired, and 2) certain areas of VEPCO's study can
be improved in both preciseness and variability over time.
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Where +the actual cost data is not available for the
pinimum size component necessary to carry the minimum 1load,
the use of the  gminimum- intergept method of calculating

customer costs is preferred. This usés the best of both the

The @minimum-intercept method takes into the minimum size
which 1s necessary for safety and oninimum Jload operatien,
and further is based upon premises which are stable and do
not change over time, thus the comparability remains to

allow trending over time.

The Staff wmakes the following récommendations: 1) that
coincident demands should be measured at the time of systenm
peak, and that demand data taken at the time of the top five
daily system peaks (if all five are within |[/2% of +the
Yearly system peak) should be averaged to calculate the
coincident demand factors to assure proper assignment of
coincident peak responsibility; 2) that the distributien
line portion of the Account 360, Land and Land Rights should
be allocated on customers only; 3) that Account 364, Poles,
Towers, and Fixtures should be allocated to primary and
secondary based upon the number of wires on each pole in the
sample, weighted by the relativa difference in wire sizes,
and all neutrals should be allocated to the primary, that if
poles are initlally installed oversized +to carry planned
later wire additions, the final design should be used in the
above allocation, and that the HMinimum Intercept cost of a
Class 7 pole should be used vhen computing the customer
component; 4) that the calculation of the customer component
of Account 365, cConductors should be based upon two-wire
secondarles and primaries and three-wire djoint secondary-
primary 1lines, and +that +the Minimum Intercept cost of #4
ACSR or equivalent should be used; 5) that the calculation
of the customer compeonent of Account 367, Underground
Conductors and Devices should be based upon #4 A| U.G. cable
primary and #]0 Cu. or #8 A| duplex 600 V underground cable
(or such cable as to.-carry a minimal load) for secondaries;
6) that the calculation of the customer component of Account
368, Transformers should be Ltased npon a O Kva HNinimum
Intercept in order %o reflect only installation costs and
aininun tank and core size; 7) that the calculation of the
customer corponent of RAccount 369, Services should be based
upen #4 EC, %6 ACSR, #|0 5.D. Cu., or #|2 H.H.D. Cu. for
overhead services and #{0 Cu., or #8 A| duplex 500 volt U.G.
cable for underground.

The 197 Cost of Service Study filed by VEPCO gives
an indication of the relative rates of return earned by the
different classes of sérvice, and in that regard, is useful
in both the ratemaking and managenent processes.

Company Witness Carpenter testified substantially as
follows:

Stability in methods of allocation in Cost of Serviece
Studies is desirable, but Mr. Clapp has misplaced the
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enphasis on the past rather +than +the future. 5Since no
transformers of services.are presently installed of the size
that Mr. Clapp suggests, using these old type minimum units
as present ninimun sizes for historical stability would
defeat +the relationship of price to present cost. Present
installation standards should be use2d as the rminioum plant
to achieve stability in the future because rates are to be
used in the future. The Company uses a 5-day average of
demand data simply to.achieve stability. WHith respect to
the avéraging of the top five daily peaks within 0.5% or
more of the system peak, as air conditioning saturatiom
continues to increase, there will be broader system peak
that may increase the potential hours of peak loading. ‘Each
hour would have to be examined by sample customer 1ldad-
testing and that would become a burden.

The concept of no load service is irrational. R Zero KVA
size transformer may lead to the incorrect conclusion that
the entire investment in line transformers is demand related
or that VEPCO could hava a three state secondary
distribution systen operating with no primary or
transmission lines.

Overall, MNr. Clapp's suggestions would increase customer-
related costs which would inevitably  increase the
residential costs of servicaz. :

VEPCO was not measuring d2mand at the time of the systen
peak in |971. Mr. Carpenter tastified that he, as Director
of the Rate Department of Ebasco Services, Inc., consultant
to VEPCO, had the overall raspansibility for the methodclogy -
used but that he personally did not direct VEPCO in its
actions in preparing the Cost of Searvice Study. This action
was performed by someone under his supservision.

RATES
ackground

A natter of major importance in any rate case is the
allocation of the revenue requiremants, fournd to be Jjust and
reasonable, to the custcmers of the utility involved.

The €act that VEPCO has not sought, on its own moticn, to
change its basic rate structure appreciably in this
proceeding does not relieve the cCommission from the
responsibility of examining or changing VEEFCO's rate
structure if deemed necessary. The Commission has both the
authority and the mandate to make such changes in rate
structure on its own motion as are necessary to correct or
prevent undue discrimination .or other debilitative
conditions. This positien is supported by G.5. 62-]30(d)
which states that the Comnission may revise rates previcusly
fixed "...as often as circumstances may require..." The
fact that VEPCO's rate designs have been previcusly approved
by this Commission does not prohibit this Commissicon fronm
changing those rate designs and relationships in 1light of
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new and superior evidence. The N.C. Supreme Court decided
that.rates fixed by other of ¢the Compission are to be
considered Just and reasonable "... unless and until they
shall be charged (sic) or modified on appeal, or the further
action of the Ccommission..." (emphasis added) (In re

Petitlog for Increase of Street Car Fares in the City of

Charlotte, thn “southern Puhllc Ttilities Company {79 H. C.

151 {(1919)}.

The scope of the Compission's powver to rwake its own
decision in the setting of ratas is further defined by W. C.
Supreme Court decision. in Utilities Commission ¥. Lee
Telephone Company 263 N.C. 702, which states that "...upon a
petition for increase in rates the Commission is not
required to accept the proposed rates or to reject them all
together." The provisions o9f G.5. 62-133 are that “the
Commission shall fix such rates as shall be fair both to the
public wutility and to the consumar.m™ As to what is fair to
the public utility, paragraph 5 of subsection (h) states
that the Commnission shall ",..Fix such rates to be c¢harged
by the public utility as will 2arn in addition to reasonable
operating expenses ascertained in paragraph (3} of this
subsection the. rate of return fixed pursuant to paragraph
() on . the fair wvalue of the public utility's property
ascertained pursuant to paragraph (|)." The standard of
fairness to the consumer is sat forth in G.S. 62-{40 in
which paragraph (a) states that "No public utility shall, as
to rates or services, make or grant any unreasonable
preference or advantage to any person or subject any person
to any unreasonable prejudice or disadvantage. No publie
utility shall establish or mwmaintain any unreascnable
difference as to rates or services either as between
localities or as between classes of services, The
Connission may determine any questlons of fact arising under
this section.

¥ith respect to the guastion of discrimination and undue
discrimination, the courts and the utility econcemists are in
general agreement. Kahn defines rate discrimination as
"charging different purchasers prices that differ by varying
propertions from the respective marginal costs of serving
them."  (Alfred E. Kahn, The Econemics of Regulation:
Principles and Institutions, Yol. |, John Wiley & Sens,
Inc., [970, Wew York, p. [23)

Lake, in his book on utility discrimination stated:

"If a rate to a class of patrons is not sufficient to
cover the separable costs of serving them, either the
utility investor must absork the loss or cther
patrons will have to pay a higher rate than they
would pay if +the favored group were not served at
all, and the greater thz volume of the favor traffic
the greater is the loss. EBEither alternative, unless
the amount is insignificant, is an injury to the
other patrons, since a long continued, substantial
reduction in the investor's income will result in
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poorer service. FPor +this reason it would be
generally agreed that avery expense which can be
attributed .entirely to the service of a single class
of patrons should be borne hy that class alone unless
reasons of the most urgent nature for passing it on
to others or to the investor are proved."™ (I. Beverly
Lake, Discrimination by BRailroads and.other Public

Utilities, Edwards & Broughton, nalelgh, N. C., 1947,
pP. 178

Bonbright concurred, and addressed the practice of rate
discriminations:

"As a wise, practical tule, rate differentials should
not often be permitted unless they can ke expected to
result in lower rates even for those consumers who
are discriminated - against...will make some
contribution to total revenue reguirements over and
above inoremental costS....

Permission to discriminate...should seldem be granted
in the absence of good evidence that the favored
rates . will cover, not just those shert-run
incremental costs..., but rather thogse ‘'long-runt
incremental costs (incleding incremental capital
costs) which can be expected +to persist for the
indefinite future. Otherwise, +there arises +the
danger...that the favored consumers will secure a
kind of vested interest in the maintenance of their
preferential. rate relationships even after the
economic excuse for this preference has ceased to_be
valid." (Bonbright, Principles of Public Dtility
Rates, Columbia University Press, New York, |96},
pages 383,384)

In addition to the criteria established in paragraph (b)
of G.5. 62-133, paragraph (d) enmpowers +the Conmmissicn <o
"...consider all other material facts of record that will
enable it to determine what ara rzasonable and just rTates."

Cost of service is a major factor in determining the
reasonableness of rates and tha existence of discrimination
in rates. {See State Ex Rel Utilities Commission v. Nello

It is incumbent upon this Commission to consider-changing
econonic climates and/or other factors which affect the
econonic well-being of a wutility and its ratepayers, and
indeed it is the duty of the Conmission to seek evidence to
support the validity of =xisting rates or the necéssity for
change. Having determined the revenues which are Jjust,
reasonable, and necessary, th2 Conmission must then examine
the rates which are to produce those revenues with respect
to +the ability of the rTats structures +to gLecover the
necessary revenues, the relationship of the rates +o the
costs of service, discrimination, and other such factors as
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may be necessary to determine that the rates which are set
in this proceeding are just and reasonable.

Rate Schedules
The following is a list of VEPCO's major rateé schedules:

Schedule No. | - Residential Service. This schedule is
applicable to separately metered and billed supply of
alternating current electricity to any customers for use
in and about a) a single~family residence, flat or
apartment, b) a combination farm and one occupied single
family residence, flat or apartment, or c¢) a private
residence used as a boarding and/or rooming house with no
more than one cooking installatiorn nor more +than ten
bedroonrs.

Schedule HNo. % - Small General Service. This schedule is
applicable to the supply cf alternating curtent
electricity 40 any. customer. This schedule is not
applicable for breakdown, relay or parallel operation
service.

Schedule No. 6 = Large General Service. This schedule is
applicable for the supply of 50 KW or more of alternating
current electricity to any customer.

Schedule %o. 7 - Electric Heating. This schedule is
applicable to any general service customer purchasing
alternating current electricity for storage water heating,.
for clethes drying, or for space heating, where the
customer also purchases electricity for other purposes at
the same location in accordance with a general service
schedule. Where electricity is used for space heating,
and the same space is cooled by air conditioning equipment
that serves no additional =s=pace, thée air conditioning
equipment may be served on this schedule through the same
neter.

Schedule No. 26 - Outdoor Lighting Service. This schedule
is applicable to any customer Zfor outdoor lighting
gervicge. .

Municipal and County Service. Sarvice to these govermental
customers is charged on schedulas that are included as
part of the service agreement.

Rate Design

Backqround

VEPCO's present rate design, ocutlined above, was put into
effect May {, 197|. VEPCO genarally adopted the view that
this rate structure was tha w©ost appropriate design to
follow except that it should be revised to reflect +the
significant increase in fuel cost ircurred since it wvas
designed. The major change in rate design proposed by VEPCO
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in ¢this case was on the Municipal and' County Service
classes. Prior to this Application these customers were
served on individually negotiated contracts. .WVEPCO's
proposal in this Application was to design rate schedules on
which the customers would be served, just as with other N.C.
retail customers. The proposéd rates put large increases on
these classes of service.

L second rate design was introduced into evidence. This
design would produce equal rates of return between rate
classes. This rate structure vwas requested from VEPCO by
the Commission but was not supported by the Company.

Staff and Attorney Geneéral's wvitnesses pointed out alleged
weaknesses in VEPCO's proposed rate structure and suggested
changes to correct ‘these wecaknesses. Both witnesses
stressed the need for rate striuctures that ‘would 1) return
revenues that would more naarly egualize rates of return
between classes, 2) charge in all schedules =0 as more
nearly recover incremental costs, and 3) to obtain revenues
from customers that use electricity at peak times which more
closely cover the costs of supplying that energy.

The WNortheastern Cotton Ginners Association introduced
testimony proporting to show the effect of VEPCO!'s present
and proposed rates on -its meambers. Many gJovernnmental
customers, such as municipa&s and school systews, introduced
testimony against the incr2asas proposed for their class of
service. '

Byidence

#r. Robert S. Gay, MWanagar of Rates and Contracts for
Yirginia Electric and Power Company, testified on the matter
of rate design substantially as follows:

The design of the rate schedules proposed by VEPCO
preserves the general relationship established in the- [97]
rate case. In this case, a s2asonal price differential was
approved in recognition of the higher .cost burden of summer-
oriented 1loads. The proposed rates also -elipminate the
differential between rates to municipals and counties and
raise the 1level of these rates closer to the level of the
general service rates.

There were five najor chjectives in the design of the
proposed rates: .

3] To produce the additional revenues requireds

2) To distribute these ravenue increases afong the
schedules in line with the nature of VEPCO's experienced
increases in costs;

3 To limit the description of the historical
relationships among customer classas;



RATES 167

4y To continue to encourage sSeasonally-kalanced usage
which will tend to improve systen load factor; and

5) To partially correct an unreasonably lov level of
rates +that historically have been offered for local
governmental services. -

The first step in the design '‘of the proposed rates was to
deternine the Jincreases for outdoor 1lighting service,
electric heating, governmental services, and the facilities
charge plan. Of the total of $2,480,000 increase (based on
1971) » the increases on these ainor rates were only
$371,653. ‘ -

The basic structure of each rate schedule was not changed.
The increase was distributed by repricing within each
schedule g£o that all customers on a schedule received an
equitable share of the increase. The increase was divided
between schedules as follcwus: First, . the energy-related
components of the present revanues excluding 'the surcharge
was determined by multiplying the KWH s0ld in each major
class by the [969 energy-related cost per KW¥H. This energy-
related component was then subtracted from +the total
revenues of each major rate class to give the demand and
customer' related components of +the present rates. The
percentage of these non-energy related components of each
class to the total non-ensrgy related costs were obtained.

The amnount of increase to be requested was deterained and
add=2d to present revenues to obtain <the total proposed
revenues. The energy-related conmponent of these revenues
was determined by the method mentioned above using 1971
enerqy rélated expense par KiH. The energy-related porticn
was subtractéd to leave tha total non-energy related
component of the proposed revanues. This component was then
allocated to each rate class by using +the percentages
calculated. The energy and non-energy related pertions were
added for each class t6 give the total class revenue
objectives.

The specific changes proposed for each rate schedule will
be discussed below:
Schedule | - Residential

The addition of an additional bleock into the summer rate
schedule and the increase of the torminal block during +this
period cause bills in excess of 600 KRH rendered in the
summer to be increased relatively more +than average. The
average increase would be slightly 1less than |2.0% with
greater increases in the summer than din the winter. The
proposed trates were designed to hrlng +he summer and winter
rates for large users more nearly in line with the costs of
serving summer and winter oriented loads.
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Schednle 5 ~ Small General Service-

There were no Ddajor changes in this schedule other than
inc¢reases in all blocks nf ensrgy consumption as well as in
the wminimum demand charge. The tctal percentage increase
proposed for this schedule was |2.9%.

Bach price in the monthly rates was increased. A ninimum
charge was specified. The total percentage increase for
these customers would be 8.8%.

A larger portion of the Aincrease wag allocated to the
rates for the summer months than for the winter months. The
demand charge would only apply to summer usage. The overall
annual percentage increase would be 6.9%.

Schedule 26 - Qoutdoor Lighting Service

The prices for this schedule have been expressed as a
monthly rate rather than an annual rate. The schedule has
been revised to permit public street and highway lighting to
be served on this schedule. This revision consisted of
showing incandescent lamps and flourescent units' in
Paragraph II - Flat Charge.  Neither of +these +types of
lighting will be open to new custosers (incandescent service
was closed in Docket E-22, Sub [|8 and this docket requests
that flourescent service be closed). Paragraph II specifies
a minimum charge. The increase would be [0.[%.

‘Schedule 30 - cCounty, Hunicipal, or Housing BRuthority
Electric Service

Thls schedule is designed to replace the existing rates
vhich are contained in the agreepent forms and supplementary
schedules for governmental service. Before, these customers
were served under individually exscuted form contracts which
set forth rates for various types of service; therefore, new
contracts had to be negotiated for each change in rates.
VEPCO intends to serve these custcmers on Schedule 30 in the
future. The pricing of Schedule 30 is +the same as +the
present Small General Service Tates. The goal is to
eventually serve these governmental customers on the sane
rate as the Small General Service customers. Traffic
Control Servica will be billed on Schedule 30. Street and
Highway Lighting will be billed -on Schedule 26.

Schedule 842 - County, Hanicipal or Housing Authority Ail-
Blectric Service

Pricing in this schedule is similar to pricing in Schedule
7. This rate replaces the rate in the supplemental
agreement for County BRll-Electric School Service. The
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percentage increases for governmental service is shoun
below: :

Percentage Increase

Type of Service Hunicipal _County_
Misc. Light and Power (117 36.7
Street Lighting 39.2 3.7
Traffic Lighting 158.8 |68.2
Total 78.2 36.5

There is a 9.3% increase rropogsed for the facilities
charges

The Small General Service Schedule earned a rate of return
that was almost twice as much as the Large General Service
and Residential customers earned. The Company did not
consider this discriminatory bacause of many other factors.
The value of service is greataer for these customers because
they use the power to promote their product. Rlso, ‘these
custcmers can deduct electrical expenses for tax purposes.

On present rates the Schedule 5 custcmers paid a rate of
return that was (.82 times the Jurisdictional average rate
of return. Under the proposal, this class would pay (.75
times the average rate of return.

Oon rebuttal, Hr. Gay testified substantially as follows:

VEPCO has proposed to continue the historical trend of
.charging Schedule 5 customers a rate of return substantially
greater than the average. Schedule 5 recovers more than
incremental costs. The incremental energy charge is higher
in +the lower ranges where demand charge is inoperative. As
the demand increases, the incremental energy charge
declines. This occurs because the customer component and
the demand component previously included in +the eneray
charge 1is now included in the additional charges due to the
‘increased demand and is thus lass significant., There are no
depand measurements on Schedula 5 for small customers due to
cost .of the additional nmeter. for large customers with
demand meters Schedule 5 recognizes size, load factor,
diversity, and incremental pricing. The rate foro of
Schedule 5 is not unreasconable. It offers off-peak
discounts. The major improvements on +the rate design of
this Schedule would be a widening of the summer-winter price
differential and a reduction of the winter minimum demand
charge. :

With reference +to Schedule 6, there is no need to have
increased the demand charges in the last blocks. As the
size of the load increases, there is less distribution costs
associated with the load. Also, most of +he growth in
demand is not in the tail blocks.

The discount to water hesating custorers should neither be
eliminated nor reduced, At preseat, the rate of return paid
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by these customers is higher than on the non-heating
customers. This disparity in rate of return will widen if
the discount is reduced.

On +the matter of rate design, Professor Spann testified
substantially as follows:. .

The . Comnission must set rates for +the. different rate
classifications which are equitahle and non-discrinminatory.
The effects of different rat2 structures on futuré revenue
requirements must also be considersd. Rates should. be set
such that the Company recovers its operating costs plas
earns the rate of return necessary to attract new capital;
rates set for various classes of customers should recover:
the costs of serving those classes. Also, rTate structures
should reflect incremental costs. If rates for a particular
class are set in excess of the revenues necessary to recover
the fully distributed cost of serving that class, those
customers are being discriminated against. Als=o, if
different classes are charged rates which produce different
rates of return, the overall rates of return for the Company
will change over time ‘as the distribution cf cystomers
changes over time. The rate of return actually earned by
the Company will depend upon how the system grows.

Charging & class of customers less than the full costs of
providing power leads to the wast2ful consumpticn of energy.
Pricing less than costs encourages additional usage of
electricity and inefficient use of linited natural
resources, ’

Incremental costs are the additional costs incurred Ly the
systen by increasing output by ones unit. If incremental
prices fall short of incremental costs, system growth will’
require continuous rate increases in order for the ccmpany
to earn a fair rate of return. If incremental prices are
higher than costs, the rate of return will ezceed +that
allowed by the Commission. If incremental prices are helow
incremental costs, electrical usage is encouraged by low
prices, but consumers are not paying +the full costs of
providing service.

Incremental demand costs are different at different times
of the year. During off-peak periods, no egquipment ‘must be
added +o supply 1load, therefore, ircremental demand costs
are zero, During the peaking peripd, an increase in demand
requires new plant and thus incurs a cést to the systen.

Incremental customer costs are the same at all times of
the year.

Incremental energy costs consist rrimarily of fuel and
related maintenance. These costs are slightly higher in the
summer due %o the less efficient operation of the systenm
under conditions of high ambient air and water temperatures.
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VEPCO is currently a sumner peaking system and sheould
rezain so in the future since the summer peak 1is growing
faster than the vinter peak. Since costs are higher in the
sunmer and summer peaks are. larger, VEPBCO's proposal to
increase +the rates to large sumper users more than average
and to increase rates to large winter users 1less than
average is consistéent with incremental utility pricing.
YEPCO's proposed residential rates should decrease usage in
the summer and increase usage in the winter thus improving
the system load factor,

VEPCO's small general service rate, Schedule 5, includes a
derand charge for customers who use over 3000 KWH per month,
The denand charge is in the fore of a block extender. TFor
each KW 'of demand {for |0 through 30 KW), (95 EWH are added
to the 1lengths of the third and fourth blocks. Also, |05
KWH are added to these blocks for each KR of demand over 30
KR.

The -large general service rate, Schedule 6, is applied
primarily to larger users. The demand and energy charges
are separated explicitly; however, there is also a block
extender in the second block of th= ensrgy charge schedule.

The rate charged for each additional KW and KWH should be
as close to incremental demand and energy costs as possible,
The demand and energy chatrges in Schedule 6 largely reflecét
incremental costs. The major discrepancy between the rates
in Schedule 6 and incremental pricing is that if the winter
peak i1s greater than 90% of the preceding summer peak, the
customer gets no reduction in his bill due to his high
winter (off-peak) usage. Also, the incremental demand
charge is the same in the winter as in the summer.

Pricing din Schedule S5 is not in line with incremental
costs. VEPCO would be charging customers with billing
demands in excess of 50 KW considerably less than the costs
of providing capacity to meet increases in billing demand.
The charge could be as lov as 34g per KW for increases in
demand. Demand costs ara far in excess of this 38g figure.
This low demand charge gives no incentive for economical or
efficient use of power. Alsc, low demand charges usually
require high energy charges. These charges could range to
2.662/KWH during off-peak periods. This high charge could
discourage use during off-pzak periods, This metheod of
pricing can have the result of lowering load factors.

The situation in Schedule 5 could be relieved easily by
requiring all customers with demands of 50 KW or more to be
charged on Schedule 6.

Rates based on Cost-of-Service are desirable in that |)
they are more fair because each class of service would pay
only the cost of serving that class, 2) the system would not
experience rate of return attrition due to classes earning
low rate of return growing faster than other classes, and 3%
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they ‘eliminate below cost electricity sales which result in
wasteful consumption of scarce energy resoutces.

There are ways of moving toward the Cost-of-Service rates.
One method would be to:

8] Grant no increase in tha Small General Service class;

2) Eliminate the switch ovaer provision between Schedules
5 and 6 in the summer months for customers with billing
demands in excess of 50 KW: or

k) If full increase is not granted, reduce the proposed
residential rates more than the proposed Large General
Service rates.

Mr. Charles Olson testified substantially as follows:

There are several econcmic functions which should be
perforned by utility rates. The first is capital
attraction, The utility must be able to charge rates which
will allow it to attract the necessary capital at reasonable
terms. Secondly, rates should ancourage efficient operation
by the utility. Thirdly, rates should be designed to cover
the full costs of providing service, including envircnmental
costs. Total revenues should cover +total costs, and
incremental costs should be covered by +the incremental
prices. All rates cannot be Aincrementally priced because
the revenues obtained would be greater than the distributed
costs, Rates should be designed to reflect future cost
trerds to aveoid frequent’ rate increases. Finally, each
class of customers nust contrihute the appropriate amount
toward the +total cost of providing service. Also, rates
should be simple, easy to understand, and stable.

Rates should be designed to account for basic social and
econonic policy objectives such as environmental protection
and conservation of natural resources, Rate design
influences the patterns of electrical consumption of all
customers. If rates are below incremental costs, consumers
vill purchase more heating and cooling eguipment <than Aif
rates were higher. Also, customers will purchase equipment
with less thought to the efficiency of the equipment, proper
insulaticon of +their homes, etc. Growth induced by below
cost rates does not make the service area better off
econonically. Rates should be designed +to discourage
vasteful or unnecessary use of energy at all times for
environmnental protection and +the preservation of natural
resources. ‘

Utilities have +traditionally designed rates to promote
electric consumption by designing the last block so that it
contributes less to overhead than the earlier blocks.
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Promotional: rates have been justified by .four arquments:

I}  Excess gapacity. Whila there vas excess capacity in
the past, this is no longer th2 case.

2) load factor Aimprovenmant. It was felt +that an
increase in off-peak usage would improve load factors:
however, novw mnost increases occur during +the summer or
winter peaks.

3) Economies of Scale. Lower unit costs are no longer
realized with utility expansions. 'In fact, costs are
increasing greatly.

u) Technological jimprovemants. It is wunlikely that
technology can provide any breakthrough to c¢lean, economical
pover in the near future.

There are no longer any reasons to continue promotional
rates. Promotional rates are not cost based; they are based
on value of service. Promotional rates are justified during
a period of decreasing costs; however, during a time of
increasing costs there is little or no economic reason for
their adoption.

VEPCO has followed +the practice of charging the highest
prices in markets in which demand is least responsive to
price and lower prices wherz desand is more responsive to
price (i,e., larger per unit prices to =mall customers). By
doing this, demand can be expanded at the most rapid rate.

Now that costs are increasing, rates in trailing blocks
should reflect the incremental cost of supplying electric
energy. Also, rates to the various classes should no lenger
be designed to increase growth in demand because as derand
grows costs will 4increass, Rates of return should be the
lowest to classes vwhose demand is least responsive to priece
and higher to classes whosa demand is more respomnsive to
price. There is no longer any justification for declining
block rates for demand or energy charges. The only
exception is for rates that promote off-peak usage of
electricity. This usage is dasirable because it lowers the
enit costs by better utilizing sxisting capacity. However,
these Tates should not encourage additional loads at the
time of the system peak.

VEPCO has not justified any of their proposed rates with
respect to the changed econceic conditions, changed
environmental conditions, or cost of service. The proposed
rates are not based on sound econcmic principles. They are
not designed so as to allow VEPCO to attract capital
favorakle since they do not protact against attrition of
csarrings which will coccur in times of rising costs. For
example, since the proposed industrial rates are not
designed to produce increased ravenues with increased usage,
revenue deficiencies will ccecur as usage increases. If the
quantity discounts iIn the high use blocks were lessened,
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attrition would be less as usaga increases. Rates mnust be
"designed to increase revenues as rapidly as ccsts increase.
Also,; if rates of return w2re equalized for all rate
classes, less growth and less attrition would result., The
proposed rates are unduly discriminatory between custcmer
classes 1in that the small general service schedule returns
twice the North Carolina averags rate of return. VEPCO 1is
proposing to increase rates to these customers by a larger
percentage than +the rates +tc¢ the rTesidential or 1large
general service customers. Also, the discount provisions of
Schedule 7 have not been justified by cost of service data.
The proposed rates also fail to recover incrémental costs of
providing power from new plants. New plant operating Tcosts
alone were estimated at 9.5 mils/KWH while a large
industrial customer would only pay 9.75 mils/KWH under the
proposal or less than the generaticen costs if gross receipts
tax is added.

Recommendations for changes in the rate structure proposed
by VEPCO are:

1) Each class of customars should pay +the same or
approximately the same rate of return. Rt least, Schedule 5
customers should receive no increase at this time;

2y Schedule 7 should be eliminated;

N The water heating discount should be eliminated or,
at least, reduced. It increases on-rpeak usage as well as
off-peak usage; and

4 The guantity discount in S$chedule 6 should ke reduced
so that the last demand block reflects the incremental cost
cf supplying that demand.

Changes in rate design which reflect changing conditions
are advantageous in that th=y serve to inform custcmers of
the .increasing’ cost (both 2conomically and socially) of
energy and of +the need to adjust energy cemsumrption
patterns.

FINDINGS QF FACT
Fair value of Plant in Service
i) Original Cost

vl That Virginia Elactric and Power Company is
duly organized as a public utility ccmpany
under the laws of HNorth Carclina, heolding a
franchise frcm the Utilities Compissien to
furnish electric power in a major portion of
the State of North Carolina under rates and
service regulated by the Utilities Commission
as provided in Chagter 62 of the General
Statutes.
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That pursuant ¢to the decision of the North
Carolina Supreme Court in the Lee Telephone
Conpany case, State of North carolina ex rel
bDtilities commission, et als, vs. HNorgan, 277
NC 255 {1970), no subms expended or recorded on
VEPCO's books for plant under constructicn or
for plant held for future use should he nor

have been included in YEPCO's plant.

That the actual invastment currently consumed
through reasonabls actmal depreciation during
the test period was $2,531,225.

That the original ccst depreciated of VEPCO's
electrical plant in service subject +to the
Comnission's Jjurisdiction excluding $,34(,000
of plant under construction and $39,868.
invested in a tourist and information center is
$66,223,[92 {after deducting contributions in
aid of construction but not including allowance
for working capital).

(ii) Replacement Cost

5.

That the trended original costs, depreciated,
of the slectric plant in service, subject .to
Commission Jjurisdiction are found by applying
the staff allocation factoers to the +total
company trended original costs, depreciated, as
calculated by Mr. Reilly, and that these are:

Production Plant $26,766,54]
Transmission Plant 17,297,612
Distribution Plant 44,484,690
General Plant - | 858,996
Common Plant 812,321
Total Electric Plant $9(,020,210

and that the Replacement Cost is $91,020,210.

(iiiy Fair Value

6.

That the working scapital allowance found to be
reasonable for VEPCO's HNorth Carolina retail
operations was datarmined by taking the cash
working capital of $|,269,2(5 and adding to it
materials and sguprlies, $1,6(9,088. Average
tax accruals in tha anount of 3$664,348, average
custoner deposits of $90,235, and a fuel
payment lag of $203,254, were offsets to the
wvorking capital allowance, resnlting in a net
working capital allovance in the anmnount of
$1,930,466 and that <the amount of working
capital is $1,930,466.

That consjdering the reasonable criginal cost
of the property, less that portion of the cost
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which has been consumed by previous usge
recovered by depreciation expense, and
considering the replacement cost of said
property and considering the.conditien of the
property and the cutmeded design of scme of the

. older plant, the Cormnission finds that the fair

value of said plant should be dérived fron
giving two-thirds weighting to original cost
and one-third weighting to replacerent cost.
By this method, the Commission finds that the
fair value of thz said plant devoted to retail
service in Worth carolina is $74,488,865 or
$76,419,331 including $[,930,466 allowance for
working capital.

Fair Rate ¢f Raturn-

‘That after the Staff's accounting and pro forma

adjustments and jurisdictional factors, VEPCO's
revenne under present Trates on an annualized
tasis for customers served at the end of the
test period for North carolina retail service
was $2],456,589; that the reasonable operating
revenue deductions o¢f VEPCO during the test
period was $|6,634,693; that the net operating
income for return’' at ¢the end ef the test
period, - after a reduction of $3,817
representing interest on customer - depesits,
after accounting and pro forma adjustments, was
$4,818,079, . giving a rate of return on
depreciated ofiginal cost of plant of 7.07%; a
return on original cost equity of 9.87% and a
return on fair value of 6.3|{%. That such rates
are insufficient to vrprovide a fair profit to
YEPCO's ,stockholders considering changing
econonmic conditions, and insufficient to allow
YEPCO to compete in the market <for capital
funds on terms which are reasonahle and fair to
its customers and existing-investors.

That the rate of return necessary on the fair

- value of VEPCO's preperty to allow VEPCO, with

sound management, to produce a fair profit for
its stockholders, - consldering ececnonic
conditions as they exist,. to maintain its
facilities and service in accordarce with its
obligation +to its customers, and to compete in
the market for capital funds on a reasonable
basis +to customers and stockholders, is 6.89%,
which rate of return will produce $9&2,685 of
additional gross ravenues on North Carolina
retail alectric service; and that the
additional gross operating revenues of $962,685
will increase the ne* income available to the
comuon stockholders from $2,069,730 to
$2,5/5,500 for a rate of return on bhook value
common equity of |[2% and a rate of return on
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fair value common =2quity of 8.6[%. The |2%
rate .of return oun bock value common eguity
would provide a before income tax Iinterest
coverage ratio of 2.6| times.

Automatic Fossil Puel Adjustment Clause

The proposed fuel clause would place in the
hands of VEPCO and its suppliers of fuel +the
power ¢to increase - retail electric rates in
North Carelina by private contracts increasing
the price of £fuel, without regard to whether
said rates were just and reasonable under the
Horth Carolina Public TUtilities Act, and
without hearing, proof, or evidénce of all
elements of cost and the rate ¢f return of
VEPCO, and without proper findings of the
Comnission as to the need or justification of
such increase in rates and without any findings
as to whether such increase in rates is Jjust
and reasonable,

The proposed fuel clause could produce
increases in VYEPCO's electric’ rates in North
Carolina without any opportunity of the VEPCO
customers or the _public to be heard, and
without any opportunity +to examine said rate
increases to determina if they are Just and
reasonable and non-discriminatory and without
any opportunity to datermine the fair rate of
return or fair value of VEPCO's property during
said time in the future.

That the disadvantages ., of the proposed
automatic fuel adjustment clause substantially
outweigh the alleged advantages of the clause,
and any rate increasa so imposed under the fuel
clause, together with the fuel clause itself,
is therefore considered by the Commission to be
unjust and unreasonable,

Cost.of Service

That +he {97| Cost of Service Study filed by
VEPCO gives an indication of the relative rates
of return <earned by the different classes of
service, and in that regard, is uséful in bhoth
the ratemaking and managerent processes. :

That 1t is necessary that a Cost of Service
Study be based upon allocation methods which
are both accurate and stalkle over time.
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Rate Design

{5. That VEPCO's proposed procedure for increasing
its rates and the proposed rate design.is, for
the most part, just and reasonable.

{6. That +the Small General Service class is paying
a rate of return greatly in excess of the
system average rate of return.

}7. ' That TEPCO's propaosed rate desigp is based on a
revision of its present rates and would
incorporate the Significant increase in its
fuel costs used in generation of energy along
with increases in fixed costs.

| 8. That +the Company's proposal to design rate
schedules for governmental service is
appropriate, '

19. That the use of Incremental pricing is based
upon sound econcnic principles, prcmotas
naximum efficiency, and inhibits attrition of
earnings, that expansion of service which is
priced below the total incremental cost of that
expansion 'will lower the rate of return; and
that +the expansion of service which is priced
above the total inc¢remental cost of that
expansion will raise the rate of return,

CONCLUSIONS
Fair Value of Plant in Service

The +trended original cost study by Witness Reilly for the
applicant has deficiencies which make it unacceptable as a
complete and reasonable method for determining replacement
cost, Instead. of performing a time M"replacement cost
study', the witness computed the trended original cost of
the properties and subtracted from the figure, thus derived
an allowance for depreciation, which allegedly included some
undetermined amounts for "wear and tear, decay, action of
the elemnents, inadequacy, obsolescense, changes in the art,
changes in demand and reguirements of public authorities."
While Mr., Reilly 4id account for advances in the art of
construction, he made no attempt to determine the value of
the utility plant as if the entire plant were designed in
accordance with the present state of the art for the design
and operation of electric systems, includirg mnodern
technologies and efficiencies. In view of +this and the
previously stated fact that +the Commission considers the
replacemenrt cost more thar  Jjust a "brick-for-brick"
reproduction cost; the Commission finds the trended original
cost method as employed insufficient as a complete and
reasonable determination of replacement cost.
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The Commission believes the replacement cost which was
determined merely by trending and depreciatirg original
costs without proper considaration for improvements in plant
design and efficiency is excessiva. However, the Comnission
is of the opinion that +the ¢trended original cost,
depreciated, is the best estimate of the replacement cost
that can he derived fron the evidence on record.
Furthermore, the Commission believes this 'replacement cost
‘'can be conmbined with +the original cost to determine the
appropriate Fair Value of the electric plant in service
provided that proper weighting is applied +to eliminate
deficiencies in the replacement cost estimate. '

The Conmission concludes that +the Company's proposed
inclusion in the rate bass of ${,34|,000 representing plant
under construction should be disallowed inasmuch as the same
vas not plant in service, used and useful, or in operation
during the test period, and further that the investment in
the tourist and information center should not be included in
the rate bhase. '

The Ccanission concludes that the reasonable original cost
of the property, less that pcrtion of +the cost which has
been consumed by previous use recovered by depreciation
expense, and the replacement cost of said property are
appropriate factors to be used in determining the fair value
of said property if consideration is given to the condition
cf the property and the oeutmoded dasign cf some cf the older
plant when weighting these factors. The'Commission further
concludes that the proper weighting, considering dépreciated
original cost, replacement cost, and the outmoded design of
some of the older plant, 1is +two-thirds weighting for
original cost and one-third weighting for replacement cost.
By this method the Commission datermines the fair value of
the said plant devoted to retail service in North Carolina
to be $74,488,865 or 3$76,4(9,33] including $1,930,466
allowance for working capital.

Fair Rate of Raturn

The Application of VEPCO in +this proceeding seeks an
increase under the proposed rates to produce $2,5(7,328 of
additional annuwal revenue, on an annualized basis, based on
the customers connected at the end of the test period. The
following tables based on the Pindings of Fact, show the
derivation of the $962,685 of such increased revenue found
to be reasonable from the racords in this proceeding with
the adopticn of Staff adjustwents:
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VIRGINIA ELECTRIC AND EOWER CONEANY
NORTH CAROLINA RETAIL OPERATIONS
STATEMENT OF RETURK

Present Approved
Rates Increase

Operating Revenues

Gross operating revenues $2|,G56,589 $962,685

Operating Revenus Deductions

Approved

$22,419,2704

Fuel expense 5,345,524 5,345,524
Purchased power 1,088,636 1,088,636
operation and maintenance
expenses {excluding pur-
chased power) 4,808,188 4,808,188
Depreciation . 2,531,225 2,531,225
Taxes-other than income 2,205,375 57,76 2,263,136
Taxes-state income 74,489 54,295 228,784
Taxes-Federal inconme 485, |89 408,302 893,49]
Taxes-deferred income {63,35M). (63,357)
Investment tax credit
normalization 162,428 {62,428
Investrent tax credit
amortization (103,004Y {103,00u)
Total operating revenue ‘ ‘
deductions 6,634,693 520,358 [7.,155,05]
Net operating incomna u,a21,896 442,327 5,264,223
Less: interest on custonmer
deposits 3,817 3,817

Ket operating income for
return $ 4,818,079 $u42,327

$ 5,260,406
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Investment in Electric Plant
Electric plant

in service $94,864,279 § $84 ,864,279
. 450,836 . 550,836
Total investment in -
electric plant 85,315,115 85,315,115
Less: Accumulated
depreciation 18,884,992 |8,884,992
Contributions in aid
of construction 206,93] 206,931
Net investment in electric
plant 66,223, (92 66,223,192
Allowance for Horking Capital
Materials and supplies 1,619,088 |,619.088
Cash 1.,269,2]5 1,269,215
Less: Fuel payment lag 203,254 . 203,254
Average tax accruals 664,348 85,405 749,753
Customer deposits 90,235 90,235
Total allowance for
working capital 1,930,466 {85,0403) 1.845,061

Net investment in electric
plant plus allowance for
working capital $68, (53,658 $(85,405) $68,068,253

Rate or returns on original :
cost net investment - X 7.07 7.73

Fair value rate base $7€,41(9,33] $76,333,926
Rate of return on fair value 6.3] 6.89

YIRGINIA ELECTRIC AND POWER COMPANY
DETERMINATION OF EMEEDDED COST
OF DEBT AND PREFERRED DIVIDENDS
BASED ON TOTAL COMPANY CAPITALIZATION AT JUNE 30, (972

Amount ’ Interest and Fmbhedded
Total Ratio Dividend Cost of
Type of Capital Company __%__ Reguirements _Debt %_
Total dett 5| ,246,223,64| 56.49 73,0|7,€15 5,86
preferred stock 24|,740,058 10.96 15,932,132 6.59
Intercst-free
capital 38,935,845 .77

Common equity 679,054,187 30.78
Total capitali-
zation $2,205,950,73] (00.00
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VIRGINIA ELECTRIC AND POWER COMPANY
NORTH CAROLINA RETAIL OPERATIONS

Present Bates - Origipal Cost
tment

Net Ipvestment
' Net Operating
Rate. Embedded Income for
Bagse Cost_- % Return
Capitalization
Total debt $39,500,00] 5.86 $2,256,]00
Preferred stock T,469,64] 6.59 492,249
Interest-free capital [,206,320
Common eqguity 20,877,696 8.87 2:069,730
Total capitalization ¢689,153,658 ’ $4,818,079

Authorized Rates - Qriginal Cost Investment

Embedded Cost Net Operating

Net and Return on ZIncome for
Capitalization Investment Cgomuon Fgquity __ Retnrn
Total debt 438,45|,756 5.86 $2,253,273
Preferred stock 7,460,28] 6.59 491,633
Interest-free capital |,204,808
Common egquity 30,351,408 2.00 -2:315,500
Total $68,068,253 $5,260,406
Authorized Rates - Pair Value Rate Base
Enbedded Cost Net Operating
Net and Returr ¢n Income for
Capitalization Investment Common Eouity Return
Total detbt $38,45],756 5.86 $2,253,273
Preferred stock 7.460,28] 6.59 491,633
Interest-free capital [,204,808
Common equity _29.217,08) 8.61 ~22315.500
Total $76,333,926 $5,260,406

The abllity of VEPCO to provide adeguate service in its
service area and to construct needed plant to meet the
increased demand for electric current and the law require
that VEPCO be allowed to earn a rate of return at a level so
as to attract the capital necassary for such a ptogram.

The e&arnings of VEPCO during the test period under the
present rates are insufficient to provide adequate service
and to compete in the' market for additional capital for
expansion of service and to provide a fair return on +the
investment of its stockholdars.
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Changes in the interest charges coverage ratio has a
direct influence on +the rata of return to the common
stockholder's equity due to tha2 fact that the interest costs
must be deducted from net operating income before thé rate
cf return to the common equity capital can be cemputed. 1In
the ipetant situation the Cormission concludes that it is
necassary to provide additional revenues so that VEPCO's
coverage ratio will be adequatsd. Theé -interacting functions
of the coverage ratio and the rate of return on ccmnon
eguity, tvo important earnings criteria recognized in the
financial markets from which VEPCO must seek funds, have
been carefully considered by the Commission.

YEPCO's bond indenture requires that all interest on its
first and refunding mortgage bonds must be earned at least
twice (the ratio being computzd before income taxes) before
additional bonds may be sold. “~Based on the test year
operations and after accounting and pro forma adjustments,
the fixed charges coverage ratio (which dinclude interest
charges on all types of 'dabt on an annualized basis)
computed before income taxés was 2.2| times at the present
level of rates. At the level of rates herein approved the
interest coverage ratio will increase to '2.6| tipes and the
rate of rTeturn on the common stcckholder's eguity will be
12% and on fair value equity of B8.61%.

