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ABSTRACT

The cost impact to private utilities resulting from prudence hearings before
State Public Utility (Service) Commissions is currently a matter of considerable
concern to investors and the nation. Cost disallowances for many utilities
threaten the economic health of the companies. The disallowances, which deny
full construction cost rvecovery to utilities, have had a negative effect on the
ordering of any new base load power plants, either nuclear or coal. They have
contributed to the fact that no nuclear plants have been ordered since 1978, and
none are currently being planned in the U.S. This situation has led to a major
national concern that adequate, reliable and economic electric power may not be
available to fully meet future needs of the country.

The U.S. Department of Energy is addressing the institutional, financial and
regulatory problems of the nuclear power industry. This report addresses the
prudence issues aspect of this program. This includes the development of a
body of data depicting the causes of electric power plant cost disallowances,
analysis of the causes and thelr 1mpact, and the development of recommended
actions that may eliminate or alleviate the negative conditions found.
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PRUDENCE ISSUES AFFECTING THE
U.S. ELECTRIC UTILITY INDUSTRY

EXECUTIVE SUMMARY

ELECTRIC UTILITIES PERSPECTIVE AND RATES

Under a regime of regulation, electric utilities undertake an obligation to serve
all customers within a specified service area with reliable electric service
at fair and non~discriminatory rates. Rates are regulated because large elec~
tric utilities are viewed as natural monopolies. The utility is provided an
opportunity te earn a fair return on the investment it has made in facilities
to provide such electric service. Because the utility is provided some measure
of protection against the risks assumed by competitive businesses in unregulated
markets, the returo on utility iovestment generally is less than that available
for investments made in unregulated businesses.,

A key element of regulation is the method used to set rates. Rates are designed
to recover the revenue requirement from the various classes of customers. The
revenue requirement is computed by determining variocus production costs (includ~
ing fuel and operation and maintenance costs needed to provide reliable electric
service), and adding to those costs a fair return on the investment in assets
(rate base) used to provide the electric service.

PRUDENCE

It has long been recognized that not every capital expenditure made by a utility
should necessarily be included as part of the rate base. Rather, only "prudent”
expenditures should be included in the rate base. The classic definition of such
expenditures was provided by Justice Brandeils in his separate opinion in Missou-

ri ex rel. Southwestern Bell Telephone Co. v. Public Service Commission, 262
U.S. 276 (1923). 1In his opinion, Brandeis states (id. at 289):

"The term prudent investment is not used in a critical sense.
There should not be excluded from the finding of the base,
investments which, under ordinary circumstances, would be
deemed reasonable. The term 1s applied for the purpose

of excluding what might be found to be dishonest or obviously
wasteful or imprudent expenditures, Every investment may be
assumed to have been made in the exerclse of reasonable
judgement, unless the contrary is shown."{l

The significant aspect of the Brandeis definition is how narrow it is. Imprudent
expenditures are linked with those that are "dishonest" or "obviously wasteful".
Moreover, Brandeis is clear to state that "[elvery" investment is assumed to be
reasonable, and imprudence must be demonstrated. This narrow view of imprudent
expenditures has continued until the very recent time.

Beglnning in the late 1970's, the propriety of utility investments began to be
challenged. This change in regulator approach primarily arose because of two
factors., First, beginning in the late 1970's and continuing through the mid-
1980's, a significant number of nuclear power plant construction projects were



cancelled in mid-stream. Second, beginning in the early 1980's and continuing
to the present, the costs associated with a significant number of completed
nuclear power plants rose very dramatically. In both cases, public utility
commissions (PUC's) relied primarily on legal principles developed for rate
base valuation to mitigate the impacts on customers.

In most cancelled nuclear plant cases, PUC's followed traditiomal principles
and did provide some protection for the utility investor. However, in some
states no amortization was permitted and the investor was denied both a return
oii the use of his money and return of the investment itself,

While the cancellation cases set the stage, most rzcent regulatory activity
addressing the prudence of power plant construction costs has been aimed at the
set of completed nuclear power plants coming on-line in the 1980's. These
plants typically have been characterized by substantial increases in cost over
initial budget and substantial increases in schedule over initial projections.
These two factors provide both a reason for investigating the costs incurred
(to minimize the rate impact to the customer) and a basis for disallowing some
of the costs (treating the initial cost estimate and schedule projection like a
fixed price contract).

DISALLOWANCES

The disallowance of construction costs by a PUC occur for a multitude of reasons
that reflect the particular situation of the plant under construction, the
approaches and decisions of the electric utility system building or owning the
plant, and the PUC approach to rate regulation. The disallowances, however,
can be broadly classified into the following five categories:

Imprudence

This category includes disallowances as a result of certain utility decisions
judged to be imprudent or unreasonable.

Excess Capacity

A facility should be used and be useful to the public, for inclusion in the
rate base. If a utility has excess generating capacity, the new facility may
not be deemed useful to the public, Thus, the PUC may disallow part of the
investment representing excess capacity from inclusion in the rate base. This
disallowance is not permanent and can be included in the rate base as the
utility's load requirements grow, eliminmating excess capacity.

Cost Caps

This is basically a new idea not encountered frequently in utility rate cases.
When a generating facility is under construction, the PUC may specify a cap on
the amount of investment that will be allowed in the rate base. 1If the facility
is completed for a higher amount, the excess investment will be disallowed from
inclusion in the rate base. Recently, utilities have accepted cost caps as a
means for settling contested rate cases, in some instances.



Economic Value

The PUC may decide that the actual cost of a facility is above the economic
value of that faclility. For example, economic wvalue may be estimated by
comparison or inference with alternate sources of generation., The amount in
excess of economic value may be disallowed from inclusion in the rate base.

Other
This category includes disallowances that do not fall under the other four
categories.

The total disallowancez for nuclear plant construction costs in the United
States from 1980~1986 are currently estimated to be 56,592 million. The fol~
lowing list indicates how much of these disallowances was attributable to each
of the five categoriles.

AMOUNT OQF DISALLOWANCE

TYPE C¥ DISALLOWANCES $ x 106 PERCENT
Imprudence 3,421 51.9
Excess Capacity 2,185 33.2
Economic Value 371 5.6
Cost Caps 237 3.6
Other 378 5.7
Total 6,592% 100.

The total disallowances for coal-fired and other plants 1s $127 million which
is quite small ecompared to the $6,592 willion for nuclear plants. The total
disallowances, as a percent of investment costs going into the rate base over
seven years from 1980 to 1986, is 9.6% for nuclear plants and 0.3% for coal-fired
and other plants.

CONSEQUENCES OF DISALLOWANCES

Currently, six plus billion dollars have been excluded from the rate base of
ut{lities for various reasons during the period 1980 to 1986. Although this is
small compared to total investment in assets by utilities (the current 1nvest—
ment by utilities for large central station nuclear and coal fired power plants,
1980 to 1986, is in excess of 100 billion dollars), any individual utility can
be harmed badly by disallowance decisions focused on their plant(s).

The disallowances of capital costs 1is already having a chilling effect on
investment in nuclear and coal-fired plants. Virtually all nuclear plants
currently commencing commercial operation are facing possible disallowances.
Investeors are not willing to commit funds to situations where risk indicates a
certain loss despite a high return. Many other adverse consequences are poss-—
ible. Some of these adverse consequences are discussed below:

* Since the $6,592 billion represents a snapshot in time (thru 1986), the
disallowances will change as decisions are appealed, court settlements occur,
or new disallowances are considered in current and future rate cases.



Utility Investment Policy

In order to build a power plant with a 10 to 15 year leadtime being typical, a
utility must forecast demand 10 to 15 years into the future. 1If economic
conditions change during this period from what was forecasted (as they almost
certainly will), demand will be higher or lower than forecasted. In such
circumstances, the application of ex-post prudent investment rules can have
perverse unintended effects on the investment policies of regulated utilities.
These effects create disincentives for long—leadtime construction projects,
which could increase chances of underinvestment. Insufficient power at high
cost may thus be the result of misguided efforts to protect ratepayers from
costs that currently appear high,

Utility Bankruptcy

Utility bankruptcy also is a possible consequence of improperly applying the
prudent investment test so as either to disallow from the rate bases all or a
part of a utility's investment in a completed electric utility plant or to
disallow cost recovery for an abandoned plant in which a large investment has
been made.

Bankruptcy in itself could result in an Increase in the cost of capital that
could very well lead to larger increases in utility rates. Also, other utilities
(particularly those in financial difficulty) could see their costs of capital
rise to offset the higher risks perceived by investors. This too could event-
ually lead to higher rates.

Utility Relationships

The relationships among the partles with an interest in utility coastruction
could change as they adjust to a possible new regulatory environment. The conse-
quence of these shifting relationships 1is usually to increase costs in ways
that ultimately are borne by utility customers. For example, bidding policies
could change to fixed-price, lump sum bids that may require the contractor to
include large provisions for contingencies. There could be increased litigatiom
and record keeping requirements, leading to a deterioration in utility-contrac—
tor relationships and eventually to adverse effects on ratepayers.

FRAMEWORX FOR CHANGE

Disallowances are due to factors that can be classified as Technical and Reg-
ulatory as follows:

Technical

Energy and economlic changes of the last fifteen years, have led to two signif-
icant events. The first of these is the sudden decline in electricity demand
growth, creating large amounts of unused (and, hence, to some '"nonuseful™)
capacity for which regulators are reluctant to charge customers. The second
change 1s the large increase in cost and schedule from early estimates, par-
ticularly for nuclear plant construction projects.



Regulatory

The changing approach to regulation alsoc has contributed to the disallowance
problem. The recent use of the prudence test to exclude billions of dollars of
construction costs actually incurred 1s more than a mere application of a
long~established doctrine. Rather, it represents regulators' discovery of an
apparently respectable way of keeping rates from plercing some perceived po-
litically acceptable level. Furthermore, ex-post regulatory findings that
portions of new capacity are not "used and useful,” even if prudent, represent
an added attempt to penallize investors for unavoidable changes in demand that
could not be reasonably projected.

Utilities and investors understand quite well that risks previously borne by
cousumers have been shifted to utilities. As long as there is excess capacity,
this realization may matter little. However when new or replacement capacity
is required, sooner or later, someone (most probably the ratepayer) will have
Lo bear the increased costs assoclated with this shift in risk from the customer
to the utility.

Consequently, unless some new regulatory framework is developed, one which
provides investors with new assurance that capital prudently committed to the
business will be fairly compensated, the United States will find itself with a
costlier, operating—expense~intensive, capital-starved power system. This will
be to the disadvantage of the consumers, whom regulations are designed to
protect. Regulators can determine what returns to allew on sunk capital; they
cannot conscript new funds.

RECOMMENDATIONS

Reasons for disallowances of certain construction costs in utllity rate bases
are varied and reflect not only technical and prudence factors but alsoc politi-
cal, regulatory, and public relation factors. As such, the problems need to be
addressed on many fronts. The recommendaticns address those situations where
the prudence process appears to be abused as compared to fair, unbiased treatment
for both ratepayers and investors. The following recommendations reflect these
considerations.

Improved Management Techniques

Clearly where there has been a significant cost increase from the origimal
planning estimate for a nuclear plant, a PUC may have legltimate concerns about
such an increase. What the utility must demonstrate is that the cost of the
plant was controlled, to the extent that it is reasonably controllable, by
management, For future construction of a power plant, the company should
identify the management control techniques to be used, as well as the actions
to be taken by management in order to control the engineering and construction
process. These could be supplemented by statements in response to potential
management audit questions, which support the company's position that it, in
fact, controlled the costs to the extent that they were controllable.

Stable Regulatory Environment For Design and Construction

A major reason for cost increases, schedule delays, engineering design changes
and construction rework has been the very large increase in the volume of and
changes to regulatory requirements, codes and standards, which govern the



design, comstruction and operation of nuclear and coal-fired plants. It is
important that DOE work toward the objective of providing a much more stable
regulatory environment for guiding the design and construction of these plants.
This would significantly reduce schedule delays, design changes and construc~
tion rework, which would result in lower overall project costs. As a result,
disallowances of power plant comstruction costs would be minimized.

Standard Plant Design and Construction

A large number of nuclear plants and many large coal~fired plants built over
the last fifteenm years have basically been custom designed aond constructed.
As such they have experienced "first~of-a-kind"” problems that have led to numer~
ous design changes, construction rework and extended schedules. Development of
prelicensed standard plant designs would certainly reduce these factors and
minimize disallowances relating to these factors.

Small and Intermediate Size Nuclear Plants

Over the last twc decades, the size of nuclear plants has increased sharply to
large 1000 to 1300 MWe units. Large plants are more complex in design and
require more sophisticated construction approaches. This tends to lead to more
redesign and construction rework, which eventually could be disallewad by a
PUC. Smaller nuclear plants have the potential to minimize these problens
through simplified design and innovative construction techniques that are not
necessarily applicable to larger plants,

Smaller plants can have shorter schedules and may be less prone to schedule
delays. Bringing capacity on line in smaller increments will also reduce the
possibility of excess capacity minimizing disallowances due to imprudent sched—
ule delays and excess capacity. Innovative smaller plants are, however, neaded
to offset the disadvantage associated with these plants due to the principle of
economy of scale,

Preapproval Incemtive Standards

Under this approach, a PUC and utility might comnsider the following regulatory
bargain:

o Establish an expecited total cost of a plant having a PUC-
specified capacity (and, perhaps, other operating character~
isties). This base should be established (most likely
through PUC-utility negotiations) in light of best available
forecasts and agreed upon capacity needs.

o Establish (i.e., negotiate) a preapproved minimum recovery
level equal to a percentage of the expected ftotal cost of
the plant. The minimum recovery amount should be subject
to only the most narrowly defimed prudence challenges.
Such a minimum recovery level could also be set for a
situation in which the plant may be cancelled.

o For actual costs above the minlmum recovery level and up
to the originally expected cost, allow a rate hase equal
to actual cost plus a fixed percentage, of the difference
between expected and actual costs.



o For actual costs that are higher than the originally
expected cost, restrict recovery to no more than
originally expected cost plus a certain percent of the
cost over the originally expected level.

o Allow the foregolng caps to be indexed by the economy's
general rate of inflation (including an inflation premium
in the interest rate that constitutes the utility's cost
of capital); and allow automatic adjustment of the caps
for regulatory delays and mandated mid-stream equipment
and design changes.

Public and PUC Awareness

While it may be politically expedient for a PUC to disallow certain comstruction
costs from inclusion in the rate base, the public and the PUC should be made
aware by DOE and the utility industry,as to the long range adverse implications
of such disallowances on the cost to the utility and 1ts ratepayers for the
generation of electricity.

The Prudence Review Process: Retrospective and Commentary

In a report by R.J. Rudden Associates entitled "Nuclear Prudence Reviews:
Retrospective and Commentary” several recommendations were i1dentical to this
study and the following additional recommendations were made.

More balance between short-term and long~term costs and benefits should be
achieved. We do not agree with some observers' views that prudence cases
represent a one-time aberration in regulatory trends that will not adversely
affect investors' expectations of future treatment. The effects on ratepayers,
investors, and utility managers extend well beyond near—term rate and capital
loss issues. However, regulators correctly perceive, and utilities need to
recognize, that public and political response to these cases will largely be
based upon immediate impacts.

The problem of spiralling interest costs ("AFUDC") during unavoidable delays and
while the ratemaking treatment of the plant 1s belng considered should be
mitigated by interim rate relief for project costs, granted subject to refund
upon the final determination of prudence. The problems of rate shock should not
be made worse by delaying the recovery of prudent costs any longer than is
necessary.

All parties need to clearly distinguish between the 1issues of rate shock and
managerial prudence and deal with them separately. The fact that management's
actions have led to a situation which will have a major ilmpact on rates does not
mean that those actions are imprudent. The prudent investment test should not
be viewed as the solution to the problem of rate shock associated with most
nuclear plants. It 1s equally unreasonable for utility managers to believe that
thelr responsibilities 1in prudence cases end with a convincing defence of
management's actions. In order for any solution to these problems to be
complete, it must adequately consider both the immediate and longer term impacts

on ratepayers, including the price, avallability, and reliability of electric
service.



All parties should recognize the political realities of regulation and that
prudence cases are expensive and imperfect means to the end of reasonable rates.
A greater recognition of the inexactitude of the ratemaking process and long—
term need for reliable power sources should lead to a greater willingness by
the parties in prudence cases to explore settlements and compromises. In the
end, mountains of documents and armies of attorneys and expert witnesses cannot
achieve perfection in a process as inherently judgemental as the determination
of reasonable rates.



PRUDENCE ISSUES AFFECTING THE
U.S. ELECTRIC UTILITY INDUSTRY

INTRODUCTION

The cost impact to private utilities resulting from prudence hearings before
State Public Utility (Service) Commissions 1is currently a matter of consider—
able concern to investors and the nation. Cost disallowances for many util-
ities threaten the economic health of the companies. The disallowances and
denial of full construction cost recovery, in some cases, have had a negative
effect on the ordering of any new base load power plants, either nuclear or
coal. This has contributed to the fact that no nuclear plants have been or-
dered since 1978 and no new orders are currently being planned in the U,S.
This situation has led to a major national concern that adequate, reliable and
economic electric power may not be available to fully meet future needs of the
countrye.

The U.S. Department of Energy (DOE) has a responsibility to assure that adequate,
reliable and economic electric power is made available to meet the future needs
of the U.S. As a part of that responsibility, the Office of the Deputy Assistant
Secretary for Reactor Deployment, through the Office of Nuclear Plant Perfor-
mance, 1s addressing the institutional, financial and regulatory problems of
the nuclear power industry.

The overall scope of work for this study includes the development of a body of
data to depict the causes of electric power plant cost recovery disallowances,
analysis of the causes and their impacts, and the development of recommended
actions that may eliminate or alleviate the negative conditions found. This
effort is set forth in the followlng three tasks, which were performed:

l. Develop and organize a body of data that depicts rate disallowances
relative to nuclear and coal electric power generating plants. The
reported causes for the disallowances and the impacts of the disallow-
ances are to be included.

2. Analyze the reported causes and impacts of rate disallowances for
power plant cost recovery, and determine 1if they represent what is
really occurring in the industry.

3. Develop recommended actions that would eliminate or alleviate the
conditions leading to negative prudency decisions and cost recovery
disallowances.

It was recognized at the outset of this project that there would be a need to
have the participation of speclalists in the several areas of expertise relat-
ing to the questions of prudence in the electric utility industry. The follow-
ing 1list of areas were identified in which expert assistance would be needed
from key firms:
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1. Engineering/Design/Construction
2. Data Acquisition

3. Legal

4, Accounting

5. Financial

The team of United Engineers & Constructors, in association with Utility Data
Tostitute; Shaw, Pittman, Potts and Trowbridge; Arthur Andersen and Company; and
Duff and Phelps, was formed to address the respective areas,

Data for this analysis was assembled by Utility Data Institute with the help of
the other team members and the HEdison Electvic Institute. The analysis and
recommendations were performed by the engineers, lawyers, accountants and
financial analysts of the above firms, all of whom are involved with the electric
utility industry.

Currently, six plus billion dollars have heen excluded from the rate base of
utilities for various reasons during the period 1980 to 1986, Although this is
small compared to total investment in assets by utilities (the current invest-
ment by utilities for large central station nuclear and ccal fired power plants,
1980 to 1986, is in excess of 100 billion dollars), any individual utility can
be badly harmed by disallowance decisions focused on their plant(s). To analyze
and understand the underlying reasons for these disallowances 1is urgent, and
makes this study particularly appropriate at this time,

Since this entire area of disallowance and imprudence is currently in a state
of flux, a monitoring of the situation by DOE is recommended for the future.
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I. ELECTRIC UTILITY HISTORICAL PERSPECTIVE

In the United States, rates charged by electric utilities for retail service
generally are set and regulated by public utility commissions (PUC's). This
rate regulation typically occurs at the state level and by FERC when Interstate
sales are involved. QRates are regulated because large electric utilities are
viewed as natural monopolies. It is assumed that, in the absence of such
regulation, electric utilities would exercise their market power and extract
monopoly profits through excessive and unwarraunted charges. It is sometimes
sald that regulation is a substitute for competition, and that the objective of
regulation is to produce results which would occur if competition among electric
utilities were feasible.

Under a regime of regulation, electric utilities undertake an obligation to
serve all customers within a specified service area with reliable electric
service at fair and non-discriminatory rates. In return, the utility 1is
provided an opportunity to earn a fair return on the investment it has made in
facilities to provide such electric service. Because the utility is provided
some measure of protection against the risks assumed by competitive businesses
in unregulated markets, the return on utility investment generally 1s less than
that available for investments made in unregulated businesses,

This relatlonship between the protection against certain business risks and a
willingness to forego a market-justified return on investment, 1s sometimes
referred to as the regulatory compact or hargain. The United States Court of
Appeals for the District of Columbia Circult recently described such a
regulatory compact in the following terms:

The Utility buszsiness represents a cempact of sorts; a monopoly on
service 1in a particular geographie area (coupled with state~
conferred rights of eminent domain or condemnation) is granted to
the utility in exchange for a regime of intemsive regulation, quite
alien to the free market. +e. Each party to the compact gets
sonething 1n the bargain. As a general rule, utility investors are
provided a level of stabllity in earnings and value less likely to
be attained in the unregulated or moderately regulated sector; in
turn, ratepayers are afforded unilversal, non~discriminatory service
and protection from monopolistic profits through political control
over economlc enterprise.(2)
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IT. RATES

A key element of regulation is the method used to set rates. Traditiomally,
this has been accomplished through investigation of a "test year"”. For that
test year, a falr and reasonable revenue requirement Is established. Rates are
then designed to recover that revenue requirement from the varlous classes of
customers. The revenue requilrement is computed by determining the annual costs
(including allowances for fuel, operation and maintenance, depreciation and
income taxes) to provide the electric service. To this is added a failr return
on the investment in facilities used to provide the electric service. This
falr return on investment usually 1s expressed as a rate of return times the
value of assets (often called the rate base) used to provide the electric
service. Thus, the revenue requirement (RR) is equal to the cost of providing
service (C) plus a return (R) on rate base (RB):

RR = C + (R x RB)

Over the years, there has been much dispute over how the rate base should be
valued. Two basic approaches, referred to as the "cost" measure and the "re~
placement” measure, have been used.

Under the cost weasure, the rtate base is the value in dollars of all property,
used and useful, at the time when first devoted to service for public utility
purposes.

By contrast, the replacement measure is a judgmental estimate of what it would
cost to reproduce the utility's property at present-day costs, regardless of
whether such reproduction costs might be higher or lower than the original
cost.

Though once im vogue, the replacement measure for valuing the rate base is not
often used teday. In Smyth v, Ames, 169 0.5. 466 (1898), the Supreme Court
explicitly included the reproduction cost of property as one of the factors by
which to wmeasure "fair wvalue”. The {importance of the replacement measure
increased during the next thirty years to the point where it was considered an
indispensable measure of the rate base, See McCardle v. Indlanapolis Water
Co., 272 U.S. 400 (1926). However, in subsequent decisions the Supreme Court
moved away from prescribing how the rate base was to be valued. This trend
culminated in the leading case of Federal Power Commission v. Hope Natural Gas
Co., 320 U.S. 591 (1944), where the Supreme Court refused to endorse or consider
any formula or method of rate base approach as binding, as long as the "end
result" of the rate order cannot be shown to be confiscatory. Freed from the
use of the replacement measure, most PUC's adopted original cost as the proper
measure for the rate base.
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I1I. PRUDENCE

It has long been recognized that not necessarily every capital expenditure made
by a utility should be included as part of the rate base. Customarily, prop—
erty has been excluded from the rate base if it is not "used or useful” in the
utility business., This might include non~utility property; unworkable, obsolete
or abandoned property; coantributed or donated property; and property held for
future use. Another class of expenditures not to be included in the rate base
would include imprudent investments. The classic definition of such expendi-
tures was provided by Justice Brandeis 1in his separate opinicn in Missouril ex
rel. Southwestern Bell Telephone Co. v. Public Service Commission, 262 U.S,
276 (1923). 1In his opinion, Brandeis states (id. at 289):15/

The term prudent investment is not used in a critical sense.
There should not be excluded from the finding of the base,
investments which, under ordinary clrcumstances, would be
deemed reasonable. The term is applied for the purpose

of excluding what might be found to be disheonest or obviously
wasteful or imprudent expenditures. Every investment may be
assumed to have been made in the exercise of reasonable
judgement, unless the contrary is shown.