Thée rTates proposed by VEPCO are found to be unceascnable
and unijustified to the extant that they .produce any

ipcreases in annualized revenuz on the customers at the end
of the test period in excess of $962,685. ’

The Coénnission c¢oncludes that an increase of $962,685 or
38.24% of the $2,517,328 incra2ase requested in the
application is necessary to-maintain VEPCO's facilities and
service in accordance with the —rz2asonable requirements of
its customers in North Carolina and to provide a fair rate
cf Teturn to VEPCO on the fair value cf its properties’ used
and useful in North carclina.

automatic Fossil Puel Adjustment Clause

The Commission, after studying the purported advantages of
an automatic fuel clause, concludes that the most attractive
feature of +he proposed clause is the possibility of its
eliminating the necessity of fraquent Tate proceedings by
reducing attrition in earnings rasulting from increases in
fuel costs. However, the Commission is of the opinicn,. in
view of +the current inflaticnary econoemic climate and the
increasing cost aspect of electric utilities that frequent
reguests for rate increases will be filed regardless of a
fuel clause. Faced with this rprobability, the Commission
believes that the other purported advantages are decreased
in significance and their purpose can be achieved by
appropriate rate design and formal rate proceedings. There
are several significant disadvantages to an automatic fuel
adjustment clause and the Commission is of the opinieon that
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these disaﬂvantages‘are adequate reason to deny the proposed
automatic. fossil fuel adjustment charge. - '

Furthermore, denial of the proposed fuel clause precludes
the possibility of increases at some time  in the future in
VEPCO's electric rates in North Carolina without adequate
opportunity for the VEPCO custamers or the public to be
heard, and without opportunity for the Comrission to .examine
said rate increases +to deternine if . they are Just and
reascnable 'and non-discriminatory and to deterwmine the fair
rate of return or fair value of VEPCO's property during said
time in the future.

Cost-of Service

¥hile certain areas-of the Cost of Service were performed
in a logical and disciplined nmanner, other areas were
inconsistent in methodology. It is apparent that VEPCO did
not measure demands at the tima of a system peak for use in
Cost of Service study allocations based on system peak.
Instead of Justifying its methodology, the Company chose +to
stress to +the Comnission tha2 probability that the Staff's
reconrendations would 1likely have the effect of assigning
more demand responsibility to the residential class. )

This Commission cannot condone the selection of allocation
methods in order to artificially prevent the allocation of
costs to the responsible classes, of service, no matter which
class of service might appear to bhenefit. This Conmnission
must have, and indeed it 4is ipperative that it deems to
have, the most accurate and stable Cost of Service Study
which is practical to produce. It would appear that this
should alse be the attitude and concern of Virginia Electric
and Power <Company for how else is the Company to properly
Plan its actions but to ascertain the direction in which its
costs are heading and the relationship of .these costs to its
rate structures and its operations. In these times of
changing cost relationship, it is mandatory that complete,
accurate, responsible cost of service studies be regularly
produced and studied.

Rate Dasign

Throughout <the post World War IT period and up to the
present: time, the Commission has permitted the matter of
rate design +to reside almost solely in the hands of the
ranagenent of the power utilities that serve North carclina-.
Relatively few public cowplaints arose, through the years
from this practice betause the utilities were, and happily
so for both them and their customers, smoothly sliding down
their decreasing production-cost curves. The more power
that could be generated, the less it would cost to produce
each additional unit of power, resulting in more profits for
the wutilities, at least in the short run, and cheaper: rates
for their customers. Under such circumstances and with the
utilities themselves demonstrating interest in simplifying
and improving their rate designs, it is not surprising that
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few public complaints and little Commission attention was
given to the complex matter of how revenues were collected.

However, the present situation, in which the electric
utility industry has becomes an .increasing cost industry,
brought about by the enargy shortages,. inflaticn, the
requirement %o internalize envircnmental costs, ete., has
resulted in VEPCO filing almost annual applications for rate
increases. There dces not appear to te an immediate end in
sight +to the problems of rising costs. consequently,
inefficient and unduly discriminatory pricing policies which
#ill result in or accentuate erosion im earnings and require
rate relief, or add to the amount of rate relief that might
be needed, should not be permitted. In this regard, thes
commissicn is presently of the opinion that, for the most
part, +the method used in 2adjusting +the pricing in the
Company*s proposed rate structure and the proposed basic
rate design is reasonable.

Fith regard to +the total revenues Teceived from each
customer class, the Commission concludes that the rates and
charges for any class of servics should normally recover all
the costs, including a reasonable return, of providing that
service. If all classes of- ssrvice earn revenues which
exactly cover all costs of service, each class will earn the
average rTate of return, but th2 Comnnission concludes that
some variation, within a reasonable rTange, in rates of
return Letween classes, is acceptable and doas not
necessarily result in discrimination between classes of
customers.

wWith the above in mind, it is concluded that certain
changes in the relative total amount of revenues collected
from each <¢lass is necessary. The Comnission is of the
opinion that Schedule 5 and 7 customers are paying much
greater than the average rate of return and, therefore,
should receive no increase in rates at this time.
Furthermore, it appears that the $|.95/KW minimum charge of
Schedule 5 is excessive during the off-peak season and
should bhe reduced. The 1increase of the proposed Outdoor
Lighting Service schedule, sSchedule 26, is felt ¢to be
reasonable in view of the classes' 1low rate of return.
Thus, it is concluded that the full increase proposed should
be permitted on Schedule 26. With respect to the Hunicipal
and County customers, the da2sign of rate schedules for these
classes 1is appropriate, as is serving both County and
Municipal customers on the same schedule. However, the
proposed rates which generate revenues that raise the rate
of return on these cglasses of customers from well below
average %o well above averade in cne increase are excesslive
and unwarranted. The increase proposed by serving Municipal
and County Street Lighting on Schedule 26 is very large. It
is the conclusion of the Commission that this increase is
greater than necessary and, tharefore, a schedule shguld be
designed for governmental streat lighting service which will
reduce the dincrease for this service, It is believed that
these changes in VEPCO's proposal will result in rates that
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vill -move the rates of return 1in each schedule closer
together and, thus, will be more aquitable and just.

The Commission further concludes that it is incumbent upon
VEPCO to rTeview its rate structure on a recurring basis in
order +to achieve a continuing minimum of disparity of rates
of return hetween classes of custonmers,

IT IS5, THEREFORE, ORDEPRED:

1} That effective on bills rendered on and after August
le 1973 for service rendered after July |, [973, the
Applicant, Yirginia Electric and Power Conpany, 'is
authorized and permitted to put into effect increased rates
and charges. Such incrsases in rates shall produce no more
total annualized additional revanue as of +the end of the
test period than $962,685 being 38% of the increased revenue
sought under the proposed rates of $2,517,000.

2) That VEPCO will prepare rate schedules, in accord
with its rate design proceduras as testified to at the
hearing and in accord with the fcllowing:

a) No change shall ke made 4in the basic small
General Service schedules (nos., 5 and 7) that were in effect
prior to +the Application except that the minimum charge on
Schedule No. 5 during the Base Months (November through
June} shall be no more than ${.00 per K¥.0f demand.

b) The outdoor Lighting Schedule (No. 26) shall be
as proyosed in the Applicationm.

c) The Facilities chargas shall be as proposed in
the Application.

d) Rate schedules shall be designed in accord with
the Company's general proposal for all Municipal and County
Service; however, ‘the anmount of increase shall te redeced
from the proposed rates. 1 schedule shall be designed for
governmental street lighting.

e) The increased revenues granted shall be
allocated among the schedulas and their respective
subsections approximately as ocutlined below:



RATES 187

Schedule Total Revenue Increase % Increase
Regidential Schedule No. | $538,124 6,044
Small General Service

Schedules 5 & 7 (22,059) (-62y

Large General Service
Schedule 6 (inc. Break-

down, Relay, |1} 3z22,20u 4,12
outdoor Lighting Service

Schedule No. 26 31,120 10.09
Facilities Charges 5,996 9.29
Hunicipal Service

Misc. Light & Power 32,183 20.414

Street Lighting 30,009 20.00

Traffic & Caution 2,54 29.06
County Service

Misc. Light & Power 17,042 6.40

All Elec. Bldg. Service 4,0u8 8.49

Street Lighting |,840 16.20

Traffic & Caution 22 30.56
Total $962,683 4,64

{3) That the f£iling anid uss of the RAutomatic Fossil Fael
Adjestment Clause by Virgiria Electriec and Power <Cempany
proposed in this proceeding te, and the same is, hereby
denied.

(4} That said rate design shall be ‘subritted by July 20,
1973, and that said rates are to be effective on tLills
rendered on and after August |, |973, for service rendered
after July {, 1973.

(5) That the revenues and rates of Teturn on net original
plant investment plus allowance for working capital based
upon (97| sales, be calculated for each rate schedule under
the rate design proposed by VEPCO in obtaining the $962,685
increase with rvesults furnished to the Comaission no later
than July 20, |973.

(6) That +the rates approved under the Undertaking filed
by VEPCO on February 9, (973, are to bé cancelled upon the
effective date of the ratss approved in this Order. All
revenue received from customers from the rates allewed under
the Undertaking over and above the revenue that would have
been realized had the rates approved herein been in effect
since M#Harch {, 1973, shall be refunded, with interest of 6%
per annum, to each custcmar.

{(7) That YEPCO shall complete and £ile with +the
Commissicen annually on RApril 30 a Cost of Servicz Study
detailing +the rate of return earned by <¢ach c¢lass of
service, and the cuastomer, demand and energy components of
revenue deductions and net plant investment, and allowance
for working capital; that such studies shall be based upon
each calendar year's operations; that demand data used shall
have been taken within two years of the end of +the periecd
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under study; that the matheds of executicn of cost of
service studies shall be detersined by the Company with the
goals of accuracy, responsible allocation, and stability
over tirme; and that studies bas=3d upon alternative nmethods
may be submitted For considaration, kut that at least one
shall be based upon the followings:

(a) Sizes of distribution plant used in computation
of customer components shall be tha ninimum sizes which will
meet the requirements of the National Electrical Safety Code
and other like restrictions, and costs for sucl sizes of
equipment shall be actual costs, if available, or shall be
computed using statistical regression +techniques and the
ninimum-intercept method.

{b} Coincident demands shall be measured at the
time of daily system peaks, and that demand data taken at
the time of the top five daily .system peaks (if all five are
within 1 /2% of the yearly system paak) shall be averaged to
calculate the coincident dz2mand factors to assure proper
assignment of coincident peak respoansibility.

(c) ‘The distribution 1line portiecn of Account 360,
Land and Land Rights, shall be allocated on custcmers cnly.:-

(dy Account 364 - Poles, Towers, and Fixtures,
shall be allocated to primary and secondary based upon - the
number . of wires on each pole in the sample, weighted by the
relative difference in wire sizes, and all neutrals shall be
allocated to the primary, that if ‘poles are initially
installed oversized to carry planned latér wire additioms,
the final design shall, if possible, be used in the above
allocation, and that the Minimum Intercept cost of a Class 7
pole shall be used when.computing the customer ccmpomnent.

(e) The calculation of the customer component of
Account 365 - Conductors, shall be based upon two-vwire
secondaries and primaries and.three-wire joint secondary-
primary lines, and that the Minimum Intercept cost of #4
ACSR or egquivalent shall be used.

{ £) The calculation 'of the custcmer component of
Account 367 ~ Underground Condiactors and Devices, shall be
based uponh #4 A| UG cable primary and #(0 Cu or #8 A| duplex
600 Vv UG calble (or such cable as to carry =z minimum load)
for secondaries, '

{q) The caleculation of the customer component of
Account 368 -~ Transformers, shall be based upon a O KVA
Minimum Intercept. :

(h) The calculation of the customer component of
Account 369 - Services, shall be based upon #4 EBC, #ACSR,
‘10 AD Cu., or #|2 MHO Cu for overhead services and #|0 Cu
or #8 A| duplex 600 volt UG catle for underground.
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And, that each study shall include an analysis of the
changes in customer demands, rates of return, and expense
and plant factors which have occurred since the (97} Cost of
Service Study, and that such studias shall continue to be
made and filed with the Commission each year through |984,
and thereafter in 1like manner wunless terminated by the
Commission.

) For any industrial customers having unusually low
load factor brought about by sporadic and infreguent
operation of heavy power usage aquipment, VEPCO is hereby
ordered to immediately begin the review of the possibility
and justification for, if any, of establishing an off-peak
seasonal night-time rate which might encourage the use of
such equipment at off-peak times.

9) That VEPCO design and transmit to its customers at
the time of their next monthly billing folleowing BRuqust |,
1973, a final notice advising its customers of the increase
in rates and the revised rate schedules on whick +they are
served.

10) That all motions in the @matter, taken wunder
advisement and still pending, which have not been made moot
by the foregoing £indings, conclusions, and ordering
paragraphs are hereby denied, including the motion of the
municipal intervenors that their rates not be subiject to
this proceeding by virtune of thz contracts sentered with
YEPCO.

ISSUED BY ORDER OF THE COMMISSION.
This the .28th day of June, |973.

NORTH CAROLINA UTILITIES COBMISSION
Katharine M. Peele, Chief Clerk

{SEARL)
DOCKET ¥0. E-22, SOUB |U]

WELLS, COMMISSIONER, CONCURRING. Although I believe the
rates of return allowed in this Order to be too high, I have
concurred in the result of the order, principally because
through +this -Order, we hava accomplished substantial
improvement 3in VEPCO's rate design, and have managed to
either eliminate or substantially correct some glaring
inequities.

I am also particularly pleased that through this Order we
have avoided adopting VEPCO's proposed auntomatic fossil fuel
clause adjustment, as I telieve the automatic fuel clause
adjustment to be a particularly sinister device for wmaking
electric rates in these times.

Hugh A. Wells, Commissioner
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DOCKET NO. E-2, 5UB 222
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Hatter of ;
Carolina Power & Light Company - Authority ) ORDER GRANTING
to Issue and Sell $100,000,000 Principal ) AUTHORITY TO
Amount of First Mortgage Bonds, ___% ) ISSUE BND SELL
Series Due 2003 ") SECURITIXES

This cause comes before the Commission upon Application of
Ccarolina Powér & Light Company (Company), filed "under . date
of april (9, 1973, through its Counsel, Thos. E. Capps,
vherein authority of the Commission is sought as follows:

To 1issue and sell $|00,000,000 principal amount of First

Mortgage Bonds, ____% Series due 2003.

FINDINGS OF PFACT

| The Company is a cdorporation organized and existing
under the laws of the State of North <Carolina with its
principal office at 336 Fayetteville Street, Raleigh, Worth
Carolina, and is a public utility operating in WNorth
Carolina and South Carelina, where it 1is engaged in
-generating, transmitting, delivering and furnishing
electricity to the public for compensation.

2. The Company's capital stock outstanding at February
28, 973, consists of common stock with a stated value of
$353,219,788 and preferred stock having a stated value of
$173,800,900.

3. - The Company's existing long-term debt at February 28,
{973, amounted to $634,030,000 in Pirst Mortgage Bonds, $50
pillion in a Six-Year Term Note and $](0,242 in Promissory
Notes. The First Mortgage Bonds ware issued and pursuant to
an Indenture dated as of May |, 1940, and duly executed by
the Company to Irving Trust Company of New York, and E. J.
¥cCabe and Robert T. Lavender hecoming successor therein
{successor to Frederick G, Herbst, Richard H. West, and -J.
A. Rustin) and amended by sixteen Supplemental Indentures.

4. Thé Company proposes to issue and sell $100,000,000
principal amount of First Mortgage Bonds, ____% Series due
2003, té be secured: under a Seventeenth Supplemental
Indenture to the HYortgage and Deed of Trust dated as of Hay
t, 1940, substantially in the form of the draft thereof
attached to the Application and identified as Exhibit 1.

5. Construction expenditures for additional electric
plant totaled $!80,738,716 in the period August |, [972
through February 28, [973. The net proceeds frem the
proposed sale of First Mortgagas Bonds will be used for
general corporate purposes including the reduction of short-
term borrowings incurred primarily for the construction of
new facilities.
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6. The Company pProposes on or ‘about May |6, 1973, to
publicly invite s=aled, written rpropcsals for +the purchase
of the First Hortgage Bonds at competitive bidding on terms
and conditions set forth in Exhibit C attached to the
Applicatiom. The bids submittsd will be opened on or about
May 22, |973, and the Company intends +c. accept the bid
providing it with the lowest annual cost of money for the
First Mortgage Bonds but will raserve the right to reject
all bids.

7. The Company. proposes +o enter into a Purchase
Agreement with the bidder or group of bidders whose bid, as
to the interest rate to be borne by the Pirst Mérigage Bonds
and +he price to be pald for -the Bonds will provide <+he
lowest anhual cost of money. The Purchase Agreement will be
in the form or ‘substantially in +the form as Exhibit D
attached to the Application.

B. The expénses estimated to be incurréd'in the sale of
the First Mortdage Bonds will approximates $(35,000. .

CONCLUSIONS

From a review and study of the Application, its supporting
data and other information in the Commission's files, the
Commnission is of the opinion and so finds +that the
transactions herein-proposed are:

{a) For a lawful object within the corporate purposes of
the Petitioner;

(b} conpatible with the public interest; .

(c) Necessary and appropriate for and Consistent with the

proper performance by Petitioner of its service to

the public as a utility and will not impair its
ability to perform that service; and

(d). EReasonably necessary and appropriate for such
purposes.

IT IS, THEREFORE, ORDERED, That Carolina Power & Light
Conpany, be, and it is hereby, authorized, empowered and
permitted under the terms and conditions set forth inm the
Applications

{. To issue and sell at competitive bidding a maximum of
$100,000,000 principal amount of First Mortgage Bonds, _ %
Series due 2003;

2. To sell +the securities to the bidder or group of
bidders submitting the proposal which will provide the
Company with the lowest annual cost cf money;

3. To create, execute and deliver a Seventeanth
supplemental Indenture to be dated as of May |. 1973, to the
Company's Mortgage and Deed of Trust, as supplemented,
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conveying all or substantially all of the Cenmpany's
nortgageable properties and franchises acquired since the
execution and delivery of the -Sixteenth. Supplemental
Indenture to the Mortgage and Deed of -Trust, and pledging
the falith, credit and property of the Company +to secure
payment of the Bonds;

4, To use and apply the net prcceeds from the issuance
and sale of the securities described heérein to the ©purposes
set forth in the application; .

5. To file with this Commission, whep available in final
form, one copy each of the Seventeenth . Supplemental
Indenture and Purchase Agreement; and

6. 'To file with- this cormission, in duplicate, a
verified report of actions. taken  and transactions
consunmated ' {including the interest rate to be borne by the
Bonds, the price.received by the Company, and the expenses
associated with the sale) pursuant to the authority granted
herein within & peried of thirty (30) ‘days following the
transactions authorized her=in.

ISSUED BY ORDER OF THE COhHISSiON.-
This the 27th day of April, {973.

NORTﬁ.ChROLINh UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET.NO. E-2; SUB 223
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application .of carolina Powar & ) ORDER GRANTING
Light Company for Authority to } AUTHORITY TO BRHEND
Amend its Stock Purchase-Savings ) STOCK PURCHASE-SAVINGS
Program for Employees: ) PROGRAM FOR EMPLOYEES

This cause comes before the Commission upon an application
of Carolina Power & Light ("Company") filed under +he date
of Hay |5, [973, through its Counsel, Thos. E. Capps,
whereby authority of the Commission is sought as followe:

To amend the Company!'s Stock Purchase-Savings Program for
Employees.

FINDINGS OF FACT

l. The Company is a corpaoration organized and existing
under the laws of the State of Nerth Carclina, with its
principal office at 336 Fayettaville Street, Raleigh, North
Carolina, and it is engaged in generating, .transmitting,
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delivering and furnishing electricity +tc the public for
compensation. -

2. The Company's capital stcck outstanding as of March
3, 1973, consisted of Common Stock with a stated value of
$3%3,342,997 and Preferred Stock for' a stated value of
$173,800,900.

3. By action of its Foard of Directors and shkarehdlders,
the Conpany established in [96] @& Stock Purchase-Savings
Program for Enployees (the "Program®). The nature of the
Program and the manner of its operations are set forth in
the May |8, 195|, order of this Commission in Docket No. E-
2, Sub 78.

4, By action of its Board of Directors on March 9, |966,
and ratified by the shareholders on HMay |8, 1966, the
Program was amended subject to regulatory approval. The
nature of said amendments are set forth in the May [8, |966,
order of +this compission in Docket Wo. E-2, Sub {29 which
approved the amendments to the Program.

S. On December 20, |972, the Board of Directors of the
Company proposed that the Program be amended, said
amendments - were approved by +the shareholders at the (973
Annual Meeting of Shareholdars held on Hay |6, (973, so as
to (i) lower the nminimur age 1limit for participation from 21
years of age to [8 years of age; (ii) reduce the time an
enployee must have been employed by the Company before he is
eligible to participate in the Program from | ‘year to 90
days prior to class formation; (iii) increase the savings
that an employee nmay make from a range of 2% +to 5% of
eligible earnings to a rang2 of 2% to 6% of such earnings;
and (iv) increase the additional amount employees may save
from a paximum ©f 5% to a maximum of 6% of earnings, for
vhich the Company does not maka a contribution.

6. The Program has been well received by the Company's
employees. Approximately 79.2% of e¢ligible émployees are
currently participating. Tha Company is confident that
arendmnents to the Program incr2asing the benefits available
thereunder and to a larger number of employees will create
an even dJreater interest arong employees and further
ipcrease the ability of tha Ccmpany +to retain skilled
personnel and to attract desirable new employees. The
proceeds to be received by the Ccmpany from the issuance and
sale of its common stock pursuant to +the Program will be
used for general Corporate purposes.

7. The Company estimates that it will incur expenses in
the amount of $8,000 in connection with the amendrment of the
Progran.

CONCLUSIONS

From a review and study of the application, its supporting
data and other information in the Commission's files, the
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Compmission is of the opinion and so concludes that the
transactions herein propos=ad are:

() For a lawful object within the corporate purposes of
the Petitioner;

(b) Cempatible with the public interest:

(c} MNecessary and appropriate for or consistent with the
proper performance by Patitiomer of its service +to
the public and vill not impair its ability to perfornm
that service; and:

(d) Reasonably necessary and appropriate for such
purposes,

IT IS, THEREFORE, ORDERED That Carolina Power & Light
Company be, and it is hereby, authorized, empowered and
permitted under the terms and conditions set forth in this
application:

fe To amend the Stock Purchase-Savings Program for

Enployees:

(i) To lower the pinimum age limit for
participation from 2| years of age to |8 years
of age;

{ii) To reduce the time an emrloyee must have been
enployed by the Company before he 1is eligible
to participate in the Program from | year to 90
days prior to class formation;

(iii) To increase the savings that an employee nmay
nake from a range of 2% to 5% of eligible
earnings to a range of 2% to 6% of such
earnings; and

{(iv) To increase ths additional amount employees may

. save fron a maxinum of 5% to a maximum-of 6% of
earnings, for which the Company does not make a
contribution.

IT IS TFURTHER ORDERED, That the Company shall file with
the Commission as Bxhibit C to its application, a certified
copy of the vote taken en the proposed Amendments at the May
16, 1973, Annual Heeting of Sharcholders of the Company, and
that the Company shall file with the Commission a report, in
duplic¢ate, setting forth the extent of entloyee
participation, the number of shares of stock actually =old
to the Trustee and the selling price per share of each block
of stock s0ld, such report to he made annually until all
Common Stock authorized has bean scla.

IS.SUED BY ORDER OF THE COKNISSIOWN.
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This the 29th day of May, (973.

NORTH CAROLINA UTILITIES COMMISSICN
Ratharin2 N. Peele, Chief Clerk

{SEAL)

DOCKET §0. E-2, SUB 226
BEFORE THE NORTH CAROLINA UTTLITIES COMMISSION

In the Matter of
Carolina Power & Light Company-- ) ORDER GRANTING
Application for Anthority to H AUTHORITY TO
Issue and Sell 500,000 Shares of } NEGOTIATE SALE
Preferred Stock A, $7.45 Series ) OF SECURITIES

This cause comes before .the Compission upon ar Application
of Carolina Power & Light Company (Company) -filed under date
of September 13, [973, through its Counsel, W. E. Graham and
Thos. E. Capps, wherein acthority of +the Conmmission is
sought as follows:

[« To issue and sell 500,000 shares of Preferred Stock
A, without par value, to The Prudential Insurance
Company of America with a dividend rate of 7.45%.

FINDINGS OF FACT

| The Company is a corporation organized and existing
under the laws of the State of WNorth Carolina, with its
principal office at 336 Payetteville Street, Raleigh, North
Carclina, and dis a public utility operating in North
Carclina and South Carolina, where it is engaged in
generating, transmitting, delivering, and furnishing
electricity to the public for compensation.

2. The Company's capital =stock outstanding as of June
30, 1973, consists of common stock with a stated value of
$353,860,047 and preferred stock having a stated value of
${73,800,900.

3. The Conmpany's existing long-term debt at June 30,
1973 amounted to $734,030,000 in First Mortgage Bonds .and
$50,110,242 in Promissory Notes. The First HMortgage Eonds
were issued and pursuant to an Indenture dated as of May |,
[940, and duly executed by the Company to Irving Trust
Conpany of New York as Corporat2 Trustee, as supplemented
and amended by seventeen Suprlamental Indentures.

4, The Company proposes to issue and sell 500,000 shares
of Preferred sStock A, £7.45 Series, to The Prudential
Insurance Company of America in accordance with a Preferred
Stock Purchase Agreement substantially in the form annexed
as Exhibit A to the Application.
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5. Construction oxpenditures <€£or additional electric
plant totaled $(2|,426,125 in the period from March {, 973,
through June 320, 1973. The n2t préceeds from the proposed
sale of Preferred Stock A will be used for gemeral coTporate
purposes including the reduction of short-terw borrowings
incurred primarily for the construction of new facilities.

6. The Conpany estimated that it will incur expefises in
the amount of $00,000 in the sale of the Preferred Stock A.

CONCLUSIONS

From a review and study of the Application, its supporting
data and other information in the Connission's $£iles, the
Commigsion is of +the opinion and so.concludes, that the
transactions herein proposed are:

{a) For a lawful object within the corpérate purposes of
the Petitioner; :

(b) Compatible with the public interest;

(c) RNecessary and appropriate .for and consistent with the
proper performance by Patitioner of its service. to
the public and will not impair its ability to perforn
that service; and

{d) Reasonably necessary and appropriate for such
purposes.

IT IS, THEREFORE, ORDERED That cCarolina Power & Light
Conpany be, and it is thereby, authorized, empowered and
permitted upor approval by the sharecholders of the apendment
to its Charter creating Preferred Stock & and under the
terns and conditions set forth in its Applicationm:

|- To issue and sell 500,000 shares of Preferred Stock
A, $7.45 Series, without rfar value, to The Prudential
Insurance Company of America, with a dividend rate of 7.u45%;

2. To apply the net proceeds %o be derived frcm the
issuance and sale of said shares of Preferred Stock A to the
purposes set forth in the Application; and

3. To file, within +thirty (30} days after the sale of
the Preferred Stock A, two (2) coples of the Preferred Stock
Purchase Agreement in final form and a report, in durplicate,
of the sale of Prefarred Stock A, as Supplemental Exhibits
in this proceeding.

ISSUED BY ORDER OF THE COMMISSIOQW.
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This the 25th day of September, |973.

hORTH CBﬁOLINA UTILITIES COMHISSION
Eatherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO. E-7, SUB |53
BEFORE THE NORTH CAROLINA UTILITIES COKMISSION

In the Matter of
Application of Duke Power Campany for ) ORDER GRANTING
Authorization Under North Carolina ) AUTHORITY TO ISSUE
General Statute 62-]6] to Issue and ) AND SELL PREFPERRED
S5ell Securities (Preferred Stock) ) STOCK

on March 6, |973, Duke Powar Ccmpany (the Company) filed
an application with this Commission for authority to dissue
and sell a maximum of 600,000 shares of a new series of its
Cumulative Preferred Stock of the par value of $100 per
share to be designed ‘as "7.35% Cumulative Preferred Stock,
Series I" (the proposed stock).

FINDINGS OF PFACT

|. The Company is a corporation duly organized and
existing under the laws of the State of North Carolinaj; that
it is a public wutility =2ngaged in the business of
generating, transmitting, distributing and sellirng electric
power and energy, and in the business of operating water
supply systems, and is a public vtility under +the 1laws of
this State and in its operations in this State is subject to
the jurisdiction of the North Carclina UOtilities Commission.
It is duly domesticated in the State of South Carolina and
is authorized to conduct business and is conducting and
carrying on the business heretofore mentioned in that State;
that it is also a public utility under the laws of the State
of South Carolina and that in its operations in that State
is subject to the jurisdiction of The Puklic Service
Commission of South Carolina; and that it is also a pubiic
ntility under the Pederal Power Act, and certain of its
operations are subject ¢to the jurisdictlon of the Federal
Power Commission. ’

2. The Company represents that the proposed stock will
be issued pursuant to its Articles of Incorporation whereby
the Company is authorized +*o issue and sell any of its
authorized and unissued shares of freferred stock upon such
consideration (not, however, to te less than the par value
therecf), upon such terms in such manner, and with such
variations as to (a) the rates of dividends payable thereon,
{b) the terms on vwhich the sam2 may be redeemed (not,
hovwever, +to be 1less than par), {c) the terms or amount of
any sinking fund provided for the purpose of redenmption
thereof, and (d) the terms upcn which the holders thereof
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may convert the same into stock of any other c¢lass or
classes, or into one or more s:rias of the same class, or of
another class or classes, as may be determined by .its Board
of Directors at the time of creaticn of such series.

3. The Compahy proposas, subject to the apgroval of this
Compission and The Public Service Commission of South
Carolina, +o issue and sell on or about March 29, (973, to
The Prudential Insurance Company of America through private
placement by Morgan Stanley § Company a maximum of 600,000
shares of the proposed stock, at a price of $|00 per share
at a rate of dividend- of 7.35%. VNo Tegistration -rights
under the Securities Act of 1933, as amended, will be
granted to the purchaser. The proposed stock will be
nonrefundable at a lower cost of money fron or in
anticipation of a refunding op2ration involving the proceeds
fron the sale of indebtedness or of a preferred stock semnior
to or on a parity with the proposed stock, or in any case,
through the sale of additional Funior. equity securities,
prior to March |5, 1978. oOtherwise, the proposed stock will
be redeemable on not less than 30 days' notice at §$|[0 per
share prior to March |5, {983; thereafter and prior to March
1S, 1988 at $103 per share; and ¢thereafter at $|0| per
share, on March |6, [984, and on each March 1|6 thereafter,
the Company will redeem at a price of $]00 per share Uu% of
the number of shares of the proposed stock originally
issued. The Company will have thka non-cumulative option to
as mnuch as double the rcdemption payment, provided however,
that not more than 200,000 sharz2s cf the proposed stock nmay
be redeemed pursuant +to this option. Except as otherwise
stated in this paragraph, the provisions of +the prcposaed
stock will generally follcw those of the prior series of
preferred stock issued during the past several years and
presently outstanding. ;

- 4. The Company asserts that no fee for services (other
than attorneys, accountants and fees for similar +technical
services) in connsction with the negotiation or consummation
of the sale of the propesed stock or for services in
securing underwriters or purchasers of the proposed stock
(other than the placement fee negotiated with the aforesaid
investment banker) will be paid in ccnnection with the issue
and sale of the proposed stock. Such placement fee will not
exceed $.375 per share of the propcsed stock or a maximun of
$225,000 and it is estimated that the total expenses +tc be
incurred by the Company in connection with the issue will
not exceed $275,000 including such placement fee, vwhich is
considerably less than expenses 1incurred generally in a
comparable public sale.

5. The Conpany represents that, based on its own study
and the advice of its investment counselors, the sale of the
proposed stock in the manner contemplated is favorable in
that the private placement market provides a new source of
capital that is not otherwisa available through public sale
and the utilization of such -market allows the Company to
keep out of the public martket whare there is a possibility
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of an unfavorable rating by rating agencies. The Ccmnpany
estimates +that the dividend rats on the proposed stock is
about one-tenth of one percent belaw the rate that could be
expected c¢n the public market and that the utilization of
this type sale avoids the risk of last minute adverse market
conditions,

6. The Company represents that it is continuing its
construction preogram of substantial additions to its
electric generatioen, transeission, dand distribution
facilities in order to meet thz continuing increase in
demand for electric service and to construct and maintain an
adeguate margin of reserve generating capacity. The Company
asserts that its total kilowatt hour regular sales for 1922
were 39,228,747,000, representing an increase of B8.2% over
the amcunt of regular sales during |97| and mofe than double
the amount of such sales in |964. On July. 24, 972, +the
Company reached a peak load of 7,409,500 kilowatts, an
increase of about |0.8% over the previous winter peak of
6,723,085 and an increase of about |2.5% over the previous
sunmer peak of 6,622,125 of June 28, {971. The Company
expects this rate of growth to continue into the future and
long-term financing of its current construc¢tion program is
essential if +the Company is to continue to be able to meet
its obligations to the public to provide adequate and
reliable electric service. Ekpenditures for the Company's
construction program wer= $453,758,000 for {972 and are
estimated at $453,200,000 for the year 1973.

7. The Company indicates that the net proceeds from the
sale of the proposed stock will bhe applied and used to
finance the cost of construction of .additions to its
2lectric plant - facilities, including +the repayment of
outstanding short-term obligations (commercial paper and
bank lecans) . incurred for its construction progran. At
January 3|, 1973, such outstanding obligations amounted to
$39,900,000, and are expected to reach about $|04,0G00,000 by
the. time proceeds £from the sale of the proposed stock are
available.

CONCLUSICNS

Opon review and study of the verified application, its
supporting data and other information in the Conmission's
files, tke Conmmission is of. the cpinion and so finds that
the Company is a public utility subject to the Hurisdictiom
of +this cCommission with respact to its rates, service and
securities issues and that the propesed issuance of the
proposed stock by the Company is:

{a) For a lawful object within the corporate purposes of
the Company;

(b} Compatible with the public interest;

(c) HNecessary and appropriate for and consistent with the
proper performance by the Company of its services +to



200 ELECTRICITY

the public and will not impair its abllity to perfornm
that service; and

(d) Reasonably -necessary ~ and appropriate for =such
purposes. .

IT 15, THEREFORE, ORDERED That Duke Power Company, be, and
it hereby is authorized, enpowered and permitted, upon the
terms and conditions set forth in its application:

|- To issue and sell to The Prudential Insurance Company
of Rmerica through private placement by Morgan Stanley &
Company a maximum of 600,000 shares of it5 preferred stock,
$100 par value with a dividend rate of 7.35%;

2. The net proceeds to be derived from the isswmance and
sale of the proposed stock shall be used for +the [purposes
set forth in the application;

3. #ithin thirty (30) days after the sale of the
proposed stock is consummated, the Company shall report to
the Commission the sale of the stock (including the Purchase
Agreement in the form executed together with the Statenment
of Classification of Shares as adopted by the Company and
the expenses of sale); and

i, That this proceeding be and the same is continued on
the docket of the Comrmission, without day, for the purpose
of receiving the terminal result of the sale of the proposed
stock as hereinabove provided; and nothking in +this Order
shall be construed +to deprive this cCommission of its
requlatory authority under law or to relieve the Company
from compliance with | any provision of law or the
Commission's Regulations.

ISSUED BY ORDER OF THE COMMISSIQN.
This the 22nd day of March, 1973.

NORTH CAROLINAR UTILITIES COMMISSIOXN
Katherine ‘8. Peele, Chief Clerk

(SEAL}

DOCKET NO. E-7, SUB |56
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Duke Power Company f£or ) ORDER GRANTING
Buthorization Under North Carclina } AUTHORITY TO
General Statute 62-]6| to Issue and ) ISSUE AND SELL
Sell Securities (First and Refunding ) SECURITIES
Martgage Bonds)
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on May 23, 973, Duks Power Company (Cotipany), filed an
application for authority %o idsue a maximum of 5(00,000,000
prinecipal amount of First and Refunding Mortgage Bonds ____ %
Series Due 2003, with the selling.price and interest rate to
be established through competitive bidding, and to execute
and deliver a Supplemental Indenture ¢to its First and
Refunding Mortgage to secure paym2nt of the bords.

FINDINGS OF FACT

| The Company 3is a corporation duly organized and
existing under the laws of the State of North Carolina; is a
public wutility engaged in +the business of generating,
transmitting, distributing and selling electric power and
energy, and in +the business o0f operating water supply
systems and arban transportation systems, and- is a public
utility under the laws of this State and in its operations
in the State is subject to the Jjurisdiction of the North
carolina Dtilities cComnmissien, It is duly domesticated in
the State of South Carolina and is authorized to cecnduct and
carry on business and is conducting and carrying on the
businesses heretofore mentioned in that State. It is also a
public utility under the laws of the State of South Carolina
and in its operations in +that state is subjesct to the
jurisdiction of +the Public Service Commrission of South
Carolina; and is also a public utility wunder +the TFederal
Power Act, and certain of its operations are subject to the
jurisdiction of the Federal Pow2r Ccomission.

2. The Conpany represants that it now proposes to issue
and sell during the month of Jun=2, 1973, at competitive
bidding, a maximum of $100,000,000 principal amount of a new
series of its First and Refunding Hortgage Bonds __ _%
Seriés Due 2003, said bonds to b2 created and issued under
its Pirst and Refunding Mortgags, dated as of Cecember |,
{927, to Guaranty Trust Company of New York (now Morgan
Guaranty Trust Company of New York), Trustee, as heretofore
supplenented and as to be further supplemented by a
Supplemental Indenture to be s%Xecuted ir connection with the
issuance of the honds.

3. The Company represents that the bonds will be thirty-
year bonds; that they will bear interest at an annual rate
to be specified in the bid which may ke accepted by the
Conpany for the sale of said bonds; that the interest will
be payable semiannually; and that the bonds will be sabiject
to all of the provisions of the First and Refunding Mortgage
dated as o©f December |, (1927, referred +tc¢ above, as
supplemented, and as %*o be further supplemented by =a
supplemental Indenture %o bs axecuted in connecticn with
their issuance, and by virtue of said First and Refunding
HMortgage will constitute (together with +the Conpany's
outstanding First and Refunding Morfgage Bonds) a first lien
on cubstantially all of +the Company's: fixed property and
franchises.
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u, The Conpany represants that the bonds will be sold
through conmpetitive bidding, which will . determine the
interest rate to be borne by tha bonds and the price to be
paid to the Coampany for the bonds; that it will reserve the
right to reject all bids; that any hid accepted will be that
vhich will resuelt in the lowest annual cost of money for the
bonds; that the bonds will be nonrefundable at a lower cost
¢f money for five years from date of issuance; that the
holders of the bonds will have no voting privilege; that the
bonds will be in fully registered form; and that provision
will be made for free transfers or exchanges of Tegistered
pieces. o

S. The Company represents that the net proceeds from the
sale of the bonds will be applied and used by it for +the
purpose of <£inancing the cost ¢f construction ¢f additions
to its electric plant facilities, including the repayment of
outstanding short-ternm obligations incurred for that
purpose. The -Company further reprasents that on March 31,
1973, such outstanding obligations amounted to %39,97|,000
and are expected-to be about $|15,000,000 by the time funds
may ke received from the sale of the propesed bonds.

6. The Company repr=sants that no fee for services
(other than attorneys, accountants, ' mortdage trustee and
fees for similar +technical services) in ccniection with
negotiation or sale of the bonds or for services in securing
underwriters or purchasers theraof (other than fees incladed
in any ‘accepted coampetitive bid) +4il1 be paid in connection
with the issue and sale of thz bonds.

7. The Company rTepresents that it is continuing its
construction program of substantial additions to its
electric , generation, transnission, and distribution
facilities in order to mneet an increase in demand for
alectric service, which it expects +to continue, and to.
construct and mnaintain an adequate margin of reserve
generating capacity. The Company represents that its total
kilowatt hour regular sales for': |972 were 39,228,247,000
representing an increase ¢f 8.2% over such sales in 197] and
more than double the amount of such sales in (964, The
Company further represents +that its peak of 7,449,500
kilowatts reached on July 24, |972, exceaded its previous
summer peak by 12.5%, and its peak load of 7,247,045

_kilowatts on February |2, |973, exceeded its previous winter
peak by 7.8%. The Company expacts that this rate of growth
will continne; and that leng-tarm outside financing of its
current construction program is essential if the Company is
to continue to be able to meet its obligations to the publice
to provide adequate and reliakle electric service.
Expenditures for the Company's constrection program were
$453,758,000 for |372 and are estimated at 466,200,000 for
1973.
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CONCLUSIONS

Upon Treview and study of the verified applicaticn, its
supporting data and other information in the Commission's
files, the Conmmission is of the oplnion and so -finds that
the Company is a public utility subject to the Jurisdiction
of this Commission with respect to its rates, service, and
securities issues and that tha prorosed 1issuance of the
Bonds by the Company is:

(a) For a lawful object within the corporate purposes of
the Company;

(b) coppatible with the public interest;

(¢) VWecessary and appropriate Efor and consistent with the
prorer performance by the Company of its service to
the public and will not impair its ability to perfornm
that service; and

(d) Reasonably necessary and appropriate for such
pur poses.

IT IS, THEREFTORE, ORDERED That Duke Power Company be, and
it is hereby, authorized, empow=2red and permitted, under the
terms and conditions set forth in the application:

V. To issue and sell at competitive bidding during the
month of June, (973, 'a maximum of one hundred million
(100,000,000 dollars principal amount of a new series of
its First and Refunding Hertgage Bonds ____% Series Due
2003;

2. To execute and delivar a Supplemental Indenture to
its First and Refunding Mortgage dated as of December |,
1927, to Morgan Guaranty Trust Company of New York, as
Trustee, to secure payment of the bonds;

3. That the Company report to the Compissicn the sale of
the bonds (including the intera2st rate to be borne by then,
the price received by it for them and the expenses of =ale)
within thirty (30) days after the sale is consummated, and
within suckh time it shall file with the Commission a copy of
the Supplemental Indenture to b2 =2xecuted and delivered in
connection with the issuance 3f the bords in the final fornm
in which it is executed;

4. That should the Company issue and sell less than
$100,000,000 principal amount of the bkords, it shall file
with the cCommission, as a part of its repert cf sale, a
balance sheet of a reasonably current date and Journal
antries showing the effect of the issuance and sale of the
bonds; and

5. That +this proceeding b2 and the same is continued on
the docket of the commission, without day, for +thes purposs
cf receiving the Supplemental Indenture in final form and
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the terminal results of the sale, as hereinabove provided;
and nothing in this order shall be construed to deprive this
Comnission of its regulatory autheority under law,

ISSUED BY ORDER OF THE COMMISSION.
This the 3|st day of May, [973.

RORTH CAROLIKA UTILITIES COMMISSION
Katherina M. Peele, Chief Clerk

{SEAL)

DOCKET. NO. E-7, SUB {60
BEFORE THE MORTH CAROLINA UTILITIES COMMISSION

In the HMatter of
Application of Duke Power Company for ) ORDER GRANTING
Authorization under North Carclina General ) AUTHORITY TO
Statute 62-16] to Issue and Sell Securities ) ISSUE AND SELL
(First and Refunding Mortgage Bonds) ) SECURITIES

on October (0, [|973, Duke Power Company (Comrany) filed an
application .for authority to issus a maximum of $100,000,000
principal amount of First and Refunding Mortgage Bomds ____%
Series B Due 2003, with the selling price and interest rate
to be established through comp2titive - biddirg, and +to
axecute and deliver a Supplemental Indenture to its Firsgt
and Refunding Mortgage to sacure payment of the bonds.

FINDIRGS OF FACT

1. The Company 3is a corporation duly organized and
existing under the laws of the State of North Carclinaj; is a
public wutility engaged in the Dbusiness of generating,
transmitting, distributing and selling electric power and
energy, and in the YDhusiness of operating water supply
systems and urban transportaticon systems, and is a public
utility wunder .the laws of this: State and in its operations
in the State is subject to thz Jjurisdiction ¢f the YNorth
Carolina Otilities Comnmission. It is duly domesticated in
the State of South Carolina and is authorized to conduct and
carry on businress and is conducting ‘and carrying cn the
tusinesses herctofore mentioned in that State. It is also a
public utility under the laws of the State of South Carolina
and in its cperations in that state 1is subject +o the
jurisdiction of The Public Service Commission of Ssuth
Carolina; and is also a public utility under +¢he Federal
Power Act, and certaln of its operations are subject to the
jurisdiction of the Federal Power Ccmmission.