The significant aspect of the Brandels definition is how narrow it is. TImprudent
expenditures are linked with those that are "dishonest” or "obviously wasteful®,
Moreover, Brandeis is clear teo state that "[e]very" investment is assumed to be
reasonable, and imprudence must be demonstrated. This narrow view of imprudent
expenditures continued until the very recent time. For example, a leading text
on rate cases published in 1954 describes the prudent investment test in the
followlng terms:

Prudent Investment (or Investment) closely approximates original
cost for all practical purposes. The only qualification is that
the measure be keyed to "prudent" cost rather than actual cost
of properties. This results in a theoretical reservation of
regulatory judgement as to need, usefulness, or propriety of

the properties actually bought or comstructed by the utility for
serving the public.(a)

Indeed, as late as 1973, commentary appearing ia the Columbia Law Review stated
that: "Normally, little controversy surrounds the amount of the utility's
investument. ... The recorded investment 1in wutility facilities 1s rarely
challenged. While an investment could be disallowed as imprudent, the poss~
ibility is more theoretical than real,"(5) 1In a footnote, it is observed that
the New York Public Service Commission "has rejected claims that nuclear plants
of several New York utilities were unnecessarily expensive.” 6)

However, beginning, in the late 1970's the propriety of utility Investment
began to be challenged. This change in approach primarily arose because of two
factors. First, beginning in the late 1970's and continuing through the mid
1980's, a significant number of nuclear power plant construction projects were
cancelled in mid-stream. As a result, it became necessary for PUC's to determine
what portion (if any) of the money expended on a cancelled nuclear plant should
be recovered from customers and how such recovery should be effected (see
Appendix, Table 5). Second, beginning 1in the early 1980's and centinulng to
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the present, the costs associated with significant numbers of completed nuclear
power plants rose very dramatically., PUC's were then asked to pass on these
very large costs to customers im the form of significant rate increases.
Again, the PUC's had to determine what portion of the money expended on a com-
pleted nuclear power plant should be recoverad from customers and how such
recovery should be effected. In both cases;, commissions relied primarily on
legal principles developed for rate base valuation to mitigate the impacts on
customers.

With respect to cancelled plants, the principle of including in the rate base
only utility property that is "used and useful" was relied upon to disallow
significant parts (if not all) of isvestments made. Prior to such decisions,
application of the regulatory compact would have argued that, if the decision
to initiate the nuclear project was reasonable when made, and if the decision
to cancel the nuclear project was reasonable when made, then the investor
should receive some protection and should get some return of his investment.
In essence, this approach would have protected the utility investor agalnst
some of the risk arlsing from unforeszseeable changed circumstances by allowing
some return of the reasonable and prudent Investment made iIn the cancelled
plant. While an investor in an unregulated., competitive business may not have
expected or been entitled to such protection, the utility investor should
expect such protection because (1) In principle, his allowed return oa invest-
ment is lower than the normal return in an unregulated, competitive business;
in reality, this may not be true at all times because of factors such as
depressed reutrn on investment forvr 1ndustrial companies due to recessionary
periods or foreign competition and unusually high returns for utilities due to
regulatory lag 1in rate adjustment in a period of falling costs; and (2) unlike
the unregulated company, the utility is obligated under the franchise to serve
the electric load in the territory. A utility simply 1s not entitled to decline
plant expansion as being too risky.

In most cancelled nuclear plant cases, PUC's followed traditlonal principles
and did provide some protection for the utility investor. This was accowplished
by allowing the utility to amortize over a specified period the morney invested
in the cancelled plant. This allows the utility to recover the investment as
part of 1ts annual expenses. Generally, however, no return was allowed on the
unamortized balance of the investment. While this denied the investor a return
on the use of his money, it was justified as a reasonable comprowise and sharing
of the risk between investor and customer. However, in some states no amortiza-
tion was permitted and the investor was denied both a return om the use of his
money and return of the investment itself. While such a result may be appro-—
priate in an unregulated business, the harsh effect of this result for a pru-
dently made investment in a cancelled power plant cannct be reconciled with
traditional rate base valuation principles.

In a2 few cancelled plant cases, PUC's sought to justify the result of disallow-
ing either a return on investment or recovery of that investment by investi~-
gating the reasonableness of the investment in the cancelled plant. 1In theory,
the initial decision to begin the power plant construction project could be
held to have been unreasonable and all of the investment disallowed. In prac-
tice this approach is difficult because in most cases the PUC authorized initi~
ation of the project through some type of certificate of public convenience and
necessity. Alternatively, portions of the money spent prior to cancellation
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could be found to have been unreasonable and therefore disallowed. In practice
this approach was not followed in cancellation cases, presumably because the
effort needed to identify such imprudent expenditures was not deemed worthwhile.
Lastly, some of the investment could be disallowed upon a finding that it was
imprudent not to have cancelled the construction project sooner. This approach
challenges the reasonableness of the cancellation decision. Such an approach
argues that a prudent utility would have evaluated the desirability of continu-
ing with the construction project earlier and would have determined that the
reasonable course would have been to cancel the project earlier. In a few
cancellation projects, this theory has been adopted. Accordingly, all expenses
incurred after the date on which the PUC determined that the project should have
heen cancelled have been disallowed.

While the cancellatlon cases set the stage, most recent regulatory activity
addressing the prudence of power plant construction costs has been aimed at the
set of completed nuclear power plants coming on~line in the 1980's, These
plants typically have been characterized by substantial increases in cost over
initial budget and substantial increases in schedule over 1nitlal projections.
These two factors provide both a reason for Investigating the costs incurred (to
minimize the rate impact to the customer) and a basls for disallowing some of
the costs (treating the {initial cost estimate and schedule projection like a
fixed price contract).

During the current Supreme Court term just recently completed on June 30, 1987,
two significant cases bearlng on the prudence 1ssue were presented to the Court.

In Kansas Gas & Electrie Co. v. State Corporatlon Commission of Kansas (No.
86-781) and Kansas City Power & Light Co. v. State Corporation Commission of
Kansas (No. 86-793) the utilities challenged that part of a state public service
commission decision which valued the Wolf Creek Nuclear Generating Station as 1f
it were a coal plant -— a ruling which in the utilities' view disallows 78
percent of the prudent and useful Iinvestment 1in Wolf Creek. The utilities'
argument 1s that the decision confiscates thelr property in violation of the
Fifth and Fourteenth Amendments to the Constitution, and violates their rights
to equal protection and due process. The case is significant because it railses
constitutional issues about how prudent and useful investments in large, central
station, base load power plants should be valued.

On February 23, 1987, the Supreme Court noted probable jurisdiction and agreed
to hear the cases. 107 8 Ct. 1281 (1987). However, Kansas Gas & Electric had
proposed, and on March 11, 1987, the Kansas Corporation Commission adopted, a
settlement agreement resolving most of the issues between the parties.

Accordingly, on May 18, 1987, the Supreme Court dlsmissed the Kansas Gas &
Flectric appeal. See 107 S. Ct. 2171 (1987). The Kansas City Power & Light
case 1s still pending, hut a proposed utility settlement in that case is now
before the Kansas Corporation Commission. 1t is thus likely that this case too
may be settled and the Supreme Court appeal dismissed.

The Edison Electric Institute has filed an amlicus brief with the Supreme Court
that makes many of the broad arguments that are of concern to the Department of
Energy. Thus, while this case 1s potentially i{important, given 1its procedural
posture and the positions currently being presented to the Court by the partles
and the amicus, there is little reason for the Department of Energy to partici-
pate directly.
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The second important case presented to the Supreme Court involves the Grand Gulf
nuclear plant. The legal proceedings involving this plant are especially
complex and convoluted, have involved proceedings before the U.S. Courts of
Appeals for the District of Columbla and the Fifth and Eighth Circuits. Involved
parties include the four operating utilities that are part of the Middle South
system, the public service commissions in Mississippi, Arkansas, Missouri and
Louisiana, the Federal Energy Regulatory Commission ("FERC"), and others. 1In
Mississippl Power & Light Co. v. State of Mississippi (No. 86~ ) the utility has
challenged a decision by the Mississippi Supreme court which it 1is alleged
nullifies a FERC wholesale rate decision that allocates the wholesale costs of
generating electricity among affiliated electvic utilities that serve different
states. The Supreme Court has not yet ruled whether it will take the case,
though the Court has issued two stay orders to preserve the status quo pending
its decision on whether to accept the case.

The proceeding is potentially iwmportant because it raises constitutional issues
relating to the extent a FERC decision preempts the rights of state public
service commissions to enter contrary orders. The basic policy issue is whether
states may seek to limit rate increases to their citizens while imposing even
higher costs to citizens in other states. As may be expected, when such
decisions are made at a state level rather than at the faderal level, the
parochial interests of each state tend to take precedence over national
interests.

It is our understanding that FERC has been in contact with the Solicitor General
and it is likely that the Unlited States will file an amicus brief. We therefore
recommend that the Department of Energy continue to monitor the progress of this
case.

The electric utility industry has been undergolng a dramatic upheavel since its
entry into the nuclear age. A significant part of this change has been the
substantial {increase in the cost and time necessary to engineer and construct
power plant projects, especially nuclear powered generating facilities. This
change has had a pronounced effect on the manner in which PUC's conduct prudence
reviews of such projects. In order to provide a perspective on this change, the
cost trends and cost drivers underlying the change are discussed in the
following section.
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IV. INDUSTRY DEVELOPMENTS

The spiraling increase in U.S. coal and nuclear plant costs and schedule
projections during the last decade can be shown to have resulted from increasing
and changing criteria relative to environmental and safety issues, During that
period U.S. nuclear and coal plant capital costs have experlenced compound
annual growth rates of approximately 20 percent and 15 percent per year, respec—
tively. The problem is particularly serious for nuclear power plants. Owner
preferences and the regulatory related increases In the quantities of construc-
tion matertals, labor content, engineering manhours and schedules of U,S.
nuclear plants has resulted in each plant being fundamentally a first-of-a~kind
unit with minimum learning feedback to facilitate effective cost reduction.
The pursuit of the unattainable goals of zero risk to man and the environment
and complete documentation to legally prove 1{ts achievement, has driven the
cost of nuclear electric generation relentlessly upward over the last 15 years.
This 1s in contrast to Canada, Japan, Korea aund France, for example, where
costs have risen at a much lower rate.

The Department of FEnervgy (DOE) and its predecassor agencies have been involved
in energy economics since 1949, In the late Fiftles and the Decade of the
Sixties, the Federal efforts were geared to develop rigorous, complete and
comparable methods of economic analysis for the nuclear and c¢oal options.
During the mid~Sixties the effort was expanded to develop construction cost
estimates for nuclear and coal plants as a function of the current regulatory,
ecovonle and construction conditions. These Federal agencles have been prepar—
ing coal and nuclear cost estimates, with the assistance of United Engilneers &
Constructors Inc, (UE&C), for almost 20 years. This effort has resulted in the
evolution of an engineered approach to cost estimating, and the development of
a large, historical data hase of nuclear and coal power plant economic models,

The latest series of cost studies (which commenced in 1978), form the historical
basis for the current nuclear and coal plant economic models, which comprise
the U.S. DOE Energy Economic Data Base (EEDB). The information in the EEDB is
used by utilities, contractors, consultants and government agencies throughout
the United States. This data base includes capital cost data for several
different types of nuclear and coal power plants.

The U.S. DOE historical data base of comparably normalized power plant models
identifies trends 1in design and construction costs of nuclear and coal plants.
The consistent application of this approach in the development of these cost
estimates permits a historical analysis of the changes in the construction ma-
terial and labor requirements during the 1970's and 1980's, Such an analysis
reveals that the dramstically rising cost of nuclear plants derives from the
regulatory changes, which cause manpower and non-NSS5S commodities to dominate
the total nuclear power plant base construction cost. The problem is further
compounded by the impact of extended schedules on the time related cost of
money,

Generally speaking the factors driving the capital cost of U,S. nuclear plants
are:

increased construction material requirements
increased craft labor content,

increased engineering manhours, and
lengthened project and comnstruction schedules

0 00O
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The construction material or "commodities" for both nuclear and coal plaants
have increased substantially in the last decade.

The increases for nuclear power plants are associated mainly with evolving
safety requirements. More stringent seismic design reguirements have increased
the amount of concrete, reinforcing steel and structural steel, Similarly, the
more stringent tornado design regulations have increased shielding and missile
protection design requlrements, resulting in the use of more waterials.

The implementation of redundancy and physical separation requirements for the
mechanical and electrical systems associated with safety functions have Increas-
ed the quantities of piping, electrical cable and electrical conduit., It
should be noted that most of these increases involve facilities and systems not
supplied by the nuclear steam supply system (NSSS) vendor. Rather, they are
associated with the envelope that surrounds and integrates the NSSS with the
surrounding environment.

The increased construction material requirements for coal plants are associated
with implementation of evolving environmental requirements. The increases are
not as large for coal plants as for nuclear plants because the environmental
regulations are usually met by the addition of wore equipment as opposed to
construction materials., For fossil plants, the increased material requirements
reflect the additional materials associated with the installation of scrubber,
waste and water treatment equipment.

The manhours required to engineer and construct a nuclear power plant also have
increased dramatically during the last decade. The compound annual growth rate
of manual and non-manual labor requirements for U.S. nuclear and coal power
plants, as taken from the EEDB, are as follows:

LABOR

CATEGORY NUCLEAR UNIT 1,2 COAL UNIT 1,2
PERIOD: 1971 - 1984 1971 - 1981
CRAFT LABOR: + 13% + 8%
ENGINEERING &

FIELD SERVICE LABROR: + 247 + 8%

The increase in c¢craft labor manhours for a U.S. nuclear plant has been driven
by several factors. The rising quantities of construction materials to be
installed has increased the craft manhours. 1In addition, schedule slippages
for financial or licensing reasons have caused increased craft manhour require-
ments because of assocliated inefficiencies. The most significant factor, how-
ever, has been the decline in overall labor productivity. This decline has
been caused by the increased congestion of safety related areas of the plant;
increased waiting time for quality assurance inspection of completed work; and
significant increases in the amount of rework because of failure to meet the
interpretation of stringent standards in the quality assurance programw. Reg-
ulatory induced increases are not always caused by changes in regulations.
Rather, they often result from the interaction of U.S. Nuclear Regulatory Com—
mission (NRC) and industry staffs in an effort to obtain the goals of *zero
risk" and "zero defects" in an adversarial and legalistic regulatory environ-
ment.
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The time required to plan, license, engineer, construct and startup a nuclear
or coal-fired power plant increased sharply as the 1970's proceeded into the
1980's.

The increased material and labor requirements associated with the U.S. power
plant construction climate during the decade of the Seventies and early Righties
resulted in increased direct and indirect costs., The schedule extensions
increased the cost of interest and escalation during comstruction. This effect
was compounded by the rising inflation rate experienced in the U.S. during the
same period because it drove up the escalation and interest rates.

A review of the capital cost estimates for nuclear and coal power plants
indicates that the compound escalation rate for the capital cost of a U.S.
nuclear plant during the period from 1967 to 1984 approximates 20 percent and
15 percent for a coal unit., Inherent In these current dollar escalation rates
is a real escalation rate that is in the order of 10 percentage points over the
general inflation rate prevailing in the United States during the same period.

An analysis of the trends in nuclear power plant capltal coste vividly high-
lights the shift in importance among the elements which make up the capital
cost., The shift is from hardware costs to schedule dependeut costs, namely
escalation and interest during construction.

DISCUSSION OF CAUSES

The previous section cited the trends in U.S5. nuclear and coal power plant
construction In terms of wmaterlals, labor, schedule and ultimately cost, and
commented on the lmmediate causes of these increases. This section focuses on
the factors iInfluencing the deterloration in U.8. engineering and cemstruction
performance for nuclear plants.

UE&C has identified the following causes:

Unstable U.S. Regulatory Environment

Number and Application of Consensus Standards

Emphasis on Seismology and Seismic Analytilcs

Overly Conservative Interpretation of Standards and Regulations
Extensive Interface Conflicts

Quality Assurance Programs
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Generally speaking the power plant construction performance deterioration
results from the current U.S. nuclear regulatory structure and environment,
which has created an unworkable situation in which NRC and industry staffs
interact in an effort to obtain the goals of "zero risk" and "zero defects”
within an adversarial and legalistic regulatory environment.

Unstable U.S. Regulatory Environment

The U.S. regulatory environment has been unstable during the last decade and a
half with respect to both legislation and safety requirements promulgation.
The history of U.S. Congressional legislation has {mpacted to some degree
nuclear power plant construction. In addition, the regulatory environment
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assoclared with achieving nuclear safety has been very unstable. Unlike some
nations, the U.S. nuclear regulatory system does not "grandfather" the regula-
tory criteria to be satisfied as a function of some pre~construction licensing
date. Consequently the design is subject to change during the entire engineer-—
ing, construction and startup process. The current nuclear safety regulatory
structure has numerous ways of imposing requirements. These include:

Regulations (Title 10 Code of Fed. Reg.)
Regulatory Guides

Branch Technical Positions

Standard Review Plans

NUREG Reports

Orders

I/E Bulletins (Notices & Circulars)
Generlc Letters

Regulatory Position Statements
Proposed Rulemakings

Inspector Preferences

00000000 O 0O

Number and Application of Consensus Standards

The nuclear power industry tried to develop guidance and consistent interpreta-
tion of the federal requirements through the consensus standards organizations.
In some cases these organizations had NRC representation on the code committees.
The result was a rapid and significant increase in the number of applicable con-
sensus standards. Originally most of the consensus standards were viewed as
intended to provide flexible guidance to the engineers. However, the NRC views
any standards called out in the Preliminary Safety Analysis Report (PSAR) or
quality assurance control documents as part of the licensing commlitments made by
the utility. Therefore, any standard involved in this context takes on the
character of a mandatory commlitment. As a result, implementation, and partic-
ularly modification of the use of these standards has become more of a legal or
procedural process rather than a technical process where engineering judgment
can be utilized as the basis for action. During the 1970's and the early 1980's
the U.S. nuclear engineering and constructionm process has evolved in a manner
that discourages the use of engineering judgment.

Emphasis on Seismology and Seismic Analytics

The U.S8. nuclear regulatory climate during the 1970's and 1980's has been char~-
acterized by a focus on low probability events. Principal awong these has been
the evolution in the requirements, sophistication and complexity assoclated with
seismic events and seismlc analysis. During the 1960's the principal focus of
seismic analysis was only on the major structures that house and support the
mechanical, electrical and other equipment associated with operating the plant.

During the 1970's the scope was broadened significantly to include the mechani-
cal equipment, plping, electrical and instrumentation systeus.

In addition the sophistication and complexity of the analyses used have in-
creased significantly. The emphasis on dynamic analysis has resulted in a secem~—
ingly endless reanalysis and rework as each change, perhaps caused by a field
interference, affects the dynamic characteristics of the system and therefore
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requires reanalysis to verify the seismic acceptability of the design. More
importantly, the regulators and the industry have come to view complex analytics
as a replacement for "engineering judgment" and "good englneering and construc-
tion practice".

For example, in an independent audit of the Perry Nuclear Power Plant the
consulting firm of Pickard, Lowe and Garrick found that cost increases due to
selsmic analysis, pipe rupture/jet impingement impacts analysis, piping code
changes and related IE notices and bulletins requirements amounted to more than
11% of the total increase in project costs, not counting allowance for funds
used during construction (AFUDC). The total increase for the above changes
exceeded $306 million of a total variance (without AFUDC) of 3$2.689% billion.

Overly Conservative Interpretation of Standards & Regulations

U.S. utilities have for a number of reasons been extremely conservative in the
interpretations of U.S. nuclear regulations and assoclated consensus
standards. The reazsons include a desire to convince the NRC that the project lis
being prosecuted 1iu good faith, the fear of being demied an operating license
because designs defined 1n an early part of the project might not neet new
requirements issued later during the construction process, and the fear of
losing a decision 1in a regulatory or judicial hearing which would cause
financial damage by extending schedules. There has been a tendency to
overcommit during the licensing and design process, to accept requirements even
though their financlal consequences have been severe, and in general to seek
levels of perfection and documentation which have been unrealistic in terms of
the normal field construction environment.

Extensive Interface Conflicts

The result of all these cross currents within the engineering and construction
organizations has been an extensive amount of interface conflicts. For example
the complex analytics used to support the licensability of the plant call for
installation precision and procedures that are extremely difficult to implement,
in terms of the normal field construction environment, resulting in seemlingly
endless reanalysis and increased rework.

Quality Assurance Programs

In the late 1960's and early 1970's the NRC began to emphasize quality assurance
programs throughout the 1Industry. The result has been a continual decline in
engineering and construction productivity as more and more manhours have been
expended in documenting all the englneering and construction activities required
by the NRC to demonstrate that they have been properly planned, executed and
documented. These new requirements to document apply to changes that occur
during the normal engineering and counstruction process, including problem
resolution, as well as to chances that result from changes 1in regulatory re-
quirements.

The difficulty in explaining to PUC's the varlous types of changes incurred in
power plant projects, and the incredulity of the PUC's that such an envirounment
could exist, has allowed such commissions to disallow substantial investments.
This has occurred because of the utilities' inability to precisely identify
changes with specific dollar amounts, and to provide a totally documented
justification for these changes. Disallowances have been incurred by utilities
in a variety of ways as explained in the next section.
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V. TYPES OF DISALLOWANCES

The Appendix includes a summary of caplital cost disallowances for nuclear and
other power plants. The category of other power plants primarily includes
coal~fired plants.

It should be recognlzed that the disallowances shown in the Appendix are changing
and will continue to change over time. For example, appeals currently are in
progress for certain nuclear units, and the magnitude of disallowances should
be evaluated in that perspective,

The disallowances of construction costs by PUC's occur for a multitude of
reasons reflecting the particular situation of the plant under construction,
the approaches and decisions of the electric utility system building or owning
the plant, and the PUC approach to rate regulation. The disallowances, however,
can be broadly classified inte the following five categories:

Imprudence

This category iucludes disallowances as a result of certaln utility decisions
being judged as ilmprudent or unreasonable. A reasonable man standard is applied:
that is, would a reasonably knowledgeable and trained manager have taken the
actions and made the decisions under review, based on circumstances that were
known or should have been known at the time. Extra expenses incurred from a
failure to meet that standard are disallowed from the rate base. This disallow~-
aunce 1is permanent.

Excess Capacity

It is generally construed that a facility should be used and be useful to the
public, for inclusion in the rate base. If a utility has excess generating
capacity, the facility may not be useful to the public. Therefore, the PUC may
disallow part of the investment representing excess capacity from inclusion in
the rate base. This disallowance 1s not permanent and can be included in the
rate base as the utility's load requirements grow, eliminating excess capacity.

Cost Cags

This is basically a new idea not encountered frequently in utility rate cases.
When a generating facility 1s under construction, the PUC may specify a cap on
the amount of investment that will be allowed in the rate base. If the facility
is completed for a higher amount, the excess lnvestment may be disallowed from
inclusion in the rate base. This disallowance 1is permanent. In some' cases,
utilities have accepted cost caps as a means for settling contested rate cases.

Economic Value

The PUC may decide that the actual cost of a facility 1is above the economic
value of that facility. For example, economic value may be estimated by
comparison or inference with alternate sources of generation. The amount in
excess of economic value may be disallowed from Inclusion 1iu the rate base.
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Other
This category includes disallowances that do mnot fall under the other four
categories.

The above five categories represent a set of classifications based on PUC
orders.

Table V-1 gives a summary of nuclear plant cost disallowances by unit and type
of disallowance over the period 1980-1986. This table gives iunformation on 13
nuclear units with disallowances classified under Imprudence, excess capacity,
economlc value, cost cap and other. The total disallowances add up to $6,592
million. It can be seen that the disallowances under imprudence are most
common followed by those under excess capacity. It should be noted that the
total disallowance amounts are certain to change over time for nuclear units
completed in the 1980 to 1990 time frame where appeals are 1in progress.

Table V-2 gives a summary of coal and other plant cost disallowances by unit
and type of disallowance. The total disallowances for coal-fired and other
plants are estimated at $127 million over the period 1980-~1986. This is very
small compared to the $6,592 millions for nuclear plants.

For comparison, the current investment by utilities for large central station
nuclear and coal-fired power plants, 1980 to 1986, is in excess of 100 billion
dollars on the order of Nuclear $70 billion, coal approximately $40 billion
(See Table VIII-1).

Reasons for Disallowances

The disallowance by regulators of plant-related costs has become common place to
an alarming degree in recent years. It appears that the regulatory coutract is
being violated, to varying degrees, by many state regulators. In the view of
investors, the concept of reasonableness or prudence 1s belng abused for
political expediency, at the expense of perceived integrity.

Many plant cost disallowances can be hidden under transparent attempts to
suppress rates, There are two principal reasons for these rate suppression
problems for newly completed plants. The first reason is the result of anti-
nuclear sentiment., The economics of electric utility service are a means to an
end in this scenario. Construction delays can be achieved through intervention
before regulatory bodies, and/or support of anti-nuclear politicians. The
accrual of an accounting return on the delayed plant, plus additional hard
dollar costs of newly required modifications and enhancements, reduce the
economlic benefit of the nuclear plant. This technique was successful in bringing
about the cancellation and abandonment of many plants and the near-ruin of
companies who completed other plants. The success of this strategy in opposing
nuclear power 1is particularly apparent regarding future construction, It 1is
hard to believe any funding could be obtained at a reasonable cost for a new
nuclear power plant in the foreseeable future.

The second reason for rate suppression disallowance results from rate shock.
The perception of rate shock can result from economic hard times in the service
area, which cause consumers to view any cost Increases as traumatic. The
sources of rate shock include rate suppression during construction.



TABLE V-l

DISALLOWANCES FOR INDIVIDUAL NUCLEAR UNITS
{MILLIONS OF DOLLARS)
(1980-1986)

DISALLOWANCE
ECONOMIC COST

UNIT IMPRUDENCE EXCESS CAPACITY VALUE CAP OTHER TOTAL
Byron 1 101.5 —_—— mmme= mesee e 101.5
Callaway 1 421.7 e mmmem e -—— 421.7
Fermi 2 397.0 283.0 ————  meeem eeee— 680.0
Grand Gulf 1 Most Disallowances not quantified 49.0 49.0
Limerick 1 368.9 —— mme——— —_— ——— 368,9
Millstone 3 —_—— —— 109.0 237.0 7.0 353.0
San Onofre 2 & 3 328.0 —— mmeae —— ——— 328.0
Shorehan 1 1,395.0 ——— eeme- ———— ———— 1,395.0
Susquehanna 1 — 287.0 ——— ——— —_—— 287.0
Susquehanna 2 ——— 522.0 —— ———— 38.0 560.0
Summer 1 ———— 123.0 ———— === —_—— 123.0
Waterford 3 — mm——— —— 284,  —m—— 284.0
Wolf Creek 1 409.0 970.0 262,0 ———— ——===  1,641.0

3,421.0 2,185.0 371.0 237.0 378.0  6,592.0%

* Since the $6/592 billion represents a snapshot in time (thru 1986), the disallowances will change
as decisions are appealed, court settlements occur, or new disallowances are considered in
current and future rate cases.

{2



UNIT

Belle River 1 & 2

Big Bend 4

Holcomb 1

Reid Gardner 4

Helms 1-3

TABLE V-2

DISALLOWANCES FOR INDIVIDUAL COAL-FIRED AND OTHER UNITS
{MILLIONS OF DOLLARS)
(1980-19846)

DISALLOWANCES
ECONOMIC COST

IMPRUDENCE EXCESS CAPACITY VALUE CAP OTHER TOTAL
96,9 0000 eme—— mmmee mmmee e 96.9
3.7 mem—— mmmee e —_—— 3.7

0.5 ———— e e ——— 0.5

Lo e mmemee s —— A
22.0 0 mm—ee mmee= mememee e 22.0
127.5  em—— — = e 127.5

8¢
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The rate shock listed above is a matter of regulatory policy. During construc-
tion, plant costs can be reflected in rates as they accumulate, resulting in a
truthful price signal to the consumer and a lower final plant cost, which is
not burdened with capitalized interest and equity return. Also, capital costs,
both interest and equlity return, are minimized since credit quality is greatly
enhanced. Typically, plant costs during construction can be reflected in rates
as those costs accumulate by allowing Construction Work in Progress (CWIP).
However, ia some jurisdictions political decisions have been made which preclude
the use of CWIP,

The antithesis of the practice of including plant costs in rates during con-
structlion is the accrual of Allowance for Funds Used During Comstruction (AFUDC).
This alternative practice suppresses utility rates during construction, increas-
es capltal costs to the cash-poor utility through diminished ecredit quality,
and bloats the fimal cost of the plant, Furthermore, companies who must live
on AFUDC rather than cash earnings during a major construction project are
sometimes forced to slow down, or perlodically stop, the pace of construction,
thereby adding further to the cost of the plant.
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VI. DISCUSSION OF SPECIFIC DISALLOWANCES

Nuclear Units

Table 6 in the Appendix gives capital cost disallowances for nuclear plants.
This table gives the name of the nuclear unit, the electric utility and 1ts
area of jurisdiction, the type of disallowance, amount of disallowance and
comments relating to the disallowance. In certaln cases the amount of disallow-
ance is not given because of difficulties in quantifying the disallowances or
some other reason. For cases where the amounts are available, the total dis—
allowances add up to 6,592 million dollars over the period 1980-1986,

Of this total, approximately $3,421 wmillioa or 51.9%Z is due to imprudence,
$2,185 million or 33.2% is due to excess capacity, $371 million or 5.67% 1s due
to economic value, $237 million or 3.6% 1s due to cost caps and $378 million or
5.7% falls in the category of other. The overall disallowances are summarized
below:

AMOUNT OF DISALLOWANCE

TYPE OF DISALLOWANCES $ x 106 PERCENT
Imprudence 3,421 51.9
Excess Capacity 2,185 33,2
Economic Value 371 5.6
Cost Cap 237 3.6
Other 378 5.7
Total 6,592% 100.0

The disallowances for selected individual nuclear units are discussed below:

Callaway 1

On March 29, 1985 the Missouri Commission ordered a 6-year phase~in of $455
million of rate relief in response to Union Electric's request for $474 million
of additional revenues. The principal reason for the difference between the
amount requested by the Company and that allowed by the Commission was the
disallowance from the rate base of $384 million of Callaway expenditures. The
Missourl Commission concluded that "although Union Electric did a credible job
of managlng many aspects of the Callaway project, there are exceptions which
require significant disallowances in order to establish 'just and reasonable’
rates™. The Company appealed the imprudence decision, but later dropped its
appeal. As iIndicated in their press release, Union Electric maintains {its
position that the Callaway disallowance was unfounded, but dropped the appeal
due to the legal expense and lack of encouragement 1in the legal process.

The Illinois and Towa Commissions based Callaway~-related rate increases on
plant disallowances and phase-ins similar to that allowed by the Missouri Comm-
ission. In aggregate the three state regulators disallowed $422 million of
Callaway costs from rate base.

* Since the $6.5392 billion represents a snapshot in time (thru 1986), the
disallowances will change as decisiolns are appealed, court settlements
occur, or new dlsallownces are considered in current and future rate cases.
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On July 25, 1984, Union Electric filed a request with FERC for about $37 million
of annual rate relief based on a proposed phase~in of Callaway costs. The FERC
permitted interim increases of $12 mwillion in January 1985 and $5 milliom in
January 1986. In its initial decision of June 4, 1986, FERC disallowed $18
million of Callaway expenditures and granted a 5~year phase~in of $31 million of
rate relief. Based on the $3] million determination of June 1986, the January
1985 and January 1986 rate Increases were lowered retroactively, resulting in an
approximate $3 million refund to customers.,

Fermi 2

The notes on Fermi 2 in the Appendix state the Adwministrative Law Judge's (ALJ)
recommendation in the case, rather than the Michigan PSC's decision of April 1,
1986, which 1is much more important and differs from the ALJ's recommendation.
Furthermore, the notes suggest that the ALJ set a cap on the co-op's investment
in Fermi 2.

The co-op's 4investment in Fermi 2 arises from the Rural Electrification
Administration's (REA's) refusal to permit further funding for the co-op. As
expenditures continue without further co-op investment, the ownership breakdown
has changed to 88/12. Furthermore, the Company and the co-op have agreed that
Detroit Edison (DTE) will ultimately purchase the entire co-op's share of Fermi
2,

In the April 1986 rate order, the MPSC agreed with the ALJ, and removed the
$283 million Greenwood 1 oil-fired plant from rate base, but required the
Company to keep Greenwood 1 available for service. This requirement is central
to Detroit Edison's appeal of the order.

Detroit Edison filed for Fermi-related rate relief based on a $3,075 million
cost estimate. The Company expects Fermli 2 to commence commercial operation In
the fall of 1987 at about a 54,300 million total cost. The $1,225 million
(84,300 minus 3,075) additional ianvestment in Ferml {s unaddressed, not
denied. The MPSC has agreed that no decisions have yet been made on these
expenditures, although in April 1986 the Commission decided that $397 willion of
the $3,075 million Fermi luvestment was made imprudently.

Limerick 1

The data reported in the Appendix, Table 6, on Limerick 1, specifically that
$369 million of expenditures were excluded from the rate base as imprudently in-~
curred, 1is correct,. To this fact, 1t should be added that $632 willion of
common plant was disallowed from the rate base as being attributed to umnit 2.
The accrual of AFUDC on these expenditures was allowed through commercial start~
up, which is expected in 1991.

San Onofre 2 and 3

The $344.6 wmlllion of disallowed expenditures are for the entire unit 2 and 3
construction costs. Southern California Edison's 75%7 share of the §344.6
million aggregate disallowance equaled $258.6 wmillion ($161.9 million due to 358
days of construction delay plus $74.0 million of indirect costs plus $22.7
million of quality assurance and quality control expenditures). The $284.4
million of disallowance being appealed by Southerm California Edison also
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represents the total project share. The Company's 75% share of the amount
being appealed equals $213.4 million ($139.4 million of scheduling delays plus
$74,0 million of indirect <costs). The California Commission has agreed to
re~consider one-third of the disallowance and has not denied a rehearing on the
remaining two-thirds.,

Shoreham 1

The New York Public Service Commission (NYPSC) adopted a plan calling for a
15~year phase-in of all prudently incurred Shoreham costs. However, the 4.5%
to 5% allowed annual rate increases includes the costs of Nipne Mile Point 2 and
many other operating and maintenance expense items.

Wolf Creek 1

The information on Wolf Creek in the Kansas City Power and Light (KCPL) rate
decisions in Kansas and Missouri and the Kansas Gas and Electric decision in
Kansas is essentially correct. However, in the Kansas City Power and Light
case in its Kansas jurisdiction, the story should be updated for the "rate
reduction, equalization and stabilization plan” filed April 6, 1987.

In this rather complicated filing, XCPL asks that the Commission approve the
entire plan without modification. The plan would have the net effect of reducing
retail electric rates in the Company's Kansas jurisdiction. The Company pro-
poses a 2% rate reduction on May 5, 1987 and a 3% rate reduction one year later.
The two rate adjustments total $10.3 million, which equals the Company's esti-
mated cost savings under the Tax Reform Act of 1986,

In its filing, KCPL proposes to revalue its Wolf Creek investment at the full
$2,300/kW rather than at the $1,290/kW valuation established by the Kansas
Commission. The Company would be required not to seek inclusion in the rate
base of any of its 314 MW of excess capacity until at least January 1, 1990, at
which time KCPL would file for rate increases to reflect Wolf Creek in the rate
base at $2,300/kW effective January 1, 1991, Furthermore, KCPL proposes to
accrue carrylng costs on excess capacity at $2,300/kW instead of at the $1,290/kW
level approved in 1985. The Cowmpany also seeks a 30~year rather than 40-year
depreclation life for Wolf Creek, would reduce its authorized return on equity
to 12% from 15.8%, and would recover some higher-than—expected Wolf Creek
operating expenses.

Finally, as part of this plan, KCPL would withdraw its pending appeal before
the United States Supreme Court of the Commission's 1985 Wolf Creek decision.
The Kansas Commission expects to issue a decislon on the Company's proposed
plan in the summer of 1987.

Kansas Gas & Electric (KG&E) the other investor~owned utility participating in
Wolf Creek already has obtained Commission approval of its plan to pay for Wolf
Creek. 1In December 1986, KG&E filed an application with the Kansas Corporation
Commission (KCC) proposing to resolve outstanding issues relating to the rate
treatment of Wolf Creek. Essenetial polnts of the KG&E application are:

o KG&E would purchase substantial amounts of Key Man Life Insurance
on its personnel with an actuarial value of $800 million over the
40 year 1ife of the plant.

o KG&E would credit any proceeds received from such insurance against
its cost of service revenue requirement -~ iIn effect, offsetting
electric rate revenues with insurance proceeds.
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o The KCC would value the prudent and useful portion of Wolf Creek at
actual cost rather than the cost of a hypothetical coal plant. On
March 11, 1987, the KCC issued an order substantially granting the
KG&E application.

Ccal Units

Table 7 in the Appendix gives capital cost disallowances for coal-fired and other
plaants. This table gives the name of the unit, the electric utility and its
area of jurisdiction, the type of disallowance, amount of disallowance and
comments relating to the disallowance. These disallowances add up to a total
of 127 million dollars.

The disallowances for certain coal-fired units are discussed below:

Belle River 1 and 2

In July 1985, the MPSC disallowed $97 wmillion of Belle River investment from
the rate base. Some $36 million of the total amount was for certain coal hand-
ling facilities deemed by the MPSC to be not yet used and useful. However, the
rate order allowed recovery of all but $3 million of the coal handling equip~
ment Iinvestment through depreciation. Furthermore, the Commission disallowed
the coal handling facilities until the Company could demonstrate, in a future
rate case, that it is used and useful.

The remaining $61 million of Belle River plant disallowed from the rate base
was due to an "imprudent" 18 month delay of the project beginning in 1974, The
Company claimed, and the Commission agreed, that the 1974 shutdown of constuction
at Belle River resulted from a lack of funds due to an adverse capital market,
a state regulation prohibiting the sale of common stock below par, and insuffi-
clent internally generated cash. Using the low Belle River CWIP levels and AFUDC
rate applicable during the construction delay period in question, Detroit
Edisen calculated an approximate $2 million increment to the final Belle River
plant costs using the Commission's ratiomnale.

The Company appealed the July 16, 1985 order to the Ingham County Circuit
Court, which, on September 17, 1985, issued an injunction which allowed the
Company to collect, subject to refund, $12.1 million in annual revenues related
to the $61 willion rate base disallowance. The UDI note number ! to Table 2 in
Appendix concerning Belle River 1 and 2 refers to a December 16, 1986 court
decision which found that the MPSC had not met the substantial evidence standard
for the $61 million Belle River costs disallowed due to imprudent delay.

Holcomb 1

In the Appendix, Table 2, Note 4, the less~than~rsquested phase-in could def-
jinitely be considered an excess capacity penalty. Upon cowpletion of Holcowb
1, the Co~op had a 75% reserve margin. This was due in part to the Co-op's
failure to give sufficient (4 year lead-time) notice to KP&L to cancel 2 firm
purchased power contract.

Reid Gardner 4

Less than 1007 of the plant was allowed in the rate base. A total of approx-
imately $4.37 million of Nevada Powers' $115 million shave of the unit cost was
disallowed (somewhat over three percent). Nevada Power is the nminority owner
with a 32% share.
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VII. IMPRUDENCE TEST AND CLASSIFICATIONS

There have been many state commission applications of the prudence test in
recent years. In this chapter, information for successful applications of the
prudent investment test are offered.

The principal factors for a successful utility prudence inquiry are: (1)
reliance on the rebuttable presumption of prudence, (2) a rule of reasonableness
under the circumstances, (3) a proscription against hindsight, and (4) a retro~
spective, factual inquiry. Following these guidelines is likely to be useful,
perhaps necessary, for having a court sustain commission findings., However,
because prudence is an evolving regulatory tool, followlng these guidelines may
not be sufficient to guarantee that plant capital costs will be recovered from
ratepayers. This 1s because regulatory tests other than prudence must also be
considered.

The Presumption of Prudence

When applying the prudent investment test, state commissions should take ser—
iously Justice Brandeis' admonition regarding prudent Investments: "Every
investment may be assumed to have been made in the exercise of reasonable
judgement, unless the contrary is shown."(7) It has been held that without
"affirmative evidence showlng mismanagement, inefficiency, or bad faith,"(8) an
investment decision 1s presumed to be prudent. In the absence of such an
affirmative showing, at least one court had stated that a commission cannot
disallow a utility's expenses. 9 Thus, for example, unless a particular
management decision associated with the planning or construction of a power
plant is challenged, the full original cost of the 1investment in the power
plant is presumed to be prudent and includable in the rate base. Of course, in
fair value States, the investment 1s included in the rate base at its failr
value, which may or may not be its original cost.

Reasonableness under the Circumstances

When the rate base treatment of an Investment is challenged on the basis of
prudence, the test applied to determine 1if the investment decision is prudent
becomes critical. Most commissions applying the prudent investment test use
the standard developed in the Brandels opinion of the Southwestern Bell case;
namely, the prudence of a decision 1s based on 1ts reasonableness under the
circumstances. From this starting point, state commissions have developed the
prudent investment test as 1t is currently applied to public utilities. This
test requires a standard of care owed by the utility to its customers. The
standard of care 1s one of "reasonableness under the circumstances, which was
known at the time."

Proscription Against Hindsight

A proscription against the use of hindsight in applying the prudence standard
is a corollary to the "reasonableness under the circumstances" test. Decisions
are to be judged in 1light of the conditions and circumstances that were or
should have been known to the utiility at the time of its decision.

If a state commission engages in hindsight, any finding of imprudence 1s subject
to reversal.
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Retrospective, Factual Inquiry

Once the presumption of prudence is overcome, there is a need to develop evidence
about whether the investment decision was prudent or imprudent. To accomplish
this, state commissions engage in retrospective, factual ingquiries.

Evidence for prudence or imprudence needs to be retrospective, or backward
looking, in that it must be concerned with the time at which the decision was
made., It must present facts, not merely opinion. These facts should cover 21l
the elements that did or could have entered into the decision, including all
relevant data, information, decision—making tools, and the circumstances at
the time. For example, it would be improper to use past data in a current
computer model to review a past decision if this type of model were not available
in the past or if use of such a model could not reasonably be expected of the
decision maker.

Areas of Recent State Application

We have reviewed recent state commission prudence inquiries involving electric
and gas utilities. The two principal aresas of application involving electric
utilities were comstruction cost overrums and plant abandonments.

Few of these cases rely solely on the prudence test for reaching a judgement.
In most, the commission references the "used-and-useful"” test or 2z '"balancing
of interests" test (that is, balancing the legitimate interests of custcmers and
investors) to decide if certain costs should be included in rates.

The prudence inquiries that rely wmost heavily on staff investigations are those
involving generating plant construction cost overruns. This is so because the
purpose is not simply to decide whether or not imprudent decisions were made,
but also to determine the consequences of any imprudent decisions in terms of
additional costs.

Because construction cost overruns rarely occurred before the 1970's, and when
they did occur the overruns were of small magnitude, there were few cases
explicitly applying the prudence test to construction cost overrums before the
1970's. Rather, the presumption of prudence applied. However, since the
1970's, state commissions have been more active in challenging the walue of
investments about to go into rate base ou the basis of prudence. Such a chal-
lenge usually must be preceded by a staff prudence investigation to devalop
evidence of imprudence.

Some key areas into which a staff investigation of cost overruns is likely to
inquire are: (1) whether decisions relating to costs were made at the appro-~
priate levels within the corporate hierarchy and whether the senior officers
received adequate information to allow them to make responsible decisions; (2)
whether the utility was adequately involved in the planning of the project; (3)
whether the utility selected an architect/engineer who could handle the project
in a cost-effective manner; (4) whether the utility wonitored the engineering
effort; (5) whether procurement was based on competitive bids; (6) whether the
contracts were all cost-plus, or whether there were incentive mechanisms in~-
cluded; (7) whether the utility monitored the work force utilization; (8)
whether time schedules were established for comstruction tasks and whether
there were adequate reporting systems in place to identify deviations from the
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schedule; (9) whether the scheduling was realistic and whether management used
the reporting systems as a tool to prevent future delays; (10) whether delivery
of materials and equipment were effectively scheduled, controlled, and moni-
tored; (11) whether the construction manager was effectively monitored; (12)
whether the utility took steps (especlally in nuclear construction) to improve
the interaction between coustruction and englneering; (13) whether there was
adequate monitoring of the project budget and whether variances from the budget
were brought to the attention of project management; and (14) whether the
utility arranged its fimanclal planning so that financing would not adversely
affect scheduling, and hence cost. In addition, key technical issues that deal
with the competence of the design, engineering, and construction of the plant
are usually investigated.

In general, the disallowances under prudence can be classified into the following
categories:

1. Imprudent Schedule Delays

This category 1includes construction costs disallowed due to delay im project
schedule deemed to be imprudent. It can include allowance for funds used during
construction (AFUDC) due to the schedule delay. Other examples of disallow-
ances under this category are indirect and overhead costs attributed to schedule
slippage believed to be controllable.

2. Imprudent Engineering

This category 1includes cost disallowances due to design and engineering practi~-
ces that are believed to be imprudent. For example, expenditures directly
assoclated with imprudent engineering can be disallowed. Modifications resul-
ting from imprudent engineering can also be disallowed.

The establishment of a certain engineering approach as imprudent is difficult.
For large nuclear or coal-fired construction projects, it is certain that
engineering approaches will be modified as the project progresses. These
modifications/changes may reflect regulatory changes, interfacing considerations
or further optimization of design.

3. Imprudent Conmstruction Practices

This category includes cost disallowances due to construction practices believed
to be imprudent. This category includes the maximum amount of disallowances as
compared to other categories under imprudence. It can include disallowances
for direct manhours, modifications of certain equipment and/or systems, and
construction management. In addition, delay in the project can cause the above
categories to become more costly.

Table VII-1 gives a summary of disallowances for nuclear plants due to impru-
dence. These disallowances are categorized under imprudent schedule delays,
imprudent engineering and construction, and other disallowances due to impru-
dence. The disallowances under engineering and construction are given combined
values due to the difficulty of separating them in many cases.

Table VII-2 gives a summary of disallowances for coal-fired and other units due
to imprudence. These disallowances are categorized under imprudent schedule
delays, imprudent engineering and counstruction, and other disallowances due to
imprudence,



UNIT

Byron 1

Callaway 1

Fermi 2

Limerick 1

San Onofre 2 & 3
Shoreham 1

Wolf Creek 1}

IMPRUDENT
SCHEDULE DELAYS

TABLE Vil-l

DISALLOWANCES DUE TO IMPRUDENCE FOR NUCLEAR UNITS

MILLIONS OF DOLLARS
(1980-1986)

IMPRUDENT
ENGINEERING & CONSTRUCTION

305.0

244.6

101.5

CTHER DISALLCWANCES
DUE TO IMPRUDENCE

1%5.4
126,90

503.2

TOTAL

101.5
421.7
3956.9
368.9
328.¢
1395.0
408.0

3,421.0

8¢



UNIT

Belle River 1&2

Big Bend 4

Holcomb 1

Reid Gardner 4

Helms 1-3

TABLE VII-2

DISALLOWANCES DUE TO IMPRUDENCE FOR COAL-FIRED AND OTHER UNITS

IMPRUDENT
SCHEDULE DELAYS

(MILLIONS OF DOLLARS)
(1980-1986)

IMPRUDENT
ENGINEERING & CONSTRUCTION

60.9

60.9

36.0

3.7

0.5

4.4

22.0

66.6

OTHER DISALLOWANCES
DUE TO IMPRUDENCE

———

TOTAL

96.9

3.7

0.5

4.4

22.0

127.5

6t
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VIII. ANALYSIS OF IMPRUDENCE DISALLOWANCES

GENERAL DISCUSSION

Excess Capacity

An electric utility has to plan 1its generating capacity to meet the demands
placed on its system with adequate reliability. The lead times assoclated with
base load generating capacity options are significant, on the order of ten
years. Thus, a utility has to predict the demand for electricity over say the
next ten years and then build the generating facilities to meet the predicted
demand.

Any predictions for the future have inherent uncertainties associated with
them. Predicting the demand for electricity 1is no exception. In fact,
predicting the demand for electricity is dependent upon many factors that are
themselves highly uncertain. For example, the growth rate of the economy, the
growth rate of energy consuming industries, and similar macro-economic develop-
ments are difficult to predict but have considerable effect on the predictions
for growth in demand for electricity.