2. The Company no¥w proposSes to issue and sell during the
nonth of November, |973, at competitive bidding, a naximum
of ${00,000,000 principal amount of a new series of its
First and Refunding Mortgage Bonds ____% Series B Due 2003,
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said bonds to be created and issued under its First and
Refunding Mortgage, dated as of December |, 927, +to
Guaranty Trust Company of HNew York (now Morgan Guaranty
Trust Company of WNew York), Trustee, as heretofore
supplemented and as to be further supplemented Ly a
Supplemental Indenture to be exacuted in connection with the
issuance of the bonds.

3. The bonds will be thirty-year tonds; will bear
interest at an anntal rate to be specified in the kid which
may bLke accepted by the Company for the sale of said bonds;
the interest will be payable semi-annmually; and the bonds
will be subject to all of the provisions of the First angd
Refunding Mortgage dated as of Decenker |, [927, referred to
above, as supplemented, and as to be further supgrlemented by
a Supplemental Indenture to be executed in connection with
their dissuance, and by virtue of said ¥irst and Refunding
Mortgage will constitute (together with the Company's
outstanding First and Refunding HMortgage Bonds) a first lien
on substantially all of the Company's fixed property .and
franchises,

4, The bonds will be sold through competitive bidding,
which will determine the interast rate to he borne by +the
bonds and the price to be paid to the Company for the Bonds,
The Company will reserve the right to reject all bids and
any bid accepted will be that which will result in the
lowest annual cost of money for the becnds. The bonds will
be nonrefundable at a lower cost of money for five years
from the date of issuance. Th2 holders of +the bonds will
have no voting privileges and the Londs will be in fully
registered form with provision made for free transfers or
exchanges of registered pleces.

5. The net proceeds from the sale of the bonds will be
applied and used by it for the purpose of financing the cost
of construction of additions to 1its electri¢ plant
facilities, including the repayment of outstanding short-
term obligations incurred for that purpose. On Rugust 3|,
1973, such outstanding cbligations amounted +to-: $59,97(,000
and are expected to be about §125,000,000 by the time funds
may be received from the sale 2f the proposed bonds.

[ The CompanY represents that no fee for services
{other than attorn2ys, accountants, mnortgage trustee and
fees for similar technical services) in connection with
negotiation or sale of the bonds or for services in securing
underwriters or purchasers thereof (other than fees included
in any accepted competitive bid) will be paid in connection
with the issue and salé of the bonds,

7. Ther Company is continuing its construction program of
substantial additions to its electric generation,
transmissicn, and distribution E£acilities in order to meet
an increase in demand for electric service, which it expects
to continue, and to construct and maintain an adegquate
margin of reserve generating capacity. Total kilowatt hour
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regular sales for (972 were 39,228,247,000 representing an
increase of 8.2% over such salzs in (97| and more +than
double the amount of such sales in |964. The Company's peak
of 8,235,585 kilowatts reached on Augqust 29, |973, exceeded
its 1973 winter peak of 7,247,045 kilowatts by [3.6%, and
its previous summer peak load of 7,489,500 kilowatts,
reached on July 24, (972, by {0.6%. Expenditures for the
Company's construction program wera $453,758,000 for 1972
and are estimated at $466,200,000 for |973.

- CONCLOSIONS

Upon review and study of the verified application, its
supporting data and other information in the cComnission's
files, the Connission is of the opinion and =0 finds that
the Company is a public utility subject'to the FJurisdiction
of +this Commission with respact to its rates, service, and
securities issues and that th2 proposed issuwance of the
bonds by the Conmpany is:

(a) For a lawful obdject within the corporate purposes of
the Company;

{b) Ccmpatible with the public interest;

(¢) MNecessary and appropriats for and consistent with the
propet performance by the Company of its service to
the public and will not impair its ability to perform
that service; and

{(d) Reésonably necessary and appropriate for such
purposes.

IT IS, THEREFORE, ORDERED, That Duke Power Company be, and
it is hereby, authorized, enpowarad and permitted, under the
terms and conditions set forth in the application:

1. To 4issue and sell at competitive bidding during the
month of Wovember, (973, a maximum of one hundred million
($100,000,000) dollars principal amount of a nev series of
its First and Refunding Mortgags Bonds ____% Series B Due
2003;

2. To execute and deliver a Supplemental Indenture +o
its First and Refunding Mortgage dated as of December |,
1927, to Morgan Guaranty Traust Company of NWew York, as
Trustee, to secure payment of the bonds;

3. To use +the net proceeds from the.sale of the bonds
for the purpose of financing the cost of construction of
additions to its electric plant facilities, including the
repayrent of outstanding short-term obligations incurred for
that purpose;

q, That the Company report to the Conmission the sale of
the bonds (including the interest rate to be ktorne by themn,
the price received by it for them and the expenses of sale)
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within thirty (30) days after the sale is consumpated, and
within such time it shall file with the Commission a copy of
the Supplemental Indenture to be executed and delivered in
connection with the issuance of the tonds in the final form
in which it is executed;

5. That should the Company issue and sell less than
$100,000,000 principal amount of the bonds, it shall file
with the Commission, as a part of its report of sale, a
balance sheet of a reasonably current date and Jjournal
entries showing the effect of the issuvance and sale of the
bonds; and

6. That this proceeding bs and the samé is continued on
the docket of the Commission, without day, for the purpose
of receiving the Supplemental Indenture in final fornm and
the terminal results of the sale, as hereinabove provided;
and nothing in this order shall b2 construed to deprive this
Conmission of its regulatory authority under law.

ISSUED BY ORDER OF THE COMMISSION.
This the 22nd day of Octoher, [973.

NORTH CAROLINER OUTILITIES COMMISSION
Katherina M. Peele, Chief Clerk

(SEAL)

DOCKET NO. E-22, SUB |57
BEFORE THE NORTH CAROLINA OTILITIES COMMISSICN

In the Hatter of
Virginia Electric and 'Power ) ORDER GRANTING AUTHORITY
Company Application for Author~ ) TO SELL POLLUTION
ity to Sell Pollution Control } CCNTROL FACILITIES
Facilitles and Issue Notes ) AND ISSUE NOTES

This cause came before the Commission upon an application-
of Virginia Electric and Power Company (VEPCO) filed
Septemter 4, 1973, wherein authority is sought by VEPCO to
sell Peollution Control Facilities and issue Notes as
described below.

Based on the evidence of record herein, the records of the
Commission, and the verified representations in the
application, the Commission makes the following:

FINDINGS OF FACT

[« VEPCO is a corporation duly organized and existing
under the laws of the Coemonwealth of Virginia, with its
general offices in Richmond, Virginia, and is authorized to
engage 1in +the business of generating, transnitting,
distributing and selling electric power in the State of
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North Carolina. It is a public utility under the 1laws of
North cCarolina, and as such is subject to the jurisdiction
of this commission.

2. VEPCO's North Anna Wuclzar Power Statiom, located in
Louisa County, Virginia, and VEPCO's Yorktown Generating
Station, located in TYork county, Virginia, will include,
when fully completed, air and water pollution control
equipment. YEPCO nay, from time to time, replace or modify
such equipment or add additional pollution contrcl equipment
tall such equipment being referred to hereinafter as the
Polluticn Control Pacilities). The Poliution Control
Facilities will be "pollution control facilities®” within the
meaning of the Virginia Industrial Development and Revenue
Bond -Act (Code of Virginia, [5.{-1373 et seg.) (the
Industrial Development Act) and [03 of the U. &. Internal
Revenue Code of (954, as amended (the IRC).

3. The proposed transaction will enable the Company to
finance +the capital requirements attributable to the
Pollution Control Pacilities at a lower interest cost than
any alternate means of financing. The proposed transaction,
which is described in the application, is as follows:

(2) VEPCO would enter into agreements (the Agreements)
with the Industrial Development Authority of the Town of
Louisa, Virginid, and with th2 Industrial Development
Ruthority of York County, Virginia (the Authorities), =ach
of which is a political subdivision of the Commonwealth of
Virginia and each of which is organized and existing
pursuant to the Indastrial Devzlopment Act. The Agreements
would provide that beginning in Saptember, |973, or as soon
thereafter as possible, and thereafter during comstruction
of the Pollution Control Pacilities, the Authorities will,
periodically at VEPCO's request ard in accordance with the
Industrial Development Act, issue short-term obligations
{the Original Issue Notas), the interest on which will be
exempt from Federal income taxation pursuant to IRC |03 (c)
{(4) (F) (governing income taxation of obligations, the
proceeds of which are used to acquire pollution control
facilities.) : :

{(b) The proceeds of the sals of the Original Issue Notes
will be deposited with Manufacturers Hanover Trust Ccaopany
(the fTrustee), under +trust agreenents between it and the
respective Authorities. As construction progresses, the
Autlorities will acquire an interest in porftions of the
polluticn Control Facilities from VEPCO, subject tc the
prior 1lien of the Indenture Trustee under VEPCO's Endenture
of Mortgage, at a price equal tc the cost o6f those
facilities +to VEPCO. The price will be paid by the Trustee
from the proceeds of the Original Issue Notes, upon
authorization by the appropriate BAuthority, to reinmkurse
YEPCQ for its costs incurred in constructing the Pcllution
Control Facilities. Section [5.1-1379 of the Industrial
Development Act expressly empowers the Authorities to 1issue
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obligations and to use +he proceeds of the sale of such
obligations 40 acquire polluticn control facilities.

{c} It is contenplated that each issuance of oOriginal
Issue Notes will be refunded, as it becomes due, by the
issuance of similar short-term tax-exempt obligations (the
Refunding ¥otes). The Refunding Notes which redeem +the
originall 1Issue Hotes will, in turn, be -redeemed by
subsequent issues of Refunding Notes. While the issuvance of
Refunding Notes to redeem maturing oOriginal Issue Notes and
Refunding Hotes (together, the Authority Notes) will net be
limited in time, it is plamned <that all outstanding
Authority Notes will be repaid from proceeds of the sale of
the Authorities' 1long-term tax~exempt ‘pollution control
bonds (the Bonds) at or about the time that constructicn of
the Pollution Control Paciliti=s is entirely completed. As
collateral for the Authority Wotes, VEPCO will issue, at the
time of the issuance of the Authority Fotes, its ouwn notes
(the VEPCO Notes), payable to the particular Authority and
equal in amount, maturity and interest rate to the Ruthority
Notes. The Authorities are to have no obligation in respect
to the Ruthority Notes except.to refund the Authority Notes
until the issuance of the Bonds, and in the event that
refunding is not possible, toc mnake payments from the
proceeds of VEPCO Notes.

(1) The VEPCO HNotes and the interest of the Authorities
under the Agreements will be assigned to the Trustee as
security for payment of the Authority Notes. : :

(e) The Authority WHotes, countersigned by the Trustee,
will be sold by Lehmen Brothers, Incorporated, as agent for
the Authorities (the Agent), at tha rate of interest current
at +the +time, maturing from 5 +to 364 days, and in
denonirations of not 1less than $]00,000. As compensation
for these services, the Agent will be paid a commission
according to the following fee schedule, calculated on the
basis of a 365-day year: for maturities of 5-179 days, 0.[25
of - |%; for maturities of |80-364 days, 0.07 of 1%. It is
contemplated that the amount of Authority Notes outstanding
may reach up to $75,000,000 through |974. .

(£ When an issue of BAuthority . Notes matures, it is
possible that, because of market conditions, it would be
inadvisable or inappropriate to sell Refunding Notes in the
money market on the maturity date of +the refunded issue.
This could occur 1f other persons issued large amounts of
short-term obligations on the maturity date of the refunded
issue so that the money market could not absork, at
reasonable interest rate, the refunding issue in addition to
the other chbligations. If it should hecome necessary, it is
expectéd that either VEPCO or the Agent would purchase or
cause to be purchased the refunding issue for a temporary
period until the Refunding Notes could be absorhed in <the
money market. The obligation of the BAgent to hold the
Refunding Notes will be limited to a temporary periocd of up
to 30 days. While there will be no limitation on how long
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VEPCO could own the Notes, it is expected that VEPCO. would
not own any of the Notes for a period longer than 30 days.

{g) VEPFCO is to retain the absolute right to possess, use
and manage the Pollution Cofitrol Pacilities during the term
of the Agreement, subject only to its provision. -

(k) All expenses of the tranmsaction will be paid by
YEPCO, chatged to unamortized disconit and expense until
issuance of +the Bonds and then amortized over the term of
the bonds. The sale of tha Authority  Notes will bDe
accounted for as short-term debt. Although the Authority
Notes will be issued substantially in amourts required to
reimburse VEPCO for expenditures for Pollution Centrol
Facilities to date of issue, the real security therefor will
be the VEPCO Notes or liks tenor. The Authority Notes will
merely reduce the amount of bank loans or commerical notes
that would otherwise bé outstanding, but at a substantial
saving in interest cost. Accordingly, VEPCO plans to charge
interest accrued on the Authority lHotes to interest expense,
as would be the case with respact to the bank loans or
commercial notes that would otherwise bhe outstanding, and
continue 4o provide allowance f£for funds tsed during
construction on expenditures on Pollution Céntrol Facilities
recorded in construction work in pregress. After <the sale
of the Bonds, VYEPCO will account for its payments to the
Authorities as installment purchases ¢f the Pollution
Control Pacilities, The cost of such -facilities will be
recorded in utility plant and the Bonds will be recorded as
long-term debt. When VEPCO receives proceeds from the Bonds
with respect to Pollution <Control Facilities constructed,
YEPCO will stop recording allovwance for funds used during
construction. Interest .accrued on the Bonds will, however,
be charged to ' utility plant until the Pollutien Centrol
Facilities are placed in commercial operatien. Thereafter,
interest accrued ‘on the bonds will bhé charged te interest:
expense. In the evént that theré is any interest receivable
from the temporary investment af any proceeds frecm the Bonds
prior to commercial operation, 4t will be credited +to
“utility plant. Accrued interést payable on the Authority
Notes during the construction period vill be added to the
obligations issued by the Authorities.

4. Expenses and fees to be paid by VEPCO in comnection
with the negotiation and consummation of the transactions
described in this Order or in the application are estimated
nct to exceed $190,000.

CONCLUSTICGNS

From a review and study of the applicatidn, jts supporting
data and other information in the Conmission's files, the
compission is of the 'opinion and so0 cdoncludes that the
+ransaction herein proposed is:

(a) For a lawful object within the corporaté purposes of
VEPCO;
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(b} Compatible with the public interest;

{c) Recessary and appropriate for and consistent with the

' proper performance ‘by VEPCO of its service to the
public and will mnot inmpair its ability %o perform
that service; and

{d) Reasonably necessary and appropriate for such
purposes. : "

IT 15, THEREFORE, ORDERED, That Virginia Electric and
Power ‘Company, be, and it is hereby, authorized, empowered
and- permitted, subject to the limitations contained in
paragraph 2 below:

|« To enter into the transactions' described in this
order and in the application {otbker tharn the issuance of the
Bonds for which additiohal authorization will be required),
including the assumption of the obligations set out in +the
Agreements, and to execute such instruments, documents and
agreements as shall be necessary. or appropriate in order to
effectuate such transactions.

2. To devote the proceeds of -the transactions described
in this order and in the application to the purposes set
forth in the application.

3. To account for +he transactions relating to the
Agthority Notes and the VEPCO WNotes ds described in the
application.

IT TS FURTHER ORDERED That thé Trustee will nct render any
service to the public as a autility or exercise any of the
rights or © privileges or bear any of +the duties or
obligaticns of a public utility or public service company,
and therefore the Trustee shall nét be considered a public
ntility or public service company by reason of the
transactions described above and in the application.

IT IS FURTHER ORDERED That VEPCG file with this Commission
after the consummation of the transactions described in this
order and in the application, menthly reperts setting forth
the terms of such transactions (in¢luding +the expenses of
the +transactions), apd at the time of the first such report
VEPCO =shall file with this cCcmmission a copy of the
Agreements, The Trust Agreenments and all other instruments,
documents and agreements entered into by VEPCO <that are
material to the transactions in the final form in which the
same arte executed; and that this proceeding be, and the same
is, continued on the docket of thez Commission, without day,
for the purpose of receiving the afoérementioned documents
and the . results of the +transactions, as 'hereinabove
provided, and nothing in this c¢rdsr shall ke construed to
deprive this cComrission of its regulatory authority under
law or to relieve VEPCO from coaplying with any lawv or the
commission's regulations. '
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ISSUED BY ORDER OF THE COMMISSICN.
This the [3th day of September, [973.

NORTH CAROLINA UTILITIES COMNMISSION
Katherine 4. Peele, Chief Clerk

(SEAL)

DOCKET ¥0. ES-1{8
DOCKET NO. ®B5-3|
DOCKET WO. ®S5-48
DOCKET NO, ES-63

BEFORE THE- NORTH CAROLINA UTILITIES COMMISSION
In tha2 Matter of

DOCKET HO. ES-|8B
Joint Rpplication of Duke Pover Company
and Wake Electric Membarship ccrroration
under Chapter 287, Public Laws |S&5
{G. S. 62-110.2 (c) ] for Assignment of
Areas in Durham, Granville and Waksz
Counties

DOCKET NO. ES=-3|

Joint Application of Carolina Powar &
Ligh* Company, Duke Power Company, and
Randolph Electric Membership Carporation
under Chapter 287, Public Laws |S65
[6-5. 62=1{(0.2 (c) ] for Assignment of
areas in Chatham County ORDER ASSIGNING

- RND REASSIGNING
DOCKET NO. ES-48 SEEVICE AREAS
Joint Aprlication of Duke Power Company
and Piedmont Electric Membership Corpec-
ration under Chapter 287, Public Laws
1965 [G.S. 62-]10.2(c} ] €or Assignment
of Areas in Durham and Orange Counties

DOCKET NO. BS-63
Joint Application of Carolina Power &
Light Conpany and Piedmont Elactric
Hembership Corporation undar Chaptzr
287, Public laws 1965 [G.3. 62-11{0.2{c) ],
for Assignment of Elactric Service Areas
in Orange County

e i R e e L e P R Y W e S P PR P

BY THE COMHISSTON., This consclidated proceeding is before
the Ccmnission on the Commission's own wotion foliowing the
action of the UNorth Carolina Generzl Assemkly in Chapter
634, Session Laws 197| [G.3. 62-3 (23)e], which provides
that the University Prterprises of the University of Worth
Carolina in Chapsl Hill shall ts a public wutility. on
November 30, |97|, pursuant to Chapter 723, Session laws of
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197], Govérnor Robert Scott appointed a Special Utilities
Study Commission (hereafter called the Special Commission)
to study +the feasibility or advisability of retalning,
selling or othervise disposing of the utilities, including
the electric system, owned and operated by University
Enterprises of the University ef North carolina (hereafter
called UNC). The legislaticn authorizing the . Special
Commission provided that it would consult with this
Commlission during the course of negotiations prior to any
transfer of ¢the electric system or any of <the other
utilities. The Special cCommission, after lengthy study,
determined that the interests of all concerned would be bhest
served by ONC's divesting dtself, through sale, of the
majority of the electric utility property and facilities.
Prior to such divestiture, it is necessary that dJdefinite
boundaries be established for the electric service franchise
area of URC. :

Accordingly, on .January |7, {973, pursuant te thé
Commission's request under CEhapter 634, ' Session Laws of
{97|, UNC filed with this Commission its franchise service-
area maps showing the territory in which its electric system
operated and which it wished this Commission to assign to it
as an electric. supplier as provided by G.S. 62-{(0.2{c}.
such maps covered portions of Orange, Durham and Chatham
Counties and included some territory herétofore assigned to
Duke Power Company (Duke), Carolina Power & Light Ccmpany
{CP&L) and Piedmont = Electric Membership Corporation
(Piedmont) in the . above captioned dockets as shown in the
headlng. . .

The assignments heretofore made by the Comm1551on in these
dockets show that territory now sought by UNC was dssigned
to other electric suppliers or was assigned to be unassigned
as follows: .

Docket No. ES-|8 pike was assigned territory in Durhan
County which UNC now seeks.

Docket No. ES5-3| CP6L was assigned a portion of the
territory in Chatham County which UNC
.now. seszks. The remainder of the
. territory sought by: UNC in Chathanm
County was left unassigned.

Docket ¥o. ES-63 Piedmont and CPEL were assigned
territory in Orange County which UNC
now seeks.

Docket No. ES-u8 This docket remains unassigned but
: piuke afd Piedmont have requested
assignmant of terrltory which ONC now

seeks.

The Commission treated the filing ¢f the service area maps
by UNC as a request for assignment of territory and a motion
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to reopen <he above dockets to the extent that territory
sought by UNC was left unassigned or was.assigned to another
supplier. Being of the opinion that the matter affected the
public ‘interest, the Commission by Order date of Rugust (3,
1973, reopened the above captioned dockets for the purpose
of assigning territory to UNC, consolidated said dockets for
public hearing on’ October 18, (973,. and required INC to
publish notice of the hearings.

Such notice was published on September 20 and 27 and on
October 4 and [|, {973, in the - Chapel Hill Newspaper, a
newspaper published daily, except Sunday, having general
circulation "inm Chapel Hill and wvicinity.  The notice
provided that anyone desiring to protest or intervene should
£ile such protest or intervention at 1leas%t ten {10} days
prior +to the hearing. On September 26, 1973, Petition for
Leave +to Intervene was filed by Consupers Utility
Corporation of Orange County, the Municipalities of Chapel
Hill and Carrboro and the Caunty of Orange. Leave to
intervene ‘was granted by Comnissién order on September 26,
}1973. No other protests or interventions were filed.

Following this Coamission's Order dated August |3, |973,
Carclipa Power & Light Company, Duke Power Company, Piedmont
Electric Menbership Corporation, and OUniversity Enterprises
of the Oniversity of North Carclina at Chapel Kill continuned
the extended negotlatlons, Hhich they had heen conducting
over a considerable period- time, to present to the
Commission an agreement with respect to an equitable
allocation of service areas among then. On  Seoptember 28,
1973, a prehearing’ conference was held by all parties and
the Commission Staff in the Cemmission Library. At .such
conference, it "appeared that CPEL and UNC were.in coangplete
agreement conceraing allocation of the territories sought by
ouC.. Duke and Piedmont were no*t in complete agreement with
UNC but expressed confidence that further negot;atlons would
result in complete agreement.

These negotiations led to complete agreenent with respect
to service areas, whereupon tha above parties filed a Joint
Motion requesting this Commission, in accordance with public
convenience and necessity, to hake certaim area assignments
in +his consolidated proceeding. After having had
opportunity to review and examine the allocation proposed by
the electric suppliers in their Joint Hotion, the
Intervenors notified the Commission that +they had no
ohjection +to “the proposed allocation and assignment of
territory. Since no facts remained to be contested at a
public . hearing, the Commission concluded that the Joint
Motion should be determined without hearing based ugpon the
applicaticn, the verified Joint Motion and the records of
the Conmmission, The hearing, which had been rescheduled for
¥ovember 1[4, |973, was cancelled by Commissicn Ordar dated
Novenber {3, 1973.

Attached to this Joint Motion, and marked Exhibits a, B
and C, are maps of Chatham, Durham, and Orange Counties.
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These 'maps, through use of and by reference to thé léegends
thereon, show the areas which the above parties havée agreed
to reguest the Commission to assign to CPEL, Duke, Piedmont
and UNC Flectric and the ars2as which the above parties have
.agreed to reguest be designated as unassigned.

As ‘'part of their agreement upon area assignment, Piledmont
and UNC Electric have mada a specific agreement with respect
to a line owned and operated by UNC Electric, beginning at
the point at which UNC Flectric now furnishes service to one
retall customer at the intersection of Orange County Roads
Nos. 1937 and |005 and extending along Roads Nos. (005 and
|942 ' to UNC Electric's television tower, which is served at
the end of such line. UONC Electric does mot now and ‘never
has furnished electric service %o any other custoper from
this line .extension, in conformity with an agreement between
UNC Electric and Pledmont ‘years ago when this extension was
constructed. WNith respect to this line extension and the
area aroind it, UNC Electric and Piedmont agreed to reguest
the Ccommission to take the following action:

a. To assign the area in which the line extension is
located to Piedmont, as is 'indicated on the attached map
of Orange County, marked Bxhibit C; and

b. Toc approve UNC Elactric's agreement that so long as
it owns the line extension, it will not furnish service
from said line to any other premises unless crdered g0 to
do by the Comnission.

Based upon the wverified Joint Notion and the records of
the Commission, the Commission makes the following -

FINDINGS OF FACT

|- Carolina Power & Light Company and Duke Power Company
are corporations duly organiz2d and existing as public
utilities under the laws of the State of North Cardélina,
Piedmont Electric Membership Corporation is an electric
membership corporation duly organized and existing under the
laws of the State of Worth Carolina. University Enterprises
of +the University of North Carolina at Chapel Hill is a
public utility according +o¢ the provisioens of G.5. 62-
3{23)e.

2. All of the above-named applicants are Welectric
suppliers" as defined in Section 62-110.2(¢(a)3 of the General
statutes of North Carolina, and as such are authorized to
apply to the Comrission for assignments of service areas in
accordance with public convenience and necessity pursuant to
Section 62-(10.2{c) of the General Statutes of North
Carolina.

3. Carolina Power & Light ce¢mpany, Duke Power Company,
Piedmont Electric Menmbership Corporation, and University
Enterprises of +the University of North Caroclina at Chapel
Hill are authorized to furnish and for many years have been
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furnishing electric service to the public for compensation
in the counties of Orange, Durhawm, and Chathan.

g, No other electric suppliers as defined in 6. S. 62-
110.2¢a}3 operate in the areas in oOrange, bDurham, and
Chatham Counties covered by this application, amrd ne
electric suppliers serving in other areas of +these or
adjacent counties assert any ¢laim for assignment to them by
the Conpmission of any of the areas covered by this
application.

5. Carolina Power & Light Company, Duke Power Company,
Piedmont Electric Membership Ccorporation,. and Oniversity
Enterprises of the University of North Carolina at Chapel
Hill conducted extended negotiations with respect to Orange,
burham and Chatham Counties and the designation of assigned
and unhassigned areas therain,; as ccontemplated under chapter
287, Public Laus |965, now codified in Chapter 62 of the
General Statutes of North Carolina. As a result of these
negotiations, a Jjoint agreement was treached between the
applicants covering areas in oOrange, Durhas -and Chathanm
Counties; which are outside the corporate 1imits of
nunicipalities and more than-three hundred (300) feet from
the 1lines of any electric surplier and which are subject to
assignment by this Commission under Section 62-1{0.2{c} of
the General Statutes of North carclina.

6. Maps of Orange, Durham and Chathasm Counties were
filed as Exhibits A, B and C to the Joint Motion; said maps
through appropriate symbols and legends designate the areas
which applicants request the Ccmmission to assign, and also
designate certain areas requested to be unassigned to any
electric supplier.

7. Sald maps showv that each supplier has existing lines
and facilities either in or in close proximity to the areas
which it seeks to have assigned to it. Each supplier is
capable of rendering adequate and dependable service in the
areas for which it seeks assignment.

CONQLOSIONS

The Ccmnission finds and concludes that the assignment of
areas to the parties as designated by appropriate synbols
and legends on the wmaps €filed with the Joint Motion as
Exhibits . A, B and ¢ is in accordance with public convenience
and necessity.

IT IS, THEREFORE, ORDERED:

That the Joint Hotion of Carclina Power & Light Company,
Duke Power company, Piedmont Electric Memkerskip Corporation
and University Enterprises of the University of Worth
Carclina at Chapel Hill for area assignment be, and the sane
hereby 1is, approved; and tha areas in Orange, Durham, and
Chatham Counties subject to this proceeding which are
situated more thar three hundred (300) feet from the lines



SERVICE AREAS 217

of any electric supplier and outside the corporate limits of
any municipality are assigned to the respective applicants
or designated as unassigned, all as shown on Exhibits A, B
and C, which are on file with this Commission and are
incorporated herein by reference and made a part of this
order as fully as if set out harein.

ISSUED BY ORDER OF THE COMMISSION.
This the |8th day of December, |573.

NORTH CAROLINA UTILITIES CCMMISSICN
Katherin2 M. Peele, Chief Clerk

(SERL)

DOCKET NO. ES-20, SUB |
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Petition of John A. Maddox and 40 Others for )
Reassignment of Service Area from Unassigned ) RECOMMENDED
+o Rutherford Electric Membership Corporation ) ORDER
Because of Discrimiration in Rates by the ) DISMISSING
Town of Kings Mountain ) PETITICN

HEARD IN: city Council Chamber, Ccity Hall, (|2 South
Piedmont Avenue, Kings Mountain, North
carolina, on Septembar |3, [973, at 9:30 a.m.

BEFORE: Hearing Commissioner Hugh A. Wells
APPEARANCES:
For the Defendant:

Jack H. White, Esq.

Davis and White

Attorneys at Law

115 E. Mountain Street

Kings Mountain, North Carclina 28086
Appearing For: City cf Kings Mountain

For the Respondents:

Hellis M. Owens, Jr., Esq.
Oowens and Arledge
Attorneys at Law
Box 885, Rutherfordton, North Carolina 28}39
Appearing For: Rutherford Electric
Mambtarship Corp.
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George W. Ferguson, Jr., Esg.

Duke Power Company

P. 0. Box 2|78, Charlotta, North Carolina
Appearing For: Duke Power Company

For the Commission Staff:

Robert F. Page, Esq.

Assistant Commission Attorney

North Carolina Utilities Ccemission

P. 0. Box 99), Raleigh, North Carolina 27602

WELLS, HEARING COMMISSIONER. This proceeding was
instituted by a petition filed with the Commissicn on
February 8, (973, by John A. Maddox and 40 others requesting
reassignment of a service area from unassigned to assignment
to Rutherford Electric Membarship Corporation. The petition
alleged discrimination in rates and excessive rates charged
to petitioners by the Town of Kings Mountain, which served
them with electric power. The petition followed an initial
letter of inguiry received by the Commission frcm John A.
Maddox and others on January 9, |973. The Commission being
of the opinion that the petition affects the puklic interest
served the petition on Rutherford Electric Membership
Corporation and Duke Power Company by order dated March 5,
1973, and by that order required answers to be filed by Duke
and Rutherford and dinstituted an investigation into the
matter.

on April 2, 973, Duk2 filed Answer to the petition; an
April 3, |973, Rutherford Electric Membership Corporation
filed its Answver. on April 5, 1973, the Town of Kings
Mountain filed an Answer to thes patition as an interested
party. Oon April ||, 1973, notice to the petitioners of the
Answers filed and copies of same were given by the
Commission. In apt time +the ©petitioners advised the
Commission that the Answers wer2 not acceptable and that
they desired a public hearing to present evidence in support
of their complaint. By Commission order dated June 5, (973,
the hearing was set for the time, date, and place previously
indicated.

The matter came on for hearing on September |3, 1973, at
9:30 a.m. in the Council Chambers of the City Hall at Kings
Mountain, North Carolina. The Defendant and Respondents
were present and represented by counsel. The Ccmmission
Staff was present and was represented by counsel. Seven of
the signing petitioners were presant and offered testimony
in support of their contentions. The City of Kings Mountain
introduced a map of its linas and cffered the testimony of
its electrical system superintendernt. Rutherford Electric
Membership Corporation and Duks Power Company agreed to
submit a Jjoint map showing the location of their lines in
the area in question as a late exhibit. The City of Kings
Mountain stipulated that so 1long as petitioners in this
action remained customers of the City of Kings Mountain,
they would receive equal rate treatment with the customers
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of the City who live inside the city limits. .All parties to
the action stipulated and agreed that ({) the area in
question is completely outside of the corporate limits of
the City of Kings Mountain, lying and lteing in Cleveland
County;  {2) all the petitioners reside outside the corporate
limits of Kings Mountain and in Cleveland County, the area
in guestion; (3) the area in guestion was the subject of
consideration by the Comnission for assignment in Docket Wo.
ES-20 and was, in that docket, assigned .as an wunassigned
area; (4) the City of Kings Mountdin has.certain pover limnes
in the, area in gquestion which are presently serving the
petitionérs and which lines are located as shown on Kings
Mountain Exhibit |; and (5) both Duke Power Company and .
Rutherford Electric-Membership Corporatiom have lines in the
vicinity of the area in gquastion and such lines are Ilocated
as shown on a composite map to ke introduced as & late
exhibit by Duke and Rutherford. . )

other egvidence, principally the testimony of the
petiticners and the city electric system supervisor tended
to support the stipulations and, in addition, tended tc show
that: both the City lines and the -Rutherford 1lines cross
the petitioners' property, with +the City 1lines being
slightly closer to the buildings, houses or improvements on
the property; the area in gquestion lies generally one-half
mile to three miles south of the corporate 1limits of the
Ccity of Kings Mountain, south of Interstate Highway B85 and
along W. C. Highway [6]| and N. C. State Road 2289, which are
known as TYork Road and Galilee Road, respectively; many of
the petitioners are served by Rutherford Electric Membership
corporaticn, such service consisting of courtesy lights or
service drops to outlying bulldings; petitioners had for
many years been paying +twenty percent (20%) -‘mors per
kilowatt hour for electric power from Kings HMountain +than
customers of Kings Mountain 1iving inside the corporate
boundaries of the City for no ather reason than the fact
that petitioners did not 1live in the City; this twenty
percent (20%) surcharge was rTenoved as of .the ~February,
1973, billing period and has not been reimposed, although
city officials would not or could noet guarantee +that said
surcharge would not be reimposed; petitioners could not
obtain a satisfactory explanation of the tariff or schedule
of rates under which they were being charged; petitioners
are generally well satisfied with city maintenance and
repair service and basically object only to the rates being
charged them, specifically as to the former surcharge; the
voltage in the city lines has recently been stepped up and,
according to rTecent engineering analysis by independent
consultants, is sufficient to render adequate service to
petiticners and other gity customers in .the areas;
petitioners would prefer to be served by a supplier over
whose rates they or the Commission could exercise control,
put so long as their rates are the same as city customers
living within the city linits they are satisfied;
petiticners approached the Rutherford Electric -Hembership
Corporation seeking to be served by Rutherford but were
refused such service unless and until they were released by
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the City of Kings Mountain, hut tha City has not aqreed to
release thenm. :

Based wupon thorough and carafal consideration of the
record, the testimony and exhibits making the evidence in
this matter, the Commissioensr makes the following

FINDINGS OF FACT

1. This mpatter is a complaint proceeding filed pursvant
to North Carolina G. 5. 62-73 seeking relief from allegedly
discriminatory rate charges. The petitioners request the
-Conmmission to change the assignment of their area from its-
present status of assigned as unassigned in Docket No. ES-20
to assigned to Rutherford Electric Merbership Corporation in
this docket, thereby affording them relief from the alleged
discrimination in rates.

2. Duke Power Company is a public utility as defined in
Chapter 62 of the North Carolina General Statutes and is a
corporation engaged in the business of rproducing,
generating, transmitting, delivering or furnishing
electricity for the production of light, heat or pover to
and for the public for compznsation within its certificated
area which includes -territory adjacent to the area in
guestion. Rutherford Electric Membarship Corporation is a
corporation duly organized under the laws of .North Carolina
"withcertificated territory adjacant to the area in question
and principal offices in Rutherfordton, North carelina.
Both Duke and Rutherford aré electric suppliers as defined
in Section [|0.2 of Chapter 62 of the General Statutes of
FNorth Carolina. Both Duke and Butherford are, therefore,
subject to the jurisdiction o¢f and are properly before the
Comnmission with respect to the subject matter of this
proceeding. .

3. The Town of Kings Hountain is a municipality having
been incorporated by an act of the General Assembly. The
Commission takes Judicial notice of Chapter 360 of the
Private Laws of North Carolina of {909, as amended and
revised. As a nunicipality, Kings Mcuntain is excluded from
the defipition of a public utility provided hy Chapter 62 of
the General Statutes of North carolina.

4. Petitioners, each and all, are persons having an
interest in the subject.matter of the petition or conglaint
and, as such, are proparly bhefore the Commission in this
proceeding. Each and all of the patitioners reside in or
operate a business in the arca in guestion. Petitiomners
apount to approximately ninety-five percent (95%) of all
persons presently receiving electric power frop the City of
Kings Hountain in the area in question. ’

5. The area in questicn is a narrow corridor beginning
on North Carolina Highway |6] at a point approximately one-
half {[/2) mile south of Interstate Highway 85 in Cleveland
‘County, and extending therefrom in a southerly direction
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approximately two {2) miles along North Caroclina Highway |6|
and North carolina State Road 2289, The area in gquestion
lies entirely in. Cleveland County and is located wholly
outside thé corporate limits of the City of Kings HMountain.

6. The Commission takes judicial notice that the area in
question was the subject of consideration for territorial
assignoment pursuwant +t¢ Y¥orth Carclina G. S. 62-110.2 in a
previous Commission proceeding under Commission Docket Wo.
ES=-20. In that docket the area in guestion was assigned as
an unassigned area.

7. Each and all’ of the petitioners is served with
electric power by the City of Kings Mountain from 1lines
.belonging to the city which cross petitioners' properties.
futherford Electric Memhership Corporation owns lines which
cross or abut the property of almost all of the petitioners.
Rutherford serves many of +the patitioners with courtesy
lights or drop 1linés to outlying buildings on their
property. Duke Power Company has several lines in close
proximity +to0 the area in question. Bt present, Duke servaes
none of tlhe petitioners.

8. The quality of <the electric power furnished to
petitioners is good, and the standard of maintenance and
repair furnished by the City is high. The rates presently
being charged to petitioners by the City are the same rates
being charged +o customera of the City who live within the
corporate boundaries of Kings HMountain. The city has
stipulated and the <Comnission specifically finds that the
city will continue to furnish equal rate treatment to the
petitioners as long as they remain customers of the City.

Based upon the. foregoing Findings of TFact, the
Commissioner makes the following

CONCLUSTIONS

The petition and réguest for public hearing were grounded
on the contentions that the City of Kings Hountain had
practiced, was practicing and would continue to practice
diserimination in the rates charged tc.petitioners vis a vis
residents of the City merely because petiticners lived
outside the corporate boundaries of the City. A1l of the
evidence clearly demongtratas that such discrimination
ceased from and after the February |, 1973, billing vpericd,
that such discrimination is not now being practiced by the
City and that as long as petitioners remain customers of the
city, such discrimination will not again occur. The
Commissioner, therefore, concludes that the petitioners?
principal complaint has been satisfied and that the petition
should te denied.
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Accordingly, IT IS, HEREBY, ORDERED:

That the relief requested by the petitioners is denied and
the petition of John A. Maddox and 40 others filed with this
Commission on February 8, {973, is dismissed.

ISSUED BY ORDER OF THE COMMISSION.

This the |0th day of October, {373.

NORTH CAROLINA UTILITIES COMHISSION
Anne L. Olive, Deputy Clerk

{SEAL)

DOCKET NO. EC-59, SUB 9
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of

The Transfer of Electric Service Areas ) ORDER .

of Ocracoke Electric HMembership Corpeo- ) TRANSFERRING
ration to Tideland Electric Meabership ) ELECTRIC SERVICE
Corporation ). REREAS

BY* THE COMMISSION. Upon consideration. of the record
herein, including the allegations containéd in the verified
Application, and it appearing, and the Commission finding,. .
that Tideland Blectric Membership Corporation ("Tideland")
and Ocracoke Electric HNembership Corporation ("OcracokeM
have entered into, and effactuated as of January (, (973, an
agreement whereby Ocracoke has +transferred, conveyed and
assigned all of its assets of whatever kind +to Tideland,
which in turn will assume totally all of oOcracoke's
liabilities and obligations, effective as of Midnight EST
Decembher 3, 19723 that the United States Rural
Electrification Administration has given its preliminary
approval to the plan of combination; that the Ccmmissien by
order has heretofore, pursuant to G.$. 62-|10.2(c), assigned
certain electric service arsas tao Ocracoke, and designated
certain areas as beiny unassigned, in Hyde County, Worth
Carolina, via Commission Qrder of August 26, (969 in Docket
No. ES5-U46, the same being herein incorporated by reference:
and it appearing that said assignment should be transferred
on the records of the Comnission as hereinafter ordered;

IT IS, THEREFORE, ORDERED +that the Application for
transfer of electric service -areas filed herein by Tideland
apd Ocracoke Electric Membership Corporations is hereby
approved; and that the map on fila with the <Commission in
electric service area assignmant Docket No. ES-86 is hereby
amended to show that the electric service areas heretofore
assigned +to Ocracoke Eleckric Memkership Corporatich are
hereafter .assigned to Tideland  Electric Membership
Corporation, and the books and records of the Utilities
Commission shall hereafter be amended to show +that all
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electric service areas heretofore -assigned to Ocracoke
Ele¢ctric Membership Corporation are nov and hereafter
assigned to Tideland Electric Hembarchip Corperatiom.

ISSUED BY ORDER OF THE COMMISSION.
This the {8th day of May, 1973.

NORTH CAROLINE UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET KO. E=-7, SUB |62
BEFORE THE NORTH CAROLINA UTILITIES COHHiSSION

In the Matter of
Duke Power Compahy - ) ORDER GRANTING AUTHORITY
Application Regarding ) TO GUARANTEE PAYMENT OF
Guarantee of Mining ] FEDERAL BLACK LUNG BENEFITS
Subsidiary's Federal ] BY EASTOVER MINING COMPANY
Black Lung Obligations )

This cause comnes befora the - Commission upon the
Application of Duke Power Company {"Applicant") filed under
date of December (8, |973, by its ccunsel, Raymond RA., Jolly,
Jr., wherein authority of +th2 Coamigsion is =ought as
follows:

To gquarantee Eastover Mining Company's obligations under
the Federal Coal #iine Health and Safety BRct of |969, as
anended. .

FINDINGS OF FACT

|. Duke Power Company is a corporation organized and
existing under the laws of the State of North Carclina, with
its principal office at 422 Scuth Church Street, Charlotte,.
Worth Carolina, and is a public utility operating 4in North
Carolina and South Caroclina, where it is engaged in
generating, transmitting, delivering * and furnishing
electricity to the public for compensation.

2. Eastover Mining Company ("Fastover"), a corporation
organized and existing under tha laws of ‘+the State of
Kentucky with its principal office at Brookside, Kentucky,
is a wholly owned subsidiary of Applicant engaged in wmining
coal in the States of Kentucky and Virginia for wuse by
Applicent in the generation of elzactricity.

3. Pursuant o the Federal Coal Mine Health and Safety
Act of 1969, as amende=d, all coal mine operators, including
Bastover, must by Janwary [, [974, make provision for
payment of pmreumoconiosis (Black Lung) «claims by either
qualifying as a self-insurer or obtaining a policy of
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insurdnce to guarantee payment of  claims- for which the
operator may be found liable under the Rct.

4, Because of +the high rates charged by commercial
insurance companies for policies ¢f insurance which would
pay claims as provided undar the Act, a self insurance
program supplemented by commercial insurance coverage with
high deductibles is likely to result in substartial annual
savings in Eastover's operating costs which savings will, in
turn, be reflected in the cost of coal mined by Eastover and
sold tc Aprlicant for use in ganerating electricity to serve
the public as a utility.

5. The 0., S, Department of Labor has refused to further
consider Eastover as a self-insurer unless:-Applicant signs a
quarantee of payment of all of Eastover's obligations under
the Act and by regulations promulgated pursuant to the Act,
the Department would nmost 1ikely +take the position that
Applicant is liable, even if Applicant does not &ign the
guarantee, to the extent that Bastover fails to meet its
obligations under the Act.

6. Although Applicant's guarantee to pay is contingent
upon Eastover's failure to meet its ocbligations under the
Act, the amount of payment upon such contingency would be
substantial, As its gudrantee for such eventuality,
Applicant  proposes to purchasé an indemnity bond in the
amount of $486,000. This guarante2 is a stop-gap measure,
designed only to run until the State provides adequate black
lung benefits,

7. The amount expended by the. Applicant upon the failure
of Eastover to meet its obligations must be borne by either
the ratepayer, as an operating expense, or the Applicant's
shareholders, as an income deduction.