A utility can plan its generating capacity in such a way so as to err on the
side of excess capacity or not enough capacity. Under normal conditions, a
utility management may decide to err on the side of excess capacity because the
cost of some excess capacity may be much less than the cost of not having enough
capacity leading to brown-outs or worse and possible interruption of industrial
or other production.

If the cost of excess capacity is to be borne by the utility itself, management
may plan so as to err on the side of not having enough capacity. This may
actually be much more adverse to the customers of the utility than having to
pay for some excess capacity.

Another possible effect of disallowing costs associated with excess capacity is
for the utility to select generating options with shorter lead times. Large
base load coal-fired and nuclear plants have long lead times. Since longer
term forecasts have generally more uncertainty associated with them, the pos-
sibility of disallowances increases with the selection of such base load options
with long lead times. It should be realized that such base load options are
generally the most economic. Thus, selecting short lead time options to minimize
excess capacity disallowances will only hurt the utility customers by increasing
their biils for electricity.

Cost Caps

Cost caps are generally specified while a facility is under construction. For
projects with longer lead times, there is a higher possibility of the construc-
tion cost exceeding the cost cap. In addition there 1s a higher possibility of
regulatory change while the plant is under construction. Both coal and nuclear
plants tend to fall under this category. Thus, the cost caps tend to provide
encouragement to a utility to select options with short lead time and/or low
possibility of regulatory changes (such as gas turbines), and stay away from
large central station coal and nuclear plants. These large central station
plants, however, have the best chance of providing low cost reliable electricity

in the long term.
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Economic Value

A utility selects generation options to meet the long range electricity needs
of its customers so as to minimize the present value of total revenue require-
ments from its customers over a planning period of twenty to thirty years.
This approach considers factors such as the rate of inflation that can be
expected with various fuels (coal, nuclear, oil, gas) over the twenty to thirty
year period.

The options that are most economical over the twenty to thirty year period
generally gain increasing economic advantage with time. For example, a nuclear
plant may have very 1little econcmic advantages over an oil-fired plant ia its
initial years of operation. As time goes on, the price of electricity from oil~
fired plants will tend to rise faster than that from a nuclear plant, because
the fuel cost for oil is a large component of total generating cost. For
nuclear plants, the cost of electricity will increase slowly with time because
a large part of the cost of electricity is the capital componeni, which remains
fixed with time. Thus, the nuclear plant will tend to gain economic advantage
over the oil-fired plant, with time.

The disallowance of a certain part of construction costs based on the principle
of economic value may overlook these intricate economic factors and cam unduly
penalize a2 utility. The disallowances also encourage the utility to select
options with short lead times because the chances of changes in relative econom—
ics over short time frames are smaller. To pursue short term options, acts to
the detriment of the utility's customers over the long term,

FINDINGS

Table VIII~1 gives an overall summary of disallowances for nuclear and other
units. The key findings are summarized below:

a) Disallowances due to imprudence constitute a majority of total disallow~
ances.

b) Disallowances for nuclear plants constitute approximately 98 percent of
total disallowances. Disallowances for coal-fired and other units consti-
tute the remaining 2 percent.

¢) The disallowances for nuclear plants comnsiitute almost 10 percent of the
total investment cost of nuclear plants going into the rate base over a
seven year period from 1980 to 1986. The similar percentage for coal-fired
and other plants is well below one percent.

CONSEQUENCES
The disallowances of capital costs is already having a chilling effect omn

investment in nuclear and coal-fired plants. Many other adverse consequences
are possible. Some of these adverse consequences are discussed below:



TYPE OF
UNITS

NUCLEAR

COAL-FIRED AND
OTHER UNITS

ALL UNITS

TABLE VIII-1

OVERALL SUMMARY OF DISALLOWANCES FOR NUCLEAR AND OTHER UNITS

MILLIONS OF DOLLARS
{1980-1986)

TOTAL DISALLOWANCES AS
PERCENT OF INVESTMENT

TOTAL COSTS GOING INTG RATE
DISALLOWANCES ALL OTHER TOTAL CAPITAL BASE OVER 7 YEARS FROM
DUE TO IMPRUDENCE DISALLOWANCES DISALLOWANCES  INVESTMENTS 1980-1986
3421 3171 6592 70,000 9.67%
127 ———— 127 43,000 0.3%
3548 3171 6719 113,000 5.9%

£y
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Utility Investment Policy

In order to build a power plant with 10 to 15 year leadtime, a utility wmust
forecast demand 10 to 15 years into the future. If economic conditions change
during these intervening 10 to 15 years, demand will probably turn out to be
higher or lower than forecasted. Commissions may deny rate base treatment to
utilities on the basis of prudence when demand turns out to be lower than
forecasted by asserting that the plamnt, even though 1t was prudent ex=~ante, is
not prudent ex—post. The application of ex—post prudent investmant rule can
have perverse unintended effects on the investment policies of regulated util-
ities, and chances ¢f under investment will increase. The result of an effort
to protect ratepayers so that they have sufficient power at lowest possible cost
may be insufficient power at high cost.

Utility Bankruptcy

Utility bankruptcy 1is a possible consequence of improperly applying the prudent
investment test so as either to disallow from the rate base all or a part of a
utility's investment in a completed electric utility plant or to disallow cost
recovery for an abandoned plant in which a large investment has been made.
Indeed major brokevrage firms, such as Standard & Poor's, have openly discussed
the possibility of utility bankruptey. In the 1984 Standard & Poor's/Applied

Economic Research Company Industry Survey (Utilities —~ Electric), the following
appralsal was given about whether bankruptcy 1s possible in the electric utility
industry:

At least for the half of the industry currenily involved in nuclear
construction, the answer to this question is really who is going to
bear the cost of the industry's nuclear nightmares: ratepayers or
stockholders. How regulators will decide this 1issue realistically
will be a matter of balancing ratepayer hostility agalnst their
judgment of utility managewment. Because the consequences of the
regulator's decisions are wmore profound than any in current cegu-
lator's experience--the outcome could be anything from ntility
bankruptcies to electric rate increases markedly higher than even
those during the energy crisis years——it 1s impossible to foretell
how the nuclear dilemma will be resolved. [Emphasis added.]}(10)

The Consequences of Utility Bankruptey for Iuvestors and Customers

One 1984 study completed by the Congressional Research Service addresses the
potential effects on rates of an electric utility bankruptcy.

The results of their hypothetical example are sensitive to changes 1ia the as-
sumed interest rate and the debt load, and the hypothetical example is simplis-
tic in that most state commissions amortize the construction cost of abandoned
plants over a period of years. Also, there are tax effects that have not been
incorporated, and a portiom of debt is likely to be written off or restructured
in bankruptcy. Yet, the point made is that bankruptcy may result im an increase
in the cost of capital that could well require a larger d1ncrease in utility
rates than that required without bankruptecy. Also other utilities {particularly
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those utilities 1In financial difficulties in the same jurisdiction as the
candidate bankrupt utility) might see thelr costs of capital rise to offset
the higher risks perceived by investors. This might eventually lead to higher
rates.

Utility Relationships

Between the extreme consequences of a utility risking bankruptcy by undertaking
constructlion and a utility refusing to undertake construction for fear of
bankruptcy are many other, less severe, possible consequences of frequent,
misapplications of the prudence standard. These represent shifting relation-
ships among the parties with an interest in utility construction as they adjust
to a possibly new regulatory environment,

The consequence of these shifting relationships is usually to increase costs in
ways that ultimately are borne by utility customers. While these cost increases
are {mportant, they are all difficult to quantify. Hence, it 1Is not possible
to forecast the net effect on rates of moves made ostensibly to protect customers
by disallowance of costs Iin the hopes of forcing managers and other parties to
be more efficient, as the moves may actually increase costs because of shifting
relationships.

Capital Costs

Frequent and severe application of the prudent investment test would affect
utdility relationships with the financial community and--even without a bank-
ruptcy~~would result in higher costs of capital. Bond rating agencles and the
stock market take account of a utility's ability to have all of its capital
expenditures recognized by 1its regulatory authorities and included in the rate
base. 1If excluslon becomes common, a certain consequence is to increase the
cost of raising capital, both debt and equity, in the financial markets. As
the cost of money lncreases, so does the cost of financing construction and the
cost to the ratepayer of providing a return on investments that enter the rate
base.

Utility-Contractor Relations

To date, most relationships between utility officials and equipment vendors,
architect~engineers, and construction firms have been one of partnership in
construction. A possible consequence of regular prudence Investigations may be
to move utiliries into a more "arm's length" relationship with contractors,
possibly one characterized by mutual mistrust and suspicion., If heavy pressure
on utilitles to question every activity of a contractor becomes the norm, the
wutual trust and confidence between the parties and their treatment of each
other as partners in a construction endeavor may be impaired, if not lost.

Bidding Policies

Until now, many major contractors have bid on utility projects on the basis of
cost plus a reasonable fee., It was argued that this resulted in the utility
obtalning the lowest cost. The alternative of a "fixed price," lump sum bid
might require the contractor to include a large provision for contingencies.



46

Under the cost~plus contract, however, contractors are unable to make provisions
for the possibly large costs of their involvement in a prudence investigatiom,
or resulting litigation, following comstruction. To protect themselves, con~
tractors on relatively small utility undertakings will build into their bid
proposals adequate protection against the potential 1liabilities they could
incur if utilities seek compensation from their contractors for costs that have
been disallowed on the basis of a prudence inquiry.

Lump sum bidding may then become the norm, possibly resulting in higher costs
for the same services and equipment. For large contracts involving millions or
even billions of dollars, the only contractors who might risk lump sum bids are
those with only limited assets to protect. Their solution to a wajor repayment
obligation might be to declare bankruptcy. The large established architect—
engineering firms could well withdraw from bidding-—to no one's long term
advantage.

Moreover, insurance rates are reported to have risen very sharply for such
firms, and other firms are resportedly experiencing difficulty in obtaining
insurance because of concern over prudence questions. Rising insuvrance rates
can add to the cost the ratepayer must bear.

Increased Litigation

If state commissions disallow certain expenses on grounds that utility manage-
ment or its contractors did not act prudently, increased litigation is a prob-
able consequence. Indeed, a cowmission might require a utility to recover all
possible costs by litigation before deciding how the residual costs are to be
treated. Where utility management has been found by the state commission to
have been imprudent, stockholder derivative suilts will almost certainly result.

Record Keeping

Another possible consequence of frequent and strict prudence investigations is
an increase in the expenses associated with the records that the various parties
must keep. All business activities ought to be reasonably well documented,
especially those dealing with major and complex contracts. 1If, however, the
prudence test is applied with increasing strictness by state commissions, the
consequence may be far greater and more detailed record keeping by both utilities
and contractors. Much of this will be unnecessary for engineering purposes and
will add to the cost of any facility being constructed. Insofar as nuclear
facilities are concerned, the NRC already requires extensive and expeansive
record keeping. '

This could increase to a level where, as in the field of medicine, contractors,
like doctors practice "defensive medicine." This means that they routinely
order all sorts of tests, many of which may be irrelevant aund expensive, just
to have a battery of results available for possible wmalpractice suits. The
doctors, of course, do not pay for them——-the patients or their insurance com-
panies do, increasing the cost of medical care.

Architect-engineers and equipment wmanufacturers have played major roles in
putting and keeping the United States in the forefront of technological devel-
opment in the design and construction of electric power generating plants. A
possibly stifling effect on new designs could result if they had to defend all



47

efforts at improving equipment, systems, and construction technology to regu-
latory agencies, and perhaps the courts.

Accounting Aspects

Generally accepted accounting principles applied during the course of past
disallowances may have invited such disallowances. Under generally accepted
accounting principles, prior to Fipancial Accounting Standards Board (FASB)
Opinion No. 90, disallowances generally went unreflected in current financial
statements. There would simply be a footnote disclosure of the disallowance.
The reason this occurred is that the recoverability test, under generally ac-
cepted accounting principles, usually required that future revenues be suffi-
clent to offset the cost of the plant.

Under the accounting recoverability test, one could have a substantial disallow-
ance, and yet because of future earnings on the allowed portion of the plant
that could be used to offset depreclation on the unallowed portion, there would
be no current accounting write~off. Therefore, regulators could order a sub-
stantial disallowance and not have any immediate adverse impact on the reported
financial condition of the utility. There would, of course, be future adverse
impacts, but that was viewed as a future problem by some regulators.

FASB Opinion No. 90 will change this practice completely. Under FASB Opinion
No. 90, any disallowance of cost of a recently completed plant will require an
immediate write—off in the income statement of the utility. Thus, a "free
ride”, that some regulators may have believed was temporarily possible, no longer
exists. 1In any event, the adverse actions of regulators will be immediately
reflected in the financial statements.

Framework For Change

If the goal of regulation is to produce an efficient electric supply system in
the United States~—one that produces adequate supplies of electrical energy
efficlently and at prices deemed fair by consumers and remunerative by inves~
tors--regulation as now practiced leaves much to be desired. Consumers feel
ripped off and investors betrayed, desplite regulators' ad hoc efforts to cope
with problems created for them by the inflation of the 1970's, OPEC, and the
increased unpredictability of costs and demand.

These problems have arisen due to many factors that can be classified into two
major categorles:

Technical

Part of the problems are a result of the energy and economic changes of the
last fifteen years, leading to two major forces. The first of these 1s the
sudden decline in demand growth, creating large amounts of unused (and, hence,
to some "unuseful"™) capacity for which regulators are reluctant to charge
customers, The second is the large cost overruns assoclated with nuclear plant
construction.

Regulatory

A part of the problem also lies with the changing approach to regulation. The
recent use of the prudence test to exclude billions of dollars of construction
costs actually incurred, is more than a mere application of a long~established
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doctrine. Rather, it represents regulators' discovery of an apparently respec—
table way of keeping rates from piercing some perceived politically acceptable
ceiling. Furthermore, ex post vegulatory findings that portions of new capacity
are not "used and useful,” even if prudent, represent an added attempt to pen~—
alize investors for unavoidable errors in projecting demand.

The fact is that utility managements and investors feel -— and will act on the
feeling -— that the traditional regulatory bargain has collapsed. The financial
markets now distinguish sharply between companies with construction programs
and those committing no new capital to the electrie business. Boards of
directors might agree to small additions to capacity, and then only reluctamntly,
when demonstrable needs emerge. But they have had billions of dollars of their
investment wiped from the books. They fear, too, that the hostility to nuclear
power in the 1980's may become pollution~induced hostility to coal plants in
the 1990's, forcing regulators to renew ex post consideration of those invest-
ments, in the manner of recent years.

In short, utilities and investors understand quite well that risks previously
borne by consumers have been shifted to utilities. As long as there is excess
capacity, this realization may wmatter little. But new and/or replacement
capacity will be required, sooner or later. By that time any one of three
things will have to happen:

(1) The increase in the perception that investors now run a
larger risk of having their investment expropriated, will
have to be compensated for by higher allowed rates of
return on their capital, or

(2) Greater reliance will have to be placed on power from
unregulated suppliers, either independent producers or
restructured utilities; or

(3) A new regulatory framework, somehow reducing the risk of
ex post regulatory disallowance of investments in the
industry, will have to be developed.

The first of these alternatives is, in our view, unlikely to suffice, Utility
managers now know that, absent some reform of the current regulatory system, a
pronised level of reward can be withdrawn by successors to the regulators making
those promises. Investors agree: regulators' IOU's, which take the form of
allowances for funds used during construction, are discounted to 70 percent of
face value —— about the rate applied to Latin American debt.

The second of the above-listed altermatives will, in almost any event, be
explored by utilities and their emerging competitors. But we doubt -— further
empirical work would be required to raise this doubt to a certainty -— that
sufficient capacity will materialize in unregulated markets to meet the nation's
need for a maximally efficient, integrated power supply system.

Consequently, unless some new regulatory framework is developad, one which
provides investors with new assurance that capital prudently committed to the
business will be fairly compensated, the United States will find itself with a
costlier, operating-expense~intensive; capital-starved power system, to the
disadvantage of the consumers whom regulation 1is designed to protect., Reg =~
ulators can determine what returns to allow om sunk capital; they cannot con~
gcript new funds.
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IX. RECOMMENDATIONS

Reasons for disallowances of certain constructor costs in utility rate bases are
varled and reflect not only technical/prudence factors but also political, regu-
latory, and public relation factors. As such, the problems need to be tackled
on many fronts, The following recommendations reflect these considerations.

Improved Management Techniques

Clearly where there has been a significant cost increase from the original plan-
ning estimate for a nuclear plant, a PUC may have legitimate concerns about such
an increase, What the utility must demonstrate is that the cost of the plant
was controlled, to the extent that it is reasonably controllable, by manage-
ment. For future construction of a power plant, the company should 1dentify the
management control techniques to be used, as well as the actions to be taken by
management in order to control the engineering and comnstruction process. These
could be supplemented by statements 1n response to potential management audit
questions, which support the company's position that it, in fact, controlled the
costs to the extent that they were controllable.

Effective control must be exercised "on the 1line" at the project site by the
project management group. A clear and convincing statement by appropriate per—
sonnel of the methods used by management to control the scheduling and costs of
construction projects, will go a long way to winning the point 1if made with suf-
ficlent conviction and specificlty, based on personal firsthand knowledge.

In addition, there should be a clear statement of top management's role in
assuring itself that there were appropriate construction management and cost
control techniques. This statement could i1include participation in progress
meetings, budget revliews, etc.,, and the more first~hand involvement, the better.

Below are suggestions with respect to how the effectiveness of management's
effort of controlling the construction schedule and cost might be stated. We
have presumed certain facts in formulating these suggestions, which are grouped
in terms of Project Management, Schedule, Cost, Quality and Productivity.

Project management organization should be laild out clearly and communicated to
all key personnel. Such personnel should be in a position to state convincingly
the degree of personal involvement in project decisions and the control over
those decisions. With respect to overall control of the project through the
project management organization, company personnel should be in a position to
state the frequency of the reporting of the project activities, schedule and
cost matters, and the assessment of the project by company management.

Any reports from consultants should be reviewed for findings or recommendations,
which might raise questions about the project organization or other aspects of
the company's management of the project. In addition, reports and recommenda-
tions from the company's independent CPA's and internal auditors should be con-
sidered. Company personnel should be prepared to show the action taken on valid
recommendations, or reasons why those considered invalid were rejected.
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In addition, company personnel should be able to state, given the contractual
terms with its Architect/Engineer (A/E), that either there was some incentive
for the A/E to perform efficiently and to make engineerig decisions on the
basis of economy and efficiency, or that company management controlled the
activities of the A/E so that decisions were made in this manner. Further, if
the A/E charges constitute a substantial portion of the total project cost,
then company personnel should be able to state how the A/E's activities were
controlled. For example, a simple basic verification of labor and other charges
to the project by the A/E 1is not a sufficient basis to assert that their
activities were controlled. What needs to be stated is that the company
controlled both the direction of the A/E's work effort and the productivity of
that work effort, in additionm to wvalidating the dollars of charges to the
project.

Clearly, the schedule of the project is critical to cost contaimment given the
thousands of project activities. Company personnel should be able to state how
management had visibility over the progress of the project given the lavel of
detail and numerous simultaneous activities. In other words, were thers
“rollups" by responsibility area/or some ranking of ecritical priority for
management's teview? Such reporting should be contained in a top summary
schedule which is useful and manageable to top project management. Company
personnel should also be able to state how the performance wmonitoring of the
planned construction activities was accomplished.

Frequently, those responsible for construction management attempt to control
the cost of a project through use of a "current approved budget" together with
periodic cost and schedule status reports. In order for such budget and actual
cost data to be effective as a control technique, the top budget amounts should
be broken down on the basis of some work breakdown structure and along respon—
gibility lines, which wmatch the project organization. Further, some method of
early warning of adverse trends should be included if it is to be useful as a
managemant tool. In addition, such reports should account for comumitments as
well as project scope changes, which occur for a variety of reasons as the
project progresses.

Quality assurance programs are also an effective means to ensure an efficient
level of construction efforts. These include checking on compliance with NRC
requirements and other technical requirements. Cowpany personnel should be
able to explain how this was done in an efficient manner to prevent rework,
which would occur if subsequent failures were detected.

Finally, the productivity monitoring and tracking systems should be mentioned.
In other words, how did project management track productivity of various work
efforts or crafts, such as electrical wiring, concrete pouring, steel ersction,
plumbing, etc.? Productivity reports should be reviewed to ascertain that
company persomnnel are in a position to show that proper actions were taken when
adverse trends appearad.
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Stable Regulatory Environment For Design and Comstruction

As discussed in Section IV, the current nuclear safety regulatory structure has
numerous ways of imposing requirements on the planning, design, comnstruction,
and operation of nuclear power plants. These include:

Regulations (Title 10 Code of Fed. Reg.)
Regulatory Guides

Branch Technical Position

Standard Review Plan

NUREG Reports

Orders

I/E Bulletins (Notices & Circulars)
Generic letters

Regulatory Position Statements
Proposed Rulemakings

Inspector Preferences

OO0 000 VD OO 00

Thus, a major reason for schedule delays, engineering design changes and
construction rework has been the tremendous expansion in the number and volume
of regulatory guldes governing the design, construction and operation of
nuclear. It 1s important that DOE work towards the objective of providing a
much more stable regulatory environment gulding the design and construction of
these plants. This will significantly reduce schedule delays, design changes
and construction rework thus minimizing disallowances relating to these factors.

Standard Plant Design and Construction

A large number of nuclear plants and many large coal-fired plants bullt over
the last fifteen years have basically been custom designed and constructed. To
some extent, this 1s necessary because a plant has to be designed for the
geographical and site condftions of the particular utility. Still, custom
design and construction have had the effect of prolonging schedules, and have
led to many design changes and construction rework. Development of prelicensed
standard plant designs will certainly reduce these factors and mipimize disal-
lowances relating to these factors.

It should be noted that a wide range of costs exlst for nuclear plants in the
U.S. Successful projects (i.e. based on multiple unit designs) in the U.S.
derive from plant standardization and the continuity of management, design, aund
construction personnel. These same factors are at work in the nuclear programs
of other countries such as Canada, France, Japan, and Korea.

The concept of standardization will probably require institutional changes in
the current structure of the nuclear power industry., This can include using a
single NSSS design and a broadly standardized plant design that is consistent
with this NSSS design. Such an approach will require restructuring the current
set of multiple NSSS manufacturers and many A/E firms into a much smaller
number of entities.
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Small and Intermediate Size Nuclear Plants

Over the last two decades, the size of nuclear plants has increased sharply to
large 1000 to 1300 MWe units. These large plants have more complex design and
construction approaches that have led to redesign and construction reworks,
some eventually disallowed by the PUC. Smaller nuclear plants have potential
to reduce these problems, through simplified design and innovative construction
techniques.

Additionally there is a growing and global view that, in the face of reduced or
uncertain load growth and econoumlc growth, smaller reactor plants should be the
focus for this current decade. The International Atomic Energy Agency in
Vienna has sponsored a series of meetings with suppliers and users to determine
the availability of technology and user interest., ‘These weetings have been
well attended and considerable interest has been exhibited.

The DOE and the Electric Power Research Institute in the U,S. are sponsoring
the development of smaller reactors. A high interest is exhibited in standard-
ized and manufactured modules, to eliminate the inefficlencies of first of a
kind design and to improve on low field labor productivity. Hopefully, this
approach can lead to a product, which will facilitate a more stable regulatory
envirconment. This approach should also be of great interest to developing
countries where the national grid requires a smaller unit.

Smaller plants can have shorter schedules and wmay be less prone to schedule
delays. Bringing capacity on line in smaller increments will also reduce the
possibility of excess capacity minimizing disallowances due to imprudent sched-
ule delays and excess capacity. Innovative smaller plants are, however, uneeded
to offset the disadvantage associated with these plants due to the principle of
economy of scale.

Preapproval Incentive Stamdards

Ideally, the regulation of cost recovery by electric utilities would duplicate
the market—value tests that a competitive, unregulated marketplace produces.
There are two general ways in which this might be done. One possible approach
lies in the application of avoided cost standards that are symmetric with
regpect to both a) extraordinarily good (e.g., low cost) and poor investments
and b) new and old installations of capital. The political roadblocks to
particularly the latter treatment of rate bases are unlikely to be eliminated
in the short-run.

A second approach to market—-value criteria of cost recovery would lie in com—
petitive bidding processes. Under this approach, PUC's could award the rights
to build capacity (or otherwise supply power) under specified terms of rate
design and cost recovery, with prospective power suppliers cowmpeting to offer
the package specified at the most favorable terms., Under this approach,
successful bidders will not offer to supply capacity under terms that do not
offer expected returns in excess of expected costs; and, in theory, consumers
and regulators will not end up paylng for more than efficient, competitive
levels of power supply. Despite their appeal, however, comperitive bidding
systems for supplying electric power capacity are still some way off in the
future. Even 1if they can be made politically acceptable, they must awalt
institutional changes such as removal of barriers to entry in the operation
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of transmission grids and the modification of many states' franchise monopoly
standards (under which the rights to build capacity are exclusively awarded to
already authorized utilities). Even more fundamentally, an effective competi-
tive bidding system will require credible commitments by both PUC's and power
suppliers to their respective sides of any resulting bargains; the same problems
of opportunistic breach of contract that we currently face are likely to confront
successful bidding systems.

Progress on the central problem of binding (particularly) regulators to their
before~the—fact commitments on the rules of the Investment game may be possible
through less radical approaches than full market-value and/or competitive
bidding systems. Specifically, preapproval minimum recovery standards hold
gsome hope of providing insurance against opportunism risk (assuming they can
ultimately be enforced). Moreover, when coupled with marginal prospects of
profit and loss, these standards can motivate efficiency. These two principles
- precommitment and marginal incentives -— provide a framework for an approach
to electric utility cost recovery. The following proposal attempts to embody
both principles. 1In our discussion, we have in mind a prototypical generating
plant that 1is belng considered for construction. The PUC in question wmight
consider the following regulatory bargain:

o Establish an expected total cost of a plant having a PUC-specified
capacity (and, perhaps, other operating characteristics). This base
should be established (most likely through PUC-utility negotiations) in
light of best available forecasts and agreed upon capacity nueeds.

o Establish (i.e., negotiate) a preapproved minimum recovery level equal
to a percentage of the expected total cost of the plant. The aninimum
recovery amount should be subject to only the most narrowly defined
prudence challenges. Such a minimum recovery level could also be set
for a situation in which the plant may be cancelled.

o For actual costs above the minimum recovery level and up to the origin-
ally expected cost, allow a rate base equal to actual cost plus a fixed
percentage of the difference between expected and actual costs.

o For actual costs that are higher than the originally expected cost,
restrict recovery to no more than original cost plus a percent of cost
above the original cost.

o Allow the foregoing caps to be indexed by the economy's general rate of
inflation (including an inflation premium in the interest rate that
constitutes the utility'’s cost of capital); and allow automatic adjust-~
ment of the caps for regulatory delays and mandated mid-stream equip-
ment and design changes.

The cobvious, overriding intent of this proposal is to provide incentives for
utilities to minimize the costs provision of any given level of capacity. This
is done by allowing profits to rise as costs fall below the negotiated expected
cost, and by allowing profits to diminish as cost overruns accumulate.
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Public and PUC Awareness

While it 1is politically expedient for a PUC to disallow certainm construction
costs from inclusion in the rate base, the public and the PUC should be made
aware, by DOE and the utility industry, as to the long range implications of
such disallowances. It should be recognlzed that a utility management can be
expected to change 1its mode of decision making to minimize future disallowances.
This means that a utility will lean towards low capital cost and short schedule
options to meet the demands of the utility customers. Such options will gen-
erally have higher fuel costs and are normally less eccnomical over their life
cycle as coumpared to central station coal and unuclear plants. The higher fuel
costs of these plants can, however, be passed along to the utility custometrs on
an as incurred basis, reducing the risk to the utility shareholders. Thus the
public and the PUC's should be made to understand the =zffect of the disallow~
ances on utility management decision waking and electricity rates in the long
term.

The Prudence Review Process: Retrospective and Commentary

In a report by R.J. Rudden Associates entitled "Nuclear Prudence Reviews:
Retrospective and Commentary" several recommendations were identical to this
study and the following additional recommendations were made.

More balance between short~term and long-term costs and benefits should be
achieved. We do not agree with some observers' views that prudence cases repre-
sent a one-time aberration in regulatory irends that will not adversely affect

investors' expectations of future treatment. The effects on ratepayers,
investors, and utility wmanagers extend well beyond near—term rtate and capital
loss 1issues. However, regulators correctly perceive, and utilities need to

recognize, that public and political response to these cases will largely be
based upon immediate impacts.

The problem of spiraling interest costs {(FAFUDC"”) during unavoidable delays aund
while the ratemaking treatment of the plant is being considered should be wmiti~
gated by interim rate relief for project costs, granted subject to refund upon
the final determination of prudence. The problems of rate shock should not be
made worse by delaying the recovery of prudeat costs any longer than is neces-
sary.

All parties need to clearly distinguish between the i1ssues of rate shock and
managerial prudence and deal with them separately. The fact that management's
actions have led to a situation which will have a major Impact on rates does not
mean that those actlons are imprudent. The prudent investment test should not
be viewed as the solution to the problem of rate shock assoclated with most
nuclear plants. It is equally unreasonable for utility managers to believe that
their responsibilities in prudence cases end with a coovincing defense of
management's actions. In order for any solution to these problems to be com—
plete;, it must adequately consider both the immediate and longer term fmpacts on
ratepayers, including the price, availability, and reliability of electric
service.

All parties should recognize the political realities of regulation and that pru-
dence cases are expensive aund imperfect means to the end of reasonable rates. A
greater recognition of the inexactlitude of the ratemaking process and long-term
need for reliable power sources should lead to a greater willingness by the
parties in prudence cases to explore settlements and compromises. In the end,
mountains of documents and armies of attorneys and expert witnesses cannot
achieve perfection in a process as inherently judgmental as the determination of
reasonable rates.
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INTRODUCTION

Utility Data Institute has prepared seven data tables with information regarding
regulatory treatment of the capital costs of utility-owned power plants. The
time period covered is generally 1982-present for plants in operation or under
construction and 1980-present for cancelled nuclear units.

Data were obtained from a variety of sources, including rate orders and decisions,
utility Annual Reports, SEC Form 10Ks, press releases and miscellaneous filings,
information compiled by trade assoclations and consultants, and personal contacts
with utilities. While coverage is not yet entirely complete, a significant

amount of new information has been added since UDI's first report on the subject
in June 1986,

Many of the cases recorded herein have involved lengthy and extremely complicated
proceedings. Some utilities have rate cases in wmore than one state, and many
newar plants have numerous joint owners. UDI has attempted to get data for the
various combinations of states, owners and plants where appropriate.

The intent of this research has been to provide representative, if not definltive,
data. Virtually all current cases are likely to continue for some time and their
final outcome is difficult to predict.

Throughout the tables, --" is used to signify either missing or unknown data
or "not applicable". Capacities are generally gross values.



Table 1

Summary oi Power Plant Rate Base Decisions

Nuciear Plants

Utility Daza Institute
#arch 31, 1987

Current Rate
% Facility init, Dec,/ Decision/  Appeal Base Phase-In  Excess Cap,
Piant/Unit M geiltey Oown Jurisdiction Locatfon  Order Date  Order Date  (Y/N) S &/m Adj. {Y/N) Notes
Byron i 1175 Commonwealth Ecison 100 1L 1L -- 4/29/86 Y < 160 L} N 1/
Callaway 1 1192 Union Electric Co. 100 MO 0 -- 4/85 Y < 100 10 year N 2/
Catawba i 1205 duke Power Co. 25 NC SC -- 9/17/85 ¥ 100 N N 3/
Catawba 1 1205 Duke Power Co. 25 sC sC - 10/3/85 ¥ 100 H ¥ 3/
;latﬂwba 2 1205 Duke Power Co. [ SC 5C .- 11/5/86 N 100 H N 4/
Catawba 2 1205 Duxe Power Co. ¢} NC 5C -- 10/31/85 N 100 L N 2/
Fermi 2 1203 Detroit Edison Co. 93 ME M 6/5/85 4/36 Y < 100 5 year Y s/
Granc Gulf L 1308 Mississippl Power & Light -- 23 ™S 9/85 9/16/86 Y 100 3 year N 1/
Grand Guif % 1305 Arkansas Power & Light -- AR MS -- -- Y 100 Y N 7/
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Table 1 (Cont'd)

Summary of Power Plant Rate Base Decisions
Nuclear Plants

Current Rate
% Faciiity Init, Dec./ Decision/ Appeal Base Phage-In  Excess Cap,

iant/Unft ] Utiliey Own Jurisdiction Location Order Date Order Date (Y/X) X (6310 Ady. (¥/W) Rotes
Grand Gulf 1 1306 New Orleans Public Service - LA M3 3/86 9/2/86 R < 100 13 year -- §/
Harris 1 955 Carolina Power & Light Co. 83.83 NC NC -~ 1126 /86 - -- - b4 9/
LaSalje 1 1132 Commorwealth Edfson Co. 100 IL 1 - 1712484 )i 100 N N

LaSalle 2 1132 Commomwealth Edison Co. 100 IL pin -- 7/12/84 ] 100 N N

Liserick 1 1100 Philadelphis Elec. Co. 100 PA PA -- 6/26/86 -- -- 3 year N 10/
McGuire 2 1220 Duke Power Co. 100 sC NC -- 2/22/84 L 100 N K

McGuire 2 1220 Duke Power Co. 100 NC NC .- 671378k N 100 N N _1_3/
Millstone 3 1209 Central Maine Power Co. 2.5 ME T .- 7/86 N 85 N N 12/
Mi{llstone 3 1209 Central VI Pub. Ber, Corp. 1.88 yI cT -- 1/2/87 N 100 N N 13/
4
Millstone 3 1209 Coanecticut Lt, & Power 52.6 [ CT - 4/1/86 N a9 5 year N y:/
Milistone 3 1209 Public Service New Hampshire 2.5 NH cT -- -- -- -- -- - n/
Mllstone 3 1209 United Illwminating Co. 3.685 fosd cr 5/6/86 11/25/86 N < 100 N N 16/
Milistons 3 1209 Western Mass. Elec. Co. 13.35 MA T -- 6/30/86 -- 76 5 year Y 17/
Nine Mile Point 2 1100 Central Hudson Gas & Elec, 9 NY NY - 7/25/86 -- 70 7 year N 18/
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Table 1 (Cont'd)

Summary of Power Plant Rate Base Decisions
Nuclear Plants

Current Rate
% Facility Init. Dec./ Decfsion/ Appeal Base Phase-In  Excess Cap.
Piant /Unit il Utility Own Jurisdiction Location Order Date Order Date {Y/N) S o/ Adj. (Y/N) Notes
Nine Mile Point 2 1100 Niagara Mohawk Power Corp. 41 NY NY .- 12/12/86 -~ 80 5 year N 19/
Nine Mile Point 2 1100 Rochester Gas & Elec. 14 NY NY -- 7/20/86 -~ 71 7 year N 20/
San Onofre 2&3 2254 Southern California Edison Co. 80 CA CA -- 10/29/86 Y 92 ki N 21/
Seabrook 1 1200 Maine Public Service 1.5 ME NH -- -- N 100 3/5 year == 22/
Shorenam 849 Long Island Lighting 109 MY MY 12/16/85 -- -- < 100 i5 year ® 23/
St, Lucle 2 850 Florida Power & Light Co. 85.11 FL FL - 8/9/83 .- 100 N N _2_3/
Surmer 1 950 South Carolina Electric & Gas 67 SC sC -- 3/2/84 -- 100 N ¥ 25/
Susquenanna 1 1152 Pennsylvania Power & Light 90 PA PA -~ 8/19/83 -- 100 H Y 26/
Susquehanna 2 1152 Pennsylvania Power & Light 90 PA PA -~ 4/25/85 .- 100 N T 27/
Wolf Creek 1 1188 Kansas City Power & Light 47 KS XS 9/27/85 11/15/85 Y < 100 3 year Y 28/
Wolf Creek 1 1138 Kansas City Power & Light 47 MO X8 4/23/86 2/6/87 -- < 190 7 year Y 29/
Volf Creek 1 1388 Kansas Gas & Elec. 47 KS KS 12/9/86 3/11/87 Y < 100 3 year N 3o/

Z9



Byron 1
Callaway 1

Catawba 1

Catawba 2

Catawba 2

Fermi 2

Grand Gulf 1

Grand Gulf 1
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Table 1

Nuclear Plant Notes

Initial order recommended disallowance of approximately
$100 million. Circuit Court Judge reversed order
(4/29/86) and excluded Byron 1 costs (approx. $2.22
billion) from rate base pending additional Commerce
Commission work.

FERC Initial Decision 6/4/86 reversed some disallowances
and changed phase-in period.

Extensive discussion in order regarding Duke Power's
actual vs. jurisdictional ownership. Question arises
due to complicated sales agreements with several public
power agencies for Catawba 1&2. Duke Power has title to
257 of Unit 1, but was only granted increase on 12.5%.
This order has been appealed to the NC State Supreme
Court.

SCPSC rejected "economic benefits” analysis and included
full allocated investment in rate base. WNo prudence
review.

NCUC allowed entire invest. in rate base; rejected state
Att. Gen. claims that all but 300 MW was excess
capacity. No prudence review.

ALJ ruled that Greenwood 1 (oil-fired, 850 MW) should be
mothballed when Fermi 2 enters operation. Greenwood 1
is valued at $282.9 million. Cost of cooperative
co~-owner capped.

FERC Opinion No. 234 allocates one-third of Grand Gulf 1
to MS P&L and 367 to Arkansas Power & Light. This is
one of many issues still in dispute. Costs of Grand
Gulf 1 provisionally accepted in both cases. On
9/16/86, MSPSC froze MS PiL rates and ordered a prudency
audit.

In February 1987, U.S. Circuit Court of Appeals reversed
its earlier (2/86) decision and gave New Orleans City
Council (rather than FERC) authority to determine
prudence and ratepayer liability of costs. By prior
agreement between NOPSI and the city, NOPSI would absorb
$51 million of cost and phase remainder in over

13 years. Prudence audit initiated.
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Harris

Limerick 1

McGuire 2

Millstone 3

Millstone 3

Millstone 3

Millstone 3

Millstone 3

Millstone 3
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CP&L has $692.6 million in CWIP presently. Prudence
review will be conducted.

Case filed 2/85 to recover costs of Limerick 1 and 100Z
of common plant. 28.27 increase to be phased in over

3 years, PA PUC ordered full public hearings. As a
result of construction deferrals in 1976 and 1978, PUC
recommend disallowance of $i.1 billion, OCA recommends
disallowance of $654 million. The $681.8 million rate
increase was reduced to $350.8 million (9.4% anmually),
to be recovered over 3 years.

Some adjustments to CWIP amount in North Carolima.

CMP can vecover 85% of $114.9 million investment.
$11 million after—tax charge against 1986 earnings.

VPSB allowed inclusiom in rate base of entire
investment. Saw no imprudence by NE Util.

By terms of a Settlement Agreement, CL&P is allowed to
recover and earn a return on pr¢ rata share of

$3.4 billion of Millstone 3 construction cost (incl.
AFUDC). Total costs estimated at $3.8 billion. As of
6/30/86, CL&P teclassified about $186 million of
Millstone 2 costs (which represents CL&P's unrecoverable
costs) to Other Property for depreciation over the
plant's useful life., The prudence proceedings were
terminated without findings.

PSNH implemented $58.9 million {(14%) interim rate hike
applied for on 5/29/86. About 1/2 related to comm. op.
of Unit 3.

DPUC approved inclusion in rate bhase of $130.3 million
of Ul's $148 wmillion investment. UI has to recognize
loss of $12 million by 1988. Decision terminated
pending prudence investigation.

MA DPU analyzed economic value of Millstovne 3 and
determined that 76% ($353 million) of WMECO's

$462 million investment would be "useful'. This amount
will be phased into rates over 5 years with WMECO
allowed to earn a return on this portion. DPU further
found that Millstone 3 had been a2 prudently managed
project and that WMECO should be entitled to recover
most of the remaining $1092 million cost from ratepayers.
Therefore, DPU directed that $95.5 million be recovered
over 10 years without earning a return with the final
$13.5 million (the equity portion of AFUDC for the
unuseful section) disallowed. On 7/25/86, WMECO filed
for a recalculation of the DPU analysis to demonstrate
that 82,47 of its investment was both "used and useful.”



18/ Nipe Mile Point 2

19/ Nige Mile Point 2

20/ Nine Mile Point 2

21/ San Onofre 2&3

22/ Seabrook 1

23/ Shoreham 1
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Effective 7/25/86, CHG&E had $222.4 million CWIP in rate
base. Disallowance over $4.16 billion CAP in proportion
to ownership interest unless "extraordinary event"
occurs. CHG&E disallowances will be approximately

$155 million of total investment of $507 million (based
on $5.878 billion costs estimate, since increased). On
7/17/86, PSC stipulated 7-year phase-in for prudently
incurred NMP2 costs. CHG&E has requested 3-year phase
in, State Consumer Protection Board has initiated a
judicial procedure challenging the 7-year phase in.

On October 3, 1986 NY PSC issued an order approving a
cost cap settlement affecting all joint owners.
According to the settlement, the maximum cost that can
be included in the cotenants' rate base is $4.16 billion
with disallowed expenditures allocated according to
ownership interests., The cap amount would only be
charged to reflect an "extraordinary event'; cotenants
stipulated at the end of the agreement trhat they were
not aware of any basis for such a claim. NMP entered
into an agreement with the cotenants on 7/15/86 whereby
the other cotenants would be reimbursed by NMP for their
portion of the difference between the first proposed
cost cap (9/85: $4.45 billion) and $4.16 billion
figure.

12/12/86 ~~ PSC ALJ issued recommended decision:

1) electric revenue increase of $130.8 million,
including $114.8 million for first year of 5-year phase
in for NMP2Z. Total of $.4 billion NMP2 costs included
in rate base for first year. Final decision expected
3/87. .

PSC adopted a 7-year phase-in plan for RG&E costs up to
the cost cap. RG&E share of estimated costs of NMP2 of
$6.151 billion would be $882 million with disallowed
costs of approximately $25%9 million.

CPUC disallowed as imprudently incurred $344.6 million
of Unit 2&3 $4.5 billion construction cost even though
the CPUC ALJ recommended that none of the Unit 2&3
investment be disallowed. SCE filed appeal 12/8/86 for
rehearing on $284.4 million of disallowance. Prudency
hearings were completed 5/23/86 (started 1983). (CPUC
has also approved a stipulation that for every
disallowed dollar of SONGS investment by SCE 19.3¢ of
SCE's investment in Palo Verde should be disallowed.)

ME PSC will allow complete recovery of costs with or
without sale to EUA. 3-year phase~in 1f sale is
consummated, 5-year phase~in w/no sale,

PUC gave LILCo a $1.4 billion imprudence disallowance in
12/86. NYPSC adopted plan calling for 15-year phase in
of all prudent costs. Annual rate increases of 4,5-5%.



24/ St. Lucie 2

Zé/ Summer 1

26/ Susqueharmna 1

27/ Susquehanna 2

28/ Wolf Creek 1

29/ Wolf Creek 1

66

Decision incorporates an incentive/penalty plan
referring to operation of the unit. Plan in effect for
the first 12 wmonths of service.

While 1007 of SCE&G Summer capital costs was imcluded in
rate base, the PSC excluded $123.2 million of net plant
in service which in effect recovers 400-MW of "average
production plant" (slice of the system) from the rate
base. This was attributed to “excess generation
reserves'"., Carrying costs for plant to be phased in are
deferred and are to be recovered over some future
period.

PP&L not allowed to earm a returm on the net plant
investment in a 945 MW slice of the system, PP&L can
recover depreciation and other operating costs
associated with the excess capacity.

(PA) Capacity equivalent to PP&L share of Susquehanna
was determined to be excess. ALJ recommended
disallowance of the total return on a 945 MW slice of
the system. PUC reduced PP&L's annual revenue
requirement "by the dollar value, adjusted for taxes, of
the equity return on 945 MW valued at the specific
depreciated original cost per MW of SSES 2 . . ." This
adjustment to continue until PP&L makes a showing that
1) the net benefits to ratepayers exceed the net costs;
or 2) the that capacity is necessary for system
reliability. Total annual base rate revenue requirement
is reduced $161,417,000.

KCC order held that: 1) KCP&L jurisdictional investment
in Wolf Creek should be reduced by $40.3 million (excess
manhours and construction costs) and demied return and
depreciation on that amount; and 2) for rate of return
purposes, Kansas jurisdictional investment was further
reduced by $288.7 million for economic revaluation and
alleged excess capacity of 314 MW (KCC allowed
depreciation on this amount). Economic revaluation
based on costs ($1290/kw) of hypothatical coal plant and
KCP&L filed an appeal with U.S. Supreme Court 11/14/86
seeking a review of thils adjustment.

Latest stipulation and agreement finalizes several
arrangements including: 1) no further attempt to rate
base $92 million of Wolf Creek investment specifically
disallowed by MPSC; 2) makes KCP&L shave financial
burden of MPSC-assumed 395 MW excess capacity on system
in 1990 by allowing only one~half of the common equity
return on 757 of the allowed jurisdictional rate base;
3) reduced jurisdictiomal rate base by $103 million for
unexplained cost overruns, mismanagement, and investment
in common facilities; and 4) allows recovery of costs
for $74 million of plant additions from 3/85~9/85 and
$89 million of deferred costs from 9/85-5/86 (latter
costs to be amortized over 10 years).



30/ Wolf Creek 1
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Cn 3/11/87, KCC ruled that: 1) KG&E will delay several
rate increases ordered earlier; 2) KG&E will phase out
WC excess capacity by 53.8 MW/year from 1/1/88-1/1/92;
3) KG&E will be allowed to value the plant at $2376/kw
rather than $1290 as in the original order; 4) KGAE will
include in cost of service undepreciated costs of WC
found to be imprudent ($128 million). Chronology of
KG&E case follows. Originally sought a $370.9 million
increase, to be phased In over 5 years. The commission
allowed the company a $169.6 million increase, to be
phased in over three years. The company was allowed a
$135 million increase the first year (Oct., 3, 1985, to
Sept. 27, 1986), $20 million the second year (which
began Sept. 27, 1986), and $14.6 million the third year
(scheduled to be effective Sept., 27, 1987)., A
fourth-year $15.6 million increase, scheduled to be
effective Sept. 27, 1988, was authorized to remain in
effect in years 4, 5, 6, 7 and 8. 1In year 9, rates were
to be reduced by $15.6 million, and $169.6 million was
to be the permanent Iincrease.

KCC reduced KG&E's request by 54 percent because of
construction imprudence, excess physical capacity (the
commission found that 327 megawatts of KG&E's share of
Wolf Creek was excess capacity -- not currently required
to be used) and excess economlc capacity. (In comparing
Wolf Creek's cost te that of a coal-fired plant, the
commission found that Wolf Creek should be valued at
$1,290 per installed kilowatt of capacity, rather than
the approximately $2,600 that that the companies had
spent.).