CONCLUSICHKS

|- From a review and study of +the Application; its
supporting data and other information in the files of the
Commission, the Commission is of +the opinion and so
concludes that Applicant's proposed guarantee is:

fa) For a lawfyl object within tke corporate purposes of
the petitioner;

{b) conmpatible with the public interest;

(c) HNecessary and appropriate fcr and consistent with the
proper performance hy patitioner of its service to
the public and will not impair its ability to perform
that service; and

{d) Reasonably necessary and appropriate for such
*  purposes,
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2. The Commission further concludes that in the event
Applicant is required to pay over any amount for black lung
benefits, such expenditure resulting from the above shall be
excluded, for ratemaking purposes, from a determinaticn _of
the rate of return allowed ‘on the common stockhclder's
equity.

IT IS, THEREFORE, CRDERED that Applicant be, and it is,
hereby authorized, empoweréd and parmitted, consistent with
the Conclusions set forth abova, to guarantee payment of all
Eastover Mining Company's obligations incurred under the
Pederal Coal Mine Health and Safety Rct of 1969, as amended,
by signing a guarantee substantially ip the form shown in
section IX of Appendix I of its applicatiom. '

ISSUED BY ORDER OF THE COHMISSION.
This the 20th day of December, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine d. Peele, Chief Clerk

(SEAL)

DOCKET NO. E-22, SUB |55
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the HMatter of
Virginia Electric and Powar ) ORDER GRANTING AUTHORITY
Ccompany-Application for Authority ) TO SELL NUCLEAR FUEL AND
to Sell N¥uclear Fuel and Purchase ) PURCHASE UNDER CCNTRACT
Under Contract the Heat Generated ) TEE HEAT GENERATED
Therefrom . ) THEREFROM

This cause came before the Commnission upon an application
of Virginia Electric and Power Ccmpany (VEPCQ) filed May 23,
{973, wherein authority is sought by VEPCO to sell Nuclear
Fuel and purchase under contract +the heat generated
therefron, as described below.

Based on the evidence of record herein, the records of the
Commission, and the verified tepresentations in the
application, the Commission makes the following:

FINDINGS OF FACT

1. VEECO is a corporation duly organized and existing
urder the laws of the Commonwealth of Virginia, with its
general offices in Richmond, Virginia, and is authorized to
angage in +he businass of ganerating, transmitting,
distributing and selling electric power in the State of
North Carolina. It is a public utility under <the Jlaws of
North Carolina, and as such is subject to the jurisdiction
of this Commission.
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2. VEPCO presently owns |57 fuel assemblies (comprising
the initial core) of Nuclzar Fuel at i+s Surry Nuclear Power
Station in Surry County, Virginia, now being utilized to
produce heat for the operaticn of Surry Unit No. 2 and it
plans to acqguire from  +imz to +time .additional fuel
assenblies to replace those assemblies which ‘have bLeen
depleted (all such assemblias being referred to hereafter as
the Nuclear Fuel), The {57 fuzl assemblies presently owned
are described in Exhibit I to the application.

3. The proposed transaction would reduce the amount of
new -securities +to bz sgold in aid of VEPCQ's 1973
censtruction program. The proposed transaction, which is
described in the application, is as follows:

(a) VEPCO would +transfer +th= |57 fuel assenmblies, free
from the lien of its Indenture of Mortgage, to National Bank
and Trust Company, Charlottesville, Virginia (the Trustee),
under a Trust.Agrazement botween ths Trustee and Union Bank,
a california  corporation, as Trustor and Beneficlary.
Pursuant to a Heat Supply Contract (the Contract) between
VEPCO and the Trustee, the Trustee would agree to acquire
the Nuclear Fuel and to s=211 to VEPCC the heat gensrated
thereby. VEPCO would agree to pay for such heat owver the
life of the Contract whether or not generated by the Nuclear
Fuel or takem by VEPCO. When depleted, the Nuclear Fuel
would ke s¢ld by the Trustee to TEPCO at its +then fair
narket wvalue in accordance with the terms of the Contract.
The Contract would have an initial term of 5 years and could
be extended until 2023.

(b To obtain funds to pay for, or to reimburse VEPCO for
the Nuclear Fuel, the Trustee would issue and sell its
proniszory notes (tha Notes) in the ccnmercial paper market
{at the rate of interest current at the time, maturing from
5 to 270 days from the date of issue). To improve ths
marketability of the Notes, they would be sSupported by
irrevocable letters of. credit issued by Union Bank (the
Bank) pursuant to a Credit Agrasemant between +the. Bank and
the Trustee. The Credit Agreem2nt would also provide that
upon the occurrence of certain conditions, the Trustee would
borrow directly from +the Bank and isswe +the Trust's
promissory notes to the Bank (the Punded Notes) to evidence
such borrowings. The rate of interest of such Funded Notes
would be equal to +the higher of the Bank's short-term
commercial prime rate divided by 0.8 or the rate for federal
funds in an open market (weekly average) plus |/4%. The
Notes would be marketed on a discount basis to provide the
dealer with the customary gross spread of [/8th of |%. The
Bank would he entitled to a fee at the rate of 3/4ths of 1%
per annum on the average daily amcunt of all outstanding
Notes. These arrangements would provide. (00% of the
original cost of the Wuclear Fuszl, exclusive of allowance
for funds wused during construction, plus capitalized costs
of this transaction and exclusive of +the value of fuel
burned through HWay 31, (973. VEPCO would not. make or
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guarantee the Notes, the letters of credit or the Funded
Notes.

{(c) VEPCO would have the absolute obligation to take or
pay for the heat generated by the Nuclear Fuel and the right
to take such heat in guarterly installments which wounld
include amounts allocated against burn-dup charges and
financing charges. A1l expenses of the transaction are to
be paid either by VEPCO or by the Bank out of -its fee.
VEPCO is +to have the absoluta right to possess, use and
manage the Nuclear Fuel during the +term of the Contract
subject cnly.to its provisions.

{d) While VEPCO .- is assuming the risks of ownership in a
financial sense, the Contract payments for heat are such
that it will not build up a material equity in the property;
accordingly, the Company proposes to account for the
transaction as a contract for the futurée purchase of a
comnodity. VEPCO proposes to charge its payments under +the
Contract to fuel expense,

4. Expenses and fees to be paid by VEPCO in connection
with the negotiation and consummation of +he transactions
described 1in this Order or in the application are estimated
not to exceed $63,000.

CONCLUSICHS

From a review and study of the application, its supporting
data and ether information in the Conmission's files, +the
commission is of the opinien and so concludes that the
transaction herein proposed is:

(a) For a lawful obdject within the corporate purposes of
VEPCO:

{b) Compatible with the public interest;

{(c) Necessary and appropriata for and consistent with the
proper performance by VEPCO of its service to the
public and will not dimpair its ability to perform
that service; .

(d) Reasonably necessary and appropriate for such
purposes.

IT IS, THEREFORE, CRDERED, That Virginia Electric and
Power Company, be, and it is hareby, authorized, enpowered
and permitted, subject to +the limitations 'contained in
paragraph 2 below:

. To enter into the transaction described in this order
and in the application, including the assumption of +the
cbligations set ount in +the Contract, and to execute such
instruments, documents and agre=ments as shall ke necessary
or appropriate in order to effectuate such transaction,
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2. Tc ., devote the proceeds of the transacticms described
in this crder and in the application +to the purposes set
forth in the application.

3. To account for the tramsaction as a contract for the
future purchase of a commodity and t¢ charge the payments
ander the Contract to fuel expense.

IT IS FURTHER ORDERED That neither the Trustee nor the
Bank will render any service to the public-as a utility or
exercise any of the rights and privileges or bear any of the
duties or obligations of a public utility or public service
company, and therefore both the Trustee and the Bank, and
eich of them, shall not be considered a public utility or
public service company by reason of the transactions
described above and in the agplication.

IT IS FURTHER ORDERED That VEPCO file with this Commission
within thirty (30) days after +the consuamation of the
transactions described in this crder and in the application,
a report setting forth the final terms of such transactioms
(including the price received by VEPCO for the first |57
fuel assemblies of Nuclear Puel and the expenses of the
transaction}, and within such time VEPCO shall f£ile with
this commission a copy of the Bill of Sale, Contract, Credit
Agreenment and all other instruments, documents and
aqreements entered into by VEPCO that are material t¢ the
transaction and the £final form in which the same are
executed; and that this proceeding be, and the same is,
continued on the docket of the Commission, without day, for
the purpose of receiving the aforementioned documents and
the terminal results of th2 trarsactions, as hereinabove
provided, and nothing in this order shall be construed to
deprive +this Commission of its regulatory authority under
law or to relieve VEPCO from complying with any law or the
Commission's regulations.

ISSUED BY ORDER OF THE COHMISSION.
This the 30th day of May, |973.

NORTH CAROLINA OUOTILITIES CCHMISSION
Ratherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO. G-2|, SUB 90
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of North Carolina Natural )
Gas Corporation for an Adjustment of ) ORDER DENYING
Its Rates and Charges ) INCREASE
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HEARD IN: Commission Hsaring Room, Ruffin Building, One
West Morgan Street, Raleigh, North Carolina, on
October 31, |972 and November |, [972.

BEFORE: Chairman Marvin R. Wooten, Presiding ‘and
Commissioners John W. McDevitt, Hugh A. HWells
and Miles H. Rhyne (See Note Page 2{)*

APPEARANCES:
For the Applicant:

Donald W. HcCoy, Esg., and Alfred E. Cleveland, Esq,
HcCoy, Reaver, Wiggins, Cleveland & Raper

Attorneys at Law

Box 1688, Fayestteville, North Carolina

For the Intervenors:

Jd. A. Bouknight, Jr., Bsqg.

Tally, Tally & Bouknight

Attorneys at Law

Box |660, Fayetteville, Nerth Carolina

Appearing for: Hunicipalities of Greenville, Monroe,
Kocky Mount and Wilson, N. C.

I. Beverly Lake, Esqg.

Assistant Attorney Genaral

Ruffin Building

Raleigh, North Carclina

Appearing for: Using and Consuming Public

For the Commission Staff:

William E. Anderson, Esq.

Assistant Commission Attornay

North Carolina Utilities Coamission
Ruffin Building

One West Morgan Street

Raleigh, North Carolina 27602

BY - THE COMMISSION: This proceeding was instituted by the
filing of an Application on May 25, {972 by North Carolina
Natural Gas Corporation (hereinafter also gtyled "H. C.
Natural" or "the company") in which it seeks an increase in
its rates and charges for natural gas service. On June |5,
1972, the Conmission issued its Order declaring the
proceeding to be a general rate case, suspending the
proposed rates, setting a *est period ending Hay 2Y, 1972
and requiring the Petitioner to f£ile a revised Application,
with exhibits, in accordance with the updated +test period;
the revised Application and 2xhibits were filed on July |4,
1972, : ‘

On October 9, 1972, the nmunicipalities of Greenville,
Monroe, Rocky Hount and Wilsen, ¥orth Ccarolina f£iled a
Petition for Leave _ to 1Intervene alleging that said
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municipalities own and operatz natural gas distribution
systems serving their citizens and customers, purchasing
natural gas at wholesale from WNorth Carolina WYatural Gas
corporation and selling such gas at retail.

On october [2, (972 the Attorney General filed a Notice of
Intervention which was allowed by Order issued October (8,
{972. ~ Also on October (8, |972, the Commission issued its
order allowing the intervention of the municipalities of
Greenville, Monroe, Rocky Mount and Wilsen (hereinafter also
collectively styled "municipalitias").

On October [2, [972, the municipalities filed a Moticn for
an extension of time in which to file expert testimony,
vhich wvwas allowed by Conmission Order issued October (8,
1972,

on October 20, (972, the company filed amended exhibits
and the wmatter came on for hearing at +the +tibe and place
designated by prior Commission Qrder. When the matter was
called for hearing, N. C. Natural's filing was amended 'so
that +the exhibits would reflect Commission approval of a
tracking increase effective October |, (972, in Docket Vo,
G-21, Sub 94, N. C. Natural alsc filed the requisite
affidavits of publication of notice.

STIPULATIONS

Certain stipulations were proposed and agreed upon prior
to the offering of testimony, as follows:

{. That N¥. C. Natural responded to a request by
municipalities for studies evidencing the need for a
sixty day working capital allowance as follows:

"The sixty day working capltal allowance for
operating and maintenance expenses is
traditional in rate filings for ‘utilities over
the year. Therefore, no study to substantiate
this period was made." :

2. That in respongse to Municipalities' request for
estinmated construction expenditures for' the years
{973 _through (975, ¥§. C. Natural responded as
follows: 973 - $3,000,000; (974 - $3,000,000; {975 -
$5,000,000,

SUMMARY OF EVIDENCE

Mr. Frank Barragah, Jr., President and a Director of N. C.
Natural, testified that N. C. Natural is engaged in the
transeission and distribution of natural gas in 658
compunities in 28 counties in eastern North Carolina,
including gas sales +to four municipal gas distribution
systens and 80 industrial pipeline customers, serving
approximately 65,000 -customers; that N. C. Ratural earned
its first profit in the fiscal year (964, having had a
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general rate increase in (96| and having had a number of
rate reductions and "tracking" increases Letween |[96] and
the present; <that N. C. Natural has not curtailed the gas
service to its municipal customars even though +their firm
loads have increased during the gas shortage; (Transco
curtailed N. C, NWatural's sales by 7.71% dnring the test
year); that the most recent debt financing occurred in early
1968 with an interest cost of 6.78%; that eqguity wmust be
increased by converting $3,000,000 of convertible bonds
presently outstanding in order to sell’ additional first
mortgage bonds on favorable. terms; that the company needs to
construct additional facilities at an estimated cost of at
least $7,000,000 +to meet projected peak day regquirements;
that the ccmpany has hot imposed restrictions on gas sales;
that ‘the -demand for natural gas in North Carolina Watural's
service area is increasing at an abnormal rate; and that VN.
C. Watural needs to improve its rate of return on the fair
value of its property to compete in. the capital market.

Mr. Barragan further testified that N. C. Natural has been
unable to recoup the total incraased purchased gas cost to
it from Transco through the tracking filings, that the
company estimated that the construction of the projected
peak shaving facilities would take place in |975; that the
last three years, 1969, (970 and 197] have been the hest
earning years that N. C. Natural has ever had:; that he was
quoted in Standard and Poor's as stating that "an wunusual
warm winter adversely affected revenues and earnings. That
average winter wveather would have increased ecarnings by 25¢
a share"; that depending on the dividend 'rate N. C. Natural
will be able to finance part of +the $3,000,000 estimated
construction budget from intarnal sources; that the
Commission treated the |97 tracking case .as a general rate
case and allowed a |2.71% Tate of return on equity; and that
a primary objective of N. C. Natural is to, keep the equity
ratio as it is at +the present tinme, plus the $3,000, 000
conversion of convertlble bonds into common stock.

Mr. William G. Hill, vice Presldent-Sales,-Horth Carolina
Natural Gas Corporation, participated in the preparation and
design of the proposed:rate schedules and testified that the
rates proposed to be Aincreased, the residential and
commercial schedules, would be increased |S¢ per MCF or an
average of |0%, the municipal schedules would be increased
8.444¢ per MCF or an average of [|2%, the contract industrial
sales would bé increased by 8.444¢g per MCF or about (4%; and
Rate Schedules Wo., 9 and ME-2 would be increased by 3.7¢ per
MCF; that in the design of thesa rates, he considered the
historical rate structure, +the value of the service being
rendered to the customer, the cost of the custemer's
alternate competitive fuel, and the need +to maintain a
balanced 1load growth and current and .prospective gas
supplies; that N. C. Natural's proposed domestic and small
comnercial heating rates would be approximately (8% 1less
than electricity, 30% less than propane and about the same
as No. 2 fuel o0il; that the cost tc the industrial customers
of N. C. Natural at the proposed rates is equivalent to
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coal; 40% less than No. 2 fuel o0il and approximately 20%
less than low sulfur No. & 0il; and that considering each of
the above factors, the proposed rates are Just and
reasonable and non-discrinminatory as between the various
classes of service furnished by N. C. Fatural.

Mr. Howard L. Ford, Vice President and Treasurer offered
testinony and exhibits reflecting N¥. C. Natural's operations
for the twelve months ended May 3|, 1972, reflecting pro
forra adjustments to gross operating revenues as follows:
{{) to annualize incredsed rates approved in Decket No. G-
21, Sub B89 in. the amount of $(,3]19,352, (2) to normalize
sales for the effect of temperature durirg the test period
in the amount of $262,956, (3) to eliminate.revenues in the
amount of $405,994 for the sale of gas volumes relating to
the ACQ-2 contract which-had expired, (4) to adjust revenues
tc normalize firm gas sales to Parmers Chemical Association,
Incorporated, in the amount of $9t2,056, which he amended to
$833,743; that the operating expenses reflect pro forma
adjustments (|) to increase the cost of purchased gas
associated with Docket ©No. 6-2{|, Sub 89, (2) to eliminate
the cost of ACQ-2 gas purchases, (3) "tc increase the cost
of gas for demand charges on curtailed.volumes of gas not to
be reimbursed by c¢ompany's supplier®™ in +the amount of
$394,430, and (4) various pro forma adjustments to operation
and maintenance expenses; an annualization factor of 2.7344%
vas added “to the resulting net operating income, producing
an adjusted net operating incoms of $2,87(,98{ (before +the
amendment to the FPCAI pro forpa ddjustment); that the
investment in gas utility plant in service was 383,654,285
after deducting the accumulated provision for depreciation
and contributions in aid of construction and after adding
materials and supplies in the amount of $659,522 and cash
working~capital in the amount cf $2,024,488; that the rate
¢f return on said net invastment in utility plant plus
allowance for working capital after the FCAI amendment is
€.71%; that +the company's rroposed rate adjustsent would
produce net operating income for return in, the amount of
$1,182,694 for a rate of return on said net investment of
9.39%; and that the proposed rates would produce a rate of
return on -equity of [6.40%, based on an adjusted aquity
figure of $|4,656,94] which was produced by (1) deducting
from eguity the accounting and pro forma adjustments in the
amount of $817,696 and the unrecovered purchased gas cost of
$28,811, and (2) adding to equity the additional net
operating income available taq ccmmon eguity which would be
produced by the proposed rates in this case, in the amount
of %|,182,694, ’

Br. Ford £further testified that the pro forma adjustment
to revenues relating to Farmers Chemical in +the amount of
$833,743 is the annual revenuz loss which would result fron
sale of the volumes representad by that amount +to Farmers
Chemical on their contract whan Farmers Chemical is in full
operation, because those volumas are currently sold *c other
consumers at higher prices; that the adjustment of $833,743
is based on the assumption that Parmers Chemical would be
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consuming the- full contract volume of 50,000 MCF a day and-
in the event that occurred Parmars-Chenlical would.pay 'N. Cu
Natural a demand charge on the basis of 50,000 MCF rather
than on the basis of 35,000 McF, from which N. C. HNatural
would receive additional revenues-in the amount of $400,050;
that another assumption in the proposed pro forma adjustment
is that sales to PFarmers Chemical would be at {00% load
factor, although Parmers Chemical did not operate at a (00%
load factor during the test period; that the company's pro
forma temperature adjustment is based on Fayetteville degree
days only and not Fayetteville, Wilmington and Rcanoke
Rapids degree days and is computed on average NCF by degree
day without breaking it down to rate classes or steps as the
staff did; that the pro forma adjustment in +the anmount of
$394,430 increasing the purchased gas cost reflecting
curtailment volumes and priced out at +the current demand
charge was the subject of a Commission Order issued in
Docket No. G-2)], Sub 89 allowing a "tracking" increase of
.8 cents per MCF as a nmeans of recouping monies lost due to
the curtailment.

Mr. Arthur P. Gnann; Jr., Vice President - Qperations for
North garolina Natural, testified as to the replacement cost
of +the property of N. C. Natural vhich he determined at Hay
31, 1972 to be $59,853,U82; ha testified <that procedures
used in the development of replacement cost was to inventory
the plant and apply current prices of materials and labor;
however, since N, C. Natural had previously submitted such a
study it utilized its study made in bocket No. G-2|, Sub 6]
showing the replacement cost of plant and property through
September 30, |970; that to update this study for the HMay
31, 1972 test year, he sioply decreased the estirated
percent conditions and applied this factor to the current
cost at September 30, 1979 which produced reproduction cost
at May 31, |972 of plant in service as of September 30, 970
of $53,267,228 to which he added additions at cost from
September 30, [970 to May 3|, 1972 of $6€,586,2ui1; that this
results in replacement cost of $59,853,482; that current
costs of materials used in this study were derived from
invoices and quotations from vendors who currently supply
materials to N. C. Watural; that labor costs were developed
from the +two contractors currently being used by N. C.
Natural on a bid price basis establishing unit prices for
labor for laying pipelines; that developing the reproduction
cost he gave no weight to changes in design of +the systenm
vhich would offer the nost efficient use of plant for
service to the public at current prices, and made no
adjustment for changes in the art or for duplicaticn of
pipeline facilities. .

¥r. Glenn E. Anderson, Prasident of Carolina Sécurities
Corporation and a Director of North Carelina Natural Gas
Corporation, testified that bhe reviewed the £inancial
statements of the company, annual reports. to stcckhelders
and interim financial reports for the current fiscal year;
he testified that he compared the rate of return on average
capital to the rate of return earned Ly comparable
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conpanies; that the rate of return on average capital for

the test period was 8.98% and that the return on average

capital for the past sevan years has shown a gradual

increase from 6.01% in 1965 to 9.69% in |97| declining to

8.98% for the twelve months ending May 3|, }972; that ¥N. C.

Watural's return on eguity and return on total capital has

been historically low and only in the most recent 32 months

have they approached a level ~which could bhe considered

reasonahle; that whether N. C. Natural will have to increase
its egulty base in the near future will depend upon several

factors which cannot be determined at this +time; that +the

company's present line of ¢redit together with <funds
generated from other sources should cover its capital

expenditures for about two years; that corporate bond yields
will remain at or above present levels for the next year or
two particularly in the utilitias industry; that he selected

six companies comparable to N. C. Natural in 'size, revenue

and ¢type of business having a range of return on average

equity from a high of 2(.3% to a lov of 8.6% with an average

¢f [3.4% compared with |6.0% for North Carolina Natural Gas;

that the four companies showing thz lowest return on average
common equity received ratae increases which wvere not
reflected in the latest year's =2arnings and if earnings are
adjusted to add #0% of the amount ¢f these increases the

return on average eguity for those four after <the rate
increases would be {6.9%; that N. C. Natural needs a rate of.
return of 9% on its total capital; that W. C.. Natural has

done an outstanding Jjob of attracting capital under
difficult conditions, serving its customers and inproving

its financial condition and it is now in the most favorable
condition in its history to attract capital; and that N.” C.
Natural is being honestly and =fficiently managed.

Mr. Anderson further testified +that the decline in
earnings from year end {97| to |2 months ending Yay 3|, (972
would be due 1in large measure +o the unseasorably and
unusually warm weather the company experienced; that the
comparison of <returns on average equity reflects different
accounting pericds such as the May 3|, [972 date used fcr N.
C. Natural is €rom five to 3ight nonths after scme of the
other periods and five to six months after the rate
increases which some of the other companies received and if
their returns on average equity were computed as of the same
date wused for W, C, Natural their individual averages nmight
be lower and their conpositae mlght well he less than the
adjusted composite of |6.9%.

Dr. Charles E. Olson, Assoclate Professor of Public
Utilities -and Transportationm, Departnent of Business
Administration, College of Business and Public
Administration, University of Haryland, testified regarding
fair rate of return and ravenue, expense and rate base
adjustments; he testified that the emktedded debt cost of N.
C. VNatural is 6.4|%; that tha current cost of debt capital
exceeds the embedded cost; that N. C. Natural will not have
to issue additional debt capital for several years; that
6.0% is a reasonable cost rate for short term debt capital:
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that short term 1loans should be considéred a part of the
capital structure in setting the fair rate of return and
that deferred income taxes and +the deéferred investment
credit are both sources of cost free capital; that the
opportunity cost principle should- be employed in the
determining the cost of common squity; +that the earnings-
price ratio approach is mcre appropriate for N. C. Natural
than the discounted cash flow approach; that N. C. WNatural
has experienced high growth rates in earnings, dividends and
book value during +the recent past but this "trend has
flattened during the test year; +that the earnings-price
ratio has varied significantly between 1966 and |972 but has
a central tendency at about ||%; that the earnings price
ratic for the retail gas distributors presented monthly in
the Puoblic Utilities Fortnightly have a pattern similatr to
that of N. C. Natural and the esarnings-price ratioc for the
bulk of these companies have bh2en in the 9% to 1|% range in
the recent past; that the carnings-price ratio data
indicates that investors in gas distribution utility stocks
have a return requirement in the 0% to |[% range and
because of N. C. "Natural's size and other factors in order
for N. C. Natural to be ablz %o sell additional awounts of
equity capital the stocks should sell a market to book ratio
in excess of one, which can be accomplished by setting the
return on equity capital abave the invester return
requirement; that accordingly the cost. of equity capital +to
H. C. ©Natural is beétween (2% and |3%: that there is o
apparent reason for forcing conversion ¢f convertible bonds
as the cost is less than the current cost of d=bt capital;
that the actual test period capital structure is reasonable
for determining the fair rate of return, and using the cost
rate from |2% to |3% for common equity the +total cost of
capital %o N. C. ¥atural is between 7.80% and 8.25%; that WN.
C. Natural will not experience attrition of earnings in the
near future; <that the tracking procedure being followed to
increase the retail price of gas following wholesale price
increases covers more than 60% cf the company's revenues;
that N. C. YNatural is almost inflation. proof; +that in
addition to reviewing rate of returns he reviewed certain of
the pro forma adjustments and ameong those has concluded that
N. €., QNatural has not maintained a level of compensating
balances at |5% of its notes payable on a regular basis in
the Tecent past, leading +o¢ the conclusien that N. C.
Natural is not in fact required +to maintain +the (5% Ain
compensating balances claired by N. C. Natural and allowed
in the staff audit.

Mr. Kenneth J. Seeds, an engineer with BR. W. Beck &
Associates, an anpalytical and consulting engineering £irm,
+estified on bshalf of the municipalities regarding rate
structurs and cost of service; he testified that after
studying and reviewing the pra2sent and proposed rates of
North Carolina Natural, he mad2 a "rough™ cost of service
analysis using generally accepted principles for «cost
allocaticns, based primarily on a weighting to the ratio of
distribution plant 50.63% to transeission plant 49.37%; that
using this type of weighting ha arrived at an original cost
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transanission 1line rate base of $26,01),167; that he. then
allocated 9:53% of this original cost rate base to the
service of the municipalities; that he then allocated the |2
monthst operating expenses using the data and Teports of
North Carolina Natural and salss of the municipalities to
+he total transmission and distritution. plant rTatios and
revenues from which he detsrmined that the net income.,to N.
C. Watural from the municipalities was $525, (86 which when
equated +to the original cost as noted above showed an
indicated rate of return of 2].]9%; +that his study vwas
prepared without +the benefit of the data normally required
to make a detailed authoritative study; that a detailed cost
of service should be submitted by N. C. Natural in order to
establish a non-discriminatory _rate structure as between
classes of customars; that a comparison of the rates to the
municipalities with the rates to industrial customers of N.
C. Natural indicated +that the municipalities' rates were
higher even though in his opinicn the gas =ales -to the
nunicipalities +were less risky than other gas sales because
these sales were generally for the benefit of residential,
commercial and ' industrial customers; that he compared the
rates of N, C. WNatural +to other companies serving both
resale and industrial custogsers and found that the resale
rates were generally - lower; that the increase +to the
annicipalities is approximately (2% while the overall
percentage increase applied for ‘ty N. C. Natural is 9%; that
in Yis opinion no increase to the municipalities should be
allowed until such time as a ¢ost of service study vas
submitted for consideration by .tbhe Commission.

Mr. Allen J. Schock, Staff Accountant, testified that he
made an examination of the books and records of N. C.
Natural <c¢overing twelve months' period ending May 3|, 1972
that the gross operating revenues for said test period are
$30,809,326 including pro €forma adjustments (1) in the
arount of 51,316,081 to annualize increased rates approved
in Docket NHo. G=-2|, Sub 89 (2} in the amount of $327,0u8 to
normalize sales for the effect of temperature during the
test period and (3) in the amount of $406,550 to eliminate
the sale of gas on the ACQ-2 contract which had expired;
that +the operating revenue deductions are in the amount of
$27,311,462 producing a n2t oparating income of $3,497,6864;
to +this figure was added an annualization factor of 2.732%
and from this figure was deducted 1interest on custcmer
deposits in the amount of $[5,003, producing a net operating
income for return in the amount of $3,578,423; +that +the
investment in gas utility plant in service is $41,097,544
after deducting the accumulated provision for depreciation
and contributions in aid o¢f construction frem the gross
plant; that the formula for computing working capital
allovance for N. C. HNatural based on test year operations
produced a negative balance in that column of $260,869,
resulting from adding the cash working capital in the amount
of $978,8!5 (|/8th of operation and maintenance expensas
plus minimum bank balance reguiraaent of $630,000) material
and supplies in the amount of $5(2,785, prepayments in the
amount of $(16,922 and deducting average tax accruals in the



RATES 237

ameunt of $(,6]15,659 and average customer deposits in the
amount of $253,732; that the net investment in gas utility
plant plus the allowvance for working capital is. $40,836,675
vhich when related to the nat operating income for return
figure indicates a rate ¢f returpn ¢n said net investment in
the amount of 8.76%; that based on test period common equity
of $|4,575,797 the present ratas produce a rate of return on
comnon eguity of |4.]8%; that the company's proposed Tate
adjustment would produce net operating income for retarm in
the amount of $4,803,600 for 'a return on said net investment
of |1.83% and a rate of return on said end of period ccomon
equity of 22,58%.

BRIBFS

Briefs were filed on Decambar |5, 1972. H. C. Natural
contended that +the Commission should adopt +the wariocus
adjustments and figures offered by 4its witnesses and
thereupon find (|) that present rates are inadequate and (2)
that +the proposed increases ara just and reasonable. The
municipalities contended that the Commission should adopt
+he adjustments and figures in the staff audit, with certain
exceptions, including the following: (|) that the "trackingm
loss due to Carolina Power & Light's coal-price contract
should not be borne by other ratepayers and (2) that the
minimum or conmpensating balances portion of the working
capital allowance should not be included; that municipal
rates should not be increased without an allocated cost
study; that the Commission shouyld find that N. C. Natural
is earning more than a fair rate of return frcm present
rates; and that N, C. Natural should be ordered to £file
Tevised rate schedules to reduce its test Year revenues by
$1,145,428.

Based upon the record tha Conzission makes the following
FINDINGS OF FACT

l. That North Carolina Natural Gas Corpotation is a duly
created and existing Delaware corporation authorized +c do
business, and doing business, in North carolina as .a
franchised public utility providing natural gas service in
aastern North Carolina and is proparly before the Ccmmission
in this rroceeding for a deterwmination as- te +the Justness
and reasonablemess of .its proposed rates and charges as
regulated by the Utilities Compission under Chapter 62 of
the General Statutes of Noxth Catglina.

2. That the increases in rates and chafges proposed by
North Carolina Natural Gas Corporation would produce a total
of $2,595,577 in additional gross annual revenue,

3. That the test period set by the Commission and
utilized by all parties in this proceeding was the twelve
months' period ending May.{, [972.



238 GAS

4. That due %o the abnormally warm temperature during
theé test year North cCarolina Hateral Gas Corporation secld a
substantially lesser portion of its gas than normal to its
firm customers for heating purposes and exper{enced an
abnormal decline 3in earnings as it received $327,048 less
operating revenues than would otharwise have been received
in the test period under normal temperature conditions;
normalization of sales to give effect +to the abnormal
tenperature requires <that test year operating revenues be
increaged upward in the amount of 3327,0408,

5. That the 4increase in operating revenues approved in
Docket No. G-2{, Sub 89 requires that test periecd operating
revenues be increased upunrd in the anount of $1,316,08] and
the decrease in operating revenues occasioned by termlnation
of the ACQ-2 gas sales requiras that test pericd operating
revenues be decreased by $406,550; similarly, annualization
of the purchased gas cost associated with +those two
operating revenue adjustments requires a total increase +to
test period purchased gas in the anmount of $(,35|,499.

6. That ¥. C, WN¥atural's tast periocd gross operating
revenues after the aboye accounting and pro forma
adjustments were $30,809,326; its reasonable operating
expenses and other revenue deductions for +the +test period
were $27,3|1,462; after applying an annualizaticn factor of
2.732% and allowing interest on -customer's deposits paid
during the test pericd in thz amount of $15,003 as an
operating expense the resulting net operating income for
return is $3,578,423.

7. That +the adjustment in the Staff audit in the amcunt
of $7,009 reducing expenses to teflect the payment of dues,
contributions, etc., to various civic and social c¢lubs and
other organizations properly chargeakle to Ahccount 426, as
well as the Account U26 &©talance itself in the amount of
$6,222, should be eliminated in calculating the <return on
equity; the tax effect consistent with that adjustment is to
increase state income tax $794% and to increase federal
income tax $5,796, and thereby to reduce net operating
income for returmn from $3,578,423 to $3,57|,833.

8. That N. ¢, Natural's zarnings have increased during
the past seven years, approaching -a reasonable level in (970
reaching a peak in 197 and declining somewhat during the
test period, in large measure due +o0 the abnormally warm
temperature prevailing during the test period heating season
and to some extent due to Transco's curtailment of gas to N.
C. Natural; ¢that ©N. C. Watural’s capital expenditures for
the test period and the nzar futurs are sufficiently. covered
by the present line of credit and funds generated from cther
SOUrces.

9. That N. C. Natural's =2nd of period net investment in
utility plant at original cost is $4},097,5484 based on
utility plant in service in the amount of $52,994,042 less
the accumulated provision for depraciation in the amount of
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$£11,387,812 and contributions in aid of constructlon in the
amount of $508,686.

(0. That N. C. .Natural's net investment in gas utility
plant ‘plus allowance €for working capital is $40,836,675
including a . vorking capital allowancé based on test period
operations including cash working capital vhich equals [/Bth
‘of its test year operation snd maintenance expenses plus a
minigun bank balance requirement, certain- prepayments,
materials and supplies, and- deducting average .tax accruals
and average customer de«posits.

Il. That the replacement cost of North Carolina Ratural's
property providing service to the public within this state
as of the end of the test year is 253,100,445, '

12. That the f£fair value of ¥North Carolina NHatural's
property used and useful in providing service to the public
within this State as of the aend of the test period,
considering the remsonable original cost of +the property
less that portion consumed by use and recovered by
depreciation expense, the replacement cost of the property,
and test period operations is $48,(39,13|.

{3. That based upon the foragoing findings of net income
and fair value, N, . Natural's rate of return on fair value
for the +test year was 7.42%; its rate of return on its
actual common equity investment for the test year was (4.22%
and the rate of return on common equity as adjusted for the
increment by which fair value exceeds original cost was
9.48%; sald rates of return on fair value and coanmon equity
are sufficient to allov the utility by sound management to
produce a ‘- falr profit to its steckholders to maintain its
facilities and services in accordance with +the rTeasonable
requirements: of its customers and to compete in the market
for capital funds on reasonablzs terms.

4. That the presert rates and charges in effect during
the test year produced sufficient rates of return on fair
value and common equity but do not produce rates of return-
which are excessive; the rates and charges proposed by the
N. C. Natural herein would produce excessive rates of return
and therefore are not just and reasonable,

Whereupon the Commission reaches the following
4 CONCLUSICNS

|« In applying the criteria set forth in G, S. 62-133(h
the Commission must estimate the utility's revenue under the
present and proposed rates, and ascertain the utility's
reascnable operating expens2s, hy fixing a test period of
twelve months ending as close as practicable before the
opening of the hearing. Use of the test year =0 established .
is wvalid, as the Court said in +the case of Utilities
Commission ¥v. City of Durham, 282 N. C. 308 (l972) “...1f,

but only lf, approprlate pro forma adjustments are made for
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abnormalities which existed in the  test period and for
changes in conditions occurring during the test period, and
therefore, not in operation throughout its entirety".

2. In the present case both the Applicant and the Staff
offered an adjustment +to operating revenues normalizing
revenues to - reflect the abnormally warm ¢test period
tenperature. © Such a temperature nprmalization was the
subject of extensive analysis by the Supreme Court of North
Carolina in the case of Utilities Conmission ¥. City of
Durhazm, sSupra. In that casa the Court said that where
temperature was abmormally warmer than usual “to fail to
adjust +the test period revanues upward would lead to higher
rates for service than necessary to yield the return to the
company contemplated by G. 5. 62-|33(b) and would be unjust
t0o the users of gas". Accordingly, ve dinterpret that
decision to be a nandate to give effect to substantial and
coompelling temperature normalization evidence. WHe therefore
conclude that +the adjustbent +te¢ normalize temperature by
increasing revenuas in the amount of $327,048 is reasonable
for use in the test year. computations.

3. Sipilarlyy, Ve conclude that proper pro forma
adqjustnents to the test period should include the adjustment
of $|.316,08]) to annualize ravenues for higher rates due to
various tracking increases, and anm adjustment to purchased
gas expense in the amount of $|,639,330 to annualize N. C.
Natural's cost increases frcm Transco.

4. We further conclude that the test year must be
proformed to annualize sales by eliminating the sale of gas
purchased on the ACQ-2 rate in the amount of $406,550 and to
annualize expenses by eliminating the purchase of said gas
in the amount of $287,831.

S. ¥N. C. Natural contends that a further pro forma
adjustment should be made to test year revenues *to glve
effect to a revenue loss which would resuvlt from a change in
sales to Farners Chemical Association, Incorporated, which
i an+ticipated by N. C. Natural to occur at some point in
the future, outside of the test period. ¥. C. Natural sells
gas to Farmers Chemical on a twenty-year contract dated from
}969 providing for 50,000 #c? of natural gas per day.
puring the test period Farmers Chemical consumed only a
portion of that contract volume and N. C. Natural sold the
unused volume of gas to other consumers, notably Carclina
Power & lLight Company, at higher prices and thereby received
greater revenues than it would have received had it sold the
entire contract volume ¢to Farmers Chemical. The basic
premise governing pro forma adjustments +to test period
figures is that f"changes in conditions occurring during the
test period and ‘therefore not in operation throughout its
entirety" should be proformed. Otilities compission y¥s.
city of Durham, supra. The changes in circumstances which
N. C. Natural contends should be proformed into the test
period £igures, however, did nect occur during the test
period, did not occur betwean the end of the test peried and
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the time of the public hearing, and are not subject to any
precise finding as to when they will occir. M. C. Natural
originally proposed an adjustment decreasing revenues in the
amount of $952,056; at the hearing that adjustment was
reduced by $[18,313 1leaving a proposed adjustument in the
amount of $833,743; the company witness conceded further
that in the event Parmers Chemical did begin taking the full
contract volume, N, C. Natural would receive additional
(demand charge) revenues, in tha amount of $400,050. This
would reduce the proposed pro forma adjustment by almost
one~half. The remaining pro fcrma adjustment sought by N.
C. Natural would also be reduced by the failure of Parmers
Chemical to operaté at [00% load factor. We conclude that
the proposed pro forma adjustment, being s0 highly
speculative, is not an appropriate adjustment to operating
revenues.

6.+ N. C. Natural furthar contands that an additional pro
forma adjustment to test period purchased gas expense should
be made in +the amount of $394,430 to increase the cost of
gas for demand charges on curtailed volumes of gas nct to be
reimbursed by Transco. We conclude, however, that W, C.
Natural has been adequately protected from the loss
occasioned by the Transco curtailment by means of the
Coamission's oOrder isswed Iin Docket No. G-2[, Sub 89
allowing a tracking increass of |.8% per MCF which will
enable ¥. €. Natural to recoup +the $394,430 which it
estimates will be lost due to the curtailment. Any further
pro forma adjustment reflecting this amount would allew a
double recovery and for that reason such a pro forma
adjestment should not be made to test period expenses.

7. Miscellanepus expense items which are nonoperating in
nature, including payments or donations for charitable,
social or community welfare purposes, civie, political, and
Telated activities, are classified in Account 426 and were
not considered an operating revenue deduction €for the
purpose of ascertaining net oparating income by either the
Staff or ¥. C. Natural, which charged $6,222 to Account 426
for the test period. 1In the Staff audit expenses in the
amount of $7,009 vwere reduced to reflect the payment of
dues, contributions, etec., to various civic and social c¢lubs
and other organizations wers raclassified to Account 426.
Consistent with the Cormission's Order in Docket ¥o. G=-9,
Sub 96, In the Matter of Application of Piedmont Natural Gag
Company, Inc., for an Adjustrent of Its Bates and Charges,
these items have been elinminated in the computation
determining total income befora interest charges in the
calculations and tables representing the statement of return
on -common equity, and the tax effect recognized in
determining net operating inconme.

8. The following tables illustrate the Findings of Fact
and Conclusions as to test period operation and rates of
return:
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NORTH CAROLINR NATUHAL GAS CORPORATION
STATEMENT OF RATE OF RETURN AFTER ADJUSTMENTS

FOR THE |2 MONTHS' PERIOD ENDED MAY 34,

Operating Revenues
Gross operating revenues

Operating Revepng Deductions
Purchased gas
Operation and meintenance expanses
Depreciation and amortizatien
Taxes — other than inconme
Taxes - state income
Taxes - Federal income
Deferred Federal income tax
Investnent tax credit
Total operating revenus deductions

Net operating income

add: Annualization factor (2.732%)
Less: Interest on customer deposits
Net operating income for rsturn

Investment in Gas Utility Plant

oti llty plant in service

Less Reserves and Contributions
Rccumulated prov;sion for depreciation
Contributions in aid of construction

Total reserves and contributicns

Het investment in gas utility plant

“cash {1/8 of operatzon and maintenance
expenses plus minimum bank balance
requirement of $630,000)

Materials and supplies

Prepayments

Less: Average tax accruals

Average customer deposits
Total allowance for working capital

‘Het investment in gas utility plant and
allowance for working capital

Rate of return - percent
Fair value rate base

Rate of return on fair value - percent

1972

After
Adjustbents

$30,809,326

19,270,804
2,790,526
l¢196,596 .
2,500,965

(08,24

803,142

777,405
—__{130,000)
-27,318,052

3,897,864
95,562
15,003
$ 3,571,833

11,896,498
b1,097,564

978,8(5

512,785

116,922
{1,615,659)
—_{253.732)
T77(260,869)

$40,836,675

8.75
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NORTH 'CAROLINA NATURAL GAS CORPORATION
STATEMENT OF RETURN ON COMMON EQUITY
FOR THE |2 MONTHS' PERIOD ENDED HMAY 3|, 1972

Het operating income for return $ 3,571,833
Other income i 72,758
Amount available for fixed charges 3,644,59]
FPixed charges 1,571,558
Amount available for common equity 2,073,033
Comnon equity 14,575,797
Returnh ¢n common equity ) T 18.22%
Fair value common equity 2|,878,253
Return on fair value common equity 9.48% -

9. The Commission has found the replacement cost of K.
C. VNatural's property to be $53,|00,445, baséd on the plant
reproduction cost study introduced by N. C. Natural adjusted
to allow for duplication of facilities, redesign- of +he
system +to reflect efficiencies, '¢changes in the art and
changes in the art of construction of ripelines, and after
adfusting for contributions in aid of construction and for
the working capital allowance; the fair value of N. C.
Natural's plant devoted to public service is determined by
the Commission to be $48,400,000 which when reduced by the
vorking capital allowance of ($260,869) produces the fair
value of the utility's property devoted to public service,
or the fair value: rate base, of $48,139,13|, based on
consideration of the original cost of the properties devoted
to public service, $4%0,836,675, and the replacerent cost of
these properties determined by +the Coamission to be
$53,100,4u45.