Tabie 2

Summary of Power Plant Rate Base Declsions
Coal-Fired Plants

Urility Data Institute
March 31, 1987

% Facility Init, Dec./ Final Dec./ Appeal ;::: Phase-In  Excess Cap,

Plant/Unit w Utilicy Own Jurisdiction Location Order Date Order Date  {Y/N) . (/®) Adj. (¥/™) Notes
AB Brown 2 265 Southern Indiana Gas & Elec. 100 IN IN -- 2/5/86 -- 100 2 year N

Beile River 1&2 1398 Detroit Edison Co. 81 Ml MI -- 7/16/85 Y < 100 N M 1/
Big Cajun Iwo 3 565 Gulf States Utiiities Co. 42 LA LA -- 12/12/83 Y 100 N N

Big Bend 4 455 Tampa Electr:c Co. 109 Fu FL -- 12/13/85 .- < 100 N b

8randon Shores 1 635 Baltimore Gas & Zlec. Co. 100 D MD -- S/29/84 -- 100 N N

Colstrip 3 718 Montana Power Co, 30 Mr M -- 8/28/8% Y 100 4 year N

Colstrip & 778 Paciflc Power & Light 19 OR M1 -- 1/8/817 -- < 190 -- -~ 2/
Crystai River 5 739 Florida Power Corp. 100 FL FL -- 10/12/84 - 100 N N

Doiet Hills 1 720 Central louisiana Elec. Co. 50 LA LA -- 7/14/86 Y 100 N N 3/
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Summary of Power Plant Rate Base Decisions

Table 2 (Cont'd)

Coal-Fired Plants

L Facility Init, Dec./ Final Dec./ Appeal g:;: Phase-In  Excess Cap.
Plant/Unit - Ytilivy Own Jurisdiction Location  Order Date  Order Date  (Y/N) 5 (Y/8) Adj. (Y/N) Notes
£dgevater S 380 Wisconsin Elec. Power Co. 25 W1 Wi - 1/3/85 - 100 N N
Gibson 5 668 Public Service Indiana 50,05 N I8 -- 1/20/83 .- 100 N N
Holcomb 1 38 Sunflower Elec. Coop, 160 KS K8 -- 4/2/85 -- 100 6 year Y 9_/
Hunter 3 430 Utsh Power & Light Co. 100 vT uT 100 X N
Hunter 3 430 Utah Power & Light 100 WY uT - 3/1/85 -- 100 Y N 5/
Independence 1 800 Arkansas Power & Light 31.5 AR AR .- - - 100 N N S
Independence 2 800 Arkansas Power & Light 1.5 AR AR -- -- - 100 I3 N
Jeffrey 3 720 Kanaas Power & Light (23 XS s 5/26/83 1/17/85 -- 100 N N
Limestone 1 809 Houston Lighting & Power 100 v g b 4 11/7/86 -- .- 100 L Y &/
Kilien 2 666 Dayton Power & Light 67 o o -- 4/83 .- 100 )] N
Loufsa 1 685 Yowa Power & Light Co. 30.5 1A IA -- 9/8/83 “- 100 Y Y 1/
Mayo 1 749 Carolina Power & Light 83.83 NC NC - 9/19/85 .- 100 N R
Muskogee 6 572 Oklahoms Gas & Elec, Co. 100 oK oK -- 12/20/85 -- 100 Y N 8/
North Valmy 2 293 Sierra Pacific Power Co. 50 NY NY -- 10/28/85 b 100 N M 9/




Table 2 {Cont'd)

Summary of Power Plant Rate Base Decisions
Coal-Fired Plants
Rate
% Facility Init, Dec./ Final Dec./ Appeal Base Phase-in  Excess Cap.
Plant/Unit MW Utiliry Own Jurisdiction Location Order Date Order Date  {Y/N) X /N Adj. (Y/N) Notes
Horth Valmy 2 290 Idaho Power Co. 50 pe] NV - 10/28/85 N io0 2 year N 19/
Petersburg & 552 Indianapolis Power & Lignt 100 N iN - 7/86 N 100 2 year N
Pirkey 1 720 Southwestern Elec. Power 85.9% LA X .- 2/21/85 -- 100 N N
Plains 1 233 Plains Elec. G&T Coop. 100 i) M 12/21/84 2/4/85 -- 100 N N 1/
Pleasant Prairie 2 617 Wisconsin Elec. Power Co. 100 WI Wl -- 1/3/85 -- 100 N ¥
Reid Gardner 4 295 Nevada Power Co, 32.2 NV NV -- 12/20/83 Y < 100 N N
RM Schahfer 17 393 No, Indlana Public Service 100 N 18 -- 8/9/84 -- 100 b H 12/
Rockport 1 1300 Indiana & Michigan Electric 50 in iN -- 12/3/84 -- 100 2 year N 13/
Rodemacher 2 552 Central Louisiana Elec. Co. 30 LA LA -- 10/17/83 - 100 N N
San Juan & 550 Public Service Mew Mexico 62.7 MM MM -- - -- -- Y Y 1/
Somerset 1 710 tlew Yorx St. Electric & Gas 100 NY MY -~ 4/18/84 -~ 100 3 year b
Tolk 1 565 Southwestern Pub, Serv, 100 X = .- 6/23/82 -- 100 N N
Tolk 2 565 Southwestern Pub. Serv, 100 TX X -- 6/30/86 -- 100 N N 15/
WA Parish 8 615 Houston Lighting & Power 100 pod X -- -- 100 N N

0z



Belle River 1&2

Colstrip 4

Dolet Hills 1

Holcomb 1

Hunter 3

Limestone 1

Louisa 1

Muskogee 6
North Valmy 2
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Table 2

Coal~-Fired Plant Notes

On 12/16/86, Ingham County Cir. Court remanded some
issues frow rate case to MIPSC. Essentially requlres
PSC to reverse a $12.1 million disallowance from 7/16/85
case.

PUC allowed $22.6 million (4%} permanent rate hike,
Company had requested $22.6 million hike on 6/16/86 for
rate base inclusion of Unit 4 and pollution control
costs for Jim Bridger. PUC allowance also includes
other projects, so request not fully granted.

CLECO obtained "excess revenues"” during test period.
Led to refusal of rate increase on 5/1/86. Overturned
by State District Court on 7/14,

Utility proposed to place 60Z of unit cost in rate base
first year with 107 to be included each of the next 5
years. At 4/2/85, 577 was authorized for inclusion.
This could be considered an excess capacity adjustment.

One-third of unit's costs allowed in rate base with "a

"carrying charge" of the overall rate of return on rate
base granted in this case to be applied on that part of
Hunter 3 Unit and the other power plants not allowed in
rate base." Treatment of this portion to be determined
in future case.

First HL&P unit to be examined under revised PUC
by-laws. Prudence review expected to end 9/86. Rate
case filed 3/19/86. Approximately $593 million of

Unit 1 costs already in rate base. Unit 1 classified as
plant-in-service; allowed $677 million CWIP in rate
base.

An order setting interim rate levels incorporates an
excess capacity provision that eliminates the return
associated with common equity on a 267 MW "slice of the
system",

AFUDC amortized over lO~year period.

$74,000 removed from rate base for certain equipment
declared surplus after construction completed.



10/ North Valmy 2

11/ Plains 1

12/ RM Schahfer 17

13/ Rockport 1
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PUC rehearing refused return on equity -- based on "used
and useful”. Rehearing 10/86. Granted only $980,000 of
$84 million (1.16%Z) requested rate increase.

To reduce rate impacts of new plant, PSC adopts
decelerated ("Sinking Fund'") depreciation for plant
costs., Utility is directed to keep PSC apprised of
results of aggressive marketing schewe to utilize excess
capacity.

After a series of hearings and rehearings, the costs of
RM Schahfer 17 were placed in the rate base. The order
contained a cap on KM Schahfer 18 costs that could be
included in rate base.

PSCI approved a two-step rate increase of $48,500,000
and $23,000,000, respectively for T&M. The first step,
effective December 10, 1984, concurrent with the
commercial operating date of Rockport 1 and the second
step, effective one year later, excluded from rate base
$315,153,000 and $245,000,000, respectively, of
construction costs associated with Rockport 1 but
allowed I&M to accrue a deferred return based on a rate
equal to its AFUDC rate and to defer amnual depreciation
expense on the amounts excluded from rate base. The
second-step rate levels provide for amortization of the
first—step deferred return and deferred depreciation to
cost of service over a 30-year period.

In August, September, and October 1985, FERC issued
orders approving settlement agreements providing for a
total increase of approximately $47,216,000 in three
steps. Step I of approximately $17,446,000 was
effective in October 1984; Step II of approximately
$17,534,000 was effective in December 1984, and Step III
of approximately $12,236,000 was effective in

December 1985. As agreed by the parties, the Step II
and Step III rates excluded from rate base $170,724,000
and $132,721,000 respectively, of construction costs
associated with Rockport 1 but allowed I&M to accrue a
deferred return based on a rate equal to its AFUDC rate
and to defer annual depreciation expense on the amocunts
excluded from rate base, The Step III rate levels
provide for amortization of the Step II deferred return
and deferred depreciation im cost of service over a
30-year period.

As a result of the above rate proceedings, I&M had
recorded through December 31, 1985, a deferred return of
$63,661,000 and deferred depreciation of $16,652,000 on
Rockport I.
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14/ San Juan 4 As of 1985, 202 MW of San Juan 4 had been "inventoried",
the unit having contributed to capacity over PSNM's 207
reserve margin. The inventory process involves cash
recovery from customers when plant 1s needed to meet
service requirements. PSNM's total share (390 MW) of
Palo Verde will also be inventoriled.

lé/ Tolk 2 Approximately $2.57 million excluded from plant in
service. These are costs associated with certain
expenses for Tolk 2 and a transmission line that were
incurred prior to the end of the test year but were not
closed on the company's books. These costs were
determined to be not properly part of the company's test
year end plant in service.



Table 3

Summary of Power Piant kate Base Decisions
Other Plants

Utility Data Ingtitute
March 3%, 1987

% Facility Init, Dec,/ Final Dec./ Appeal §:§: Phase-In  Excess Cap.

Plant/Uniz W F Urility Oown Jurisdiction Location Order Date Orger Date  {Y/N) B /N Ady. (Y/N) Notes
Bath County 1-6 2100 PS Monongahela Power Co. 1 WV w -- 6/30/86 -- 100 3 year N 1/
Bath County 1-6 2100 PS Potomac Edison Co. 11 wv wv -- $/30/8% -- 100 3 year N

Bath County 1-6 2100 PS Vest Penn Power Co. 18 PA PA -- 7/26/86 -- 100 -- N 2/
Blundeil 1 20 GH Utah Power & Light 100 i Ut -- 9/10/84 -- 75 N N 3/
Chalk Point & 659 0 Potomac Electric Power Co. 100 oc ool -- 2/28/83 -- 100 N N af
Helms 1-3 1053 PS Pacific Gas & E:ectric Co. 100 CA CA -- 8/21/85 -- 97 Y N s/
ettle Falis 1 53 % Washington Water Power Co. 100 D WA - 11/19/84 ~- 90 N N

Yi



Bath County 1-6

Bath County 1-6

Blundell 1

Chalk Point 4

Helms 1-3
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Table 3

Other Plant Notes

On 11/7/86, WV Sup. Ct., accepted appeal by industrial
intervenors of 6/30/86 order. Suspended PSC order but
specified that if PSC conducts rate hearing, court may
render its instant order moot.

PUC allowed full recovery of company's share. No excess
capacity found. ALJ recommended decision that all
associated costs and revenues be allocated for and
collected through the energy costs rate wechanism. This
decision incorporates plant treatment as an energy
storage device and removes project costs from current
rate proceedings.

Idaho PUC ruled that 25% of the cost of the unit is
related to research and development: these costs are to
be amortized as an expense over 5 years with the
unamortized portion not included in rate base.

Remaining 757 of unit costs allowed in rate base.

Last utility-owned, o1l fired, steam electric unit built
in U.S.

The Helms Final Opinion excludes treatment of an
additional $229 million in capital expenditures related
to the reconstruction of the Lost Canyon Pipe Crossing.



Table 4
Summary of Power Plant Rate Base Decisions Pending

Utiiity Data Institute
March 31, 1987

Current
L Pit. Decision Prudence Cost

Plant/Unit M F Uriliey Own Juris. Loc. Date Review Cap CWiP  Notes

Big Cajun Two 3 565 C OGulf States Utilities 42 > 1A 7/13/84 N N T TX order denied recovery of BCT 3 costs due to CO after test year,
Order has been appealed.

Braidwood | i175 N Commonweaith £dison Co. 100 H % L 3/28/86 Y Y -- Prudence review proposal due before il Commerce Commiss:on (ICC)
6/9/86. Report due early 1987, Proposed order (still pending iCC
action) includes cost cap of $5.05 bilifon for units 142,

Braidwood 1/2 4700 N Commonwealth Edison 100 iL L -~ - .- Agreement between CE, IL Att, Gen., etc. on 12/19/86: 1) CE

Byron /2 increase rates i3% on 7/1/87, with 5-year subsequent freeze; 2) CE
to establish GENCO to own units, but would keep the $7.1 diilion
investment out ¢{ IL rate base. Meeds ICC approval.

Clinton 1} 990 & 1llinots Power Co. 80 in 1L 8/7/85 Y Y Y 1ilinois Commerce Commission order (8/7/35) set cost cap of $2.698

bilifon, Two-phase audit being conducted dy Touche-Ross and
Kielven-Wurster, Phase 1 report (filed 1/9/8%) covers period from
project start to 3/B5: consultants contend that detween 5294 and
S46L miilion In expenditures assoclated with 1982 stop work order
were unreasonable. Mo decfision as of 2/87 by PUC. IPC retained
TBA, f£basco, and Burms & Roe for independent audit. ICC wiil hold
hearings to conslder the resuits of the various audlts. Rate hike
of §66 miliion {9%) put into e{fect 10/4/86, after fuel loading;
$352 miliion CWIP? allowed into rate base. At full power license,
addiztonal $72 million (9%) rate hike to be effective, along with
another $364 militfon CWIP in rate base.

9/



Plant /Unit

Comanche Peak 142

12

2384

Table 4 (Cont'd)

Summary of Power Plant Rate Base Decisions Pending

Current
% Plt. Decision Prudence Cost
F Utiliey Own duris., Lloc, Date Review Cap

N Tenas Utilities 87.83 TIX 4 4 - Y -

Notes

At 4/87, Comanche Peak 1&2 were scheduled for service in 1989 at a
total cost excluding AFUDC estimated at 55.27 bfllion. At
12/31/86, TU had invested about 54.6 million {toral) with

$1,286 billion CWIP in rate base. TU has stated that 1t does not
plan to include any additional Comanche Peak costa in rate base
untll C0 of Unit 1. Initial rate increase for CP 1 can be held to
about 10% according to TU estimate.

Disblo Canyon 1&2

1137

N Pacific Gas & Elec. Co. 100 CA CA 12/18/85 Y N

Approximately $3.3 billion transferred to electric plant in gervice
after comrerci{al operation of Unit 1 (5/7/85). 1In March 1985, PG&E
and CPUC public staff stipulatfon to set up a rate mechanism was
approved, Mechanism has two components: 1) an adjustment account
(DCAA} recognizes revenues for expenses incurred and a return on
muclear plant in service; and 2) an interim adjustment {DCIA) to
asccumglate the value of furl ssved. The DCIA was terminated
12/18/85 when PGSE was allowed an annual rate fncrease of $53.8
million to cover Unit 1 O&M costs. Final recovery of plant capital
costs will not be authorized until the completion of a prudency
audit, probably in 1988. State Supreme Court in 10/86 refused to
review 12/85 PUC decision to grant interim rate relief for

Units 31&2,

Hope Creek 1

1117

N Atlantic Electric 5 HJ N 2/20/87 -~ ¥

BPU disaliowed recovery of 322.4 million in const. costs, Also
applied provisions of a cost contalmment agreement to excess costs
of 517.1 wmillfon - company can recover, but 20% of excess

($3.4 million) excluded from rate base for computing a return. BPU
also established performance standard for nuclear units in which AE
has interest - incentive 1f units run at §0% cap factor or better,
penalty is at or below 60% AE thinks cap, fact of 55.5% more
appropriate target.

Hope Creek 1

1117

N Public Service Elec. & Gas 95 NI N 2/6/87 Y N

NJIBPU disallowed $455 million as not prudent, Hearings to be held
on treating plant as cogen facility - charge by avoided cost.

LL



Table 4 (Cont’d)

Summary of Power Plant Rate Base Decisions Pending

Current
% Plt. Decision Prudence Cost

Piant/Unic Utilivy Owm Juris. Loc. Date Review Cap CWIP Notes

(3

louisa 1 685 C Iowa-Illinois Gas & Elec. 43 1A 1A 4/25/84 N N - Appeal of restrictive excess capacity adjustment in progress. Not
resolved as of 1985 Annual Report.

Palo Verde 1 1403 N Arizona Public Service 9.1 AZ AZ  12/5/86 N N ACC allowed APS to defer capital costs, depreciation, taxes, and
O&M expenses to reflect diiference between time Unit i reached CO
and time of final ratemaking order recognizing unit would be
decided, Conditions: 1) Cap on O&M expenses; 2) NRC fines not
included in O&M. Approximately one half of PV1 costs in AZ PS rate
vase. 1In 9/85, 4-stare audit volded by agreement w/ ACC for APS
ratepayers to pay entire $5,5 million audit cost. 12-14 wonth
audit, ACC issued order providing for rate base inclusion of
$210 willion (approx. 25% of PV 1 gosts) but made inclusion
"interim or temporary in nature" pending further ACC order. Order
also established 1/1/86 COD rather than 2/13/86 for PV @ and spiits
common cost8 into 3 egual portlons for rate Hase inclusion as
Units 1-3 enter operation.

Palo Verde 1-3 4209 N El Paso Plec. Co. 15,8 X AZ 1/8% -- -- -- T# PUC authorized rate base inclusion of SO% of Palo Verde CWIP
Appealed to state district court. Currently, decision {s stayed,
In 12/86, company iiled a request with TX PUC regarding COD for
PV 2. New filing for PV inclusion as "plant-in-service" scheduled
for spring 1987. E1 Paso compieted sale and leaseback of PV 2 in
eight transactions from August-December 1986.

Palo Verde 1 1403 N El1 Paso Elec. Co. 15.8 HH AZ  2/26/86 Y -- -- PSC allowed #1 in rate base on 3/26/86. Prudence may be issue
later., PSC later filed for "rate moderavion" for #i, 12/5/86 ~-
£1 Paso, PSC, Att. Gen., etc. signed "Agreement in Principle’:

1) regulatory disaliowance equal to MM share {3100 milliom); 2) no
part of Unit 3 to be allowed in rate base at any time; 3) Unit 2
phased in by 12/31/B7, Needs final approvai. Pending case
regarding #1 costs belng sppealed. Prudence came up in CWIP issue.

8¢



Table 4 (Cont'd)

Summary of Power Plant Rate Base Decisions Pending

Current
% Pit. Decision Prudence Cost

Plant/Unit F Urilicy Own Juris. loc, Date Review Cap CWIP Notes

i3

Palo Verde 2 1403 N Arizona Public Service 10,2 AZ AZ 2/87 Y N ¥ APS filed revisions to rate case on 12/19/86. Proposed 3-year
phase in. No additonal rate hikes before 1/1/91. AZ Corp.
Commission recommended APS be given less than 1/3 of §194 militon
requested to pay for Unit 2 (would allow hike of $62,2 million,
effective 9/1/87). Also advocates reducing APS fuel charges
simultaneously and proposed new incentive plan for APS to include
all generating units and purchased power, AZPS completed
sale/leaseback of 42% of share of PV 2.

Palo Verde 2 1403 N Public Serv. New Mexico 10.2 M AZ 9/86 - -- -- State Supreme Court upheid 17/84 PSC order adopting PSNM
inventorying method -- PV power not in rate base until energy
needed -- est, to he year 000,

Perry 1 1250 N Cleveland Elec. I1l. Co. 31,1 OH/PA  OH .- ¥ N -- Rate bagse CWIP discontinued 3/85. Touche-Koss/Nielsen Wurster
prudency audit report eapected 7/66. Capital cost treatment will
probably be a separate issue in OH, rolled into general case in PA,

Perry 1 1250 N Cleveland Elec. 111. Co. 31,1 OH/PA OH  7/8& Y .- .- PUC conditionally granted 6% {576 million) rate increase,
$37 million =ffective 7/86, balance subject to approval when plant
at 20% power, Company asked for 11% (5140 miliion). Plant reached
20% power 2/2/B7,

Perry 1 1250 N Duquesne Light 14,0 PA Ot 3/87 -- -- -- Filed case for $47 million for Unit 1 costs. Plans to abandon
interest fn Unit 2., PUC authorized "early window" deferral
accounting (5/86}. PUC denied 558 million annual rate increase to
cover Ferry costs and ordered $18.6 million snnual reduction
(3/87).

Perry 1 1250 N Ohio Edison Co. 30 OH OH 2/87 -- .- -- O PUC authorized OH Edison to refinance construction costs by
entering into 1 or more sales and leaseback transactions. Soid 30%
of its ownership and leased back same. Aggregate amount financed
was 5509 milifon,

6L



Piant/Unit

Perry 1

I

1250

Table 4 (Coat'd)

Summary of Power Plant Rate Base Decisions Pending

Utility

Pennsylvania Power Co.

Juris,

Plt,
Loc,

Current
Decision
Date

Prudence
Review

PA

OH

6/86

Cost
Cap

cu1p

Notes

State Consumer Advocate contending excess capacity in rate case
filed in June 1986,

River Bend i

991

Gulf States Utilities Co,

70

LA/TX

iA

Rate case filed 9/30/85 in LA. On 5/27/86, LPSC voted 3-1 to
dismiss River Bend portion of current piant-in-service case. GSU
is waiting for written order prior to decision on next step, T1{
LPSC action stands, a new filing will be required after COD. OKA
inftially recommended disaliowance of 51.589 biilion (incl. §$357
AFUDC) in TX case. Draft stipulation distributed {n TX case
5/15/85., Declared commerclal 7/16/86 by TPUC & LPSC. Requested
$202 million (26%) In-service rate increase from LPUC on 7/24/R6,
Filed with TPUC for Sls4.1 milllon (26%) rate increase on 1i/i8/86.
On 1/27/87, TPUC granted $39.9 million emergency rate increase
w/stipulations. LPSC cenied GS!' $100 million interim rate Increase
on 12/2/86. LPSC suggested sale of assets to raise cash. (SU
appealed on 12/5/86, TX prudence audit In progress,

KM Schahfer 18

393

No. Indiana Publiic Service

100

8

M

u/22/87

Filed with PSC for rate hike of 3.75% Iin 1987 and 1988, and 0.91%
in 1989; moratorium until 1991 on rate hikes., Unit 18 to be phased
in over 5 years, PUC had not resoived case as of 2/87,

Seabrook 1

1209

Public Service N

47,58

NH

PSNH will file for 351.57 biliion in Unit 1 costs when plant enters
service, Condition: wiil no longer attempt to charge ratepayers
for Seabrook #2 or Pilgrim #2, Expect 10% annual increases f{ot

5 years for Unit 1,

Seabrook 1

1200

Connecticut Light & Power/
United Iliuminating Co.

31.82

NH

Connecticut Dept, of Public U
billion related to ownership of
United Iliumineting Co.

ity Control set cost of cap of $4.7
Connecticut Light & Power and

Seabrook 1

1200

United Tlluminating Co.

HH

On 9/27/87, CT DPUC set cost up of $4.7 billion, UIL assumes that
it loss of about $125 miliion will theredby be incurred. Various
appeals have been made,

(=]
=]



Plant /Unit

South Texas 1&2

1%

2624

Table 4 (Cont'd)

Summary of Power Plant Rate Base Decisions Pending

i

Utilicy

N Houston Lighting & Pwr

Current
% Ple. Decisfon
Own Juris. Loc, Date

Prudence Cost
Review Cap

30.8 Ix ped 7/86 Y -

CWIP Notes

PUC-commissioned audit found $1.1-1.3 billion of $5.5 billion
const, costs due to mgmt. imprudence. PUC expected to recommend
$1.3 billion excl. frowm rate base when plant begins operation in
late 1987, Util. disagrees. Prudence audit in progress.

Vogtle 1&2

2320

N Georgla Power Co.

45.7 GA GA 12/16/86 Y Y

Prudence audit in progress for Units 1&2. PSC allowed GA Pwr to
defer operating costs, depreciation, and other expenses for #1 from
COD to date lst reflected or partly reflected in company's rates.
Cost cap for GA Pur is $3.56 billion, which is company share of
$8.35 bilifon project cap. 3/87 -- Will take after-tax charge of
5226 million against earnings.

Waterford 3

1165

N Louisiana Power & Light

100 LA LA 11/14/85 Y Y

Utility proposed to include 90% of construction costs in rate bas:,
Emergency rate retief granted on several conditions including:

1) Grand Gulf 1 treatment be agreed to by all parties; 2) LP&L
forego recovery of $284 million of Waterford's costs regardless of
prudency outcome (additional investment may be disallowed); 3) LP&L
must cefund certain billings related to Crand Gulf 1. Prudence
audit found only 5% of $Z,8 billion to be imprudent {(11/R86).

1316

¥ Washington Water Power

5 w WA 2/87 - -

2/87 -- Proposed settlement: 1) WWP can recover 54.1%

{515,5 mtllion) of its total investment during 1987; 2) WWP will
seek no further rate recovery for No, 3 investment; 3) represents
recovery over 32,5-year perfod of $79.6 million of WWP's total
5124.2 million investment (WA portion).

18
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Table 5

Rate Base Treatment of
Cancelled Nuclear Plants

Plant/Unit: Allens Creek 1

Utility: Houston Lighting & Power

Utility Z: 100

Capacity (MWe): 1200

Cancel Date: 8208

Sunk Costs ($MM): 362

Rate Base Treatment: 6/82 —~ HLP filed with PUC for general rate

increases to recover emntire investment over
10~year period using an accelerated
amortization method.

12/82 —~ PUC order: 1) disallowed recovery
of about $166 million incurred after 1/1/80
as imprudent; 2) tax savings assccfated with
unrecoverable portion to be passed through to
ratepayers over 10-year period. HLP charged
$287 million ($168 million after-tax) against
4th quarter income. PUC allowed recovery of
$195 million on straight—-line basis over
10-year period; however, due to tax savings
treatment, allowed recovery was reduced to
$84 million.

6/84 —— Travis County Dist. Ct. ruled that
certain punitive measures in 12/82 PUC order
had been imposed without legal authority:
after costs disallowed, became non~utility
matter and flow-through of tax savings should
not have been reflected.

PUC appealed Dist. Ct. ruling to Austin Ct.
of Appeals.
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Table 5 (Cont'd)

Plant/Unit: Barton 1&2

Utildity: Alabama Power Co.

Utility 7: 100

Capacity (MW): 2400

Cancel Date: 7711

Sunk Costs (Million $): 34

Rate Base Treatment: Filed to amortize as an operating expense

over 5~year perlod and to collect im full,
Began to amortize in 11/77.
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Table 5 (Cont'd)

Plant/Unit: Bailly 1

Utility: No. Indiana Public Service

Utility Z: 100

Capacity (MWe): 660

Cancel Date: 8108

Sunk Costs ($MM): 190.747

Rate Base Treatment: 11/16/81 -~ NIPSCO filed with IN PSC to

amortize invesiment over 5~year period and to
recover such amounts through rates.

8/11/82 —— IN PSC provided for amortizatiom
and recovery over 15-year period.

10/6/82 -~ PSC denjed intervenor petitiom for
rebeaving that challenged amortization.

9/28/82 ~~ PSC adopted new rate order
(identical to 8/11/82 order) to remedy
alleged procedural defects in former.

10/22/82 -~ Intervenors appealed 9/28/82
order to IN Court of Appeals.

12/27/84 —- Court of Appeals reversed PSC;
found that IN law does not allow the ordered
amortization. NIPSCO petitiomed for
rehearing.

2/7/85 -~ Court of Appeals denied NIPSCO
rehearing. Company will petition for
transfer to IN Sup. Ct.

11/19/85 =- IN Sup. Ct. denied amortization
of Bailly.

1/3/86 ~- Denied rehearing of 11/19/85
decision. Company will appeal to U.S. Sup.
Ct. NIPSCO recorded extraordinary loss of
unanortized costs of about $148.4 million
($94.8 wmillion after taxes).

1/7/86 ~~ Company f{iled petition with PSC to
begin evidentiary proceedings to determine
effect of IN Sup. Ct. order upon revenue
levels of the company, including NIPSCO
obligations (if any) to make vefunds to
customers.

1/14/87 -~ PSC ordered NIPSCO to refund
$54.7 million relating to Bailly costs
amortized through 12/31/85 and related
expenses during 1986. Company requested
rehearing; was denied. Will file court
appeal of decisiomn.



Plant/Unit:

Utility:

Utility Z:

Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):
Rate Base Treatment:

Table 5

85

(Cont'd)

Black Fox 1&2

Publ
60.9
2450
8202
260
A.

ic Service Oklahoma

Oklahoma

6/82 -- 0CC allowed PSO ratable recovery
through 10-year amortization plan, with
return on unrecovered costs after
deduction of related deferred income
taxes. Part of recovery to be made
through certain revenues realized by PSO
($6.348 million in 1982 and $53.60 prior
to 1982). '

Appealed by OK Att. Gen., alleging that
0CC exceeded statutory and
constitutional authority in granting PSO
recovery of investment. Another party
appealed on procedural grounds.

1984 -~ OK Sup. Ct. affirmed 0OCC
decision with respect to procedural
matters,

7/85 -~ Attn. Gen. appeal dismissed as
result of settlement, part of which
required PSO to make one-~time cash
payment to customers of $15 millionm.

FERC

3/82 -~ PSO filed rate hike request for
$1.9 million with FERC to reflect
amortization of plant. Placed rates in
effect 10/82, subject to refund,

12/82 -~ PSO filed Offer of Settlement
with FERC, combining $1.9 wmillion
request with previous one for

$8.2 million (reduced to $7.2 millionm).

2/83 -~ FERC issued order permitting
reduced amount to become effective
1/1/83, subject to refund. Opposed by
Att. Gen.

6/83 — FERC Final Order that provided
for recovery, over 10 years, of FERC
jurisdictional portion of costs.



Plant/Unit:

Utility:

Utility 7:

Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):
Rate Base Treatment:

86

Table 5 (Cont'd)

Black Fox 1&2

Western Farmers Electric Coop.

17.39

2450

8202

1.85

Recorded investment as a deferred debit.



Plant/Unit:

Utilicy:

Utilicy Z:

Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):
Rate Base Treatment:

87

Table 5 (Cont'd)

Callaway 2
Union Electric Co.

100
1185
8110

70 (after tax)

A.

Missouri

10/21/83 -~ MC PSC ruled that recovery
of $37 million cancellaticn costs in MO
jurisdiction barred by state statute
prohibiting rate recovery of cost of
facility before it is fully operational
and used for service. UE appealed.

2/26/85 ~~ MO Sup. Ct. ruled.that
statutory ban does not apply to
cancelled plants; remanded issue to PSC
for further proceedings.

Other jurisdictions

Costs presently being collected through
rates or cases under review,
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Table 5 (Cont'ad)

Plant/Unit: Cherokee 1

Utilicy: Duke Power Co.

Utilicy 7: 100

Capacity (MW): 1343

Cancel Date: 8306

Sunk Costs (Million %): Included with Units 2&3

Rate Base Treatment: All jurisdictions (NC, SC, and FERC)

permitted recovery of costs incurred through
4/3/83, over a 10-year period. Duke will
seek recovery of remaining incurred costs.



Plant/Unit:
Utility:

Utility Z:
Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):

Rate Base Treatment:

89

Table 5 (Cont'd)

Cherokee 2&3

Duke
100

2686
8211

Power Co.

632.127

A,

Note:

North Carolina

PUC allowed for amortization recovery of
all costs incurred through 4/30/83.
10-year recovery period; began 10/83,
South Carolina

Same treatment,

FERC

Same treatment.

Sunk costs listed here also include
Unit 1
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Table 5 (Cont'd)

Plant/Unit: Clinton 2

Utility: I1llinois Power Co.

utility Z%: 80

Capacity (MWe): 990

Cancel Date: 8310

Sunk Costs ($MM): 34.8

Rate Base Treatment: Construction and cancellation charges

deferred and classified as unamortized
deferred abandonment costs. Filed request to
recover all costs over 3-year period and to
earn a return on the amortized balance during
that period.

8/7/85 ~~ ICC decision given: 1) allowed
amortization and recovery through rates of
$31.9 million of $34.8 million invested;

2) set 5~year period for recovery; 3) no
return on the unamortized balance of the
investment during that period; 4) disallowed
that portion of AFUDC recorded after
construction was halted ($2.9 milliomn), which
amount was charged against income in third
quarter 1985,
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Table 5 (Cont'd)

Plant/Unit: Forked River 1

Utility: Jersey Central Power & Light

Utility Z: 97

Capacity (MW): 1168

Cancel Date: 8011

Sunk Costs ($MM): 414

Rate Base Treatment: PSE&G reclassified investment to deferred

debits (unamortized property losses).

7/31/81 -~ NJ BPU order: 1) allowed for
recovery of $225.4 million of $252.3 million
net investment (after $142.2 million
anticipated tax bemefits and $19.2 million
anticipated salvage value) over 15~year
period through rates; 2) excluded recovery of
AFUDC accrued during 4/4/79 through 3/31/80,

PSE&G recorded extraordinary charge of
$26.9 million relating to disallowed AFUDC,
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Table 5 (Cont'd)

Plant/Unit: Grand Gulf 2

Utility: Middle South Energy

Utility Z: 90

Capacity (MWe): 1373

Cancel Date: -

Sunk Costs ($MM): 947

Rate Base Treatment: Suspension of construction activities for up

to 3 years (from 1/87). Will not seek rate
increase during that period for Unit 2 costs.

Note: Facility has not been cancelled as of
4/1/87. Current status is indefinitely
deferred.
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Table 5 (Cont'd)

Plant/Unit: Harris 2

Utility: Carolina Power & Light

Utility Z: 83.83

Capacity (MWe): 955

Cancel Date: 8312

Sunk Costs ($MM): 315

Rate Base Treatment: Filed to write off costs over 10 years and to

recover through rates,

9/84 -~ Received approval to begin
amortization (for retail operations) for
10~year period.

Filed with FERC to amortize $40,965 million
related to wholesale jurisdiction over
10~year period, Received approval; began
amortization in March 1985,
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Table 5 (Cont'd)

Plant/Unit: Harris 3&4

Utility: Carolina Power & Light

Utility Z: 100

Capacity (MWe): 1910

Cancel Date: 8112

Sunk Costs ($MM): 187

Rate Base Treatment: Requested amortization over period of not

more than 10 years. Received approval to
begin amortization in July 1982 for 10-year
period.
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Table 5 (Cont'd)

Plant/Unit: Hartsville Al&A2
Yellow Creek 1&2
Utility: Tennessee Valley Authority
Utility 7Z: 100
Capacity (MWe): 2538/2678
Cancel Date: 8408
Sunk Costs ($MM): 2800
Rate Base Treatment: To be combined with unamortized balance from

other 4 units; amortized over ll-year period
beginning in FY85. Amortization schedule:
limit of 6% applied to the $2.7 billion
unamortized balance as of 9/30/84, increased
by 1% per year until 5th year, after which it
would reach and remain at 10%.



%26

Table 5 (Cont'd)

Plant/Unit: Hartsville BLl&B2
Phipps Bend 1&2
Utility: Tennessee Valley Authority
Utility 7Z: 100
Capacity (MWe): 2538/2538
Cancel Date: 8208
Sunk Costs ($MM): 1900
Rate Base Treatment: To be amortized within 10 years of cancel

date, and recovered through rates. Reflected
as deferred charge on balance sheet.



97

Table 5 (Cont'd)

Plant/Unit: Hope Creek 2

Utility: Public Service Elec, & Gas

Utility 7: 95

Capacity (MW): 1117

Cancel Date: 8112

Sunk Costs ($MM): 290.8

Rate Base Treatment: Charged $290.8 million to Extraordinary

Property Losses and assoclated tax reduction
of $126.3 million included in Accumulated
Deferred Income Taxes.

3/4/82 —— NJ BPU authorized transfer of

$112 million of Unit 2 costs to Unit 1 and
recovery of all after-tax abandonment costs
for Unit 2 through rates. 15-year
amortization period on an accelerated method,
beginning 7/1/82.
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Table 5 (Cont'd)

Plant/Unit: Hope Creek 2

Utility: Atlauntic City Electric

utility 7%: 5

Capacity (MW): 1117

Cancel Date: 8112

Sunk Costs ($MM): 15.956

Rate Base Treatment: Transferred investment from CWIP to Property

Abandonment Costs. Appropriate amount of
deferred federal income taxes provided.

12/6/82 —~ NJ BPU granted ACE increase of
$73.7 million in base rates. Allowed
amortization of Unit 2 costs through rates
over a l5-year period; no return on
unamortized balance.
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Table 5 (Cont'd)

Plant/Unit: Jamesport 1&2

Utility: Long Island Lighting Co.

Utiliey 7%: 50

Capacity (MW): 2458

Cancel Date: 8009

Sunk Costs ($MM): 53

Rate Base Treatment: Petitioned NY PSC to amortize Investment and

to accumulate AFUDC or its equivalent on any
unamortized expenditures until full recovery
achieved., Not seeking recovery of
non-nuclear costs.

1981 —~ PSC authorized LILCO to continue
accrual of AFUDC on expenditures until
matters concerning possibility of using site
for coal plant are resolved.

11/83 -~ NY Appellate Ct. nullified
certificate authorizing coal plant and
dismissed LILCO's application. No LILCO
appeal.
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Table 5 (Cont'd)

Plant/Unit: Jamesport 1&2

Utility: New York State Elec, & Gas Co.

Utility %: 50

Capacity (MW): 2458

Cancel Date: 8009

Sunk Costs ($MM): 55.4

Rate Base Treatment: 1980 -- Filed for permission to: 1) continue

accumulating AFUDC on nuclear-related costs
until amortization commences to be recovered
in rates; 2) amortize investment through
rates; and 3) include in rates appropriate
carrying charges on unamortized balances.
Planning to file with FERC for same handling
of AFUDC.

1981 ~~ State offered certificate to NYSE&G
and LILCO to build coal plant on site; NYSE&G
refused.

3/24/82 —- PSC authorized NYSE&G to continue
accrual of AFUDC on nuclear-related costs
until decision reached regarding prudence and
disposition of such costs,

9/22/82 -~ PSC suspended proceedings until
possibility of coal plant construction
resolved.

11/7/83 -~ N¥Y Sup. Ct. anmulled Certificate
for coal plant.

1/16/84 —- NYSE&G filed petition requesting
resumption of amortization proceeding.

6/8/84 -~ Proceedings reopened.
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Table 5 (Cont'd)

Plant/Unit: Marble Hill 142

Utility: Public Service Indiana

Utility Z: 83

Capacity (MWe): 2344

Cancel Date: 8411

Sunk Costs ($MM): 2288

Rate Base Treatment: Recorded costs as deferred assets during

1984/1985, pending regulatory decision on
recoverability of such costs through rates.
Based on Bailly decision (costs not
recoverable), PSI wrote off $1.337 billion
costs allocable to retail customers.

3/7/86 -~ PSC issued order (Settlement
Agreement): 1) approved $68.2 million (8,2%)
annual rate increase; 2) 57 emergency
increase collected as surcharge since 3/84
included in base rates; 3) PSI will not seek
recovery of Marble Hill costs in retail
rates; 4) PSI will not file rate increase
request (except fuel cost) prior to 1/1/89,
except for emergency; 5) common dividends
suspended 1986-1988; 6) PSI will be allowed
to record a regulatory asset of $475 million
for accounting to avoid negative common
equity from earlier write-off, Decision
under appeal by intervenors.
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Table 5 (Cont'd)

Plant/Unit: Marble Hill 1&2

Utility: Wabash Valley Power Association
Utilicy Z: 17

Capacity (MWe): 2344

Cancel Date: 8411

Sunk Costs ($MM): 466

Rate Base Treatment: Filed suit against PSL to recover its

$466 milliont+ investment.

1/14/87 -~ PSC denied WVPA's request for
recovery of Marble Hill costs. Had requested
517 rate hike. PSC rejected intervenor
argument that Chapter 11 reorganization
proceeding filed by WVPA under Bankruptcy
Code precluded the Commission from continuing
to regulate the corporation's rates.
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Plant/Unit: Midland 1&2

Utility: Consumers Power Co.

Utility Z: 100

Capacity (MWe): 1300

Cancel Date: ——

Sunk Costs ($MM): 4200

Rate Base Treatment: 10/22/86 —~ PSC approved conversilon to

gas~fired cogen plant. No more than

$50 million addition rate-payer funds to be
spent. Consumers will not seek rate hike
until electricity produced.

3/11/87 ==~ FERC decision: 1) CP will sell
$1.5 billion worth of assets from uuclear
facility to partnership that will own and
operate the cogen facility; 2) granted
"qualifying facility" status under PURPA.
Electricity to be sold to CP at avoided
costs. CP seeking rate hike to recover

$2.2 billion of its $4.2 billion investment
in nuclear plant. Wrote off $500 million in
1985.

Hearings In progress on CPC request for
recovery of $2.1 billion of Midland assets
not usable in the conversion project.

Note: CPC abandoned components not needed in
conversion 6/86. This may represent
“cancellation" of nuclear plant.



Plant/Unit:

Utilicy:

Utilicy Z:

Capacity (MW):
Cancel Date:

Sunk Caosts ($MM):
Rate Base Treatment:
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Table 5 (Cont'd)

Montague 1&2
Northeast Utilities

100
2490
8012
29.5
A.

Connecticut

11/25/81 —- CT DPUC granted Conm.

Light & Power and Hartford Elec. Light
Co. annual rate increases totaling about
$186 willion. Grant was 71.37% of
request. Allowed for recovery of

$15.8 million of the $23.9 million (CT
allocation) investment in Montague, over
3~year period. Disallowed recovery of
about $4.6 million incurred after 1977.

Massachusetts

7/31/81 -~ MA DPU approved Western Mass.
Elec. Co. rate hike of $25.5 million.
Grant was about 607 of request, Allowed
for recovery through rates of

$4,1 million of WMECO's $5.6 million (MA
allocation) investment in Montague, over
4-year period. Disallowed $600,000
relating to equity portion of project's
AFUDC.
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Plant/Unit: North Anna 3

Utility: Virginia Power

Utility Z: 100

Capacity (MWe): 950

Cancel Date: 8211

Sunk Costs ($MM): 469,3

Rate Base Treatment: Requested rate relief to recover deferred

amount ($469.3 million) and any subseguent
cancellation costs.

A. North Carolina

9/83 -~ Received permission to recover
such costs through 10-year amortization.

B. FERC

11/83 -~ Received permission to recover
such costs through 10-year amortization.
Amended to l5-year period.

C. Virginia

2/1/84 -~ SCC Hearing Examiner issued
report. Recommended: 1) recovery over
15-year amortization period;

2) disallowance of inclusion of
unamortized costs in rate base. Final
decision pending.

3/27/84 -- SCC issued Final Order
upholding initial order.
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Plant/Unit: North Anna 4

Utility: Virginia Power

Utility 7% 100

Capacity (MWe): 950

Cancel Date: 8011

Sunk Costs ($MM): 154.5

Rate Base Treatment: Being collected in rate base (total);

amortized over 10-year period,



Plant/Unit:

Utility:

Utility 7Z:

Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):
Rate BRase Treatment:
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Table 5 (Cont'd)

Pebble Springs 1&2
Portland General Electric Co.

47.1
2628
8210

126.852
PGE wrote off entire investment in 1982.

9/23/82 -- PUC granted PGE rate increase of
8.6%Z, which included funds for Pebble
Springs.

A,

10/82 —- Coalition for Safe Power and
Forelaws on Board filed suit seeking to
set aside PUC order. Challenged
findings of fact re: abandonment and
write~off, and accounting treatment by
PGE.

3/85 -- Judge remanded proceedings to
Commissioner.

5/83 —— Coalition for Safe Power and
2 individuals filed class~action suit
against PGE, the Commissioner, and
another I0U. Alleged that PGE
indirectly included in rate base a
substantial portion of Pebble Springs
via debt/equity exchanges.

10/28/85 -~ Settlement Agreement
approved by court: 1) dismissed all
Pebble Springs and Skagit lawsuits
pending; 2) did not address
interpretation of Ballot Measure 9;

3) PGE gave up collection of $14 million
previously authorized to collect from
customers (part to Pebble Springs and
part to Skagit).



Plant/Unit:
Utility:

Utility 7Z:
Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):

Rate Base Treatment:
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Table 5 (Cont'd)

Pebble Springs 1&2/WNP5
Pacific Power & Light
29.4/10

2628/1316

8210/8201

174.234

A.

California

1983 -~ PPL request for amortization of
Pebble Springs/WNP 5 costs denied. PPL
petition for review denied by CA Sup.
Ct.

Montana

4/83 —— PSC denied any cost recovery.
PPL appealed to State Court.

Oregon

1982 ~~ PPL wrote off $32.7 million as
unrecoverable OR share of Pebble
Springs.

12/83 -~ PUC graunted increased rates to
cover OR share of WNP 5/8kagit over
5-year period. Limited to expenditures
prior to 1979. PPL appealed to obtain
all expenditures; comsumer group
appealed to oppose any recovery.

2/85 ~- OR Att. Gen. filed brief stating
that any amortization contrary to OR
law.

Washington

1983 —- WA UTC granted recovery of
Pebble Springs/WNP-5 costs through
specific increment to return on common
equity.

1984 —~ WA UTC replaced such return by
allowing 5~year amortization through
rates. Decision was appealed.

8/2/85 ~= WA UTC issued order re: 1984
rate case determining that rate of
amortization should be lowered because
of error in earliev order. PPL
appealed.
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E. Wyoming

10/82 -- Recorded $23.3 million
provision for umnrecoverability.

12/82 —- WY PSC denied any recovery of
terminated nuclear project costs.

2/7/84 -- WY Bup. Ct. affirmed PSC
decision., PPL filed petition for
reconsideration.

U.5. Sup. Ct. let stand WY Sup. Ct.
decision without comment.



110

Table 5 (Cont'd)

Plant/Unit: Pebble Springs 1&2

Utility: Puget Sound Power & Light

Utility Z: 23.5

Capacity (MWe): 2628

Cancel Date: 8210

Sunk Costs ($MM): 72

Rate Base Treatment: 1983 —- Puget requested amortization of net

investment at 6/30/82 ($53.5 million) through
rates over 5~year period, with return on
unamortized balance. Puget will latexr
request that investment be amortized through
rates adjusted to reflect positive or
negative salvage, continuing accrual of AFUDC
after 6/30/82,

7/25/83 —— WA UTC allowed Puget to recover
its net investment over 10 years, with 1o
return on unamortized balance. Appealed by
WA Att. Gen. and a ratepayers group.

12/12/85 -~ WA Sup. Ct. affirmed WA UTC
7/25/83 order, WA Att. Gen. and ratepayer
group filed motion for reconsideration.
Motion denied; order became final 2/24/86,



Plant/Unit:
Utility:

Utility Z:
Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):

Rate Base Treatment:
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Table 5 (Cont'd)

Perkins 1-3

Duke Power Co.

100

4035

8202

8.927

All jurisdictions (NC, SC, FERC) allowad
recovery of total costs over 5-year period.
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Plant/Unit: Pilgrim 2

Utility: Boston Edison Co.,

Utility Z: 58.42

Capacity (MWe): 1240

Cancel Date: 8109

Sunk Costs ($MM): 278

Rate Base Treatment: MA DPU allowed collection of $116.8 wmillion

through rates over 13-year period.
Additional $110 million recoverable through
federal income tax credits. Also, permits
recovery of $46 million of money costs over
same period. Intervenors appealed to MA
Sup. Ct. MA DPU order upheld on 9/23/83.
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Plant/Unit: Pilgrim 2

Utility: Public Service New Hampshire

Utility Z: 3.47

Capacity (MWe): 1240

Cancel Date: 8109

Sunk Costs ($MM): 15.0

Rate Base Treatment: 6/84 —— NH Sup. Ct., ruled that NH anti-CWIP

statute prohibits recovery from ratepayers of
#2 investment. Company now in proceedings
before NH PUC and will then seek final
determination from Sup. Ct., on
constitutionality of anti-CWIP statute.
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Plant/Unit: Pilgrim 2

Utility: Central Maine Power Co.

Utility Z: 2.85

Capacity (MWe): 1240

Cancel Date: 8109

Sunk Costs ($MM): 14.6

Rate Base Treatment: Requested rate increase to cover investmeut

over l0-year period,

12/15/83 ~- PUC deferred decision until
future vate increase request.

5/85 -- PUC allowed CMP to recover

$43.3 million over 10-year period (included
Seabrook 2, Pilgrim 2, and Sears Island coal
plant).



Plant/Unit:

Utility:

Utility Z:

Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):
Rate Base Treatment:
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Table 5 (Cont'ad)

River Bend 2
Gulf States Utilities

70

991

8401

107.722

A, Louisiana
Will request rate hike for costs
allocable to LA portion of unit from LA
PsC.

B. Texas
PUC authorized GSU to recover all
allocated costs assoclated with Unit 2
incurred before 12/31/83 ($41.3 million)
through amortization over 15 year
period. No return on investment. PUC
did not consider recovery of estimated
cancellation costs; GSU will request
recovery of such later.

C. FERC

Requested authorization from FERC to
amortize Unit 2 costs allocable to
wholesale operations over 5~year period
with no return on unamortized balance.
Began collecting such costs in 9/84,
subject to hearing and refund. FERC
determined 10~year period.
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Plant/Unit: Skagit 1&2

Utility: Puget Sound Power & Light

Utility 7%: 40

Capacity (MW): 2670

Cancel Date: 8308

Sunk Costs ($MM): 178.758

Rate Base Treatment: Total investment included in CWIP. Includes

AFUDC through 7/25/83, when such accrual was
stopped by WA PUC. Filed to allow
amortizarion of about $127.7 milliocn through
rates to customers over 10-year period, with
a return on unamortized balance.