10. After considering N. €. VWatural's test period
revenues and expenses, capital structure and finahcing
requirements, end-of-period plant and its fair value, its
construction program its relative financial stability during
the period (970 through the test pariod, its ready access to
protection from increases in the wholesale cost of gas by
way of "tracking f£ilings" and its test period rates of
return on fair wvalue and common equity, we conclude that N.
C. Natural test period operations reflect that it is able by
sound management to produce a fair . profit to its
steckheolders, +to maintain its facilities and service in
accordance with the reasonable requirements of its customers
and to compete in the market for capital funds on reascnable
terms and is in fact accomplishing those objectives;
accordingly, we conclude +that +the facts herein have not
estaklished the need for an increase in rates and charges
based upon test period operations. Similarly, the
intervening municipalities have not Lorne the burden which
shifted to +them of establishing that the rates of return
produced by present rates and charges are excessive. Ve,
therefore, conclude that nao adjustment in rates and charges
is required at this time.



2u4 GAS

1t. As in . the order in Dockat No. G-9, Sub 96, In the
Hatter of Applicatjion of Pisdmont Natural Gas Company, Ing.
for an Adjustment of Its “Rates and Charges, we recognize
that the current. natural gas Tsupply will not be
substantially alleviated in +the future, and therefore
conclude that N. C. Natural as wsll as other npatural gas
distributors in North Carolina, should refrain fro@ engaging
in promotional practices or in the. use of promoticnal
advertising which would entice and ehcourage the use of
ratural gas, and that expenditurss for such purposes should
not be allowed as reasonable operating expenses in the
future until this Conmmission shall order otherwise. In view
of the fact- that th2 Commnission has not heretofore
instructed the natural gas distributors in North carolina
vith regard to these mattars, it would not be fair to
exclude such expenses as reasonable. operating expenses in
the determination of this rate proceeding,’ and accordingly,
we have not done so. In furthar elatoration of +these
matters, the Commission concludes that educatioral and
informational advertising ~practices and programs vhich
educate the public as to the apptoprlate use of natural gas
and the conservation of energy are valid and reasonable and
should not be dlscouraged.

12. MN. C. ¥Yatural has certain contract schedules covered
by filed 'tariffs which have not been Increased except for
tracking increases since +tha contracts were signed in the
late |960's. The Commission concludes that in future rate
cases that these rates should be sibject to review and
consideration, along with all ¢£f the rate schedules in
affect at the time of any generdl .rate proceedings affecting
this company.

IT IS, THEREFORE, ORDERFD that the rate increases proposed
herein be, and hereby are, denied, and the Application be,
and hereby is, dismissed and the proceeding terminated.

ISSUED BY ORDER OF THE COMHMISSION.

This the 7th day of March, {573.

NORTH CAROLINA UTILITIES COMMISSION
Katherina H¥. Peele, Chiaf Clerk

(SEAL)
*Conrissioner Rhyne‘ resigned on December 28, (972, and did

not participate in the decision. Ce¢nmissioner Roney did not
participate in the decision.
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DOCKET NO0. G-2|, SUB 98
BEFORE THE NORTH CAROLINA UTILITIES COMMISSTON

In the Matter of
Application of North Carolina Natural )
Gas Corporation, for an Adjustment of ) ORDER APPROVING
Its Rates and Charges ) TRACKING INCREASE

BY THE COMMISSION: on February 27, |973, North Carolina
Kataral Gas Corporation ("N.C. W¥atural") filed alternative
Applications with the North Carclina Utllities Cempission in
this Docket and in Docket Na. 6-2|, Sub 99, in which it
seeks to increase its rates to its customers in order that
it might recover increases in the cost of gas to it from its
wholesale supplier, Transcontinental Gas Pipe Line
Corporation (Transco). In its filing with the Federal Power
Commission (FPC), Transco is seeking to recover an increase
in the cost of gas to it of $.0(4 per Mcf effective April |,
1973. This increase of $.014 par Mcf is composed of $.008
per Mcf increase which represents increases in the cost of
gas to Transco from its suppliers, while $.006 per Mcf
.represents unrecovered gas cost which Transco has incurred
and whick Transco is seeking +to recover pursuant to its
purchased gas adjustment clause approved by the Federal
Power Ccmmission (FPC) under Docket No. RP 73-3. The $.0|4
per Mcf increase in the cost of gas will be collected for a
pericd of approximately six @months or until Transcc has
recovered its unrecovered gas cost apd at that time the rate:
to N. €. Natural will be adjusted by Transce accordingly.

The increase in rates sought by N. C. Watural in this
docket is $.0(5 per Hcf ($.0{4 per Mcf cost of gas increase
plus related gross receipt tarxes) and will result in an
annual increase in cost of gas to H. C. Natural's customers
of $552,520.

The ©North Carolina General Assambly adopted Chapter |092
Session Laws of (97|, ratified July 2|, |97|, North Carclina
General .Statute 62-133(f) which provides as follows:

"Unless otherwise ordered by the Cormission Subsections
(b, (¢), and (d) shall not apply to rate changes of-
otilities engaged in the distribution of natural gas
bought at wholesale by the utility for distributicn to-
consumers to the extent such rate changes are occasioned
by changes in the wholesale rata of such natural gas. The
Conmission may permit such rate changes to becone
effective sinmultaneously with the effective date of the
change in the wholesale cost of such natural gas, or at
such other +time as +the Comoission may direct. This
subsection shall not prohibit the Conmission from
investigating and changing unreasonable rates in
accordance with the provisicns of +this Chapter. The
public utility shall give such notice, which may include
notice by publication, of the changes to interesgted
parties as the Commission in its discretion may direct."
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Pursuant +to the authority granted above to the Commission
by the Legislature, the Commission issued in Docket No. G-
100, Sub |4, reguiring certain data as follows to be filed
vith the Commission for the considaration of increased rates
filed solely to recover increases in the cost of gas to a
gas utility conmpany in this State if approved by the Federal
Pover Commission.

Pursuant +o +that order N. C. Natural filed the following
data in this proceeding:

|« Summary of N. C,.Naturai's rates and-‘charges as filed
with this commission in Docket No. G-2], Sub 94.

2. Schedules of the proposed rates and charges which W.
C. Natural seeks to place in affact on April |, 1973, in
this Docket No. G6-2|, Sub 98.

a. Statement of net investmant at original cost.

Y. Statement of present fair value rate base.

5. Staterent showing plant _balances and accrued
depreciation balances and depreciation rates.

6. "Statement of wmatetials and supplies necessary for
operation ¢f the Petitioner's business.

7. Statement showing amount of .cash werking cagpital
which Petitioner finds necassary to keep on hand.. o

8. Statement of net 0peratihg income for teturn for
twelve months ended May 3(, (972.

9, Statement showing effect of proposed increase in
Tates,

|0. Balance sheet and income statement for the year ended

- May 3|, 1972.

{|. Statement showing rate of return on rate base.
{2. Statement showing rate of return on eguity.

13. B copy of the Federal Power Commission Order, under
which the wholesale price incraase is to be incurred, will
be submitted as a late exhibit fil=d when available.

Exhibits (3) through (8) were filed in the general rate
case Docket Wo. 6-2|, Sub 90 in which the Commission issued
its order Denying JIncreases on March 7, [|973. The
additional data as filed was reviewed and analyzed by the
Commission's Accounting and Engineering Staffs and a report
of same sutmitted to the Ccmnission for its consideration.

Notice of the proposed filing in this docket was given to
the public by N. C. Natural by inserting a public notice in
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various newspapers throughout its service area in North
Carolina.

Based on the application as filed and the records of the
Commission in this docket, +the Commission makes the
following

FINDINGS QF FACT

|- That North Cdarolina HNatural Gas Corporation is a
public utility subject to the Jurisdiction cf. the North
Carclina Utilities commission.

2. That thé increase .in the cost of gas which Transco is
seeking to, recover in. Docket No. RP73-3, has been approved
by the Federal Power Commission effective April |, 1973:

3. That N. C. Natural filed +ariffs to recover this
increase in the cost of gas [lus. related gross receipts
taxes tc become effective on all bills rendered-pursuant to
said revised tariffs on and after April (3, [973. All
tariffs will be increased by $.0|5 per Mcf.

b That the rates of return as found to ke just and
reasonable by the Commission in the Order in Docket No. ' 6-
2], Sub 90 issmed on March 7, {973, for the test period
ending May 31|, 1972, and those determined by the <Cemaission
in this docket are listed helow:

Approved in Docket After Proposed

¥o. Gr2]1, Sub_90__ Tracking Increase
On investment B8.75 8.62
On equity |4.22 |3.87

5. That the rates of raturn on end of period investment
and on equity after the adjustments for +the proposed
increases as applied for herein have decreased from those
found just and reasconable by the Commission in its general
rate case order issued March 7, |973.

CONCLUSICHS M

In accordance with G. S. 62-133(f) the cCemmissicn has
statutory authority to consider as a separate item.increases
in the cost o©of gas to gas utilities in North Carclina
occasioned by ineresase in cost of gas to them from their
wholesale supplier as approved by ‘the Federal Power
Commission. The Commission issued a general crder in Docket
‘No. G=(00, Sub |4, providing that after review of the data
filed ty the natural gas utilities as described therein, if
the: Commission concludes from such review and analysis that
the filings will not result in an increase in the company's
rate o¢f return over that most recently approved by the
Commission, that the pass-on of tha wholesale increased cost
of gas will be allowed.
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The Compission considers fhe £filings and applications
herein as complying with G. S. 62-133¢f) . as allowed to
become effective Hithout hearing.. ;

The Comm1551on concludes that in this proceeding +he rate
of return of N. C. Natural ‘has decreased .since  the last
general rate .proceeding{ in Docket No. G-2|, Sub-90, which
order was issued on March 7,:.|973. L o o

Based on the foregoing Pindings of -Fact and Conclusions,
the Commission is of the-opinicn that the raté - increaseé as
filed by N. C. .Natural that seeks  solely +to rgcover
increages in the cost of gas to it from its supplier as
approved by the Federal Power Commission should be ‘allowed
as a filing pursuant %o G. S§. °62-133(f) - and. should be
permltted to become effective wlthout heaning.

IT Is, THEREFORE, ORDERED, as fOIIOHS'

1. That the <tariffs filed.by X. Co Natural as, Exhlhit
¥o. 2 in this Docket No. G-2|, Sub 98, .be,:and are hereby,
authorized +to become effective on all bills rendered, on and
after April 13, 1973.

2. That at- such.tiie that the rate to N.. C. Natural is
reduced as a result of Transcontinental Gas -Pipe ILine
Corporation having collected its unrecovered gas cost, Worth
Carolina Natural Gas Corporation shall immediately file on
cne day's notice reduced tarszs_reflectlng this change plus
applicable: . gross receipt taxes.

3. That -in the evant the inCreaees sought by
Transcontinental Gas Pipe Line Corporation in the variocus
Federal Power Commission dockets upon which these rates are
based aré reduced, N, C, WNatural shall immediately £file
tariffs reflecting corresponding decreases in its tariffs as
authorized lerein. - :

u. That in the event any refunds are received by H. C.
Natural from Transcontinental Gas Pipe Line Corpordtion as a
resilt  of action by the Federal Power Commission or if
producer refunds flow through to Transcontihental " Gas Pipe
Line Corporation which are 4in turn passed on to N. C.
Natural, all such refunds, if any, shall be placed in the
Restricted Account No. 253. “other Deferred Credits" and
shall be held 'in said restricted account subject to
disposition and direction by the North Carolina Utilities
Commission. Information concerning future refunds shall be
furnished the Conmission not less than |5 days from the date
of recelipt, the information shall include the source therecof
including the docket numbers and order dates of any
proceeding involved in such refunds.

5. That the attached Notice, Appendix "A", he mailéd %o
all customers along with the next kill advising then of the
actions taken herein.
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ISSUED BY ORDER OF THE COMMISSION.
This 30th day of March, [973.

NORTH CAROQLINA UTILITIES COMMISSION
Katherine M. Peele, Chief clerk

(SEAL)
APPENDIX ®av

Upon applicatlon by ¥orth Carolina Natural Gas Corporation
the North Carolina Utilities Commission approved increased
rates on all” hills rendered on and after April |3, |973.
ThHe increase approved results inm am ‘increase of $.0[5 per
Mcf on all rate schedules. This increase allows N. C.
Natural Gas Corporation to recover omnly ‘the increase in cost
cf gas to it from its supplier, Transcontinental Gas Pipe
Line Corporation, which has been -approved by the Federal
Pover Commission, plus related gross receipts taxes.

DOCKET NO. G-2{, SU©B |02
BEFORE THE NORTH CAROLINA UTILITIES COMNISSION

In the Matter of .
rpplication of Worth Carolina )} GRDER ESTABLISHING
Natural Gas Corporation for an } MEFORANDUM ACCOUNT
Adjustment of Its Rates .and )Y FOR TRACKING UNRECOVERED
Charges . y GAS COST

BY THE COMMISSION. -On September 5, |973 North Carolina
Natural Gas Corporation (North Carolina WNatural) f£filed a
letter petition in which it requested authority to recover
increases in the cost of gas to it for the periad August (3
- 31, 1973 an? the difference hetween the cost of gas as
identified by the rates listed in Appendix A and Appendix B
in this Commission's Order of August 23, 1973 from Septenmber
{, 1973 by debits or credits to a deferred account. This
action is necéssary becausa the Federal Power Ccmmission has
not taken any final ‘actiom on tariffs filed by
Transcontinental Gas ' Pipe Lin2 Corporation ({Tramnsco).
Transco, however, is authorized under the ¥atural Gas Act to
glace 1in effect on Rugust [3, |973, Appendix A rates as
shown in this cConmmission's oOrder dated August 23, |973
subject- to <change or reofund. Nerth cCcarolina WNatural
propcses to record the differences in the cost of gas to a
deferred account for future tracking as required.

on August 23, 1973 this ccmrission issued an order in the

" above captioned pmatter in which it approved increased rates

for North Carolina Natural in order to recover increases in

cost of gas to it from Transco as approved by <the Federal

Power Conmnission. The rates approved were based on the
nSettlement Rates"-as filed for by Transco.and as listed

Appendix B attached +to the ordar of the Conmmission dated
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August 23, 1973. The effective date of the increased rates
as approved by +this Commission for North Carolina Watural
vas on all meters read on and ' after September [4, 973,
Septemher e 1973 was the effective date-of the “Settlement
Rates™ in Transco's settlement £filing with the Federal Power
Commission. .

North Carolina Natural was aavised on Rugust 3|, 1973 that
the Féderal Power Conmission had not issued an order with
respect to Transco's application in Federal Power Conmission
Docket No. RP73-69 and RP72-99. Accordingly, Transco will
Place into effect subject to adjustment andsor refund, the
rates which it filed with the Federal Power Conmissicn on
May 30, |973 which rates were attached to this commlssion 5
order of Rugust 23, {973 as Appendix a:

The Commission's Ordar of Rugust 23, {973 authorized North
Carolina Natural to file on one day's notice revised tariffs.
to reflect rates . higher or ldwer than +the Transco
"Settlement .Rates"™ as approved” by the Federal Power
Comnission, The Federal Power Conmission has not issued an
order in this matter and in accordance with the Natural Gas
Act and " the BRules and Regulations of the Federal Power
Commission, Tramseco will begin ¢cllecting higher rates " "than
the "settlement Rates" eoffective BAugust {3, {973. It is
anticipated that the Federal Power Connission will
ultimately approve the "Settlement Rates" and in order to
avold collecting excessive amounts from its customers which
Nerth Carolina WNatural would ke regquired to refund and at
the same time permit North Carolina Natural *o recover only
the increased cost of gas to it from August |3, (973, North
Carclina Natural reguest the Connission's approval of the
following:

le North Carolina Natural will place into effect the
rates approved in Docket No. G-21, Sub 102 effective
September |4, {973.

2. Amounts billed by Transco in excess of the rates
included in Appendix B of the Order dated hugust 23,
1973, in Docket. No.. 56-2|, Sub 102, will ke charged to
a memorandum account. .

3. Any refund of ambunts collacted by Transco as ordered
by the ¥PC will be credited to the rmemorandum
account.

q. North Carolina Natural will file on one day's notice
revised rate schedules to reflect any, changes in
Transco's rates from +their proposed Settlement
Rates" as approved hy the FPEC. ’

5.+ JNorth Carolina NWatural would be authorized to recover
or refund the balance im +the memorandum account
through an increase or decrease in its rates for such
“time and in such- amount as approved by the
Commission.
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The Commission is of tha opinion that the approval of thé
action requested by North carolina VNatural would permit
North Carolina Natural to recovar only the cost of gas to it
as approved by the Federal Power Commission. North Carolina
Natural will receive no additional net income as a result of
this action. '

IT IS, THEREFORE, ORDERED AS FGLLOWS:

n That North Carolina Watural Gas Corporation be amnd is
hereby authorized to charge to a merorandum acccunRt amounts
collected by Transcontinental Gas Pipe Liné Corporation in
excess of the rates included in Appendix B of the
Coppission's order dated August 23, |973 in Docket No. G-2},
Sub 102 from September |, 1973, until such time as a f£final
order is issued by +the Federal Power Commissicn in FBEC
bocket No. RP73-69 and RP 72-99.

2) That North carolina WNatural Gas Corporation bhe
authorized to charge to +the nemorapdum account amounts
collected by Transcontinental Gas Pipe Line Corporation
during the period August |3 - 3|, [973 in excess of ‘the
rates in effect on April |, 1973 as approved by the Federal
Power Commission for ‘Transcontinental Gas Pipe Line
Corporation,

3) That WNorth <Carolina WNatural Gas Corporation shall
credit to the mnemorandum account any refund of amounts
collected by Transcontinental Gas Fipe line Corporation as
ordered by the Federal Power Ccmmission.

4) That North Carolina: Natural Gas Corporation, shall
file on one day's notice revised rate schedules to reflect
any changes in Transcontinental Gas Pipe Line Corporation's
rates from its proposed settlement rates as approved by the
Federal Power Commission.

5) ¥orth Carolina Natural Gas Corporation shall file a
monthly report reflecting the authorization herein granted.

6)- That this docket shall remain open for such further
orders as are required.

ISSUED BY OFDER OF THE COMMISSION.
-This the 25th day of September, |973.

NORTH CAROLIYA UTILITIES COMMISSION
Ratherine 4. Peele, Chief Clerk

(SEAL)
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DOCKET NO. G-3, SUB 5[
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

: In the Hatter of
Petition of Pennsylvania & Southern Gas )

Company (North Carolina Gay Service Di- ) ORDER APPROVING
vision), for an Adjustment of Its Rates )} TRACKING INCREASE
and charges. ) -

BY THE COMMISSION: On Eebruary 28, (973, Pennsylvania &
Southern Gas Company (North Carolina Gas Sérvice Division),
("N.C. Gas Servicem filed a Petition with the HNorth
Carolina Utilities Commission in this Docket "¥e. 6-3, Sudb
5Y, in which it seeks to increaSe its rates . to its customers
in order that it might Trecover increases in the cost of’' gas
to it - from its wholesale supplier, Transcontinental Gas Pipe
Line Corporation (Transco). In its filing with the Federal
Power Comtission- (FPC), Transco is seeking to recover an
increase in the cost of gas to it of $.0|U4 per Mef effective
April |, (973. This increase of $.014 per Mcf is composed
of $.008 per Mcf increase which represents increases in ‘the
cost of gas to Transco -from its suppliers, while $.006 per
ficf represents unrecovered 'gas cost which Transco has
incurred and -which Transcoa is secking to recover pursuant to
its purchased gas adjustment clause approved by the Federal
Power cCcmmigsion {FPC) under Docket No. RPT73-3. - The $.0|4
per Mcf increase in- the cost of gas will be collected for a
pericd of approximately six menths or until Transco has
recovered its unrecovered gas cost and ‘at that time the rate
to N.C. Gas Service will be adjusted to Transco. accordingly.

The 1increase 1in rates sought by N.C. Gas Service in this
Docket is $.0152 per Hcf {$.014 per Mcf cost of gas increase
clus related gross receipts taxes and insurance costs) and
will result in an annual .increase in cost of gas to B,C. Gas
Service's customers of $49,108.

The WNorth Carolina General Assepbly-adopted Chapter 1092
Session Laws of (97|, ratified July 2{, |97l, Yorth Carolina
General Statute 62-|33(f) vhich provides as follows:

"Unless othervwise .ordered by the Commission Subsections
(Y, (c)., and (d) shall nect apply to rate changes of
utilities engaged in the distribution of natural gag
bought at wvholesale by the utility for distribution +to
consurers to. the extent such rate changes are cccasioned
by chafiges in the wholesale rate of such natural gas. The
Comnission nay permit such rate changes +o beconme
effective simultaneously with the eoffective date of the
change in the wholesals cost of such natural 'gas, or at
such other +time as +the Conmmission may direct. This
subsection shall not prokitit the Comaission from
investigating and changing unreasonable rates in
accordance with the provisions of this Chapter. The
public utility shall give such notice, which may include
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notice by poblication, c¢f the changes to interested

parties as the Commission in its discretion ‘may direct.®

Pursuant +¢o the authority granted above to.the Commission
by the Legislature,. the Commission issued in Docket FNo. G-
100, Sub {4, requiring certain data as fnllows to be filed
with the Commission for the consideration of increased rates
filed solely to- recover increases in the cost of gas to a
gas utility company in this State if approved by the Federal
Power Commission.

Pursuant to that Order HN.C. Gas Service filed the
following data in this proceeding:

Is Summary of N.C. Gas ‘Service's present rates and
charges as filed with this Commission.’

2. Schedules of - the . proposeéd .rates and charges which -
N.C. Gas Service seeks to place in effect cn april |3, (973,

in this Docket No: G-3, Sub'5|.
3. Statement of net investment at oriéinal cost.
4. Statement of .present fair value rate base.

S. Statenment showing plant balances and accrued
depreciation balances and depraciation rates.

6. Statement of materials and supplies necessary for
operation of the Petitioner's tusiness.

7. Statement showing amount .of cash Hérking capital
vwhich Petitioner finds necessary to keep on hand.

8. Statement of net operating income for return for
twelve months ended December 3, |972.

9. Statement showing aeffact of proposed increase in
rates.

10. Balance sheet and incoma statement for the year ended
Decenber 3|, |972.

Il. Statement showing rate of return on rate base.

12. Statement showing rate of return or equity.

13. 2 copy of the ‘Federal Pcwer Commission order, under
which the vholesale price incr2ase is to be incurred, will
be submitted as a late exhibit filed when available.

The data as filed was raviewed and analyzed by the
comnission's Accounting ard Engineering Staffs and a report
of same submitted to the Commission for its consideration.

.Notice o¢f the proposed filing in this docket was given to
the public by ¥.C. Gas Service by inserting a public notice
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in various nevspapers throughout its service area in Horth
carolina. )

Based on the application as filed and the records of the
Conmission in this docket, the Conmission makes the
following :

PINDINGS OF EACT

|« That Pennsylvania & Southern Gas Company (North
Carolina Gas Service Division) is a public wutility subject
to the jurisdiction of +the Horth Carolina Utilities
Comuission.

2. That the increase in tha cost of gas which Transce is
seeking to recover in Docket No. RP73-3, has been approved
by the Federal Power Commission effective Bpril |, [973.

3. That N.C. ©Gas Service filed tariffs to recover this
increase in the cost of gas rlus related gross receipts
taxes and insurance costs to become effective on all bills
rendered on and after April |3, 1973. All tariffs will .be
increased by $.0(52 per Mcf.

4. That the rates of raturn as found to be just and
reascnable by the Conmission in the Order in Docket NWo. 6-3,
Sub 48 issued on November 20, |972, for the test period
ending March 3|, (972, and +those determined by the
commission in this docket are listed Lbelow:

Approved in Docket After Proposed
No. G=3,_ Sub_ug _Tracking Increase
on investment 9.13 8.64
On equity 12.00 10.27

5. That the rates of return on end-of-periocd investment
and on equity after the adjustments for +the proposed
increases as applied for herein have decreased from those
found just and reasonable by tha Cemmission in its general
rate case order issued November 20, 1972.

CONCLU SICHS

In accordance with 6. 8. 62-{33(f) the Conmission has
statutory authority to consider as a separate ltem increases
in +the cost of gas to gas utilities in North Carolina
occasioned by increasze in cost of gas %o ther from their
wholesale supplier as approved by +the Federal Power
Commission., The Commission issued a general order in Docket
No. G-[00, Sub {4, providing that after review of the data
filed by the natural gas utilities as described therein, if
the Comnission concludes from such review and analysis that
the filings will not result in an increase.in the conpany's
rate of Teturn over that most rTecently approved by the
Commission, that the pass-on of the wholesale increased cost
of gas will be allowed.
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The Commission considers the £ilings and applications
herein as complying with G. S. 62-(133(f) as allowed +t6
become effective without hearing.

The Commission concludes that in this proceeding the rate
of return of N.C. Gas, Service has decreased since +the last
general rate proceeding in Docket No, 6+3, Sub 48, which
order was issued on November 23, [972.

Based on the foregoing Pindings of Fact and Conc¢lusicns,
the Commission is of the opinicn that the rate increase as
filed by W.C. Gas Service that secks solely to recover
increases in the cost of gas to it from its supplier as
gpproved by ¢the Federal Power Ccmmission should be allowed
as a filing pursuvant +to G. 5. 62-|33(f) and should be
pernitted to become effective without hearing.

IT IS, THEREPORE, ORDERED as fcllows:

I. That N.C. Gas Service be, and is hereby, authorized
to file revised tariffs with the Jincrease sought herein,
effective on all bills rendered on and after April (3, 1973.

2. That at such time that the rate to N.C. Gas Service
.is reduced as a result of Transcontinental Gas Pipe Line
Corporation having collected its unrecovered gas cost, VN.C.
Gas Service shall immediately £file on one day's notice
reduced tariffs reflecting this change plus applicable gross
receipts taxes,

3. That in the event the increases sought by
Transcontinental Gas Pipe Line Ccorperationm -in the varidus
Federal Power Commission dockats upon which these rates are
tased are reduced, N.C. Gas Service shall immediately f£file
tariffs reflecting corresponding decreases in its tariffs as
authorized herein.

4. That 3in the event any refunds are received by N.C.
Gas Service from Transcontinental Gas Pipe Line Corporation
as a result of action by the Fedaral Power Commission or if
producer refunds flow through tc¢ Transcontinental Gas Pipe
Line cCorpoeration which are 1in turn passed on to N.C. Gas
Service, all such refunds, if any, shall be placed in +the
Restricted Account No., 253, "Other Deferred Credits" and
shall be held in said restricted account subject to
disposition and direction by the North Carolina Utilities
Commission. Information concerning future refunds shall be
furnished the Commission not lass than |5 days from the date
of receipt; the informaticn shall include the source thersof
including the docket numbers and order dates of any
procéeding involved in such refunis,

5. That the attached Notice, Appendix A%, be mailed to
all customers along with the n=xt Eill adv151ng them of +the
actions taken herein.

ISSUED BY ORDER OF THE COMMISSION.
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This the 30th day of March, [973. ’

HORTH CARCLINA UTILITIES COMMISSION
Katherina M. Peele, Chief Clerk

(SEAL)
APPENDIX "BF

Upon application by Pennsylvania & Southern Gas Company
(North carolina Gas Service Division), the North <carclina
gtilities cCommission approved increased rates cn all bills
rendered on and after April:|3, [973. The increase approved
results in an increase. of $.0(52 per HMcf on all rate
schedules. This increase allows H.C. Gas Service to recover
only the increase. in cost of gas to it from its supplier,
Transcontinental Gas Pipe Line Corgporation, which has been
approved by the Federal Power Cammission, plus related gross
receipts taxes and insurance costs,

DOCKET NO. G-3, SUB 52

BEFORE TRE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Pennsylvania & Southern ) ORDER ESTABLISEIRG

Gas Company, North Carolina Gas ) SUSPENSE ACCOUHT
‘Service Division, for an Adjustment of ) FOR TRACKING UNRE-
its Rates and Charges } COVERED GAS COST

BY THE COMMWISSION. On Septenber 27, |973 Pennsylvania &
Southern Gas Company, North Carclina Gas Service Division
(N. C. Gas Service) .filed.a Motion for Supplemental Order in
which it requested authority te¢ racover increases in the
cost of gas to it for the pariod Rugust (3 - 3(, 1973 and
the difference between the cost of gas as identified by the
rates listed in Appendix A “and Appendix B in this
commissiont's Order of August 23, |973 from September |, 1973
by debits or credits to a.suspense account. This action is
necessary because the Fed=aral Power Comnission has not taken
any f£inal action on tariffs filed bty Transcentinental Gas
Pipe Line Corporation (Transco). Transco, howvever, is
authorized under +he Natural Gas Act to place in effect on
August |3, (973, Appendix A rates as shown in this
Conmission's Order dated August 23, |973 subject to change
or refund. HN. C. Gas Service proposes to record the
differences in the cost of gas to a suspense account for

.future tracking as required.

on MAugust 23, |973 this Ceraission issued an order in the
above captioned matter in which it approved imncreased rates
for WN. C. Gas Service in ordar to recover increases in cost
of gas to it from Transco as approved by the Federal Power
Commission. Tha rates approved vere based on the
nsettlement Rates" as filed for by Transco and as listed as
Appendix B attached to the order of the Comnission dated
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August 23, |973. The effective date of the increased rates
as approved by this Commission for N. C.. Gas-Service was on
all meter readings on and after September |4, 1973,
September |, {973 was .the 2ffactive date of the "Settlement
Rates" in the settlement filing with +he Federal Power
Commission.

H. C. Gas Service vas advised on September 4, |973 that
the Federal Power Commission had not issued an order with
respect to Transco's application in Federal Power Commission
Docket No. RP73-69 and RP72-99, MAccordingly, Transcor will
place into effect subject to adjustment and/or refund, the
rates which it filed with the Pedaral Power Commission on
tlay 30, {973 which rates vare attached to this Commission's
order ‘of Rugust 23, |973 as Arpendix A. '

The Conmission's Order of August 23, |973 authorized W. C.
Gas Service to file on on2 day's rnotice revised tariffs to
reflect rates higher or lowar than the Transco YSettlement
Rates" as approved by the .Fedarval Power Commission. The
Federal Power Commission has not issued an order in this
matter and in accordance with the Natural Gas Act and the
Rules and BRequlations of tha Ffederal Power Comnission,
Transco will begin collecting higher rates than the
"Settlement Rates™ effectivz Auqust (|3, |973. It is
anticipated that ¢the Pederal Power Comunission will
ultimately approve the "Settlement Rates" and in order to
avoid collecting a2xcessive amounts from its customers which
N. €. Gas Service would be required to refund and at tha
same time permit WN. C. Gas Sacrvice to recover. only the
increased cost of gas to it from AMugust |3, [973, N. C. Gas
Service requests the Commission's approval of thg’follcwing:

I. N. €. Gas Service will maintain in effect the rates
approved in Docket No. G6-=3, Sub 52 effective
September (4, |973.

2. Amounts billed by Transce in excess of the rates
included in Appendix B af the Order dated August 23,
1973, in Docket No. G6-3, Sub 52, will be charged to a
suspense account.

3. Any refund of amounts collected by Transco as ordered
by the FPC vill be credited to the suspense account.

4. "'N. C. Gas service will £file on one day’s notice
revised rate schedules to reflect any changes in
Transco's rates from +thair ©proposed "Settlement
Rates™ as approved by the PPC.

5. The balance, ‘if any, ramaining in +the suspense
account would be %transfarred to the memo account.

6. N. C. Gas Service would b= authorized tc recover or
refund the balance in the _memo account ¢through an
increase or decrease in its rates for such time and
in such amount as approved ty the Commission.
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The <Copmpission is of the op1nlon that the approval of the
action requested by W. C. Gas Service would perzit N. C. Gas
Service to recover only the cost of gas to it.as approved by
the Pederal Power Conmission. N. €. Gas Service will
receive no additional net incoma as a result.ef this action.

IT IS, THEREFORE, ORDERED AS FCLLOWS:

1) That Pennsylvania & Sounthern Gas Company, HNorth
Carolina Gas Service Division, be and is hereby authorized
to charge to a suspense account amounts collected by
Transcontinental Gas Pipe Line Corporation in excess of the.
rates included in Appendix B of the Connission's order dated
August 23, (973 in Docket No. G-3, Sub 52 from September |,
{973 untlil such time as a final order is issued by the
Pederal Power Commission in FPC Docket No. RP73-69 and RP72-
99, '

2) That Pennsylvania & Southern Gas Conpany, North
carolina Gas Service Division, be authorized to charge to
the suspense account amounts ccllected by Transcontinental
Gas Pipe Line Corporation during the peried August |[3-3],
1973 in excess of the rates in effect on April |, 1973 as
approved by the Federal Power Commission for Transconti-
nental Gas Pipe Line Corporatiom.

3 That Pennsylvania & Southern Gas Company, North
Carolina Gas Service Division, shall credit to the suspense
account any refund of amounts ccllected by Transcontinental
Gas Pipe Line Corporation as ordered by the Pederal Power
Commission.

Uy That Pennsylvania & Southern Gas Company, North
Carolina Gas Service Division, shall <£ile onr cne” day's
notice revised rate schedules to reflect any changes in
Transcontinental Gas Pipe Line Corporation's rates from its
proposed settlement rates as approved by the Federal Power
Comnission.

5) That Pennsylvania & Southern Gas Company, North
Carolina Gas Service Division, shall +transfer to the
memoranda account any balances remaining, if any, in the
suspense account.

6} That - Pennsylvania & Southern Gas Comnpany, HNorth
Carolina Gas Service Division, shall f£ile a mnonthly report
reflecting the authorization herein granted.

7} That +this docket shall remain open for such further
orders as are required.

ISSUED BY ORDER OF THE COMMISSIOR.
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This the 2nd day of October, {973.

NORTH CARCLINA UTILITIES COMHISSTONW
Anne L. 0live, Deputy Clerk

(SEAL)

DOCKET WO. G-9, SUB 96
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Piedmont Natural Gas ) ORDER
Company, In¢., for an Rdjustment of ) ESTABLISHING
Its Rates and Charges } RATIES

HEARD IN: Compission Hearing BRoom, Ruffin Building, One
West Motgan Street, Raleigh, North Carolina, on
October 3, 4 and 5, [972. .

BEFORE: Chairman Marvin R. WRooten, Fresiding and
: Conpissioners John W. McDevitt, Hugh A. VWells
and Hiles H. Rhyne (See Note page 25)*

APPEARANCESS
For the Applicant:

Jerry W. Amos, Esq., and

James T. Williams, Jr., Esq. )
McLendon, Brim, Bréoks, Pierce and Daniels
Attorneys at Law

P. 0. Drawer U, Greensboro, North Carolina 27402

For the Commission Staff:

Edward B. Hipp, Esq.

Ccnnission Attorney, and

§illiam E, Anderson, Esq.

Assistant Commission Attorney

¥orth Carolina Otilities Commission
One West 'Morgan Street

Raleigh, North Carolina 27602

BY THE COMMISSION: On March 7, (972, Pledmont Natural Gas
Company, Inc., (hereinafter also styled "Piedmont™), £filed
its Petitien or .Application with this cCommissicn in which it
seeks an increase in its rates and charges for natural gas
service.

on March (4, |972, tha Corwmission issued its Order
declaring the proceeding to be a general rate case,
suspending’ the propédsed rates, setting a test period ending
April 30, 1972, and.requiring the Petitioner to file such a
revised Application, doe June |5, {972, as would be in
accordance with the changed test periogd.
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2
on June 12, [972, the Petiticoner filed a Motion for
Bxtension of Time in which to f£ile the revised Application,
exhibits and work papers, which the Commission allowed by
order issued on June |3, [972.

The Amended Petition or Application was filed- on June 22,
1972. The Amendment .inclided amended tariffs which included
the Aincrease of |.802¢ par Mcf authorized by the Ccomission
in pocket No. G-9, Subs 92, 94, 97, 98 and |00.as allowed in
the -"tracking® order issued #ay 2, |972, in those dockets.
On July |8, {972, the Ccnnission issued its oOrder allowing
the amendment and suspending the tariffs Filed with said
Anended pPetition on June 22, 1972.

On September |, 1972, Piedmont filed a Motion for Leave-to
Apend its Amended Petition, alleging further increases in
its cost of gas from Transcontinental Gas Pipe Line
Corporation and from Carolina Pipeline Company. Piedmont
filed contenporaneously an Apendment to Amended Petition
reciting the nature of those alleged wholesale increases and
attaching thereto certain exhibits.

Rgain on September |[{, 1972, Tiedmont filed a further
Hotion for Leave to Amend the Amended Petition, alleging
additional’ increases jin the cost of purchased gas .and also
filing contemporaneously a Second Amendment <to Amended
Petition, with .exhibits.

On September |4, [972, a Hotion was filed on behalf of the
Conmissionts Staff for an extension of time to f£ile its
testimony, wvhich vwas allowed by Commission Order issued
September (4, (972.

6n September 22, {972, Piedmont £iled another Motior for
Leave to Amend the Amended Petition and contemporaneously a
Third Amendment to Amended Petition, wWith exhibits.

On September 28, ({972, Fiedmont filed ifs Undertaking
alleging <the pendency of .its general ' rate case, the
suspension of the propesed rates by the Commission, and its
statutory right as set out in G. S. 62-135 +to put the
proposed rate schedules into effect wupon +the filing by
Piedmont with the Connission of a satisfactory Undertaking.

The matter came on for hearing at the tice and rlace
designated by prior order. As the first matter of business,
the Conrission inguired whether any person had objection to

. approval of the Undertaking by the Commission. There being.
none, the Undertaking was approved, and on October 6, [972,
the Commission issued its order recognizing the statutory
rights of Piedmont under G. S. 62-|35 for temporary rates
under Bond or Undertaking and reciting approval of the
Undertaking as filed.
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SUMMARY OF EVILENCE

Mr. J. D, Pickard, President and Chief Executive Officer
of Piedmont Natural Gas Company testified that  this
proceeding is Piedmont's first rate ‘case since |959 seeking
to increase rates for other than tracking purposes; that at
the end of the test year Piedmont had approximately |70,000
customers; that the rate increase is sought at this time
because of the effect of Transco's gas curtailment thereby
increasing Piedmont's demand.cost; and. further, that the
reduction in available supply of gas has resulted in a shift
in Piedmont's sales from mor2 profitable industrial and
commercial customers +to its 1less profitable residential
customers.

Mr. Matheney, Senibor Vice President-Finance, testified
that the original cost of Piedment's plant is $121,969,89]
of which.- the FNorth Carolina portion is $88,965,877; that .
vorking capital required by the company £for its North
carolina operations is £2,894,374, Lased on one-sixth of
test year operation and maintenance expenses, (ircluding
minimum® bank balances and excluding average federal income
tax accruals); that the revanues should be rormalized and
annualized in the amount of $],298,209, including a
temperature normalization of 3$348,836; +that the cost of
purchased gas should be annualized in +the amount of
$],085,129, and a@n adjustment made to other operation and
maintenance expenses in the amount of $56(,322, including
$425,873 for wagde adjustments a portion of which took place
outside the +test period; that the rate of return on ccmmon
equity aftér the adjustments is 6.8|% for the test period
and that after taxes interest coverage is 2.08 times; that
earnings per share per hooks for +the twélve months ended
Decenber 31, 1971 amounted to $|.98, and for the twelve
months ended April 30, 1972 dropped to $1.73.

Mr. John G. Hopping, Vicé President~Industrial and
Commercial Sales, testified that present rate schedules are
different for the Western Division as g result of the merger
of Carolina Natural Gas Company into Piedmont Watural Gas
Company in 1968 and Piednont's maintaining the old Carolina
rate schedule in that service area, but the rates proposed
in this case. eliminate the disparity and provide the same
rates for similar service to North Carolina customers; tHat
the proposed rates have been designed giving consideration
to cost of service, valus - of seorvice, competitive fuel
prices, the need +o maintain a balanced load growth, the
current gas supply situation, -and the company's rTevenue
Tequirements; that Stone and Webster Hanagement Consultants,
Inc¢., conducted a cost of service study which points out
+hat under the current rate residential custcmers are
producing a considerably lower rate of return than
commercial or industrial customers and in the proposed rates
residential customers bear a larger percentage of the
increase; that the company cannot continue to sell gas to
industrial and coamercial customers if gas is priced at a
non-competitive level; that the gas cost per HETU under the
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proposed rates will be lower than competitive fuel costs for
custoners using Rate Schedules 6, 8, |5, |6, |7, 1lla and [3;
that Rate {| is the only rate- where competitive fuel is
cheaper per HMBTU but many of these customers prefer gas
because of the convenience, savings in handling, storage and
for ecological and pellution abatement purposes, and the
company is able to compete there even with a higher price
per MBTU.

Mr. Richard S. Johnson, Vice President of Stone and
Hebster Management Consnltants, Inc., testified that Stone
and Webster assisted Piedmont in designing the proposed
rates and prepared a cost of servite study to determine +the
approximate rate of return which would have becen earned by
each class of service during the test year had the propesed
rates been in effect; that h2 considered the prospects of a
finite gas supply over the next few years which' must meet
the requirements of the firm sales growth: that Piedmont
agreed when it acquired the Western Division +to institute
uniform rates throughout North Carolina in the next general
rate case and the proposed rates should provide +this
uniformity; that +the Applicant's proposed revenue has been
apportioned to the:particular rate classificatlions on the
basis of several formulae for deternining the amount of
increase to be derived from a particular change in rate
schedules; that the selection of a schedule of rates to
spread- the burden of service cost bhecomes a matter of
inforned Judgment, including consideration of cost of
service and other factors. -

8r. John E. Daly, Assistant Appraisal Manager for Stomne
and Webster Engineering Corporation, testified that Stone
and Webster developed the value af gas property located in
the State of North carolina, in service as of april 30,
(972; +that the appraisal consisted of dévelopment of yearly
cost indices appropriate for each class of thé company's
property, calculation of cost trend factors to April 30,
1972 and the application of these factors to the original
costs by years of installation, depreciation stodies
involving field inspection, application of depreciation
" factors te current costs, and final assembly of the
appraisal and sdipporting data; that the indices are based on
a cotbination of material and labor costs using two sets of
labor indices - one for company labor and the other for
Building Trades labor; that each yearly index for ecach class
of property is trended from driginal costs, by years, to the
appraisal date; that observed depreciaticn reserve is also
determined, and the procedures are followed through for all
Flant property; that the current cost cf property in, or
allocated to, the State of North Carolina is 147,162,522
and the current cost less observed deépreciation is
$126,858,884,

#r. Eugene S. Merrill, of Stone and Webster Hanagement
Consultants, Inc., testified, regarding Piedmont's finances,
capital cost and earnings requirements, that he used three
approaches in deterrining earnings requirements, as follows:
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n overall return on capital invested by comparable
conpanies, (2) Piedmont's capital structure and the cost of
capital, and (3) the investors approach or the financial
integrity approach; that the long term debt ratio increased
from 60.2% in 1965 to 64.2% by the end of [971: that tke
common equity ratio increased ‘from 24.8% in |965 to 28.(% Iin
1971 and decreased to 26.5% following the sale of debentures
in Bpril, 1972; that the interast coverage afteér tarxes in
1965 was 2.3 times and by (970 had decreased to less than 2°
times; that earnings per share wefe $|.79 in [97C, $2.02 for
twelve months ending Junz2 30, |97{, $|-98 for the calendar
year |97] and $|.73 for the tast year; that. the average
conmon equity Tatio for the |7 comparison companies studied
-was 39.4% from |965 to |97]|.and was 38.3% at year end 97|,
wvhile the common equity ratio of Piedmont has consistently
been much thinner averaging enly 25.1% from (965 to |[969,
and being 26.5% at the end of the test year; that in the
last quarter of {965 interest rates begin to rise until niad
1970 reaching an all +time high in. June, |{970; that
Piedmont's debt cost is 6.82%, preferred stock cost 1is
7.93%, nmaking +the cost of senior capital at the end of the
test period 6.93%; that a return on common equity for the |7
gas distribution companies in the comparison study averaged
12.8% for the three years 965 through- (967; that as the
cost of senior capital has increased sincé then, the return
cn common stock has decreased averaging |2.3% since 1967,
and |4 of these |7 utilitias have sought rate increases;
that Piedmont regquires a minimum rate of return on invested
capital of 9.|7% and a minimum rate of [5.4% on common stock
capital.

Nr. Merrill further testified that his conclusion under
the comparable earnings approach was that +that approach
could no longer be used to detarmine the cost of capital for
a utility; that the comparable earnings study showed that
Piedmont +through (970 and in |97] maintained a strong
position and did better on average than the (|7 conpanies;
that the cost of Piedmont's senior capital is considerably
higher on average than that of many of tlie other companies
because. Piednont had to vrTaise a substantial amount of
capital during a period of higher money cost; that the
return on average common eqaity for Piedmont has been in the
14% range through the seven year period 1965 through (97];
-that in [971 +that happy situation started tc end; that on
balance most corporations in the United States had a decline
in earnings in. [970 and (97|, and during ¢that period
Piedmont preserved and protected its earnings until pid
1971; that Schedule 3 which sShows Piednont's decline in
earnings from 14.3% at December 3|, |97 to |]|.6% at BRpril
30, [972 does not include an adjustment for temperature
notmalization; that he is familiar with what usually happens
to +the earnings of gas counpanies whenr they have a warm
winter but &id not adjust the [972 figures for a temperature
normalization and does not know whether Piedmont would have
had a decline or not if they had been selling <the sanme
volume of gas; that this conclusion from <the investor
approach showed an dindicated cost of capital of 9.{7%; that
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Piedmont intends that the next capital it seeks will be

_equity capital and if it earns |4% on +the’ next issue. of

\

common equity capital it wculd increase its-times coverage
on debt .from what it is now; that the earnings on equity in

‘the range of |4% through tha past seven years was a good

financial record; that he has not considered the economic
condition of Piedmont's . franchised  drea’ although eguity
investors generally favor coppanies in strong economic
areas, which the South and North-Carolipa particularly, are
at the present .time; that utility cost of capital for bonds
at. least are staying level and competitive with other types
of corporate bonds and the "other comparison -companies
studied which, -have maintained .a higher' equity ratio have
s01d equity with earnings on eguity in the range. of |2 %o
12.5%; +that he disagreed with Hr. Kent'!s return on equity
exhibit including only' a portion of the last debenture .sale
inasmuch as he apparently did not proform for futare
commitments. ’

#r. Thomas L. Dixen, Ccrnission  Staff Pipeline Safety
Engineer, testified <that he computed’ the  adfustment +to
operating revenues to annualize and mormalize sales for the
effects of temperature during the' test ‘period; that the
tenperature -normalization- portion of this tetal figure is
$500,828 and the balance of tha figure is to annualize sales
for rates in effect and plant in service at the end of thé
test vperiod;: that the temperature adjustnent figure
represents a degree day temperature normalization of the
sort offered by the Staff in previous natural gas ccrpany
rate cases for other North Carolina companies, using the
sane degree day base, the same period of years .for testing
and other characteristics in +the identical.fashion .as in
other studies; that in the previous Piedmont rate case a
different base was used for Piedmont as for all other gas
companies; that 65 degrees is the standard base Tepresenting
the temperature at which customa2rs begin to use heat: that
he used temperature information from the " Western Division,
the Charlotte area and the Greensboro-Northern Division;
that he determined which interruptible gas-would have been
sold as firm gas under normal. temperature conditions to be
Piedmont's Rate |5, which is‘ths lowest price rate and +that
in the event of customer intervuption the gas company would
interrupt those interruptible customers at the lowest price ,
rather than the other customers at a higher price; that
there is more gas sold at Rate [5 than would be taken up in
the increased sales following a dre¢p in temperature.

Hr. .Raymond -J. ©Nery, Chief Engineer Gas- Divieion,
testified that he computed the -  adjustment tc operating
revenues - in the amount of $369,623 to increase operating
revenues by annualizing sales to Duke Power Company, and a
correésponding adjustment to increase the cost of gas in the
arount of $265,250; that during Piedmont's last rate case he
studieqd the  operational axperience of Piedmont and
particularly its purchases from Carolina Pipe Line in Scuth
Carolina, noting that Piedmont had availahle from Carclina
Pipe Liné a volume of gas which it was not purchasing in the
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summertime; that for this case ha determined that the sales
to Dnke during the latter part- of the <test year -had
increased for the reason that contract changes authorized by
this Commission made incraased sales possible and that there
should te an adjustment to annualize the sales volumes; that
he testified that fegarding gas available t6 Piedmont from-
Carolina Pipe Line, and testified as to the actual purchases
by Piedmont of the volume avallahle,,that gas was. available
to Piedmont which it -did not purchase, and gas which was
purchased by Duke Power Company ‘for use at its Buck steain
plant; <that the volumes purchased by Duke from Piedmont
increased substantially beginning in March, (972, because on
February 28, {972, the Commission authorized increased rates
and increased volume conditions enabling Piedmont to realize
a profit and increased the sales of that .Carolira Pipe Line
gas to Duke Power Company; that the neans 'he used to show
the dcllar effect of annualizing this increase in sales was
to ascertain the armount of No. 2 fuél oil used by -Duke and
to convert that fuel oil  to Hef gas equivalent; that he
obtained Duke's No. 2 fuel oil purchases -at the Buck plant
from the Trecords of Duke Power Company in his official
capacity as a Comnission representative.

Mr. Nery +testified that he ccmputed an adjustment in the
amount of $|,225,944 to increase the cost of purchased gas
to proform the increases in cost of gas which occurred
-during the test period; that he used a. computation which wvas
‘essentially the same as that used by Piedmont except that in
Piedmonit's computation an assumed ||% curtailment was used
wvhereas the sStaff used the actual test perjod curtailment of
7.62% and that while -Piedmont allocated the cost other +than
commodity cost on the basis ¢f a peak day using a 77.57%
figure, the sStaff used the avaerage of the three day
sustained peak period which was 77.272%.

Hir. HNery computed an adjustment in the amount of $402,042
reducing the cost of gas through the reallocation of demand
chargeg  based on weighting of peak and annual sales by
states; that this was the same adjustment that he rmade in
the 1last riedmont rate case and in the same manner to which
he testified at that time; that because Piedmont operates in
two states and pays a demand charga on a total company basis
it is necessary to allocate the -demand charge between North
and South Carolinaj; that if the allocation were based on a
peak day, North Carolina opsrations would pay 77.272% of the
demand charge whereas ¢the WNorth Carolina operations sold
only 68:42% of the gas on an annual kasis; that looking at
North carclina operations as a separate entity with the
right to 77.272% of the gas.it paid the demand charge on, if
it were an individual company which is assumed for rate case
jurisdictional purposes, it would then find another sale ‘in
North Carolina or would make arrangementc to sell this gas
to another utility in this state or in another state; +that
Piedmont maintains essentlally the same rates in Worth
Carolina as in South Carolina but would make more money on
South Carolina sales because of the North Caroclina gross
receipts tax; that he also computéd & related adjustment of
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$69,786 increasing the cost of purchased gas for increased
volumes sold resulting from the temperature normalization
adjustment,

Mr. Jesse Kent, Jr., Staff Accountant, testified that he
made an examination of the books and . records of Pledmont
Natural Gas Company covering the twelve months' period ended
April 30, 1972; he testified <that the original cost of
Piednont's plant is $12(,%69,89|, of which the FNorth
Carolina portion is $88,965,877, adopting <the company's
proposed allocation methods as reasonable; that the working
capital allowance required by the company is $497,979 based
on |/8 of operation and maintenange expenses including
ninimue bank balances allocated on the basis o©of net plant
ratie and excluding averaga tax accruals including the
carry-over of accruals from prior years; that operating
revenues are adfjusted in the amount of $369,623 to proform
sales to Duke Power <Company and ¥|,530,65| to annualize
sales %o year end and to normalize sales for the effect of
tepperature during the test period as calculated by the
Engineering witness; that the cost of purchased gas has heen
annualized by an adjustment in +the amount of ${,158,938,
reflecting (1) an increass in cost of gas as annualized in
the amount of 31,225,944, (2) a reduction in the cost of gas
through reallpcation of demand charges based on actual sales
by states as computed by the engineering witness in the
amount of $402,042 and (3) an increase in the cost of gas
for increased volumes resulting from the  engineering
witness' norpalization adjustment in the amount of $69,786,
and (4) an.increase in the cost of gas as a result of +the
engineering witness's adjustoment to pro form sales of gas to
Duke Power Company in the amount of $265,250; that the
comrpany's proposed expense adjustment in the apount of
$425,873 for annualization of wage adjustment reflects
adjustments made outside the test period; that the rate of
return on net investment including the working capital
allowance after adjustments is 7.60% and after the proposed
rate increase would be |0.68%, that the rate ¢f rTeturn on
common egqguity capital after adjustments is 9.03% and after
the proposed rate increase wculd be |7.32%.

Based upon the record and such Judicial notice as is
indicated herein, the Commission makes the following

FINDINGS OF PACT

(- That Piedmont WNatural "Gas Company, Inc., is a duly
created and existing New York corpcration authorized to do
business, and doing business, in Horth Carolina as a
franchised public utility providing natural gas service in
forty-two (42) North Carolina communities, and is properly
before the Commission in this proceeding for a determination
as to the justness and reasonableness of its proposed rates
and charges as regulated by the Dtilities Comeission under
Chapter 62 of the General Statutes of North .Carclina.
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2. That the' increases in rates and charges proposed by
Piedmont would produce a total of 34,623,655 in additional
gross annual revenue.

3. That the test pericd set by the Ccrmission and
utilized by all parties in this gproceeding was the twelve
months'! period ending april 30, [972.

4, That due to the abnormally warm temperature during
the test year Piedmont sold a substantially lesser portion
of dits gas than normal te its firm customers for heating
purposes and received $500,828 less operating revenues than
vould otherwise have been recaived in the test period under
normal temperature conditions.

5. That normalization of sales to give effect to the
temperature normalization, increases in purchased gas
expense, and Iincreases 4in rates due to various "tracking"
increases approved by the Commission, require that test year
operating revenues be increased upward in the amount of
$4,530,65| to annualize revenues, and test year purchased
gas expense be adjusted upward in the amount of $[,225,9L4
to annualize increased costs.

6. That during the test ‘year (om February 28, |972) this
Commission approved a contract between Piedmont and Duke
Power Company for the sale of additional volumes of gas to
Duke at 58.553 cents per Mcf; subseguently in March, (972,
Duke gas purchases for the Buck plant increased from 265,960
Mcf to 474,360 Mcf and in April, |972 were 405,900 Mcf: that
the March and April sales to Duke, when annualized for the
whole test year, produce annualized sales ¢f gas to Duke at
the Buck plant of 5,28|,560 Mcf or revenues in the apount of
$309,251; that based on an annualizing method equating
Duke's tést year No. 2 oil wused to volumes of gas, a
reasonable ¢stimate of Piedmont's increased revenue from
Buck plant sales to Duke on that current rate for the test
year iz $369,623: the Comdission takes Judicial notice of
the extension of this contract, at a higher rate, for 973
and the approval thereof on January 5, [973.

7. That the increased volume of gas available for sale.
to Duke entails an increase in purchased gas expense in the
amount of $265,250. '

8. That the Staff allocation of demand charges to North
Carolina in the amount of $8,0|6,{96 understates the demand
charge by allocating peaking services +to interruptible
customers, although such p2aking services always reflect
peak wuse; the reasonable demand charge allocation to North
Carolina for the test period is $8,054,686.

9. After accounting and pro forma adjustments, including
the annualization of rate changes taking place during +the
test year, Piedmont's +test year gross operating revenues
were $44,205,993 (North carclina intrastate). Its
reasonable intrastate operating expenses and other revenue
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deductions for the +test peried year were $38,932,85],
leaving - net operating income of $5,273,|42. The foregoing
figure was reducel by the sum of $44,698, representing
interest on customer's deposits paid during the test period,
which the Commission allows .as an- operating expense,
resulting in net operational ‘income as adjusted of
$5,228,444, To this figure, the Commission Staff has
applled an annualizing adjustment of [.69% in -order to
accomplish a year end figure which will be representative of
a +total year's operation, resulting in an -adjusted net
incope for ‘return of $5,3|6,805.

|0. Under the uniform =system of .accounts for public
utility firms, Account 930 includes miscellaneous general
expenses and Acconnt 426 includes charitable and civic
contributions and niscellanaous income charges. In
analyzing the 930 account, the Conmmission £inds that
expenses recorded thereunder in the- total sum of $29,596
should be' disallowed as represanting reasonable operating.
expenses and in computing the  return .on equity. In
analyzing the 426 account, the Ccnuission has disallowed the
classification of the total sum of $37,842 as expenditures
vhich should be borne’ by the ratepayers, and has charged
said expenditares against the comgany's steckhelders in
computing - the rate of return on equity. This adjustment in
no way affects the income tax bhenefits to Pledmont of the
accounting treatnent accorded these expenditures by
Piedmont. The foregoing adjustments are primarily -related
to civic club dues and contributicns, country club dunes, and
charitable contributions.

ft. Ahs of the end of the tast year, Piedmont books of
account reflect an original cost of $88,965,877 of plant
used and  useful in intrastate service;. a depreciation
reserve of $18,029,352: and contributions -in aid of
construction in the sum of $352,768. The Commission finds
Piedmont's net investment as of the end of the test year 1in
utility plant providing service to the public in North
Carolina to be in the sum of $7{,070,396 (including working
capital). : .

12. In _computing Piedmont's recasonable working capital,
the Commission has allowved ninimum or compensating bank
balances, - one-eiglith of its +test year operating expenses
{excluding purchased gas), certain prepayments, materials
and supplies, and deducted tax accruals and customer
deposits, .as reflected in the sStaff Audit.

|3. 'That the replacement cost of Piedmont's property in
intrastate service as of the end of the test year is
$97,900,000. '

|4. That the fair value of Piedmont's property used and
useful in providing servic= to the public withimn this State
as of the end of the test year, considering the reascnable
original cost of the property less that portion consumed by
use and recovered by depreciation expense, the replacement
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cost of the property, and current operations is $84,486,639
being a fair value of plant in service of $84,000, 000, plus
the working capital allowance of 3$486,639.°

I5. Based upon the Commission's foregoing findings of ‘net
income and fair value, the Ccpmission finds Piedmont's rate
of return on fair value for the test ‘year to be '6.29% and
its rate of return on its actual <coomon eguwity investment
for +the test yeoar to be 9.|0%. _Assuming a common eguity
structure adjustment to allow for +the increment by which
fair value exceeds original cost, the rate of return on
conmon equity - for the test year would be 5.61%. The
Commission finds that such rates of return on fair value and
comrmon eguity are insufficient to allowv the utility by sound
management +o produce a fair proflt ‘t6 its stockholders, to
maintain its facilities and service in accordance with +the
reasonable reguirements of its customers and to compete in
the market for capital funds cn rzasonable terms.

6. Based 4upon +the Conmmission's foregoing findings on
revenues and investment, Piedment will require additional
annual gross revenues of $2,264,489 to achieve the rates of
return on fair value and commen equity (set forth
hereinafter) which are sufficient ¢to allow it by sound
managenent to produce a fair profit to its stockholders, +to
maintain its facilities and service in accordance with the
reasonable requirements of its customers and to conpete in
the market for capital funds on reasonable terms. Said
additional revenues will produce a rate of return on fair
value of Piedmont's propsrty of 7.56% and a rate of return
on actual common equity of |4%,  ard assuming the "fair
value” adjustment +o ‘the common eguity account, a rate of
return on said adjusted common equity of 6.63%. BAll of =aid
rate of return computations are illustrated in the tables
appearing on pages 2| and 22 of this order. [ See pages 275,
276, and 277 of this Annual Report.]

{7. The Conmission finds that +the rates requested by
-Piedmont in this docket to be not just and reasonadble, and
accordingly has modified Piednont's proposed rates in order
that the additional revenues alloved in this order will be
generated upon a. schedula cf rates which are non-
discriminatory and Just and reasonable. .Said schedule of
rates is set forth in Appendix "A" attached to this Order.

Fhereupon the Commission reaches the following
CONCLUSIONS

|- Upon consideration of the record herein it has become
apparent that Piedmont Watural Gas Company is din need of
substantial rate relief, having acquired a significant
amount of debt capital during the period |[965 +to mid-(970
vhen interest rates reached an all time highk, with further
significant debt financing between kid-{970 and tke end of
the +test year and having sustained a decline in earnings
since mid-1971. The guestion beconmes not whether Piedmont
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should have <rate relief but how ‘much. In applying the
criteria set forth in 6. S. 62-{33(b) the Conmission nust
estimate the wutility's revenue under +the present and
proposed rates, and ascertaifi the utility's reasonable
operating expenses, by fixing a test period of twelve menths
ending as close as practicable before the opening of the
hearing. '

2. OUse of the test year:-so established is valid, as the
Court said in the case of Utilities Commission ¥. city of
Durham, 282 N.C. 308 (]972) ",..if, but only if, approrriate
pro forma adjustments are mnade <for abnormalities which
existed in the test period and for changes in conditiomns
occurring during the test period anrd, therefore, not in

operation throughout its entiratyn.

3. In the present case both the Applicant and the Staff
offered evidence of an adjustment +to operating revenues
normalizing revenues to reflect the abnormally warm test
pericd temperature. Such a tenperature normalization was
the subject of extensive analysis by the Supreme Court of
North Carolina in the case of Utilities Commission v. City
of Durham,- supra. In that case the Court said that where
tenperature was abnormally warmer than usual "to fail ¢to
adjust the test period revenues upward would lead to higher
rates for service than nscessary to yield the return to the
company contenplated by G. S. 62-133(b) and would be unjust
to the 'users of gas". Accordingly, we interpret that
decision to be a mandate to give effect to substantial and
conpelling temperature normalization evidence. -The Staff
computation applied formulae and methodology adopted by the
Commission in that case and various other cases; the degree
day used appears +to be appropriate; the Staff computation
gives effect to each of the different climatological regions
within the Piedmont franchise area; the' mathematical
accuracy of the Staff computation has not been seriously
questioned; and the Applicant cffered no evidence suprorting
its adjustment. We therefore conclude +that +the Staff
adjustment to normalize temparature by increasing revenues
in the amount of $500,828 is razascnable for use in the test
year .computations, as is the related adjustment of $69,786
increasing the cost of purchased gas.

4. Similarly, we have congluded that proper pro forma
adjustments to the test period should include the adjustment
of $1,029,823 to annualize increased sales and higher rates
due to various tracking increases, and an adjustment to
purchased gas expense in +the amount of $(,225,984 +to

annualize Piedmont's cost increases.

5. We further conclude that the test year puost be
proformed to annualize increased sales to Duke Pewer Cempany
resulting from the increased rate sought-by Piédmont and
approved by this Commission on February 28, |972, tvo months
prior to the close of the test period., The Applicant has
contended that such increased sales should not . be
annualized. The basic -premise is, however, that-¥changes in
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conditions occurring during the test period and, therefore,
not in operation throughout zts entirety" Utilities
Compission v. City of Durhanm, gupra, should be groformed. A
party urging the Commission to .exclude any figures
representing changes in conditionms during. the test period
bas +the lPurden of showing that they are non-recurring and,
therefore, reasomably should be éxcluded. In pursuing this
goal, Piedmont offered .the  speculation that thé contract
Bight not be renewed; the facts existing at the end of the
test periecd, however, indicate otherwise, and we conclude
that an adjustment should-be wmade° increasing 'revenues to
annualize the volumetric increases in sales to Duke Power
Conpany as a part of the estimate ¢f Piedmont's revenues.

6. Where a utility operates in two or more regulatory
Jurisdictions it.becomes necessary +to allocate not only
utility- plapt but also such items as eguity capital and
various expenses. One of +thase expenses is +the depand
charge. Both the Applicant and the Staff offered evidence
allocating demand charges ta North carolina. Piedmont
purchases its gas supply based on its total operation in
North and South Carolina. It gets one =single »ill from
Transco for the demand charge relating to its contract
volumes. It is necessary therafore to allccate part of this
demand charge to North and South Carolina. WNormally this is
done on a peak day or the average of a three day sustained
peak day basis. Undzr this method North Carolina would have
allocated to it 77.272 percent of the demand charges and
South Carolina 22,725 percent. This procedure, considering
Horth Carolina as a separate eantity, would entitle North
Carolina consumers to 77.272 percent of the daily contract
volumes. Piedmont, operating the total system, sells +the
interruptible volumes to customers who pay the best price
for these volumes. In this case it sold 68.42%  of +the
annual velumes in North Carolina and 3[.568% of the gas on an
annual basis in South Carolina. Under these circumstances
North Carolina consuners who were entitled to 77.272% of the
gas because they paid the demand charge relating thereto,
only received 68.42% on an annual basis. The gas which was
shifted to South Carolina was shifted under Piedmontts
procedure at the comnodity cost. No credit was received by
the North Carolina custorers bacause their firm requirements
made +this gas available and because they paid the demand
charges on these volumes. The -testimony of +the Staff
witness in this case allocates the demand charge on an equal
basis weighting both the peak day and average day, which we
believe 'is appropriate under the circumstances. ¥%We do not
believe, considering North Carolina . as a separate entity
vhich we are regquired to do under Worth Caroclina Law, that
gas should be shifted from North Carclina to South Carolina
with no sharing of the benefits. Under this procedure
benefits accrue both +to +the HNorth CcCarolina segment of
Piedmont's operation and +the South Carolina =egment of
Piedmont's operations in a reasonable and acceptable manmner.

7. Ve conclude that th2 fair wvalue of Piedmont's
property used and useful in providing service to North
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Carolina customers as of the end of the test year,
consjdering the reasonable origimal cost less that portion
consumed by use and recovsred by depreciation expense, the
replacenment cost of the property, and current- operations, is
less - than the replacement cost-but more than the original
cost, and is $84 49Q,|06 consisting of the <fair  wvalue of
plant in servica plus a reasonable working capital
allowance. Mr. J. E. Daly offered +testimony and ~“exhibits
for Piledmont to the effact that the reproduction cost.of
Piedmont's property at April 30, |972 was $130,230,444.. Kr.
Daly ‘explained that he detarmined reproducticn cost less
depreciation by way of the trended original cost method
vhich . involyes adjusting actual recotds of historical
construction cost to current cast levels to the appllcation
of appropriate index numbers relating to price changes over
a period of time. The trend factors are based upon material
and labor indices- weighted together using an estipated
ratio. Mr..Daly testified that, based on a stratified
.randon - sampling techniques for Piedmontis mains, a 4%
observed depreclation resarve: was -used to  establish the
depreciation .on  trended current costs. The Comnmission
concludes that ‘book depreciation of 20.27% should be used,
accounting for $9,5]|9,536 difference between Piedmont's
figures and the staff's figures. The "Compission concludes
that a working capital allovance' of $486,639 would be
reasonable, as .coppared to Piedmont's figure of $3,724,328
for a difference of $3,237,689. Hr. Daly testified that a
5% correction -factor. vas applied to the reproducticn cost in
order to correct ' such deficiercies -as pieceneal
construction, new_ matérials and construction techniques and
other changes in +the arts. Hr. Daly concluded that by
applying this cotrection factor reproduction and-replacement
cost are for all intents tlie same. The Commissien concludes
that evidence of T™reproduction cost" by way of.-trended
original cost as presented by Nr. Daly,.envisiens .and is
foonded upen the premise of a duplication of the plant as
is, with inefficiencies and outmoded  obsolete design
included; in order to trend the original cost to a current
one-time replacenent of -Piedmont's utility plant din
accordance vwith modern design and technigues, such as with
higher fressure, coated and wrapped steel pains, such a low
correction factor is not credible and persuasive ‘evidence.
Hr. Daly's trended original cost methods and the results
produced are not fully acceptable as the complete basis for
deternining replacement cost, and although Mr. Daly's study
produces some indication of replacement c¢ost, the net
trended cost - 6f Piedmont's plant produced by .such trending
is an excessively high estimate of replacerent cost.

8. Miscellaneous expense items uhich are nonoperating in
nature, including payrents or donations for charitable,
social or community welfare purroses, civic, political, and
related activities, are classified in Account 426 and were
not’ considered amn operating revenue deduction for +the.
purpose of ascertaining net oparating income by either the
staff or Piedmont. (Piedmont charged $37,842 direct to
North Carclina operations under Account 426 . for the test.
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period.) This expense should also be eliminated in the
computation determining total income before interest
charges, in +the calculations and tables representing the
statement of return on common aguity.

9. Actual operating expenses are classified in Account
930 and properly charged to the ratepayers. We have
reviewed the Account 930 analysis filed as an exhibit in
this proceeding and have concluded +that the sub accounts
930.2| and 930.22 consist of expenses which are nonoperating
in nature. Accordingly, for rate of return purposes we have
reclassified the expenses in thos2 sut accounts into Account
426, amounting to $12,678 in addition to the adjustment
previously made by the Accounting staff. Such
reclassification requires an additional expense elimination
in the computations and tables reflecting common equity as
discussed above.

10. We conclude that the rate relief requested herein is
excessive inasmuch as it would produce a total of $4,623,655
in additional gross annual revenue, which would, in view of
the annualizing and normalizing adjustments found necessary
and proper herein, produce a rate of return on fair value of
8.89%, would produce a rate of return on common equity
capital as adjusted for fair value of ||.77%, would produce
a rate of return on net investment of |0.58%, and would
produce a rate of return on test pericd actual ccmmon equity
of |9.|0%. Upon considering the record herein, we recognize
that Piedmont's long-term debt ratio has increased somewhat
in recent years during a time of high interest costs; that
the interest coverage and r2turn on common equity has
decreased as have earnings per share; that, although
Piedmont was able to preserve and protect its earnings and
keep its rate of return on a./erage common equity in the [U4%
range in recent years the sarnings and rate of return on
common equity began to decline in |97| after the acqguisition
of its new debt capital at high costs and its earnings for
common equity capital have declined tc 9.|0% under present
rates at the end of the test pariod; we conclude that the
test period rate of return con fair value of 6.29% and on
ccmmon egquity as adjusted for the fair value increment of
5.6|% are insufficient at the present time to allow Piedmont
by sound management to produce a fair profit to its
stockholders to maintain its facilities and service in
accordance with the reasonable requirements of its customers
and to compete in the market for capital funds on reasonable
terms.

Il. We conclude that in crder to meet those objectives
Piedmont requires a rate of return on fair value of 7.56%
and a rate of return of 8.63% on common equity as adjusted
for the increment by which fair value exceeds origiral cost,
and that Piedmont will requira additional revenues of
$2,264,489 based on test year operations to achieve said
rates of return on fair value and on adjusted common equity.
By obtaining such additional revenues Piedmont will have the
opportunity +to increase its interest coverage significantly
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and its rate of return on test reriod common equity will be
restored to the [4% range.

2. The following +tablas, Fased upon +the Findings of
Fact, illustrate the calculations for the $2,264,489
additional revenue found to be necessary, Jjust and
reasonable from the records in this proceedings



PIEDNONT HATURAL GAS COBFANY,

IBC.

RATES OF RETURN, AFTER COMNISSICN APPROVED ADJUSTMENTS,
BASED ON PRESENT BRATES AND ON APFRBOVED RATES

Operating Bevenues
Gross operating revenues

Operatipg Revenue Deductions
Natural gas purchased
gperation and maint. expenses
Depreciation expense
Amortization expense
Taxes — other thar income
Taxes - state incone
Taxes — Federal incoae
Investment tax credits normalized
Amortization of investment tax

credits
Tatal operating revenue ded.

Net operating incone
Less: Interest on customer deposits
Plus: Annualization factor (].69%)

Net operating income for return

MORTH CABOLINA GNLY

Present Approved After Approved
_Bates_ Increase Increase
$u4,205,993 52,264,489 $L6, 470,482
24,072,419 24,072,419
6,686,627 5,478 6,692,105
2,284,686 2,284,686
£2,758 52,758
4,068,777 135,54) 4,204,3|8
265,214 127,408 392,626
1,528,08] 958,110 2,486,]9]
143,407 143,407
{169,122) {169,122)
38,932,85] 1,226,537 40,159,388
5,273,142 1,037,952 6,311,094
44,698 44,698
88,36} 17,540 105,90)
$|,055,492

$ 5,316,805

$ 6,372,297

S4LVY

SLC



RATES OF RETURR, AFTER COMMISSION APPEOVED ADJUSTHENTS,

PIEDNONT NATURAL. GAS COMPANY, INC.

BASED CN PRESENT RATES AND QON- APPROVED BATES
NORTH CABROLINA ONLY

Investment in Gas Plant
Gas plant in service
Less: Depreciation reserve
Less: Contributions in aid of
construction
Het plant in service

Allowance for Horking Capital
Material ‘and supplies
Cash
Averade tax accruals
Total vorking capital allow.
Ket investment in plant plas
werking capital
Rate of return on investment - %

Pair value rate base

Rate of return om fair value - %

$68,965,877 s $88,965,877
18,029,352 18,029,352
___.352.768 ‘352,768
70,583,757 70,583,757
829,454 829,454
2,396,816 696 2,397,512
_ (2,739,631} (206,959) _{2,946,580)
486,639 (206,253) © 280,386
$71,070,396 $ (206,253) $70,864,143
7.48 8.99
$84,496,639 ~ $84,280,386
6.29 ‘ 7.56

9LT.

SY¥9



PIEDMONT WATURAL GAS COMPANY,

INKC.

STATEMENTS OF RETURN OB EQUITY AND CAPITAL STRUCTURE

After Pro Rfter Approved After Approved
Forma Rate Rates Based on
Retyrn an Book Equity Adjmstomernts _Adjustments = Pair Value Equity
Net operating income for return $ 5,316,805 $ 6,372,297 $ 6,372,297
Add: Other incone net 289,400 289,400 289,400
Income- available for fixed charges 5,606,205 6,66],697 6 ,66],697
Fixed charges 3,226,399 3,226,399 3,226,399
Preferred dividends 4)8,522 48,522 418,522
Incone available for coamon ]
stockholders 1,96 ,284 3,016,776 3,016,776
Common equity 2] ,548,402 2| ,548,402 34,964,645
Eeturn on common equity - percent 9.10 {84.0 8.63
: . Interest
Capital Structure — Per Bogks — Amognt Percent_of Total Requirements
North Carolina ) )
Long~-tera debt $4|,465,490 54,86 $2,678,3(0
Short-term debt 6,797,620 8.99 492,278
Preferred stock 5,344,666 7.07 418,522
Total debt 53,607,776 70.92 3,589,110
Investment tax credit deferred ’
prior to 1971 692,85] .92
Common equity capital 21 .29] 544 28.]16 )
Total capitalization $75,592,1 | 00.00 $3,589,110

SHLYY

LLT



278 GAS

[3. Piedmont introduced into evidence a cost of service
stndy for the purpose of showing the c¢ost of providing
service as between customers, as well as a value of service
‘study as .shown by competitive ratas for alternate fuels, and
also showed the company's rata history as determined by the
previcus rate structure. The Commission has determined that
for the purposes of this case greater weight should be given
to historical pricing’'and the value cf service concept than
to the cost of service study for the reason that the various
changes currently taking place within the pipeline industry
as requlated by the Federal Power Ccmmission would tend to
nake any rates predicated on Transco's purchased gas cost
misleading and invalid as the sole basis feor pricing at this
tipe.

|4. Due +to the current gas supply situation Piedmont has
had in effect since early {970 a rastrictive sales program
approved by this Commission which substantially restricts
nev. sales to residential users only and which prevents
Piedmont from expanding its services'into‘communities not
now served by it. The Commission concludes that the current
natural -gas supply vill not be substantially alleviated in
the future, and that thereforz Piedment, as well as cother
natural gas distributors in North Carolina, should refrain
from engaging in promotional practices or in the use of
promotional advertising which would entice andé encourage the
use of natural gas, and that expenditures for such purgoses
should not be allowed as reasonable operating expenses in
the future until this Cecmmission shall order otherwise. .In
view of the fact +that the Ccmumission has not heretofore
instructed the natural gas distributors in Nerth carclina
with regard to these nmatters, it would not be fair to
exclude such expenses as reasonable operating expenses in
the determination of this ratz rroceeding, and accordingly,
we have not done so. In further elaboration of these
matters, the Conmnission concludes +that educational and
informational advertising practices and prograos which
educate +the public as to the appropriate use of natural gas
and the conservation of energy are valid and reasonable and
should not be discouraged.

|5. Piedmont has certain contract schedules covered by
filed tariff which have not teen increased .except for
tracking increases sincer thz contracts were signed in the
late |960s. The Commission. concludes that in future rate
cases that +these rates should be subject to review and
consideration, along with all of +the rate schedules in
effect at the time of any general rate proceedings affecting
this company.

16. Chapter |3 of the Ccommission's Rules and Requlations
Was promulgated on June 26, |972 in order +to comply with
Tequirements of the Price Ccmmission established by
Executive order under autherity of the Econonic
Stabilization Act of [970. Inasmuch as the Price Commission
and its reporting and reviewing precedures appear to have
been superseded by subsequent Executive action, the
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gtilities Commission is currently considering the repeal of
our Chapter {3 although we are awaiting clarification of the
Price Commission's current pestura before doing so. While
we have made no Price Commission findings under Chapter (3,
we have concluded +that +tha additional revenues approved
herein are cost-justified and are necessary under the North
Carolina statutory Tate-nmaking procedure; we will,
accordingly, provide &a separats certificate to the Price
Commission upon request.

IT IS, THEREFORE, ORDERED AS FOLLOWS:

le. That Piedmont Natural Gas Company, Inc,, shall file
- reviged tariffs in accordance with Rate Schedules listed in
Appendix "“A" attached hereta which tariffs shall be made
effective on all gas consumed on and after October (0, 1972.

2. Piedmont shall refund all sums collected on its rates
charged under its Undertaking since October |0, (972 to the
extent that said rates have resulted in charges in excess of
those which would have resultad from and upon' the schedule
of rtates allowed herein and set forth in Appendix "a". In
calculating said refunds, Piedmont shall include interest on
the excess charges at the rate cf 6% per annum. The refund
to existing customers shall be accomplished by a credit
against the current billing. 411 other refunds shall be
paid in cash; provided, however, that no cash refund shall
be required where the amount refunded (including interest)
is not in the sum of $1.00 or more.

3, That Piedmont Natural Gas Company, Inc., shall file a
report as to the disposition of refunds within 90 days from
the date of this order.

a4, That when the refunds are made as required herein,
the undertaking filed by Pilédmont Natural Gas Coumpany, Inc.,
in this cause be, and is heareby cancelled and terminated.

5. The Commission has provided in past tracking orders
that 4in +the event any rate changes eoccurring in the
wvholesale rate to Piedmont results in refunds to Piedmont or
rate reductions to Piedmont, that tliese refunds te placed in
Account 253 and that any.rate reductions be filed on one
day's notice. The Comnission reaffirms its position in this’
natter. .

6. - That Rate Schedules |0 and .JOR attached hereto
include an amount of $464,76| in tracking increases approved
by the Ccomission in Docket No. 6-9, Sub {05 and Sub 109
which permit Piedmont to recoup additional cost of gas to it
from Transcontinental Gas Pipe Line Corporation. said
amended schedules marked Appendix "aA" are attached to this
grder.

Te That BRate Schedule No. 5 as attached hereto corrects
a typographical error to change the demand charge from
54.875 to $5.10.
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8. That from October |0, (972 through November |4, 1972
Piedmont Watural Gas Company, Ine,, was permitted by Order
of this Commission to track increases in cost of gas to it
from Transcontinental Gas Pipe Line cCorporation and since
that time has £iled Teduced rates to eliminate such
increases due to the operation of the Memordnda Account as
established by the Conmission in Docket Ho. G-9; Subs 92,
94, 97, 98 and |00 and <thersforz, Piedmont Natural Gas
Company, Inc., is 1ot required to refund any of the funds
collected ($68,468) to cover tracking increases during th
period October |0, |972 through November (4, |$72. :

ISSUED BY ORDER OF THE COMHISSION.
This the {5th day of February, |973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

*Coomissioner Rhyne resigned on December 28, |972, and did
not participate in the decision. Commissioner Foney d4id not
participate in the decision.

NOTB: See official oOrdar in th2 0ffice of the Chief Clerk
for Appendix "A" containing Rate Schedules.

DOCKET NO. 5-5, SUB 86
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of
Application of Public Service ) ORDER - VACATING ORDER
Cownpanhy of Y. C., Inc., for an } OF SUSPENSION AND
Adjustment of Its Rates and ) APPROVING TRACKING
Charges Under G.S. 62-133(f}) ) INCREASE

BY THE COMMISSION. On September {, |972, Public Service
Company of North Carolina, Inc., (Public Service) in Docket
No. 6-5, Sub 86, filed an aprlication with +the North
Carolina Utilities Comnission under G. 5. 62-133(£f)
requesting authority to incrsase its rates to its customers
in order that it might recover increases in the cost of gas
to it from its wholesale supplier, Transcontinental Gas Pipe
Line Corporation {Transco). 1In this f£filing Public Service
sought +to recover an incrfease in the cost of gas to it of
-8¢ per MNCF effective October |, |972.

On September 28, 972, +the Conmissioh issued an order
suspending the tariffs filed by Public Service in this
docket. Cn October 6, [972, Public Service filed a Motion
in which it requested the Commissicn to vacate its order of
Suspension. The Motion further requested  that +the
Comnission approve the Undertaking filed by Public Service
in 1lieu ¢f a bond as permitted in G- S. 62-{35 and further
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that the tariffs filed by .Public Service be allowed to go
into effect on all bills rendarad on and after .October 3{,
1972. -

~On  October (8, 1972, ' the Cenmission issued an order
denying Public Service's request that the Commission vacate
its oOrder of Suspension issued on Septembér 28, (972. The
order further approved the Undertaking filed by Public
Service pursnant to G. S. 62-[35 and allowed tariffs filed
on one day's notice to become effective on all bills
rendered on and after October 3|, [972.

In this filing ©Public Service is seeking to recover an
increase in the cost of gas to it of .B¢ .per HCF. This
increase of .8¢ per NCF is composed of .2¢ per MCF increase
vhich Tepresents increases in the cost ¢f gas to -Transco
from its suppliers. Six tenths cf a cent per MCF represents
untecovered gas cost which Transce has jincurred and. which
Transco is seeking to .recovar pursuant to the settlement
agreement approved by the Federal Towér Commission (FPC)
under Docket No. RP7|-118. Tha .6¢ per MCF increase in the
cost of gas will be collected for. a period of approximately
twelve months or until Transco has recovered its nnrecovered
gas cost of $5,443,902 and at that time the rate to Public
Service will be reduced by Transco accordingly.-

In Docket WNo. RP7|~1|8 Transco proposed to reduce its
rates due to the elimination of the curtailment tracking
increases. This reduction will nct affect Public Service's
rates until Public Service recovers all increases relating
to curtailment as authorized by this Commission in Docket
¥o. G=5, Sub 84, at which time Public Service is regquired to
reduce its rates as required by ordér of this Commission.

The increase in Tates sought by Public Service in this
docket is .88¢ per MCF {.8¢ per HCF cost of gas increase
rlus related gross receipts taxes) and will result im an
. annual increase in cost of gas to Public Service's custcmers

of $413,525.

The ¥Worth Carolina General Assembly adopted Chapter [092,
Session Laws of (97], ratified July 2|, 1971, North Carolina
General Statute 62-(33(f) vhich provides as follows:

ngnless otherwisé . ordered by the Commission Subsections
(b}, (c), and (1) shall not apply to rTate changes of
utilities engaged in +the distribution -of natural gas
bought at wholesale by the utility for distribution to
consumers to the axtent such rate changes are occasioned
by changes in-the wholesale rate of such.natural gas. The
Commission may permit .such rate changes +to become
effective simultaneously with thz effective date of the
change in the wholesale cost of such natural gas, or at
such other time as the Conpission may direct. This
subsection shall not prohitit thé Ccopmission £from
investigating and changing ~unreasonable rates in
accordance with ¢the provisions of this Chapter., The



282 GAs

public utility shall give such notice, which may dinclude
notice by publication, of - the changes to interested
patties as the Commission in its discretion may direct.®

Pursuant to the authority granted abdve to the Commission
by the lLegislature, the Commission issued in Docket WNo. G-
[00, Sub |4, reguiring certain data as follous to be filed
with the Commission for the consideration of increased rates
filed solely to recover incr2asas in the cost of gas to a
gas utility company in this State if approved by the Federal
Power Ccomission.

Pursuant +to that order Public Service filed the following
datas

1} Schedules of Public Service's rates and charges
presently in effect.

- 2) Schedule of the rates and charges proposed by Public
Service to recover the Transco increase of 0.Bg per MCF.

3} End of period net investment at May 3(, (972.
) Statement of present fair value rate base.

5) Statement showing accumulated depreciation balances
and depreclation rates.

6) Statement of naterials and supplies necessary for
operation of the petitioner's business. '

i) Statement showing amount of c¢ash working capital
vwhich Public Service finds necessary to keep on hand.

8) Statement of net operating income for return for
tvelve months ended May 3{, [972. .

9) Statement showing effect of proposed increase in
rates and rates ¢f return.

|0} Balance sheet at May 3], 1972, and income statement
for the year ended May 3[, {972.

11) Conputation of incrzased cost of purchased gas.

{2) Ccopy of Transco's tariff.

13) Copy of Noticez to Public.

The data as filed was reviewed and analyzed by the
Commission's Accounting and Enginearing Staff and a report
of same submitted to the Conmission for its consideratioan,

Notice of the proposed filing in this docket was given to
the public by Public Service inserting a public notige in

various newspapers throughout its service area inm Horth
Carolina.
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Based on the applicatlion as-filed and the records of the
Commission in this docket, the Commission makes the
following

FINDINGS OF FACT

1 That Public Service Coapany of North Carclina, Inc.,
is a public utility subject to tha jurisdiction cf the North
Carolina Utilities Commission.

2) The increase in the cost of gas which Public Service
is seeking to recover in Dockat No. G-5, Sub 86, has been
approved by the Pederal Power Ccmrission effective October
1 1972.

3) Public Service filed tariffs to recover this increase
in the cost of gas plus related gross receipts taxes which
vent into effect under the Undertaking on all bills rendered
on and after October 3§, 1972. All tariffs were increased
by .88Bg per MCF,

4) That the rate of return as approved by the Commission
in the last general rate case, Docket Nos. G=-5, Sub 71 and
Sub 77, issued on May 27, (97|, for the test period ending
September 30, |970, and that detecrnined by the Commission in
these consolidated dockets are listed belows

Approved in Dccket Nos.

G-5, Sub 7| and Sub 77 Present

September 30, 1970 filing

0n investment 7.99 7.85
On equity 16.5 13.23

The rTeturn on end of period 3investment and return on
equity in these proceedings hava decreased from +that found
just and reasonable by the Cormission in the last rate of
return filing approved by this Ccmpission ahd made effective
May 27, 97|, after the adjustments for the proposed
increases as applied for herein.

CONCLUSTIONS

In accordance with 6. S. 62=-]33(f) the Conmission has
statutory authority to consider as a separate item increases
in the cost of gas to gas utilities in North carolina
occasioned by increases in cost of gas %o - them from their
wholesale supplier as approved by the Federal Power
Commission. The Commission issued a general order in Docket
No. 6G-100, 5Sub |4, providing that afier Teview of the data
filed by the natural gas utilities as described therein, if
the Conmmission concludes from such review and analysis that
the filings will not result in an increase in the company's
rate o©of return over that wmost recently approved by the
Comaission, that the pass-on of thzs wholesale increased cost
of gas will be allowed.
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The Comnmission considers the filings and aprlications
berein as coaplying with &, 8. 62-133(f) as allowed to
become effective without hearing.

The Commission concludes that in this proceeding the rate
of return of Public Service has decreased since the last
general rate proceeding in Docket: Nos. G-5, Sub 7| and Sub
77, which crder was issued on H¥ay 27, [971.

Based on the foregoing Findings of Fact and Conclusions,
the commission is of the opinion that the rate increase as
£iled bty Public Service Company that seeks solely to recover
increases in the cost of gas to it from 4its supplier as
approved by +the Federal Power Commission should be allowed
as a filing pursvant to G. 5. 62-{33(f) and shoeld be
permitted to become effective without hearing.

IT IS, THEREFORE, ORDERED AS FCLLOWS:

13 That the Comamission's Order of Suspension issued
Septenber 28, 1972, in Docket Ho. G-5, Sub €86 te, and 1is
hereby, vacated.

23 That the tariffs filed by Public Service Company of
North €arolina, Inc., in bocket Ne. G6-5, Sub 86, which -went
into effect pursuant <to, thes Undertaking on all bills
rendered on and after October 3|, [972, be, and are hereby,
authorized to becope effective as filed.

3 That at such time that the.rate to Public Service
Company of North Caroclina is reduced as a Tesult of-
Transcontinentdl Gas Pipe Line Corporatiom having collected
its unrecovered gas cost that Public Service Company of
North Carolina, Inc., -shall immediately file on one day's
notice reduced tariffs reflecting this change plus
applicable gross receipts tazxes. '

L)) That in the event the increases sought by
‘Transcontinental Gas Pipe Line Corporation in the various
Federal Power Commission {dockats upon which these rates are
based are reduced, Public Service Company of North Caroclina,
Inc., shall inpediately file tariffs reflecting
corresponding decreases in its tariffs as authorized herein.

5) .In the event any refunds are received by Public
Service Company of North Ccarolina, Inc., from
Transcontinental Gas Pipe Line Corporation as a result of
action by the’' Federal Power Connmission or if producer
refunds flow through +to fTranscontinental Gas Pipe Line
Corporation which are in turn passed on to Publiec Service
Company of North Carolina, Inc., all such refunds, if any,
shall be placed in the Restricted Account No,., 253 "Other
Deferred Credits" and shall bé held in said restricted
account subject to disposition and direction by the UHorth
Carolina gtilities Ccommission. Information concerning
future refunds shall be furnished the cComrission not less
than |5 days from the date of receipt, the information shall



RATES 285

include the source thereof including the docket numbers and
. order dates of any proceeding invelved in such refunds.

6} That <the attached Notice, Appendix WAY, be mailed to
all customers along with the naxt bill advising them of the
actions taken herein.

ISSUED BY ORDER OF THE COMMISSION.
This the |7th day of January, [973.

NORTH CAROLINA UTILITIES COMMISSIOR
Katharine M., Peele, Chief Clerk

(SEAL)

APPENDIX MA"
WOTICE

Upon application by Public Sarvice Company of KNorth
Carolina, Inc., the ©North Carclina Utilities Commission
approved increased rates on all bills rendered on and after
October 3}, |972. The increase. approved results in an
increase of .88¢ per MCP on all rate schedules. This
increasé allows Public Service Company of WNorth carclina,
Inc., to recover only the incroase in cost of gas to it from
its supplier, Transcontinental Gas Pipe Line Corporation,
Elus related gross receipts tazes, which increase has been
approved by the Federal Powar Comgission.

DOCKET NO. G-5, SUB 87
BEFORE THE NORTH CARQLINA UTILITIES COMMISSION

In the Hatter of
Filing by Public Service. Company of ]
North Carolina, Inc., of a Report } CRDER APPROVING
Entitled "Report on Depreciation ) DEPRECIATION
Rates" Based on the Calendar Yaar [972 ) RATES

BY THBE COMMISSICN. The Commission pursvant to 6. 5. 62-
35(c) established Rule R6-80 "Reguirements for Depreciation
Study" in which it directed that all natural gas utilities
not having filed depreciation ratss for approval with the
Compission shall make depreciation studies and shall file a
schedule of depreciation rates for approval in {967, and if
said utility had gross depreciable plant of $10,000,000 or
nore, it should file depreciation studies every <third year
thereafter.

Pursuant to +that rule, Public Service Company of North
Carolina, Inc., (Public Service} filed its original study in
1966 and on Decenrber 3, (969, Public Service filed with this
Comnission its second report entitled ™"Public Service
company of North Carolina, Inc., BReport on Study of
Depreciation Rates as of December 3|, 968", On December
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20, {972, Public Service filed its third report entitled
wpublic Service Company of North Carolina, Inc., Report on
Depreciation Rates," based on the calendar year '1972.

Public Service requests that the rates determined by this
report as shown on Table | under the designation 1listed
wproposed ~- Annual BRate - %" c¢olumn be approved and
authorized pursuant te the Commission's Rule R6-80. The
report shows an increase in depreciation rates on a
composite hasis from 2.96- percent to 3.08 percent which
results in an annual increase in depreciation expense of
${07,03|. The major items making up this increase results
from dincreases in gix major categories (listed below)
because of recent mortality experience and allowance for
depreciation of transmission right of way because of the
current gas supply situation.

Transmission .Plant
369 Measuring and Eegulating Station Equipment $ 17,302

Distribution Plant
380 Services 34,589
385 Industrial M & R Station Equipment 15,986

General Elant

392 Transportation Equipment - Cars 6,825
396 Power Operated Equipment 5,699
365.2 Transmission Right of Way 26,630
Increase in Depreciation Expenses $107,03]

public sService's proposal fucther requested ¢that the
remaining life of depreciable transmission and distribution
plant added during the years of 1973, |974, and |975, be
decreased for each year of additions so that Public Service
will have recovered through depreciatien all depreciable
plant costs over the next 40 years.

After full consideration .of the detailed report and work
papers as filed by Public Service Company of North Carolina,
Inc., the Coooission is of +the opinion that the annual
depreciation rates as set forth on Tatle | under the column
entitled, "Proposed - Annual Rate - %% of .the report
entitled, "Public Service Company of North <Carolina, Inc.,
Report on Depreciation Rates" filed on Decemker 20, [972,
are reasonable and should be approved and authorized
pursuant to the Commission's Rule R6-80.

The Commission is furtler of th2 opinion that the proposal
by Public Service to changa the remaining life of
transmission and distribution plant for each year of,
additions as proposed in their £iling should ke rejected.
Public Service is rTequired +under Rule BR6-80 to file
depreciation studies every third year and Public Service can
propose any alterations to these depreciation rates based on
conditions existing at the time of tke next review and +the
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Conpission will have the opportunity to review and consider
same,. '

IT IS, THEREFORE, ORDERED AS POLLOWS:

That the depreciatior rates set forth on Table | in the
colunn entitled "Proposed - Annual Rate %¥* of +the study
entitled %“public Service company of North Carolina, Inc.,
Report on Depreciation Rates," filed on Decenber 20, (972,
be and are hereby approved and authorized for use by Public
Service Company of North Carclina, Imnc., pursvant to Rule
)i{:5d: 118 : ’

That no changes shall be made in depreciation rates
approved herein without the approval of this Cecnmission.

ISSUED BY ORDER OF THE COMMISSION.
This the [8th day of January, |973.

NORTH CAROLINA UTILITIES COMMISSION
Katherina M. Peele, Chief Clerk

(SEAL)

DOCKET NO. G-5, SUB 9|
BEFORE THE NORTH CAROLINA UTIILITIES COMMISSION

In the Matter of
Application of Public Serviece Conpany of )
North Carolina, Inc., for an Adjustment ) ORDER APPROVING
of Its Rates and Charges . ) TRACKING INCREASE

BY THE COMHISSION: On March [, 1973, ©Public Service
Company of North Carolina, Inc., ("Public Service") filed an
alternative Application with the North Carolina Utilities
Conmission in this Docket No. G-5, Sub 9|, in which it seeks
to increase 1its rates to 1its customers in order that it
might recover increases in the cost of gas to it from its
wholesale supplier, Transcontinental Gas Pipe Line
Corporation (Transco). In its filing with the Federal Power
Conmission (FPC), Transco is seeking to recover an increase
in the cost of gas to it of $.014 per Mcf effective April |,
1973. This dincrease of $.0{4 per Mcf is composed of $.008
per Mcf increase which represents increases in the cost of
gas to ‘'ransco from its suppliers, while £.006 per Hcf
represents unrecovered gas cost which Tramnsce has incurred
and which Transco is seesking to recover pursuant to its
purchased gas adjestment clause approved by the Federal
Power Compission (FPC) under Docket No. RP73-3., The 35.014
per Hcf increase in the cost of gas will be collected for a
pericd of approximately six months or until Transco has
recovered its unrecovered gas cost and at that time the rate
to Public Service will be adjusted to Transco accordingly.
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The increase in rates  sought by Public Service in 'this
Docket is $.0{55 per Mcf ($.0|4 per Mcf cost of gas increase
rlus related gross receipts taxes) and will result ip an
annual increase in cost of gas to Pukblic Sérvice's customers
of $715,202.

The North <cCarolina Genéral Aéssmﬁly aabpfeﬂ Chapter 092
Session Laws of 1971, ratif:ed July 21, {97|, Horth Carolina
General statute 62-|33(f] uhich provides as follows-

"Onless ' otherwise ordered by the Commission Subsections
(b}, (c), and (d) shall not -apply to rate changes of
utilities engaged in. the distribution of mnatural gas
bought at wholesale by the utility for distribution " +to
consumers to <the extent such rate changes are occasioned
by changes in the wholesale rate of such natural gas. The
Coanission may permit such rate changes to tecome
effective simultaneously with tha effective date of the
change in the wholesale cost of such natural gas, or at
such other time as the Comeission may direct. This
subsection shall not prohibit” the Commission from
investigating and changing unreasonable rates in
accordance with the "provisions of +this Chapter. The
public utility shall .give such notice, which may include
notice by publication, of ‘tha changes to interested
parties as the Commission in its discretion may direct."

Pursuant to the authority granted above to the Commission
by the Legislature, the Commission issued in Docket FKo. G-
[00, Sub |4, reguiring certain data as follows to be filed
with the Commission for the considaration of increased rates
filed solely to recover increases in the cost of gas to.a
gas utility company in this State if approved by the Pederal
Power Commission.

Pursuant to that order Public Sarvice filed the folleowing
data in this proceeding:

I- Summary of Public Service's present Tates and charges
as filed with this Conmission in Docket No. G-5, Sub 86.

2. Schedules of the proposed rates and charges which
Public Service seeks to place in effect on April (|, (973, in
this Docket No. G6~5, Sub 9.

3. Statenent of net investmant at original cost.

4. Statement of .present fair value rate base.

5. Statement showing plant balances and accrued
depreciation balances and depreciation rates.

6. Statement of mnmaterials and supplies necessary for
operation of the Applicant's business.

7. Statement showing amount of cash working capital
vhich Applicant finds necessary to keep on hand.
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8. Statement of net operating income for return for
twelve months ended December 3|, |972. ‘

9. Statement showing effact of propesed increase in
rates. ’

10. Balance sheet and income statement for the year ended
December 3|, 1972,

[l. Statement showing rate of return on rate base.
|2. Statement showing rate of return on equity.

13. B copy of the Federdl Power Commission Order, under
which the wholesale price increase is to be incurred, will
be submitted as a late exhibit filsd when available.

The additional data as filed was reviewed and analyzed by
the Commission's Accounting and Engineering staffs and a
report of game submnitted to the Commission for 1its
consideration.. Staff accounting and pro forma adjustments
to the Applicant's figures as filed are indicated in the
comparison below:

APPROVED IN DOGKET PER PER
EATE OF RETURN NO. G6=5, SOUBS 7L & 77 . COMEANY  SIAFT
on Investment ' 7.99% 7.64% 8.22%
on Equity . {6.50% 13.93% 15.63%

The reasons for the staff's figures being higher than the
Conpany's are as follows:

e Public Service proposed a reduction in revenue of
$1,369,356 to reflect the effact of the proposed Transco
curtailment policy. The staff disalloxed this entry because
the anounts to be curtailed are estimates and at this rpoint
in time no omne knows what amounts ¥ill be curtailed.

2. That Public Service praoposed a réduction in ccst of
gas to cover the estimated additional curtailment. This was
disallowed also in accordance with not allowing the revenue
adjustment.

3. Public Service proposed an increase in its cost in
connection with its .operation of +the propane-air plant.
Fror +the Staff examination of the Company's work papers it
appears that the added expense the Ccmpany expects to incur
is for additional propane, Therefore, the staff disallowed
this adjustment of $76,800 -inasmuch as an increase in
revenues should-be sufficient to cover the increased propane
consunption.

4. Taxes vere adjusted following the preceding
adqjustments to revenues and expenses.
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5. The allowance for uorking capital was reduced by
$1,974,057 to refléct the average tax agc;uals. during ¢th
vear plus one-sixth of the staff's entries to taxes. -

Notice of the proposed filing in this docket was given to
the public hy Public Service by inserting a public notice in
various newspapers +*hroughout its =service area in North
carolina. '

Based on +the application as filed and the records of the
commission in this docket, the Copmission nakes the
following

FPINDINGS OF FACT

{. That Public Service Company of North Careclina, Inc.,
is a public utility subject to the jurisdiction of the North
carolina Utilities Commission.

2. That the increase in the cost of gas which Transco is
seeking to recover in Docket No. BE73-3, has been approved
by the Federal Power Commission effective April [, {973.

3. That Public Service £iled tariffs to recover this
increase in the cost of gas plus related gross receipts
taxes to become effective on all hills for gas consumed on
and after April |, 1973. All tariffs will be increased by
$.0|55 per Mcf.

4. That the rates of =return as found to be just and
reasonable by the Commission in tha Order in Docket Wo. G-5,
suk 7! and sSub 7?7 issued on May 27, |97|, for the test
period ending Sept. 30, (970, and those determined by +the
Commission in this docket are listed below:

Rpproved in Docket After Proposed
No. G-5, Subs 71 _E_37 Tracking Increase
on investment T T.99 8.22
On Equity 16.50 |5.63

S5e That +the rate of return on end-of-period investment
after the adjustments for the proposed increases as applied
for therein has increased somawhat from that found just and
reasonable by the Commissicon in its general rate case order
issued May 27, |97|., and the rate of return on ccrmon equity
has decreased from that found just and reasonable in said
order.

CONCLUSIONS

In accordance with G. S. 62-133(f) the Cormission has
statutory authority to consider as a separate item increases
in the cost of gas +to gas utilities in North Carolina
occasioned by increases in cost of gas to ‘ther from their
wholesale supplier as approved by the Federal Power
Conpission. The Commission issued a general order in Docket
No. 6G-|00, Sub |4, providing that after review of the data
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filed by the natural gas utilities as described thérein, if
the Commission concludes frem such review and analysis that
the filings will not result ih an increase in the company's
rate of return as set forth in subsection (9) thereof, over
that most recently approved by the Comnission, that the
pass-on of +the wholesale .increased cost of gas will be
allowed.

The Conmission considers the filings and applications
herein as complying with G. S. 62-133(f) as .allowed to
become effective without h=aring.

The Commnlission concludes that in this proceeding the rate
of return on Public Servics <n ccmmpon -equity has decreased
since the 1last general rate proceeding in Docket Wo. 6-5,
Subs 7} and 77, which order was issuved on May 27, |[971,
although the rate of return on investment has increased as
based on figures found hereinabove.

Based on the foregoing Findings of Fact and Conclusions,
the Commission is of the opinion that the rate increase as
filed by Public Service that seeks solely +to recover
increases in the cost of gas te¢ it from its supplier as
approved by the Federal Power Commission, insofar as it will
not result in an increase in the rate of rTeturpr on common
equity, <should be allowed as a filing pursduant to G. 5. 62-
133(f) and should be permitted to become effective without
hearing.

IT IS, THEREFORE, ORDERED, as followus:

1. That +the tariffs filed by Public ‘Service as Exhibit
No. 2 in this Docket Neo. G-5, Sub 9|, be, and are hereby,
authorized to become effective on all bills for gas consumed
on and after April |, |973.

2. That at such time <that the rate to Public Service
reduced as a rTesult of Transcontinental Gas Pipe Line
Corporation having collected its unrecovered wgas cost,
Public Service Company of Worth carolina, Inc., shall
immediately file on one day's notice reduced tariffs
reflecting this change plus apglicable gross receipts taxes.

3. That in the event the increases sought by
Transcontinental Gas Pipe Line Corgoration in the various
Federal Power Commission dockets upon which these rates are
pased are reduced, Public Service shall inmmediately file
tariffs reflecting corresponding decreases in its tariffs as
authorized herein.

4. That 4in the event any refunds are received by Pulblic
Service from Transcontinental Gas Pipe Line Corporation as a
resnlt of action by the Federal Power Coamissien or if
producer refunds flow through to Transcontinental Gas Pipe
Line corporation which are in turn passed on to Public
Service, all such r=funds, if any, shall be placed in the
Restricted Account No. 253, M"0ther Deferred Credits"” and
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shall be held in said restricted account subject to
disposition and direction by the North Carolina Utilities
Comeission, Information-concerning future refunds shall be
furnished the Commission not less than |5 days from the date
of receipt; the information shall include the source thereof
including the docket nupbers and order dates of any
proceeding involved in such refunds. ‘

5. That the atfached Notice; Appendix "A" be mailed to
all customers along with the next Bill advising them of the
actions taken herein.

ISSUED BY ORDER OF THE COMMISSION.
This 30th day of March, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEATL)
. APPENDIX M"An

Opon application by Public Service company of North
Carolina, Inc., the WNorth Carclina Utilities cCommission
approved increased rates. on all bills for gas consumed on
and after April |, 1973. The increase approved Fresults in
an 1increase of $.0155 per Mcf on all ,rate schedules. This
increase allows Public Service to recover only the increase
in cost of gas to it from its supplier, Transcontinental Gas .
Pipe Line Corporation, which has been approved by the
Pederal Power Copmission, plus related gross receipts taxes,

DOCKET NO. G-5, SUB 94
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of .
Application of Public Service ) CEDER ESTABLISHING
Company of North Carolina, ) DEFERRED ACCOUNT FOR
Inc., for an Adjustment of } TRACKIKG UNRECOVERED
Its Rates and Charges } GAS COST

BY THE COMMISSION. On September 4, |973 Public Service
Company of North Carolima, Inc. (Public Service) filed a
letter petition in which it requested authority to recover
increases in the cost of gas tc¢ it for the period August |3
= 3|, 1973 and the difference between the cost of gas as
identified by the rates listed in Appendix A and Appendix B
in' this Commission's Order of August |6, 973 from September
Il [973 by debits or credits to a deferred account. This
action is necessary because the Pederal Power Ccmmission has
not taken any final actian on tariffs filed by
Transcontinental Gas Pipe Line Corgporation (Transco).
Transco, however, is authorized under the Natural Gas Act to
place in effect on August |3, |973, Bppendix A rates as
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shown in this Cenmission's oOrder dated August |6, 1973
subject to change- or refund., Public Sarvice proposes to
record the differences in the cost of gas to a deferred
account for future tracking as reguired.

On August |6, 1973 this Ccmpission issued an order in the
above captioned matter in which it approved increased rates
for Public Service in order to Tecover increases in cost of
gas to it from Transco as approved by the Federal Power
Conpission. The rates approved were based on the
ngettlement Rates" as filed for by Transco and as listed as
Appendix B -attached to the order of the Commission dated
August |6, 1973. The effective date of the increased rTates
as approved by this commission for Public Service was on all
gas consumed on and after Septamber |, {973 which was the
effective date of the "Settlement Rates" in the settlement
£iling with the Pederal Power Comnmission.

Public Service was advised on Rugust 3|, [973 that the
Federal Power Comnission had not 3issued an order with
respect to Transco's application in Pederal Power Commission
pocket No. RP73-69 and RP72-99. Accordingly, Tramsco will
place into effect subject to adjustment and/or refund, the
rates which it filed with -the Paderal Power Commission on
¥ay 30, 1973 which rates were attached to this Ccemeission's
order of August [6, 1973 as Appendix a.

The Comnmission's Order of August [6, 1973 anthorized
public Service to file on one day's notice revised tariffs
to reflect rates highar or 1lower +than +the Transco
"Settlement Rates"™ as approved by the Federal POWeT
Commission. The Federal Power Commission has not issued an
order in this matter and in accordance with the Natural Gas
Act and the Rules and Regulations of the Federal Power
Commission, Transco will begin ccllecting higher rates than
the "Settlement BRates™ effective August 13, [973. Tt is
anticipated that +the °~ Federal Power Compission will
ultimately approve the "Settlement Rates" and in order to
avoid collecting excessive amounts from its customers which
Public Service would be required to refund and at the sane
time permit Public Service te rTecover only the increased
cost of gas to it from August |3, (973, Public Service
request the Commission®s approval of the following:

{. Public Service will place into effect +the rates
approved in Docket Wo. 6-5, Sub 94 effective
Septenber |, (973. .

2. Amounts billed by Transco in excess of the rates
includ2d in Appendix B of the order dated August |6,
{973, in Docket No. G=-5, Sub 94, will be charged toc a
deferred account.

3. iny refund of amounts collected by Transce as ordered
by the FPC will be credited to the deferred account.
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4. Public Service will file on one day's notice revised
rate schedules to reflect any changes in Transco's
rates from their proposed "Settlement Rates" as
approved by the FPC.

5. The balance, if any, remaining in the deferred
account would be transferred to the memo account.

6. Public Service would be authorized to recover or
refund the balance in the memo account <through an
increase or decrease in its rates for such time and
in such amount as approved Lty the Commission,

The Conmission is of the opinion that the approval of the
action requested by Public Service would permit Public
Service to recover only the cost of gas to it as approved by
the Federal Power Commission. Public Service will receive
no additional net income as a result of this action.

IT IS5, THEREFORE, ORDERED AS FPCLLOWS:

1} That Public Service Company of North Carolina, Inc.,
be and is hereby authorized to charge to a deferred account
amounts collected by Transcontinental Gas Pipe ILine
Corporation in excess of the rates included in Appendix B of-
the Cenmission's order dated August [6, |973 in Docket No.
G-5, Sub 94 from September |, 1973, until such time as a
final order is issued by the Federal Power Commission in FEC
Docket No. RP73-69 and RP72-99, T

2) ~That Public Service Company of Horth Carolina, Inc.,
be authorized to charge +to the deferred account amounts
collected by Transcontinental Gas Pipe Line Corporation
during the period August {3 - 3|, 1973 in excess of the
rates in effect on April |, [973 as approved by the Federal
Power Conmmission for Transcontinental Gas  Pipe Line
Corpcration. .

33 That Public Service Company of North Carolina, Inc.,
shall credit to the deferred account any refund of amounts
collected by Transcontinental Gas Pipe Line Corporation as
ordered by the Federal Power Ccmrission.

) That Public Service Company of North Carelina, Inec.,
shall file on one day's notice rovised rate schedules to
reflect any changes in Transcontinental Gas Pipe Line
Corporation's rates from its proposed settlement rates as
approved by the Federal Power Comrmission.

5) That Public Service Company of North Carclina, Inc.,
shall +transfer to the memoranda account any balances
remaining, if any, in the deferred account.

6} Public service Company of North Carolina, Inc., shall
file a monthly report reflecting the authorization herein
granted.
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7 That +his docket shall repain open for such further
orders as are reguired.
ISSUED BY ORDER OF THE COMMISSION.
This the ((|th day of Septembar, |973.

NORTH CABOLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

{SEAL)

DOCKET NO. G-{, SUE 38

BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Hatter of

Application of United Citles Gas ) : ]
Company for an Adjustment of Its ] 'ORDER APPROVING
Rates and Charges ) TRACKING INCREASE

BY THE <COMMISSION: On March |5, 1973, United Cities 6Gas
Company ("United cities") filed an Application with the
North Carolina Utilities Copmission in which it seeks to
increase its rates to its custcmers in order that it might
recover dincreases in +the cost of gas to it from its
vholesale supplier, Transcontinental . Gas Pipe Line
corporation (Transco} in the amount of $.008 per Hef
effective October |, |972 and further increases pursuant- to’
Transco's February {3, 1973 filing with the Pederal Power
Commission (FPC) seeking to recovaer an increase in the cost
of gas to it of $.0{4 per Mcf effective April [, 1973. The
proposed increase of $.022 per Mcf consists of the $.006 per
Mcf increase effective Octobar |, 972, plus the $.008 per
Mcf ipcrease eoffective April |, (973 which represéent
increases in the cost of gas to Transco from its suppliers,
and the $.008 per Hcf representing unrecovered gas cost
which Transce bhas incurred and which Transco is seeking to
recover pursuant to dits purchased gas adjustment clause
approved by the Federal Pover Ccmmission (FPC) under Docket
No. EP73-3. The $.008 per Mcf increase in the cost of gas
effective April |, 1973 will be collected for a peried of
approximately six months or until Transco has recovered its
unrecovered gas cost and at that time the rate to Dnited
Cities will be adjusted by Transco accordingly. '

The 4increase in rates sought by United cities in this
docket is $.022 per Mef and will result ip an annual
increagse in cost of gas to United Cities' customers of
$23,05|.

The North Carolina General Assembly adopted Chapter (092
Session Laws of [97|, ratified July 2[, 197], North Carelina
General Statute 62-{33(f) which provides as follows:
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"Unless otherwise ordered by the Conmmission Subsections
{b), (e}, and (d) shall neot apply ¢to rate changes of
utilities engaged in +the distribution of natural gas
bought at wholesale by the utility for' distribution to
consumers +o the extent such rate changes are occasicned
by changes in the wholesale rate of suck natural gas. The
Commission may permit such rate changes +o bLecome
effactive simultaneously with the effective date of the
change in the wholesale cost of such-natural gas, or at
such other time as the Conmmission may direct. This
subsection shall not. prohikit +the Coonission fron
investigating and changinq unreasonable rates in
accordance with the provisidns of +this Chapter. -The
public utility shall give such notice, which may 4include
notice by publication, of +the changes to interested
parties-as the Commnission in its discretion may direct.®

Pursuant to the authority granted above to the Commission
by the Lagislature, the Commission issued in Docket Ne. G-
100, Sub |4, requiring certain data as follows to be filed
with the Commission for the consideration of increased rates
filed solely to recover increases in the cost of gas to a
gas utility company in this State if approved by the Federal
Power Ccmmission.

Pursuant +to that order United Cities f£filed the following
data in this proceeding:

|« ‘ Summary of United Cities present rates and charges.

2. Schedules of the proposed rates and charges which
United Citiés seeks to place into effect on April (5, -1973.

3. Statement of net investment at original cost.

4. Statement showing plant balances and accrued
depreciation balances and depraciation rates.

5. Statement of materials and supplies necessary for
operation of the Petitioner*s business. . -

6. Statement showing amount of cash werking capltal
which Petitioner finds necaessary to keep on hand.

7. Statement of net operating income for return for
twvelve months ended December 3|, {972..

8. Statement showing effact of prdposed incredse in
rates, '

9. Balance sheet and incomsz statement for the year ended
December 3|, |972.

10. Statement showing rate of return on rate base.

I1. Statement showing rate of return on equity.
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2. & copy of the Federal Power Ccmmission order, under
which the wholesale - price  increase " effective October I,
1972, was incurred.

The data as filed was reviewed and analyzed by the
Commission's Accounting and Engineering Staffs and a report
of same submitted to the Cemnission for its consideration.
Staff accounting and pro forma adjustments to  the
Apflicant's figures as filed are indicated in the comparison
below:

APPROVED IN COCKET PER PER
RATE_OF_RETUBN NO. G=5, Subs 7| B_77 COHPANY STAFF
On Investment 7.99% 7.90% 8.148%
on Equity 12.01% 8.82% [1.74%

The reasons for the staff's figures being higher than the
Company's are as follows:

l- The staff made an adjustment to the interest expemnse
gllocated to North cCarolina which reduced thé +taxable
incone.

2. The company used an improper figure in its tax
calculations for the surtax exenption for consolidated tax
returns and +the net difference. shows a slight increase in
tax expense.

~ 3. The staff developed the anvestment tax credit amount
from the operating reports recaived here monthly.

4. The staff developed frcm +the monthly reports the
average tax accruals deducted £rom the working capital
allowance.

5. The staff used an embedded cost of 7.66% and 6.122%
for long-term debt and short-tarm dekt, respectively, while
the company used 7.66% for both classes.of debt.

The data as filed was raviewed and analyzed by the
Commission's Accounting and Engineering Staffs and a report
of same submitted to the Commission for its consideration.

Notice of the proposed filing in this docket was given to
the public by United cities by inserting a public notice in
a mnewspaper in general circulation in its service area in
North Carolina. ’

Based on +the Patition as filed and the records of the
Comzission in this docket, the Commission rakes the
following

FINDINGS QF FACT
l. That OUnited citiss Gas Company is a public utility

subject to the jurisdiction of the HWorth Carolina Utilities
Comnmission.
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2. That the increase In the cost of gas which Transco
sought -to recover in Docket Nos. BP 7{-~{|8 becane effective
October [, 1972 and the increase vhich Transco sought to
recover in Docket No, RP 73-3, Hasz been approved by the
Federal Power Commigsion effective april |, |973.

3. That United Cities filed tariffs to recover these
increases in the cost of gas to become effective on all
meter readings op -and after April (5, [973. All tariffs
will be increased by $.022 per Hcf. )

i. That the rates of ratufn as found to be jast and
reasonakle by the Commission in the Order in Docket No. G-|,
Sub 30 issued on December 3, |97| for the test period ending
March 31, 1971, and those detarmined by ¢the cCcmmission in
this docket are listed below:

APPROVYED IN DOCKET AFTER PROPOSED.

N0, G~-|, SUB 30 TRACKING_INCREASE
.0n investment 7.99% B.u4%
on equity 12.01% [|TU%

5. That after the adjustments for the proposed increases
as applied for herein the rate of return on end of ‘'period
investment has increased somewhat and the rate of return on
equity has decreased from that found just and reasonabhle b¥
the Commission in its genecal rate case order issued
pecenber 3, (97).

CONCLUSTCNS

In accordance with G, 5. 62-|33(f) the commission has
statutory authority to consider as a separate item increases
in the cost of gas to gas wutilities in North Carolina
occasioned by increase in cost of gas +to thex from their
vholesale supplier as’ approved by +the Federal Power
comnission. The Commission issued a general order in Docket
No. 6G-{00, Sub [4, providing that after review of the data
filed by the natural gas utilities as described therein, if
the Comrnission concludes from such review and analysis that
the filings will not result in an increase in the company's
rate of return over +that most recently approved by the-
commission, that the pass-on of the wholesale increased cost,
of gas will be allowed.

The Conmission considers the filings and applicatlons
bherein as complying with G. S. §62-133(f) as allowed to
hecome effective without hearing.

The Comnmission concludes that in this proceeding the rate
of return on common equity of Onited cCities has decreased
since the last general rate praceeding in Docket No. G-,
Sub 30, which order was issued on December 3, )97]. .

Based on the foregoing Findings of Fact and Conclusions,
the Commission is of the opinion that the rate increase as
filed by UOnited Cities +that =seeks so0lely to recover
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increases in the cost of gas ta it from its supplier as
approved by the Federal Power Ccmmission should be allowed
as a filing pursvant to G. S. 62-133(f) and should bhe
pernitted to become effective without hearing.,

IT IS, THEREFOBRE, ORDERED, as fcllows:

l. That the tariffs filed by United Cities as Exhibit
No. 2 in this Docket No. G-{, Sub 38 he, and are herehy,
authorized to become effectivs on all bills for meters read
on and after April |5, |973.

2. That at such time as the rate to United cities is
reduced as a resunlt of  Transcontinental Gas Pipe Line
Corporation having collected its unracovered gas cost,
Onited Cities shall immediately file on one day's notice
reduced tariffs reflecting this change.

3. That in the event the increases Sought by
Transcontinental Gas Pipe Line Ccrporatiod in +the various
Federal Power Commission dockets upon which these rates are
based are reduced, United Cities ' shall immediately file
tariffs reflecting corresponding decreases in its tariffs as
authorized herein.

4. That in the event any refunds are received by United
Cities from Transcontinental Gas Pipe Line Corporation as a
result of action by the Pederal Power Commission or if
producer refunds flow through te Transcontimrental Gas Pipe
Line Corporation which are in turn passed onh to United
Cities, all such refunds, if any, shall 'be placed in the
Restricted Account No. 253 M"other Deferred Credits™ and
shall be held in sald restricted account subject to
dispositien and directicn by the North Carolina Utilities
Conpission., Information concerning future refunds shall be
furnished the Commission not lass than |5 days frorm the date
of receipt, the information shall include the source thergof
including the doc¢ket numbers and -order dates of any
proceeding involved in such refunids.

5 That the attached Notice, Appendix "A", be mailed to
all customers along with the n2xt Eill advising ther of the
actions taken herein.

ISSUED BY ORDER OF THE COMHISSION.

This (Oth day of April, (973.

NORTH CARCLINA UTILITIES COMMISSICN
Katharine ¥. Peele, Chief Clerk

(SEAL)
APPENDIX “A®

Upon application by Undited Cities Gas Company the North
Carolina Utilities Commission approved increased rates .on
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all bills for meters read on and after April (|5, [973. The
increase approved results in an increase of '$.022 per Nc¢f on
all rate schedules. This incraase allows United Cities Gas
Company to recover only ths increase in cost of gas +to it
from its  supplier, Transcontinental Gas Pipe Line
Corporation, which has been appraoved by the Federal FPower
comnission. '

DOCKET NO. G-5, SUB 93
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION

In the Matter of )
Public Service Company of Worth Carolira ) ORDER GRANTING
Incorporated -~ Application for Ruthority ) AUTHORITY TO
to Issue and Sell $8,000,000 Principal ) ISSUE AND SELL
Amount of Its First Mortgage Bonds, 8% ) FIRST MORTGAGE
‘Series I, Due [998 ) BOXNDS

This cause comes before the Cormission upon an application
of Public Service Company of North Carolina, JIncorporated
(Company), filed wunder date of Harch (4, [973, through its
Counsel, Mullen, Holland & Harrell, P. A., Gastonia, North
Carclina, wherein authority of the Commission is sought as
followvs:

{., To issue and sell $9,C00,000 principal amount of
First Mortgage Bonds, 8% Series I, due (998, +to
institutional investors for cash at |00% of the
principal amount thereof, plus accrued interest <from
April |, 1973, to tha time of delivery of said bonds;
and

2. To execute and deliver. to a certain Trustee a Ninth
Supplemental Indenture dated as of April {, 972, to
an amended original Indenture of Mortgage dated as of
January |, 1952, to secure paykent of said Series I
Bonds.

FINDINGS OF FACT

(- The Company is a North Carolina corporation owning
and operating in North Carelina gas transmission lines,
distribution systens, services and-, other facilities
necessary and proper for furmnishing and delivering natural
gas to the public within the territories authorized by this
Commissicn; is a public utility as defined in Article I of
Chapter 62, General Statutes {(G. S. 62-| - G. S. 62-4) of
North Carolina, and is subject tc the dJurisdiction of +the
North Carolina Utilities Commission.

2. Az of the date of £iling of the application, the
Company had $6,500,000 principal amount of short-term notes
outstanding to banks for monay required for construction of
lines, systens, services and facilities. During the period
from November |, (970 and ending December 3|, [972, the
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Company expended ${2,609,133 on the Company's construction
progranm. The entire proceeds of $6,500,000 of said notes
vere applied toward defraying the cost of Sald .construction,
and +the balance.of such cost was paid from funds generated
internally by the Company. The Company proposes to expend
$4,500,000 on its {973 construction progran.

3. The Company Row proposes to issue and sell $8,000,000
prinecipal amount of First Mortgage Bends, 8% Series I, due
1998, (the Series I Bonds) by mzans of an .already negotiated
transaction to nine institutional investors, $5,000,000 of
the Series I Bonds to be delivered and the purchase thereof
consummated on or about April (0, [973, (but not later “+than
April 27, |973) for cash at [00% of the principal amount
therecf, plus interest from April |, 973, to +the date of
delivery, and $3,000,000 of the Series I @PEonds +to be
delivered and the purchase theraof consummated on or about
July 10, (973, (but not later than July 3|, [973) for cash
at |00% of the principal amount thereof, plus interest from
April |, 1973, to the date of delivery; and further, in
connection with said proposed isswance and sale +¢o execute
and enter into with each of the nine institutional
purchasers a Bond Purchase Agreement substantially in the
form presented with the application as Exhikit C.

4. The Company proposes that the Series I Bonds will be
created and issued under the Company's Indenture of Hortgage
dated as cf Januvary |, [952, by and between the Conmpany and
The Marine Midland Trust Company of New York (now Harine
Midland Bank - Wew York), as Trustee, as .heretofores amended
and supplemented and as to be further arended and
supplemented by a PFinth Supplemental Indenture dated as of
April [, (973, to be executed and delivered substantially in
the form presentdd with the application as Exhibit B, and to
thereby and to the extent as stated therein to pledge its
faith, credit, properties, riqhts, privileges and franchises
to secure payment of the Seriss 1 Eonds.

5. The Company Trepresants that the Series I Bonds will
be substantially in the forr and contain the +terms and
provisions as set forth in said Winth Supplemental
Indenture, will be registered Bonds without coupons of the
denonmination of $(,000, or any multiple thereof, will be
dated as provided in Section 3.05 ¢f the Indenture dated as
cf January |, 1952, will mature April |, [998, and will bear
interest at the rate of 8% per annuym, bpayable semiannually
on April | and October { in each year.

6. The Conpany estimates that expenses to be incurred in
connection with the issuance and sale of the Series I Bonds
will amount to approximately $70,000.

CONCLUSIONS

From a review and study of th2 application, its supporting
data and other information in the Comnission's £files, the
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commission is of +the opinien and so concludes that the
transactions herein proposed ara: %

(a) TFor a lawful object withian the cbrporate purposes of
the Petitiomner; ' :

{(b) Compatible with the public interest;

{c) VYecessary and appropriate for and consistent with the

- proper performance by Petitioner of its service +to

the public and will nect impair its ability to perform
that service; and ’

(d) Reasonably necessary and appropriate for such
purposes.

IT IS, THEREFORE, ORDERED, That Public Service Company of
North Carolina, Incotrporated, be, and it is _hereby
authcrized, empowered and directed under the +terms and

" conditions set forth in the application:

|- To issue and sell $8,000,000 principal amount of its
First Hortgage Bonds, 8% Series I, due |998, by means of a
negotiated transaction to nine institutional investors at
|00% of the principal amount thereocf, plus interest frém
April |, 1973, to the date of delivery, $5,000,000 of said
Series T Bonds to be delivered and the purchase thereof
consumnated on or about April |, [973, (tut not later. than
April 27, 1973) and $3,000,000 of said Serles I Bonds tc be
delivered and the purchase therecf consummated on or about
July 0, 1973, {(but not later than July 3|, [|973).

2. To make, execute and deliver a Ninth Supplemental
Indenture in connection with the issuance and sale of said
Series T Bonds substantially in the form presented with the
application as Exhibit B, and thereby and to the extent as
stated +therein to pledge its faith, credit, properties,
tights, privileges and franchises to secure payment of said
Series I Bonds for the benefit of the holders of said Bonds;

3. *To pay the expensas in ccnnection with the issue and
sale of said Series I Bondg, which are estimated in the
application, and to amortize such expenses Lty appropriate.
annual charges over the life of the Series I Bonds;

4. To devote the net proceeds to be derived from the
issuance and sale of said Series I Bonds described herein to
the purposes set forth in the application;

Se To file with this Commission, when available in final
form, one copy each of the Bond Purchase Agreements and the
*Ninth Supplemental Indenture as Supplemental Exhibits in
this proceeding;

6. To file with this Cormission, .in duplicate, a
verified report of actions taken and transactions
censummated pursuant to the authority herein granted within
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a period of thirty (30) days following the completion of the
transactions authorized herein;

7. To file with this Commissiocn, in the future, a notice
of negotiations of short-term bank notes setting forth the
principal amount thereof, rate of interest and date of
maturity; and ’

8. That this proceéding be, and the same is continued on
the docket of the Commission for the purpose of Teceiving
the above named Supplemental Exhitits and report crdered to
be filed herein; and- nothing 4in -this order shall be
construed to deprive this Copmission of any of its
regulatory authority under the law.

ISSUED BY ORDER OF THE COMMISSION.
This the 27th day of March, [973.

NORTH CAROLINA UTILITIES CONMISSION
Katherine M. Peele, Chief Clerk

(SERAL)

DOCKET NO. B=3|{
BEFORE THE KORTH CARCLINA UTILITIES COMMISSION

In the Matter of
Application of Kay Hutcherson Cardvwell, ) RECOMMENDED ORDER
d/b/a Cardwell Tours, Route |, Box |99, ) GRANTING BROKER'S
dayodan, North Carolina for a Broker's )} LICENSE
License.

HEARD IN: The Hearing Rcomz of the Commission, Ruffin
Building, Ons Wast Morgan Street, Raleigh,
North Carclina, on September 8, [973.

BEFORE: Hearing Commissioner Ben E. Roney.
APPEARANCES:
For the Applicant:

Mr. David #. Blackwell
Price, Osborne, Johnson and Blackwell
P. C. Box 346, Mayodan, North Carolina 27027

For the Commission Staffe

Mr. Robert F. Page

Assistant Commission Attorney

North Carolina Utilities Commission
Ruffin Building

One West Morgan Strest

Raleigh, NWorth Carolina 27602
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No Protestants or Intervenors.

RONEY, HEARING COMMISSIONER. This wmatter came cn for
hearing before Comnmissioner Roney, sitting as a Hearing
Comnissioner in  the Commission's Hearing BRocm, Raleigh,
North Carolina, at |0:00 A.M., Septemker [8; {973, upon the'
Application filed. June 5, 1973, by Kay Hutcherson Cardwell,
d/b/a Cardwell Tours, Hayodan, North Carclina, for a license
to engage in the deneral business of a broker in intrastate
operations within the State of North Carolina;.that is, to
arrange passenger tours, by motor wvehicle, of passengers and
their baggage, in round +trip operations, using special
charter services, beginning and ‘ending at points in
Rockingham County, North Carolina and extending therefrom to
any and. all points within the boundaries of the State of
forth Carolina.

Testimony in support of the Application was offered by the
Applicant and her witness, Carol Webster, who is acquainted
with Applicantts character and fitness and has used
Applicant's services. , Such testimcny +tends to show that
hpplicant is presently unemployed outside the heme, where
she and her husband operate a poultry business; that they
have ‘a net worth of $35,000 to $40,000; that Applicant
currently possesses a Broker's License from +the Interstate
Coamerce Commission and 1is bonded in that capacity; that
Applicant has for the preceding four years operated
successfully as a tour organizar, director and manager using
the franchise of Greyhound Linas, Inc. - East; that she is
not now connected with Grayhound in any way as employee or
agent and was, during her praevious assocciation, ~ an
independent contractor; that she severed the previous
relationship when she received her 1license from the
Interstate Comnerce Commission; that for the past four years
she has managed or conducted some three to four tours a
year, generally to points outgside North Carolina, including
Yashville, Georgia and the West Coast; that she has not
violated any of the laws or regulaticns of North Carolina or
of the United States with regard to these operatiens; that
she proposes to use only those motor carriers authorized by
the Commission to transport passengers as common carriers by
notor vehicle in dintrastate commerce in Ncrth Carclina,
including, but not limited to, Greyhound; that sometimes she
tries to organize +tours herself and sometimes she is
requested by groups or previous customers to d¢ so; that
Rockingham County has approximately 70,000 residents; that
no similar service is availabla to such residents, and her
experience shows a need and demand for such services; that
she arranges on all tours for transpertation and overnight
accopmodations, whose charges are fixed by-the companies
involved and by ragulatory agencies including this
Conmission; that she pays all bille from funds prepaid by
passengers and keeps what remains as her profit, which
profit includes no commission cr other compensation for sale
of tickets on the carrier used; that she arranges for
special or charter carrier services, not for tke sale of
tickets; that she is familiar with +the North cCarclina
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Statutes and BRules of this Commission regulating the
operations of brokers; that sh2 has . never experienced any
difficulties of any kind in her previous operations and that
she is prepared to post the performance bond required by the
Rules of this copmmission.

The witness Webster +testified substantially as follows:
that she has known the Applicant for many years and has been
on onre tour with her; that the Applicant has an excellent
character and reputation; that the Applicant is f£it, willing
and" able to properly perform the proposed service; that her
nother and many of her mother's friends have been on all of
Applicant's previous tours; that there is no similar service
presently offered by anyone els2 in Rockingham County; that
there: is an active narket and a need and demand for such
serv¥ice in Rockingham County by persons of all ages and
occupations; and that, 1f Applicant's services were not
available, almost all of the parsons presently using such
gervices would not +travel because of +the difficulty of
making proper arrangements.

hAfter careful consideration of all the evidence favorable
to the Application and there baing none to the contrary, the
Commission is of the opinion and finds and ccncludes that:

(1) The Applicant is fit, willing and able to properly
perforrm the proposed service and to conform to the statutory
provisions .and the Rules and Regulations of the Commission
pursuant thereto. iy

{(2) The proposed operation will be consistent with the
public interest and will effectuate the declared policy set
forth in North Carolina General Statutes 62-2 and 62-259,

{3y The Applicant is not a bona fide employee or agent of
any motor carrier.

{4) The Applicant proposes to engage only those motor
carriers authorized by +his Comnissicon to transport
passengers as common carriers by motor vehicle in intrastate
conmerce in North Carolina.

{5) The propoéed service is dasired and will Le used by
the public. ’

IT IS, THEREFORE, ORDERED:-

f{1) That the Application in Docket No. B-3|| be granted
and that the Applicant be issusd a license to engage in the
business of a brokar in the following territory: From points
and places within Rockingham County, North Carolina, to any
and all gpoints within the State of North Carolina and
return.

(2) That under the provisions of G. S. 62-263 and Rule
R2-66{(c) of the Commission, Applicant shall £ile with the
Rorth €arolina Utilities Commission a bond te be approved by
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the Commission of not less than-$5,000 in such form as will
insure the financial responsibility of -Applicant as a broker
and will further insure +tha supplying of authorized
transportation in accordance with agreements, contracts and
arrangements therefor.

(3) That +this Order shall hecome effective and a license
issued to Applicant when she has fully conplied with the
bond provisions listed in the preceding paragraph.

ISSUED BY ORDER OF THE COMMISSION.
This the 25th day of Septembar, [973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO. B-308
BEFORE THE NORTH CAROLINA UTILITIES COMAISSION

In the Matter of
Dorothy Gough, dsbsa Gough Tours, ]
P. 0. Box 5827, Winston-Salen, ) ORDER GRANTING
North Carolina - Application for ) BROKER'S LICENSE
a Broker's License. )

HERRD IN: The Commission Hearing Room, Ruffin Building,
One West Morgan Street, Raleigh, North
Carolina, on March 28, 1973, at 2:00 P. H.

BEFORE: Conmissioners Hugh A, Wells (Presidlng). John
W. HcDevitt and Ben E. Roney

APPEARANCES:
For 'the Applicant:

Carl D. Downing, Esquira
%hite & Crumpler

26|6 Wachovia Building
Winston-Salen, North Carolina

No Protestants.

WELLS, - COMMISSIONER. This rpatter came on for hearing
before Division IIY of the Conmissicn, Commissioner WHells
presidimg, upon +the -application of Dorothy Gough, d/b/a
Gough Tours, under the applicable provisions of Chapter 62
of the WNorth Carolina General Statutes <£for a broker's
license to engage in the business of a breker in arranging
for the transportation of passsngers and their baggage by
motor vehicle in intrastate coamerce from the Counties of
Porsyth, ‘Davidson, Guilford, Stokes, Surry and Rockinghanm,
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to any and all points within the State of North Cdrolina.
The application was set for hearing by Commiesion Order
issued on March (, [973, and the original hearing was later
rescheduled to the date, time and place, as captioned above,
by Comnission Order dated March |4, [973.

No protests were received in response to the application,
and ne one app=zared &4t +the hearing to protest the
application.

Ars. Gough testified in support of her application,
revealing in her testimony that she has been in the <tfours
director business for a considerable period of tinme,
operating under an Interstate Comaerce Commission licemse in
arranging interstate tours. She conducts the business
herself, arranging the ¢rip itinerary, lodging, and meals in
additicn to transportation. She formerly was employed with
the Greyhound Corporation and is an experienced person in
arranging +travel accommodations for others. In addition. to
her testimony, she filed certain 2xhibits in support of her
application, 3including the affidavit of publication of the
hearing of the application.

In addition to Mrs. Gough, H¥rs. Diane Richardson of
#inston-Salem testified in support of the application,
revealing that she is the Youth Activity supervisor for the
City of Winston-Salem Recreation Department, and that she
has known Hrs. Gough for a considerable period of time and
Xnows her to be a consciéntious and responsible person..
Hrs. Richardson indicated that there was a significant
demand for the type of service proposed to be coffered by
Mrs. Gough, and that she would recommend Mrs. Gough very
strongly as a responsible and reliable tour director,

In addition to #rs. Richardson, Mrs. Georgia Rhodes of
Winston-Salem testified in support of +the application,
revealing that she is a member of +the Ardmere Senior
Citizens club, and has been on many tours directed by MNrs.
Gough, and that she recommends Hrs. Gough very highly.
Mrs. Rhodes also testified that in her opinicon there vwas a
very great public need for such a tour service in the area
which is the subject of this application.

Based upon +the record herein, the Commnission makes the
follecwing

FINDINGS OF FACT
|« That the Applicant se2ks a broker's license as
described in G. S. 62-263(a) to engage in the business of a
broker in intrastate operations within the State of Forth
Carolina.

2, That +the Applicant has applied for said license upon
the form of application as prescribed by this Compissioen.

3. That the Applicant gave dua notice of this hearing.
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u, That the experience of the Aprlicant éstablished that
the Applicant is- fit, willing and able to properly perfornm
the proposed .service and to conform with the provisicns of
law and Commission rules and regulations.

Sa That the Applicant is nezther an employee nor agent
of any motor carrier. - .

6. That K the proposed service is desired by the puablic
and will "be utilized by the public.

..7.. That the service as proposad upon the hearing of this
matter £o be authorized under said license 3is consistent
with the public interest.

Based upon the foregoing Ffindings of Fact, the Commissicn
CONCIUDES that upon the Aprlicant's compliance with +the

Commission?s rules ard regulations. as set forth hereinafter,
the license should be approved and granted.

IT IS, THEREFORE, ORDERED:

| o That the Applicant be, and hereby is, granted a
broker's license to engage in the business of & broker in
intrastate operations within the State of North Catolina ip
the territory described in Exhibit A attached’ hereto.

2. That +this Order shall constitute said license until
such time as a 11cense shall have been issued by this
Ccmmission.

3. That prior to conmmencing operations as a broker in
intrastate commerce in this State, that Applicant file with
this Cemmission a Transportation Broker's Surety Bond in the
amount of not less than $5,000 pursuant to the provisions of
G. S. 62-263 and this CommLSSLOn's Rule R2-66.

4. That Applicant commence oparations undéer the license
herein authorized within thirty (30) days from the date of
this oOrder and comply with all rules and regulations of the
Commission applicable to a broker.

ISSUED BY ORDER OF THE COMHMISSION.
This the ||th day of May, {973.

NORTH CAROLINA ODTILITIES COMMISSION
Katherine 4. Peele, Chief Clerk

(SEAL)

DOCKET ¥O. B-308 Dorothy Gough,
d/bhsa Gough Tours
P. 0. Box 5827
Winston-Salam, North Carolina
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EXHIBIT & To engage in business as a broker in
intrastate commerce in  the following
territory:

From the Counties of Forsyth, Davidson,
Guilford, Stokes, Surry and Kockingham +to
any and all points within the State of
North Carclina.

DOCKET NO. B-275, SUB 40
BEFORE THE NORTH CAROLINA UTILITIES COMHMISSION

In the Matter of
Carolina Coach Company -
Proposed Plan for a New Union
Bus Terminal Facility in
the City of Elizabeth City,
North Carolina

RECOMHENDED ORDER
AUTHORIZING NEW UNION
BUS TERMINAL IN
ELIZABETH CITY,
NORTH- CAROLINA

s N it

HEARD IN: The Municipal Building, Elizabeth City, North

Carolina, on September 2[, (972, at 9:30 a.n.
BEFORE: John W. McDavitt, Hearing Coammissioner
APPEARANCES:

For the Applicant:

Arch T. Allen, IIX

Allen, Steed & Pullen

Attorneys at Law

P. 0. Box 2058, Raleigh, North Carclina

For the Protestants:

He T. Mullen, Jr.

Whitehall & Hullen

Attorneys at Law

P. 0. Box 304, Elizabeth City, Horth Carolina
For: - Downtown Marchants Association

For the Commission Staff:

Edward B. Hipp

Commission Attorney

North Carolina Utilitias Commission

P. 0. Box 99|, Raleigh, North Carolina

NcDEVITT, CONMISSIONER. Carclina Trallways Company, on
May |2, 1972, filed a proposal to construct a new union bus
terminal facility in the City of Elizabeth City at the
intersection of Hughes Boulevard and Gregory Street. Having
received a letter from Counsel for the Businessmen's
Association of GElizabeth Ccity protesting the proposed
relocation of the present bus ~ terminal and requesting a
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hearing, the Commission scheduled and held public hearing as
captioned.

Three employees of Ccarolina Coach Company testified-in
suppcert of the proposal and five residents of Elizabeth City
testified about various aspects c¢f the present and propeosed
locations and gave their opiniens as to the effect of the
proposal upon the business ccemounity and traveling public..

In summary, the testimony €for witnesses of Carclina Coach
company, H. L, Creech, President, A. R, Guthrie, Director of
Sales and Service, and J. E. Savin, Qperator, ‘tends tc show
that the present bus terminal located in downtown Elizabeth
City at the intersection of Fearing and Poindexter Streets
is not large enough and cannot be feasibly renovated to meet
present and future needs; that it lacks parking space for
customers and extra company equirmasnt; that it lacks 1inside
storage space for -express; that it is accessible only via
narro¥w and/or one-way streets which are inadequate and
hazardous for the Company's large, intercity buses; that the
present terminal is not located on nor conveniently near U.
S. Highway |7 bypass which is the most desirakle route for
intercity schedules which serve Elizabeth City; that
Carolina Coach oberates eight schedules in each direction
through Elizabeth City, all of which are important segments
of passenger bus service between Norfolk and points to the
north and Raleigh, Wilmington and points to the south; _that
the location of the present station adversely affects the
gquality of service to the traveling public which in the main
noves through Elizabeth City without utilizing the teraminalj;
that the Company considered various sites over a two-year
period during which discussions were held with the City
Council, Public Works Subcommittee, City Planning
Conmission, and representatives of the UOrban Renewal
Commission before purchasing the proposed site on the basis
of djudgment that it is favorably located and the price was
within the financial linits cf economic feasibility; that
the Elizabeth City Planning coamission has approved the
plans for the new bus terminal and the City Council of
Elizabeth City has approved an amendment to permit bus
stations din a C-3 district; and that ¥irginia Dare
Transportation Company which utilizes the +tersinal has
approved the proposed terminal site.

with particular refersnce ¢to the proposed bhus terminal,
the testimony tends to show that the site is within the city
limits, seven—-tenths of a mile from the present terminal, on
Hughes Boulevard which is U. S. Highway |7 bypass; that the
location is four blocks from the dintersection of U. S.
Highway {58, which is the routs utilized by the schedules of
Virginia ©Dare Transportation Company; that Hughes Boulevard
is a wide, four-lane strest on which motel and restaurant
facilities are reasonably accessible; that taxi, police, and
fire protection services are provided to the new site; that
the Company has purchased the site and will spend
approximately $00,000 on th2 new terminal which will
provide adequate accommodations for passenger and express
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customérs, festrooms, vending machine food service, custcmer
and taxi parking; that taxi fars is 75 cents anyvhere within
the city limits for two pdssengers and would not adversely
affect any person utilizing that mcde of travel within the
City; that the proposed site and terminal compare favorably
with facilities provided in othar cities.

With' reference to operating Tesults experienced in
Elizabeth City for the yzar [97|, testimony shows that
originating passenger sales amounted to $|3(,000 and express
sales amounted to §17,000; that routlng of Carolina‘'s
schedules to and from Elizabeth City would be over U, S.
Highway |7 bypass via the proposed terminal; that passengers
on Virginia Dare Transpertation Company's buses traversing
. 5. Highway 158 through the City would be allowed to get
on and off at any p01nt in downtown Elizabeth City; that the
new terminal will as in the past ba operated by a commission
agent.

Mr. HNelson P. Wwatkins, Executive Vice President of the
Blizateth City Chamber of Ccmmerce, téestified +that the
chamber adopted a resclution requesting dlsapproval of the
proposed new terminal site based on the opinion that removal
from the central business district would be detrimental to
the several businesses that depend on bus service for
expfess shipments, to the segment of the population which
depends on bus service for transportation, and to the
econony of +the City dinasmuch as shoppers use bus service
into the business district; that in his oépinion the area
south of the =site of the present bus terminal encompasses
the lowest income area in +the <City; that +there are 330
nembers in the Chamber which encompasses Camden and
Pasquotank Counties and 100 member-businesses within a four
or five block area of +the present site; that the entire
nembership of the Chamber was not canvassSed with reference
to +the resolutioni; +that Belks, Sears, and other member-
businesses are located in Southgate Mall Shopping Center and
elsewhere outside of the downtown area; that the newspaper
which is located across the street from the present terminal
and utilizes the bus for express service is the best
illustration of a business that would be adversely affected
by the proposal; that the present location is convenient to
other businesses; ¢hat the Chamber is aware of the
tnsatisfactory conditions at the present terminal; that
overnight accommodations for the public in the downtown area
consist of "two hotels and one tourist home which are
admittedly quite old.

Mr. Thomas S. Carter, Assistant to the Chancellor of the
Elizabeth City State University, testified <that £for many
tUniversity students buses provide the main node of travel
and that a financial hardship would be worked on -them by
moving the +terminal to a more distant (seven-tenths of a
nile) proposed location; that the University would like to
have a new bus terminal in the City.
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Hr. James Harrell, City Zoning Officer, testified that bus
stations are allowed in a C-3 district under an amendment to
the zoning ordinance adopted by the City.

Mr. J. MWMcNeil Duff, Executiva Vice-President of First
Union National Bank, President of +the .Downtown Business
hssociation, and a membaer of the Board of Trustees of the
College of the Albemarle, testified that +the College,
through a grant, operates .buses -to Yanteo, Chowan, and-
Bertie Counties, to provide fres .transportation to its
students; that the Downtown Business Rssociation consists of
approxzimately B85 members of th2 cantral business district
and does not include-Southgate #all Shopping Center; that
from a purely banking service, tt2 proposal wounld not affect
the bank's business, but that he was unable to evaluate what
effect it would have on their customers; that he had not had
a customer complain because of the proposal to relocate the
bus terminal.

Mr. L. S. Morrisette, Ford D=aler, testified that the bus
station should be moved to a place that is easier to get in
and out of with express; that he believes his Company's
express constitutes fifteen to twenty per cent of the |97
express revenue of the Company; that he had a business
downtown which was quite a problem until he moved %o his
present location; that the nevw terminal location is a 1ittle
farther tut easier for him to =©zach; <+hat the price of
property in downtown Elizabeth City on the proposed, four-
lane Elizabeth Street, in his oapinion, would be prohibitive
for bus stations; that a new bus station would be an asset
to the cCity.

Based upon the application of the Company and the evidence
offered in public hearing, the Hearing Commissioner makes
the following

FINDINGS OF FACT

|- Carolina Coach Company holds extensive intrastate
ccemon ¢arrier anthority over various routes in easterm and
central WNorth Carolina including routes and schedules which
serve Elizabeth City.

2.. Carolira Coach has mnaintained and operated its
present bus terminal in downtown Elizabeth City since the
garly [930's. The present terwsinal building is old, out-
noded, and completely inadequate to serve the prasent and
future neeéds ‘of the traveling public and “he Conpany. The
present site is entirely too small and the property cannot
be feasibly renovated. The present location in downtown
Elizabeth City impedes the novement on common .carrier
passenger and express service and thus adversely affects the
over-all quality of service to all other cities, towns, and
conmunities which are also dependent upon the same buses
vwhich serve Elizabeth City.
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3. There is substantial need for a new, modern, adaguate
bus terminal at .a location which will be reasonably
convenient +to the using public, economically feasible for
the Company, and which will contribute "tco more efficient
movement of intercity passengers and express.

4. The plans, site, and location of +the proposed
terminal on Aughes Boulevard meet-the generdl regquirements
imposed by the Commission in BRule R2-54. The proposed
location on Hughes Boulevard (U. S. Highway |7 bypass) which
is the-major north-south traffic artery serving the City and
area, is within the city linmits.

CONCLUSIONS

G. S. €2-275 authorizes and empovers the North Carolina
Utilities Commission +to cecmpel any common carrier of
passengers by motor vehicle operating under the provisions
of the North Carolina Public Utilities Law and serving any
municipality +o establish-and maintain a passenger depet or
station for the security, accommodation, ‘and convenience of
the traveling public. Accordingly, Carolina Coach Company
has maintained and operated a bus passenger terminal
facility in Blizabeth City for many years. The evidence is
clear and all parties agree that the present bus terminal
facility in ©Elizabeth city is inadequate, out-moded, and
should be replaced. The H2aring -Commissioner is of the
opinion and concludées that the present site is inadequate
and cannot be renovated to meat the needs of the Company and
the +traveling public, and further that the present location
adversely affects the operation of common carrier passenger
and express service,- The naw location will ke reasonably
convenient for the using public and will enable the Ccmpany
to operate nore efficiently whila maintaining adeguate bus
service to Elizabeth City and the other points along this
intercity route. The Hearing Cormissioner concludes that
the Company has horre the burdem of proof and the petition
should be approved.

IT IS, THEREFORE, ORDERED:

That Carolina Coach Company be, and it dis hereby,
authcrized to proceed with the constructiorn and relocation
of +the® Elizabeth City Bus Terminal, according to plans and
provisions contained in its prcposal, at the proposed site
on Hughes Boulevard in Elizabeth city, North carolina.

ISSUED BY ORDER OF THE COMMISSION.

This the |6th day of March, 1973.

NORTH CAROLINA UTILITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)
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] DOCKET NO. B-275, SUB 40
BEFORE THE NORTH CAROLENA UTILITIES COMMISSION

In the Matter of
carolina Coach Company - Proposed ) ORDER OVERRULING
Plan for a New Union Bus Terminal ) EXCEPTIONS AND
Facility in the City of Elizabeth ) AFFIRMING RECOMMENDED
)

Ccity, North Carolina ORDER

HEARD IN: The Commission Hearing Room, Ruffin Building,
Raleigh, North Carolina, on ¥ay |If, 1973, at
2:00 P. M.

BEFORE: Chairman ¥arvin R. Wooten (Presiding)} and Com-

nissioners Hugh A. Wells and Ben E. Roney.
APPEARANCESS®
For the Applicant:

Arch T. Rllen, IIT

kllen, Steed & Pullen

Attorneys at Law

P. 0. Box 2058, Raleigh, North Carolina
Raleigh, FNorth Carolina

For the Protestant:

A. T. Huollen, Jr.

White, Hall & Hullen

Attorneys at Law

P. 0. Box 304, Elizabeth City, North carolina
For: Downtown Merchants Association

For the Commission Staff:

Edward B, Hipp
Cemmission Attorney

217 Ruffin Building
Raleigh, North Carolina

WOOTEN, CHAIRMAN: Thez Recomrended order im this
proceeding was issted by Commissioner John W. HcDevitt on
March |6, [973, following public hearing on the application
filed by Carolina <Coach Company wherein said company
proposed to construct a new union bus terminal facility in
the city of Elizabeth <City, WNorth carolina, at the
intersection of Hughes Boulevard and Gregory Street. - On
april 2, [973, Exceptions to the Recommended Order in this
docket and a Petition for Raview were filed by Herbert T.
Mullen, Jr., Attorney at Law, for and on behalf of parties
protestant.

After a careful review of this docket in its entirety, the
Petition of Protestant, record of evidencge, Bill of
Exceptions, and able arguments and statement of counsel, the
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Reconmended Order and entire record, the Commission is of
the opinion:

s That the evidence and record in this case warrants,
Justifies and supports all of the Findings of Fact set forth
in the Reconmended Order by Comnissioner HMcDevitt.

2. That the evidence and record in this case is found te
Justify, warrant and support all of the Conclusions and
Orders set forth in said Recormended Order in this matter by
Commissioner John W. McDevitt dated March 16, [973.

IT IS, THEREFORE, ORDERED AS BQLLOWS:

l. That all of +the Excaptions filed %y the parties
protestant, and each of them, ba, and the same are, hereby
overruled, and +the Findings of Fact, Conclusions and Order
t0o which =said Exceptions relate, are herety, made the
Findings, Conclusions and order of the Commission.

2. That the Recommended oOrder ent=2red herein on Karch
16, 1973, be, and the same is, hereby ratified and adopted
by the Ccmmission as its order, effective this date.

ISSUED BY ORDER OF THE COMMISSION.

This the 23rd day of May., [973.

NORTH CAROLINA UTILYITIES COMMISSION
Katherine M. Peele, Chief Clerk

(SEAL)

DOCKET NO. B=7, SUB 87
BEFORE THE NORTH CAROLINA UTILITIES COMKISSION

In the Matter of
Greyhound Lines, Inc., 400 West Third ) RECOMMENDED
Street, Cleveland, Ohio 481{3 - Petition ) ORLCER DENYING
for Cancellation of Lease Agreament with ) PETITION TO
carolina Coach Company, |20| South Blount ) CANCEL LEASE
Street, Raleigh, Worth Carolina.. ) AGREENENT

HEARD IN: The Comnission Hearing 'Room, One West Morgan
Street, Raleigh, Worth cCaroclina, on February
{3, 1973, at 3:00 P. H.

BEFORE: Hugh A. Wells, Commisgioner
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APPEARANCESY
Por the Petitioner:

J. ‘Ruffin Bailey

Bailey, Dixon, Wooten & M¥cDonald
Attorneys at Law ]
P. 0. Box 2246, Raléigh, North Carolina

For the Protestants:

arch T. Allen & Arch T. Allen, IIX

Allen, Steed & Pullen

Attorneys at Law

P. 0. Box 2058, Raleigh, North Carolina 27602

WELLS, * COMMISSIONER. This matter came on for hearing
before Commissioner Wells sitting as Hearing Commissioner at
3:00 P.M., February |3, 1973, at Raleigh, North Carollna,
~ upon the Petition of Greyhound Linés, Inc.

Greyhound seeks the Commnission's permlssion to cancel a
Lease Agreement entered into on August {,. {947, between it
and the Carolina Coach Company, vherein Carolina ledsed to
Greyhound 'certain franchised intrastate operating rights
between Lexington and Charlotta, North Carclina..

Upon notification of Greyhound's Petitlon, Carolina filed
its response opposing the relief sought by Greyhound, and
requested that the matter be set for hearing. Both parties
were present at the hearing and were represented by counsel,
Greyhound presented ths oral +testimony’ of Mr. Roébert L.
Wilson, Director of Traffic for Grayhound Lines, East (the
operating Division of Greyhound having responsibility for
North Carolina operations), and Carolina offered "the oral
testimony of Mr. RAaron Cruise, Vice President - Traffie,
Carolina Coach Company. The tastimony of both witnesses was
illustrated and supported by exhibits which are a part of
the record. ' "

The record herein, the preceding Orders of this Commission
affecting the matters' under consideration here, together
with opiniéns of .the Horth cCarolina Supreme Court
interpreting Commission Orders dealing with +these wmatters,
disclose the fact -necessary to reach a conclusion in this
cause. These facts are clearly and succinctly sumparized in
the Response filed herein by Carclina, and we accordingly,
vith certain modifications, have adopted them intc the
Findings of Fact in this Ordsr. The Commission therefore
makes the following

FINDINGS OF FACT

|- At +the ¢time of and prior to negotiations between
Carclina Cecach and Grevhound for the Lease Agreement which
is the subject mnatter of this docket, the competitive
situation ketween Greyhound and Carolina Coach with tTespect
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to Charlotte-Raleigh traffic and intermediate points
including Lexington can be summarized as follows: - Carolina
Coach operated between Raleigh and Charlotte -over two main
routes, the so-called northern route running between Raleigh
and Charlotte by -wvay of Durham, Burlington, Greenshorc,
Lexington, Salisbury and Concord, over U. 5. Highways 70 and
29 and the so-called south2fn route running between the two
cities wvia Sanford, Biscoe and 'Albemarle, over U. 5.
Highways | and (5 and W. -C. Highway 27. 6Greyhound had
franchise authority over O, S. Highway 6% from Raleigh to
Lexingten via Asheboro; over U. S. Highway 52 from Lexington
into Winston-Salem; over. U. S. Highways: 158 and 64 fronm
Winston-Salem to Statesville and over U. S. Highway 2{ and
N. C.” Highway |15 from Statesville into ¢harlotte. Carolina
Coach was the only carrier having a practical and
competitive route between Ralaigh- and. Charlotte and had
provided adequate bus servica with numerous and convenient
scheduleés between the two citizs and to intermediate points
for many years. The providing of motor bus service between
Charlotte and Raleigh along its franchise routes constituted
at that time, as it +do2s at the present, one of the
principal operations of Carelina Coach within the State of
North Carolina.

2. Some time prior +to the “execution of +the ILease,
Agreement in gquestion, Greyhoun  had acguired 3interstate
operating rights between Winston-Salem .and Charlotte via
Lexington, which placed Greyhound in the position of being
able to operate between FWipston-Salem and Charlotte via
Lexington for interstate.traffic; but not fecr intrastate
traffic which had to be routed over the more lengthy route
between the points via Statasville. .In order that Greyhound
would bé able to transport its intrastate passengers between
Winston-Salem and Charlotte over the Lexington route,
Grevhound requested thdat Carelina Coach lease +to it
intrastate operating rights ovar Carolina Coach's franchise
route between Lexington and Charlctte. To enable Greyhound
to transport its intrastate passengers lhetween Winston-Salem
and Charlotté wvia Lexington in the same buses in which it
transported interstate passengars, but at the same +time to
enable Carolina Coach to continue +o handle its same
intrastate traffic’ between Laxington and Charlotte, and
Raleigh and Charlette, Carclina Coach and Greyvyhound entered
inte the Lease Agreement, dated Rugust |, (947, by which
Ccarolina Coach leased to Greyhound +the privilege of
transporting over the Lexington route intrastate passengers
originating at or . moving through Charlotte destined for
Winston-Salem and points beyond, and intrastate passengers
originating. at or moving through Winston-Salem and destined
for Charlotte or points beyond. As part of the +terms and
conditions of <the 1lease, Greyhound covenanted and agreed,
ameng other things, (|} that it would operate with closed
doors between Lexington and Charlotte and not pick up or
discharge any dintrastate passengers at any internediate
points along the route; (2) that it would not operate
through service without change of-bus between Raleigh and
Charlotte via Lexington gver the existing Greyhound
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franchise route between Raleigh and Lexington via U. &,
Highway 64 and over the leased rcute between Lexingtcn and
Charlotte, or compete with <Caroclina Ccach <for intrastate
traffic moving betveen Raleigh and Charlotte; (3) that it
would not exchange intrastate rpassengers at  Lexington
between its schedules operated over its franchise routes
into Lexington and any schedulas operated over the leased
franchise, irrespective of the point of origin or
destination of such passenger; and (4) that it would not
claim or seek any intrastate franchise right of any kind eor
nature whatsoever over the franchise route of Carclina Coach
between Lexington and Charlette, other +than the rights
granted under the Lease Agreemant.

3. The Lease Agreement of August |, |947, was approved
upon ¢the Foint petition of Dboth cCcarolina Coach and
Greyhound, . by oOrder of the Worth <cCardlina Utilities
Cormission in Docket No. #1438, dated October [0, (947.

a, At the request of Grzyhound, Carolina Coach and
Grevhound entered into an Amendnment to the Lease Agreepent
of RAugqust |, 1947, vwhich extended the term of said Lease
Agreement for as long as the cartificate-of cCarolina Coach
to operate over the leased rout2 remained in effect. This
Amendment, which was dated July {0, |950, was approved wupon
joint petition of hoth Careclina Coach and Greyhound by Order
of the North Carolina Utilitiss Cdmrmission entered in Docket
No. B-f5, Sub |8, on-August 8, {950.

Sa Following execution of the Lease Agrecement and its
approval by this commission in 547, carolina Coach and
Greyhound continuously operated under its provisions until
September of |960 when Greyhound advised Carolina Coach that.
it considered the Lease MAgreement no longer valid and
requested that it be cancelled by putual consent. Upon the
refusal of Carolina Coach to ccnsent to such cancellation,
Greyhound was directed by this camrission to continue +to
operate under +the Lease Agreement. Shortly thereafter, in
October of |960, Greyhound applied to +the <Cormission for
additional franchise autherity involving operations between
Raleigh and Charlotte and Lexington and charlotte, both of
which applications raised +the issue of the interpretation
and validity of the Lease Agreament.

6. In Docket No. B-7, Sub 56, filed with the Conmission
on October 5, |[960, Greyhound applied for intrastate
franchise authority between Asheboro and Charlotte over
Highway 49, to combine such opsrations with operations then
conducted by Greyhound between Ashz2boro and Raleigh so as to
provide through sérvice betvwean Raleigh and Charlotte wia
Ashebore. Both Carolina Coach and Queen City Coach Cempany
protested that application and Carolina Coach specifically
pled +the provisions of +the Lease Rgreement cof August |,
{947, as a bar +to &ny right of Greyhound +to seak the
franchise anthority. Greyhound, on -the o¢ther hand,
contended that the Lease Agreement was in restraint of
trads, violated G.S. 75-]° and was void. The Conmmission



BUS TERMINALS AND LEASE AGREEMERTS 319

granted the franchise authority sought by Greyhound and
vacated and voided the Lease Agreznent to the extent that it
was in conflict with the granting of +the authority. The
Order o¢f +the Commission was appealed through the Superior
Court of Wake County to the Worth Carclina Supreme Court.
In its decision reported in Jtilities Commission w. Coach
Company, 260 N.C. 43 {{963) the Court affirmed the order of
the Commission, but upheld th2 'validity of the Lz2ase
Agreemeént.. As to the modification of the Lease Aqreement
and the prior oOrders of the Commission, the Court stated,
inter aliat )
"At the time of its execution in 1947, the lease agreement
was approved by the Commission at the dJeint request of
Carolina and Greyhound. The law encourages ccoperation
and agreements between common carriers respecting their
service +to the public. G.5 62-121.64 {a). But the
interest of the public is paramount and the Commission has
the authority to supervise and regulate common carriers
for the protection of the public interest. G.5, 62-
121.48. Contracts between carriers affecting service to
the public are subject to the Commission's regulatory
authority. QUtilities Commission v. Motor Lines, 240 N.C.
|66, 8| 5.BE. 2d 404, A contract between public utilities,
when formally approved by the Conmnission, is in effect an
order of the Commission binding cn each of the parties,
Power Co. v. Hembership Corroration, 253 ¥.C. 596, 603,
117 S.E. 2d 8|2, An order of the Conmmission is rrima
facie djust ard reasonable. 6G.S. 62-26.].0. This aprlies
to orders approving contracts of public utilities,.
Utilities Compission y. Casey, 245 N.C. 297, 96 S.E. 24 8.
And the Commission may at any time, upon notice ¢to the
public utility affecé¢ted and after opportunity is afforded
the affected utility to bz heard, alter or amend any order
made by it. 5.5. 62-26.5. '.,..{I)n the absence of
statutory authority, and in the absence of any additional
evidence or a change in conditiens, the Commission has no
power to reopen a proceeding and mcdify or set aside an
order theretofore made by it . . ,vwhere the order was made
in pursuance of an agreement entered intoc by +the parties
to +the proceeding.? 73 Cc.J3.5., Publi¢ Utilities, s. 56
(), p. 1135. The Conmnission may not arbitrarily or
capricicusly rescind its order approving a contract. It
must appear that such rescissicn is made because c¢f a
change of circumstances reguiring 4it. in +the ©public
interest. Chicago Housing Authority v. Illinois Com.
Com'n., 169 N.B. 2d 268 (Ill. |960); Central Northwest B.
Men's Ass'n. yv. Illinois €. Conm'n., (68 N.E. 890 (Ill.
[929)."

"The Ceomnission correctly concluded +that the 1lease
agreement is not a bar tc the institution and maintenance
of this proceeding. The terms and conditions of the lease
agreement are relevant matters to be considered upen the
question of public convenience and necessity. And
ereyhound has the bupden ¢E showing that  public
convenience and necessity require mpodification and
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rescission of the order approving the lea
the granting of the applicaticm for fran
{(Enphasis added)

Se agreement, and
chise authority."

7. In Docket No. B-7, Sub 57, alsc filed with this
Conmissien on October 5, (960, Greyhound applied for
intrastate franchise authority on the route from Lexington
oyer U. S. Highway 29 to Charlotts which was the same route
over which Greyhound was operating under the terms of the
Lease Agreement of August |, 1947. In this proceeding
Carolina Coach alsé specifically pled the provisions of the
Lease Agreement as a bar to the seeking of the authority.
The Order of the Commission granting the franchise authority
sought by Greyhdund and, in éffect, rescinding the ZLease
Agreement was appealed to the North Carolina Supreme Court
where it was consolidated for opinion with the Greyhound
application discnssed ‘above. In reversing the Order of the
Commission, the cCourt in Dtilities cCommission ¥. Coach
Company, supra, held that the evidence did not show, and
that the Comnission Had not found, a .change of conditions
requiring, in the public interest, a rescission cf tha
Conpission's Order approving the Lease Agreement.

8. Except as modified by the Order of the Ccmmission in
Docket No. B~7, Sub 56,  granting +the Ashékoro-Charlotte
authority <+to Greyhound, the lLease Agreement cf August |,
{947, as aoended, and the oOrders of +this Conmission
approving the Agreement have remained in full force and
effect -and are in full force and effect at the present tige,

Based upon the foregoing Findings of Fact, the Commission
CONCLUDES that the terms of the original lease and its July
10, 1950, Anendnent are still binding upon the parties. .
According to the terms of the [950_ Atendment, the lease may
be terminated only dpon cancellation by the Utilities
Conmission of Carolina's permanent Certificate (franchise)
to operate its intrastate routes in North Carolina. This,
of course, has not taken-place. The Supreme Court stated
very clearly in ptilities Commission ¥. Ceach Conpany, above
cited, 'that this Commission may not approve the cancellation
of the subject lease absent a showing of circumstances which
require such cancellation ip the public interest (emphasis
added) . We conclude there is no such showing in this
record. To the contrary, the evidence 1leads to the
conclusion that the Lease Agreement has over the years had a
stabilizing and salutary effect on the overall
responsibility and capability of Greyhound and Carolina in
providing intrastate bus passenger service in +the areas
affected by the Lease Agreenent.

ACGCORDINGLY, IT IS, HEREBY, ORLERED:

That the Petition of Greyhound to cancel and terminate its
Lease Agreement of August |, {947, as amended July |0, 1950,
with Carolina Coach Company, bz, and hereby is, denied.
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ISSOED BY ORDER OF THE COMMISSION.
This the 3|st day of Rugust, [973.

NORTH CAROLINAR UTILITIES COMHISSION
Katherins M. Peéle, Chief Clerk

(SEAL)

DOCKET NO. B-{S5, SUB {70
DOCKET WOQ. B-59, SUB [|2

BEFORE THE NORTH CAROLINA UTILITIES COMKISSION

In the Matter of
Carolina Coach Compahy - Aprplication: for
authority to operate from Greenskoro over
Interstate Highway 40 to Junction North
carolina Secondary Road 1850 near Colfax
and return over the same route serv1ng
no intermediate points.

Tl T Nl St gt Yt S Nl Nt W St Nl Nkl Nt St

ORDER
and BPPROVING
. RPPLICATIONS
Queen 'City Coach Company - Arplicatien for
authority to operate from Winston-Salem aver
Interstate Highway 40 to Junction North
carolina Secondary Road {850 na2ar Colfax
and return over the same route serving no
intermediate points,
HEARD IN: The Connission's Hearing Room, Raleigh, North
Ctarolina, on Septeaber 29, [972, at |0:00 A. M.
BEFORRE: Chairman Marvin R. Hooten (Presiding),
Commissioners John ®K. MeDevitt and Miles H.
Rhyne.
APPEARANCES:

For the Applicants:

Arch T. Allen

Thomas Steed, Jr.

Allen, Steed & Pullen

P, 0. Box 2058, Raleigh, North Carolina 27602
Appearing for: Carclina Coach Company

R. C. Howison, Jr.

Jeyner & Howison

Wachovia Bank Building

Raleigh, North Carolina

Appearing for: Queen City Coach Company
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For the Protestants:

J. Ruffin Bailey

Bailey, Dixon, Wooten and HcDonald

P. 0. Box 2246, Raleigh, Worth Carolina 27602
Appearing for: Greyhound Lines, Inc.

BY THE COMMISSION: By arpplication filed with the
Commission on June 2, {972, Carclina Coach Conpany, 1{20%
South Blount Street, BRalaigh, Yorth carolina (Carelina),
seeks motor passenger conmon carrier authority to engage in
the +transportation of passengers, .their baggage, 'mail and
light express in the same vehicle with passéengers, from
Greenshoro over Interstate Highway &40 to junction N. C.
Secondary Road |850 near Colfax, and return over the sanme
route serving no intermediate points with the following
restrictions:

|« Service at the junction of Interstate Highway 40 and
¥. €. Secondary Road |B50 for interchange purroses
only with Queen City Coach Company, in the
performance of a through bus service between
Greenshoro and Winston-Salea.

2. No passenger may be transported whose entirée ride is
between Greensboro and Winston-Salem, or between
Winston-Salem and Greensghoro,

By application filed with the Commission on June 2, 972,
Queen City Coach Ccompany, 4|7 West Fifth Street, Charlotte,
North Carolina (Queen), seeks notor passenger common carrier
anthority to transport passengers, their baggage, mail and
light express din the same vehicle with passengers, from
Winston-Salem over Interstate Highway 40 to Jjunction WNorth
Carolina Secondary Road [850 near Colfax, and return over
the same rcute serving no intermediate points with the
following restrictions:

(. Service at the junction of Interctate Highway %0 and
North Carolina Secondary Road (850 for interchange
purposes only with Carolina coach Company, in the
performance of a through bus service between Winston-
Salem and Greensboro.

2. No passenger may be transported whose entire rigde is
between HWinston-Salem and 6Greenshoro or hetween
Greensboro and Winston-Salen.

Both of the above described applications were set for
hearing in the Commission's Hearing Room, cn September 29,
1972, at (0:00 A. M., and notice thereof given by mail to
the Applicants and to other 10toT carriers helding
certificates or permits +to operate in the territories
proposed to be served by the Applicants. In addition,
notices of +he +time and place of hearing, together with
brief descriptions of +the purpose of sald hearing were
published for two (2) successive weeks in newspapers of’
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general circulation in the térritories proposed ¢to be
served. Affidavits of newspaper publication have been filed
with the Commission.

Protests to both applications were timely £filed by
Grevhound Lines, Inc., |400 West 3rd Street, Cleveland, Chio
(6reyhound), and intervention allowed by Comaeission order of
September 27, [972. The applications -are otherwise
nnopposed.

At the call of the hearing, all parties were preésent and
represented by counsel. The two applications were
consolidated for hearing over objection from Protestant to
stch consolidatioen.

The evidence for Carolina and Queen, hereinafter sometimes
referréd to as Applicants, tends to show that Applicants
presently provide through service Dbetween Greenshoro and
¥inston-Salem by conbiring cCarolina’s existing f£franchise
between Greensboro and High Point over N. C. Secondary Road
1541 to the junction of N. C. Highway 68 and thence over N.
C. Righway 68 +to High Point and Queen's franchise between
High Pcint and Winston-Salem over U, S, Highway 31{: that
said through bus-operations are conducted under am equipment
interchange agreement and that said through service is 'part
of an overall service which extends beyond Winston-Salem and
Greensboro; that Applicants presently operate twelve (|12}
daily round trips between Greanshoro ahd Winston-Salem under
the interchange agreement;  that Applicants" operation
between Greensboro and Winston-Salem is part of their
through bus service westwaTd to ASheville and intc Tennessee
and +that the operation bétween Winston-Salem and Greensboro
is part of their through bus service eastward, to TYorfolk,
to Beaufort and +to Wilmington; that Applicants presently
operate over all of I-40 that is nov open except the segment
between Greensboro and Winston-Salem; that the purpose of
this application is to acquire authority between ‘Greemnsbhoro
and Winston-Salem which would permit through bus operatiens
over all of I-40 that has been placed in service; that thase
buses or schedules that now serve High Point and other
intermediazte points will remain unchanged; that only - those
buses presently operating ia through bus service will be
routed over I-40 between Greensboro and Winston-Salem; that
if the application is approved, it is proposed that there
would be operated over ths I-4Q rToute four schedules fronm
Greenstore to Winston-Salem and five schedules from Winston-
Salen to Greensboro and the ramaining schedules would remain
unchanged; that a traffic survay taken by Applicants for the
period June |5 through June 2|, |[972, showed a total of
1,986 passengers travelling hatween Greensboro and Winston-
Salenm of which |88 were passengars whose entire ride was
between the two cities; that +these amounts annualized
indicate that the total passengars to be transported between
the ¢two cities would be 106,649 out of whick 9,88| would be
passengers whose entire ride would be between Greemsboro and
Winston-Salem; that a large number of passengers would
benefit from the I-40 route between the two cities which 1is
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more direct, <faster, sdfer, gives a more comfortable ride
and results in economies in oparation as. compared to the
present route which 1s.not. controlled access highways and
wvhich was not engineered for today's traffic; that based on
the shorter mileage over the I-40 route, Applicants estimate
that they would realize an annual savings of $J2,308 in
operating expenses; that 'since Applicants . will carry no
passenger whose entire ride ig wholly between Greensbore and
Rinston-Salem and since the time takles will remain
essentially the same, that the ccapetitive position between
Applicants and Protestant will remain essentially the same
as at present and that the proposed service over I-40 would
not endanger-or impalr the operations of Protestant.

The evidence further tends to show that if .the
applications are granted that there will be no diminution 'of
servicde to and from High Point gince the schedules now
serving High Point. will remain unchanged.

‘Protestant, Greyhound, presented 'no exhiktits, and no
witnesses; however, -Applicants' Exhibit Ne. || ' is a portion
of Greylound's intrastate franchise as it. appears on Second
Revised Page 3-3 Cancels First Page 3-3 and shows that
Protestant holds’ .authority from Winston-Salem © to
Kernersville over N, C, Highway |50 and U. S. Highway 429;-
thence +to Greensboro over U. 5. Highway 42| via Colfax,
Friendship and Guilford college, serving all  intermediate
points and that in addition, Erotestant operates over a
portior of another -highway leading from Winston-Salen toward
Kernersville and over I-40 from Winston-Salen to
Kernersville, serving all int:rmediaté points and +thence
over I-40 to Greenshoro as an alternate route serving no
intermediate points on that portion of I-40. . '

Briefs were filed.

Opon consideration of the applidations, *the evidence
adduced in this proceeding, all of the exhibits and the
briefs filed, the Commission makes the following ’

FINDINGS OF PACT

(1) That Applicant, Carolina Coach Company, is the holder
of Passenger Common Carrier certificate No. B-|5, heretofore
issued to it. by +this Cocmmission, under which it holds
authority to furnish regular routs passenger service between
Greensboro and High Point over N. C. - Secondary Road {54] to
the junction of N. C. Highway 68 and thence over N. C.
Highway 68 to High Point, ’

(2) That Applicant, Queen <City Coach <Company, is the
holder of Passenger Common Carrier Certificate Wo. B-69,
heretofore issued to it by this Commission, under which it
holds authority to furnish regular route passenger service
betweenlﬂinston—Salem and High Point over U. S. Highway 311,



FRANCHISE CERT