9/28/84 ~~ PUC general rate order:

1) allowed recovery of $82 million of
$128 million anet investment; 2) recovery
period of 10 years; 3) no return on
unamortized balance.

Order appealed by WA Att. Gen. and an
intervenor group; alleged that rvate recovery
for terminated projects was unlawful.

Seeking refunds of amounts recovered in rates
so far. Final decision not yet in.
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Plant/Unit: Skagit 1&2

Utility: Portland General Electric Co.

Utility Z: 30

Capacity (MW): 2670

Cancel Date: 8308

Sunk Costs ($MM): 126.39

Rate Base Treatment: 10/83 —~ PGE filed request for net 6,1%

average rate increase to recover entire
investment over 5S~year period.

12/83 -~ PUC granted net 2.2% average
increase to recover portion ($36.263 million
net of related income tax reductions of
$31.773 million) over S5-year pericd. Amount
not allowed was recorded by PGE as
extraordinary loss of $48.598 million net of
income tax reductions of $9.756 million.

12/83 -—- Coalition for Safe Power filed suit
in Circuit Court for Multmomah County to set
aslde PUC order.

2/84 —— PGE filed suit in same court to allow
for collection of remainder of costs,
alleging that Ballot Measure 9 not applicable
to this case,

2/85 — Att, Gen. office took position that
Ballot Measure 9 precluded all rate recovery
for Skagit.

10/28/85 -~ Settlement agreement reached
under which PGE foregoes collection of

$14 million previously authorized to recover
in rates.
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Plant/Unit: Skagit 1&2

Utility: Pacific Power & Light Co.
Ucility Z: 20

Capacity (MW): 2760

Cancel Date: 8308

Sunk Costs ($MM): 88.475

Rate Base Treatment: A. Wyoming

12/82 -~ WY PSC denied recovery of all
terminated nuclear plant costs,

2/7/84 —— WY Sup. Ct. affirmed PSC
decision.

PPL filed petition for reconsideration.
U.S. Sup. Ct. let stand without comment.
B. Oregon

12/83 -~ OR PUC granted increased rates
to permit amortization over 5 years of
the OR share of the investment

($20 million after-tax) in Skagit prior
to 1979, Appealed by PPL to obtain
recovery of all expenditures; appealed
by consumer group to oppose any
recovery.

PPL offset $573 million investment in
cancelled nuclear plants (Skagit, Pebble
Springs, WNP 3&5) during 1982-1983 via
allowances for estimated
unrecoverability ($284 million) expected
tax benefits ($150 million), and asset
accounts to be recovered through rate
recovery already or expected to be
granted ($139 milliom). Recorded
extraordinary loss of $58 million in
1982 from nuclear project abandoument.

12/31/84 ~~ PPL had on balance sheet
$127 million estimated to be recoverable
through rates in WA and OR. Authorized
to amortize $64 million over 7-year
period.
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Plant/Unit: Skagit 1&2

Utility: Washington Water Power Co.

Utildity Z: 10

Capacity (MW): 2670

Cancel Date: 8308

Sunk Costs ($MM): 39.3

Rate Base Treatment: Investment claimed as federal income tax

deduction in 1983, Filed with WA UTC and ID
PUC to amortize investment (not deferred tax
benefits) over 5-year period. Allocation of
sunk costs ($ million) -~ WA (23.672), ID
(14.096), FERC (1.583).

A. Tdaho

1/30/85 —- ID PUC allowed amortization
of 50%Z of 1D share of costs incurred
through 12/31/81, through rates, over
15~year period. No returm on
unamortized balance.

B. Washington

1/10/85 -- WA UTC allowed amortization
for WA share of project, through rates,
over 10-year period. NO return on
unamortized balance.

2/5/85 ~- WA Public Counsel appealed WA
UTC order.

12/12/85 -- WA Sup. Ct. upheld WA UTC
order.



Plant/Unit:

Utility:

Utility 7:

Capacity (MWe):
Cancel Date:

Sunk Costs ($MM):
Rate Base Treatment:
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Table 5 (Cont'd)

Surry 3&&4

Virginia Power

100

1764

7703

98.4

Total investment being collected in rate
base; amortlzed over 10-year perilod.
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Plant/Unit: WNP 5

Utility: Pacific Power & Light
Utility Z: 10

Capacity (MWe): 1316

Cancel Date: 8201

Sunk Costs ($MM): 150

Rate Base Treatment: A. Oregon

12/83 -~ OR PUC granted rate hike to
permit amortizatiom, over 5 years, of
the OR portion of the WNP5/Skagit
projects, to the extent of expenditures
before 1979. PPL appealed to recover
all expenses; consumer group appealed to
oppose allowance of any recovery.

2/85 -~ OR Att. Gen. filed brief
asserting that any amortization was
contrary to OR law.

B. Washington

1983 -~ WA UTC granted recovery of
WNP5/Pebble Springs costs through a
specific increment to return on common
equity.

1984 ~— WA UTC replaced prior plan by
allowing S~year amortization through
rates.

8/2/85 -~ WA UTC ordered reduction in
aliowed level of amortization due to
error in earlier orders. PPL appealed.

C. Wyoming

12/82 -~ WY PSC denied any recovery of
terminated nuclear plant costs.

2/7/84 -- WY Sup, Ct. affirmed PSC
denial. PPL filed petition for
reconsideration, U.S. Sup. Ct., without
comment, let stand WY Sup. Ct. decision.

D. California

1983 -~ Request for amortization of
WNP5/Pebble Springs costs denied by CA
PUC. Petition for review denied by CA
Sup. Ct.



Table 5
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(Cont'd)

Montana

4/83 ~~ MT PSC denied recovery of

terminated nuclear plant costs. PPL
appealed.
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Plant/Unit: WNP 4&5

Utility: Wash Public Power Supply

Utility Z: 95

Capacity (MWe): 2656

Cancel Date: 8201

Sunk Costs ($MM): 2281.783

Rate Base Treatment: 6/15/83 -— WA Sup. Ct. ruled that

Participants' Agreements were invalid as to
WA State public bodies.

King County Superior Ct, ruled that
Agreements were therefore unenforceable
against all remaining participants. Appealed
by WPPSS and Chemical Bank.

7/22/83 -- WPPSS defaulted on Bond
Resolution. Remaining funds transferred to
Chemical Bank, which then controlled
disbursement of payments for No, 4&5
termination activities.

8/83 ~— Chemical Bank filed suit against
WPPSS, all No. 4&5 participants, WPPSS member
utilities and Directors, BPA, and other
individuals,

11/6/84 -~ WA Sup. Ct. reaffirmed 6/15/83
decision. WPPSS and Chemical Bank petitioned
U.S. Sup. Ct. for grant of a writ of
certiorari.

4/29/85 -~ U,S. Sup. Ct. denied grant of
writ.
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Plant/Unit: Zimmer 1

Utility: Cincinnati Gas & Electric

Utility %: 37

Capacity (MWe): 840

Cancel Date: 8401

Sunk Costs ($MM): 716

Rate Base Treatment: 1/27/82 ~~ PUC granted rate increase of

$85.4 million (CGE&E requested $135 million)
to cover portion of East Bend 2 and Ziwmmer 1.
Allowed 507 of Zimmer investment as of
3/31/81 into rate base.

11/82 ~- Ohio Office of Consumers' Counsel
requested PUC to reduce by about $30 million
rates being charged to reflect exclusion of
Zimmer during NRC stop work order.

3/83 ~— PUC allowed rate hike of

$30.7 million, specifically not recognizing
costs of Zimmer. PUC hired private
consultant in late 1983 to determine any
portion of cost due to mismanagement.

8/84 -~ Anwnounced plan for coal conversion.

10/84 ~~ PUC amnounced intention to determine
what portion of existing facility will be
"ugsed and useful" in converted plant; also to
determine if any costs to date are
attributable to management. Accrual of AFUDC
on 55% of CGE's Zimmer share discontinued
after 1/20/84, recognizing portion of plant
that will not be used in conversion. PUC
allowed CG&E to write off $142 million of
Zimmer costs after taxes., Other terms:

1) co-owners cannot recover $861 million
through rate requests; 2) cap of $3.6 billion
recoverable if project completed.
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Plant/Unit: Zimner 1

Utility: Dayton Power & Light Co.

Utility Z: 31.5

Capacity (MWe): 840

Cancel Date: 8401

Sunk Costs ($MM): 645

Rate Base Treatment: See Cincinnati Gas and Electric Co. and

Columbus and Southern Ohio Elec. for details
of Stipulation. DPL portion of $861 million
disallowance was $242 miliion. DPL share of
$3.6 billion cost cap is $1.067 billionm,
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Plant/Unit: Zimmer 1

Utility: Columbus & Southern Ohio Elec.

Utility Z%: 28.5

Capacity (MWe): 840

Cancel Date: 8401

Sunk Costs ($MM): 585.598

Rate Base Treatment: 10/23/84 —~ OH PUC commenced proceeding to

determine portion of plant not "used and
useful" after conversion to coal. Will also
determine any exclusion for: 1) costs
resulting from imprudence or mismanagement in
construction, and 2) costs in excess of
reasonable cost for like items in plant
originally designed for coal.

11/26/85 ~~ OH PUC approved Stipulation:

1) $861 million and any AFUDC accrued on such
after 1/31/84 disallowed for rate-making
purposes; 2) terminated consultant's
investigation on mismanagement;

3) $3.6 billion maximum that co-owners may
request in rate base as gross plant in
service value.

12/85 -~ Company declared Extraordimary Loss
of $66.313 million net of related income
taxes of $39.950 million to reflect its
portion of disallowance. Balance of
disallowed portion classified as deferred
debit pending resoclution of related lawsuit.
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Capital Cost Disalliyances
Nuclear Plants—

Comment

Amount
Unit Utility State Disallowance {51000)
Byron 1 Commonwealth Edison 1L Reinspection Costs 101,500

101,500

1/ Includes "general" disallowances for cost caps, etc.

Initial disallowance related to the costs for the
reinspection of work and materials of two electrical
contractors. Direct costs were estimated at
approximately $11,5 million. Half of the AFUDC
associated with a nine-month delay in COD were also
disallowed (590 million), This disallowance
subsequently remanded to PSC for additional work.
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Unit

Callaway 1

Ueility

Union Electric

Table 6 {continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount

State Disallowance {81000)
MO Direct Manhours 66,193
Scaffolding 8,344
Start~-up Costs 17,043
Schedule 88,778
Overtime 57,438
Safety 2,828
Indirect Costs 25,562

5.521 willion manhours disallowed. Based by staff on
adjusted D,E., particularly unit rates and unit costs.
Major disallowances 2.07 mm civic, 1.67 electrical,
0.79 hangers, 0.62 structural steel, 0,25
miscellaneous outside, G.17 electric outside.

Disallowance attributed to late design in hanger area.

Disallowance related to premature mobilization {$16.4
million} and under-utilization of SNUPPS concept
{50.63).

Adjustment of AFUDC on the duration of construction
schedule (80.5 months) related to staff's recomnended
level of man-hours.

Disallowance related to '"non-productive" overtime and
straight time as established by OKA analysis,

Disallowance of safety meeting costs related to
reduction in manhours.

Disallowance of $13.5 million indirect costs and $12,1
million indirect nonmanual labor costs based on staff
work with UE matrix relating indirect costs to
schedule duration, man-hours, and other construction
project variables.

8¢l



Unit Utility
Callaway 1 Union Electric

Modified per FERC Initial Decision June 4, 1986.

Table 6 {continued)

Capital Cost Disallowances

Nuclear Plants

State Disallowance

MO NPI 1985 Costs
AFUDC Non-Labor
Miscellaneous

IL Imprudence

IA Imprudence

Amount
($1000)

Conment

2,310

54,541

60,963
30,000

8,000

421,730

Disallowance of 1lst operating year costs for NPI
{contractor).

Disallowance of AFUDC associated with adjustments not
related to direct man-hours,

Jurisdictional treatment,

Jurisdictional treatment.
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Unit

Catawba
Catawba
Catawba

Catawba

Utilivy

Duke Power
Duke Power
Duke Power

Duke Power

Table 6 {continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount
State Disallowance (51000)
NC 4]
sC 0
NC 0
SC ¢}

0el



Utility

Detroit Edison Co.

Table 6 {continued)

Capital Cost Disallowances

Nuclear Plants

State Disallowance

MI

Nozzle Repair

I-G Supply

Turbine Installation

Radwaste Modification

Steam System Testing

Piping

Cooling Towers

Amount
(51000)

Comment

1,600

6,820

9,160

25,800

1,290

51,500

14,890

Disallowance of direct costs and AFUDC related to
repair of five nozzles in reactor pressure vessel.

Disallowance of costs over original contract cost for
foreign TG set (English Electric), Utility position

that similar problems would have been faced with any

supplier was not accepted.

Disallowance of costs over original contract for I-G
erection, Attributed by ALJ to generally poor
construction management and poor contractor
performance,

Disallowance of costs related to sxtensive
modification and rebuilding of original radwaste
system,

Disallowance for system designed to provide clean
steam from Fermi 1 to Fermi 2, This procedure was
ultimately discarded due to schedule considerations.

Disallowance based on productivity and rework
problems. Total disallowance of 15% of contract
amount.

Disallowance related to installation of two natural
draft cooling towers and indecisiveness by DECO in
original choice of cooling system.
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Unit

Fermi 2

Urility

State

Table 6 {(continued)

Capital Cost Disallowances

Nuclear Plants

Disallowance

Reactor Controls

Security System

Project Shutdown

Refurbishment Program

Project Engineering

Project Delays

Amount
($1000)

Comment

5,530

1,250

16,780

6,240

47,800

96,330

Disallowance related to poor management of contract
for completion of installation of reactor internals
and control rod drive system.

Disaliowance related to payments to first contractor
for security system, Contractor declared bankruptcy
after having received advanced payment exceeding value
delivered.

Disaliowance of 50% of the overheads and indirect
costs associated with complete shutdown of Fermi 2
site from 11/74 - 2/77.

Disallowance of costs of 17 items related to project
delays, inciuding delivery deferral, equipment storage
and lay-up and maintenance,

Disallowance of direct project eagineering costs above
10% of total project costs. Actual was 10.3%,

Disaliowance of project expenditures excepting direct

engineering and construction, start-up and testing and
property taxes incurred during 6 month fuel load date

slip 12/31/83 - 5/30/84,

(AN}



Unit

Fermi 2

Utilicy

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount

State Disallowance ($1000)
AFUDC Adjustment 9,270

Other 102,740
Excess Capacity 283,000
679,900

Disallowance of increase in dollar values of certain
items to reflect 10.53% AFUDC through 1983,

Investment in other generating plant, which will,
pursuant to MI PSC order in Detroit Edison's most
recent rate case, be excluded from rate base as excess
capacity when Fermi 2 enters commercial operation,

1 X9



Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Amount
Unit Urility State Disallowance {$1000) Comment

Grand Gulf 1 Arkansas Power & Lt. AR t is not possidble to guantify the amount of the
substantial disallowances agreed to in stipulation
agreements between Arkansas Power & Light Co. (AP&L)
and the Arkansas PSC, or between Louisiana Power &

Light Co. {(iP&L) and the Louisiana PSC, because they

are disallowances of percentages of total operating
expenses incurred pursuant to a Federal Regulatory
Commission (FERC) approved wholesale rate, System

Energy Resources, a generating subsidiary of the

Middle South Utilities (MSU) holding company system,

owns 90% of Grand Guif. The subsidiary will recover

its investment in the plant through sales of power to, C:
inter alia, AP&L, LP&L, and other MSU operating =
subsidiaries.

Arkansas Power & Lt. MO Same as above.

Louisiana Power & Lt., LA Same &zs above.

Mississippi Pwr & Lz, MS 0

New Orleans Pub, Serv. LA 45,000 New Urleans Public Service, Inc. {NOPSI} agreed, in a
settlement with the New Orleans Council, the body
which regulates its rates, to forego recovery from

ratepayers of this amount of deferred expense which
NOPSI had incurred for puchases of Grand Gulf power.



Unit
LaSalle 1

LaSalle 2

Utility

Commonwealth Edison

Commonwealth Edison

Tabie 6 {continued)

Capital Cost Disallowances

Nuclear Plants

Amount
State Disallowance ($1000) Comment
IL 0
IL 0

Set



Unit

Limerick 1

Cedility

Philadelphia Electric

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount
State Disallowance (81000)
PA Construction Delays 368,900

Construction delays in 1978 and 1979.
appealed.

PECO has

9¢1



Unit

McGuire 2

Utility

Duke Power Co.

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount
State Disallowance ($1000)
NC 0

Lel



Unit

Millstone 3

Utilicy State

Table 6 {continued)

Capital Cost Disallowances

Nuclear Plants

Disallowance

Central Maine Power Co. ME

Central Vermont yT

Public Service

Connecticut Light & Pwr CT

United Illuminating CT

Western Massachusetcs MA
Electric Co.

Other

Cost cap and other

Cost cap and other

Economic value

353,000

Amount
($1000)

Comment

7,000

147,000

72,000

18,000

199,000

Settlement agreement provides for disallowance of 15%
of the investment,

Effect of Connecticut statutory cost cap.
Incremental disallowance, in addition to disallowance
imposed by statutory cost cap, provided for by

settlement agreement.

Same as above.

8el



Unit Utility
Nine Mile Point 2 Central Hudson Gas &

Electric Co.

Long Island Lighting
New York State E&G
Niagara Mohawk Power

Rochester Gas & Elec,

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount
State Disallowance ($1000)
NY Cost cap & other
NY Cost cap & other
NY Cost cap & other
NY Cost cap & other
NY Cost cap & other

A stipulation agreement was approved by the

New York PSC in August, 1986, ending an investigation
into the prudence of the NMP 2 investment., The
agreement provides that the amount of the investment
to be included in the plant's five co-tenants' rate
bases will total $4,160,000,000, The effect of two
successive cost caps ordered earlier by the PSC had
been to limit the plant's recoverable cost to
approximately $5,200,000,000. The incremental
disallowances agreed to in the stipulation have not
been apportioned among the co-tenants in this table,
because substantial problems of interpretation have
arisen,

Same as above.
Same as above.
Same as above.

Same as above.
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Unit

Palo Verde 1

Palo Verde 2

Urility

Arizona Public Service

El Paso Electric Co.

Southern California
Edison Co.

Southern California
Edison Co.

Table 6 (continued)

Capital Cost Disallowances

State Disallowance
AZ Imprudence
MM

CA Imprudence
CA Imprudence

Kuclear Plants

Amount
($1.000)

Comment

The commission made no disallowance, in this rate
case, for imprudence. However, rates attributadble to
inclusion of $210,000,000 of the Palo Verde No, 1
investment in Arizona Public Service's rate base
remain in effect subject to refund, pending completion
of the commission's prudence review.

An October, 1986 stipulation agreement provides that
disallowances to Southern California Edison Co.'s
(SCE) investment in the three Palo Verde units {the
third is not yet completed) shall equal 19,33% of
disallowances for San Onofre 2&3. On the basis of the
California PUC's subsequent final order in the San
Onofre prudence investigation, SCE calcuiated that
disallowances for ali three Palio Verde units shouid
total $50,000,000. This amount is subject to change
if the amount of San Onofre imprudence disallowance
changes on rehearing (currently in progress) or
appeal. No breakdown by unit i{s available,

Same as above.
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Unit

St. Lucie 2

Utility

Florida Power & Light
Co.

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount
State Disallowance ($1000)
FL 0

|84



Unit

San Onofre 2&3

Deility

San Diego Gas & Elec.

Southern Caiifornia
Edison Co.

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount
State Disallowance (810007
CA Imprudence 69,000
CA Imprudence 259,000

328,000

The total cost of these two units, and thes total
disallowance thereto, have been combined because the
California issues only one final ovder on the prudence
of the investment in both units, and did not fully
separate the disallowances for each unit. These
amounts represent San Diego Gas & Electric Co's., and
Southern California Edison Co.'s shares of the entire
$344,600,000 disaliowance. {The remainder is
allocable to non-investor-owned utilities, which are
not subject to PUC jurisdiction in California.) Total
cost per unit is $2,694,300,000 for Unit 2 and
$1,796,200,000 for Unit 3. {Unit 1 was completed in
1968.)

Same as above,
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Unit

Shoreham 1

UDrilivy

Long Island Lighting

Table 6 {(continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount

State Disallowance ($1000)
NY Engineering Manhours 104,829
Construction Manhours 295,800
Schedule Delay 305,000

Diesel Generator Indirect 399,000

Diesel Direct 95,000

Other 195,371

1,395,000

Reflects disallowance of 2.9 million engineering
manhours @ $34,60/hr.

Reflects disallowance of 7.6 million construction
manhours.

Reflects adoption of % of staff's recommended

disallowance for schedule delay; includes 7 categories
]

of schedule delay costs.

Disallowance of half of indirect, delay-related costs
of diesel generator failure,

Disallowance of $95 million of direct costs of diesel
generator failure,
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Unit

Susquehanna 1

Susquehanna 2

Urilicy

Pennsylvania Power &
ight Co.

Pennsylvania Power &
Light Co.

Table 6 {continued)

Capital Cost Disallowances
Nuclear Plants

Comment

Amount

State Disallowance {51000)
PA Excess capacity 287,000
PA Excess capacity 522,000
Other 38,000

847,000

This adjustment is a "slice of system" adjustment,
i,e., it is applied to equal portions of each of the
utility's generating units. 1t is listed here in
total because the high reserve margins which resulted
in a finding of excess capacity were precipitated by
the addition of the new unit.

In this rate case order, the Pennsylvania PUC
disallowed a return on the common equity component of
the utility's investment in Susquehanna 2. The
disallowance shown has beer calculated by multiplying
the utility's jurisdictional investment in the unit
{$1,494,800,000) by the common equity ratio used in
the case (34.9).

Disallowance of the cost of a short-term buy-back by
Pennsylvania Power & Light Co., of Allegheny Electric
Coop's interest in the unit. The buy-back was
provided for in the earlier contract for sale of
Susquehanna 2 capacity.
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Unit

Summer 1

Utility

South Carolina
Blectric & Gas

Table 6 {continued)

Capital Cost Disallowances
Ruclear Plants

Comment

Amount
State Disallowance {$1000)
sC Excess capacity 123,000

This adjustment is a "slice of system" adjustment,
i,e., 1t is applied to equal portions of each of the

utility's generating units, It is listed here in toto

because the high reserve margins which resulted in a
finding of excess capacity were precipitated by the
addition of the new unit,
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Unit

Waterford 3

Table 6 (continued)

Capital Cost Disallowances
Nuclear Plants

Amount
Utility State Disallowance ($1000) Comment
Louisiana Power & Light LA Other 284,000 Per stipulation agreement.
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Unit

Wolf Creek 1

Utiliey

Joint Owners

KC Power & Light

Table 6 (continued)

Capital Cost Disallowances

Nuclear Plants

State Disallowance

Manpower Cost

Controllable Slippage

AFUDC Slippage

Adj. to Constructor Billing

Miscellaneous
Miscellaneous

Miscellaneous

KS Excess Capacity

Economic Value

Amount
($1000)

Comment

37,962

78,372

166,189

450

103,000

22,000

1,000

408,973
221,000

68,000

289,000

Disallowance of direct and indirect costs of 1,828
million wanhours.

Disallowance for indirect/overhead costs attributed to
14.5 months controllable slippage.

Disallowance of AFUDC associated with controllable
slippage.

Disallowance of fees pald to constructor for work they
did not perform or administer.

Unexplained cost overruns/project management.

Costs incurred after audit cutoff date.

Transfers to materials and supplies.
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Unit

Wolf Creek 1

Utility

KC Power & Light

Kansas Gas & Electric

Table 6 {(continued)

Capital Cost Disallowarnces
Nucliear Plants

State Disallowance

MO

XS

Excess Capacity
Excess Capacity

Economic Value

Total

Amount
(5$1000)

Comment

33,000

716,000

194,000

910,000

1,640,973
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Unit

Belle River 1&2

Urility

Detroit Edison Co.

Table 7
Capital Cost Disallowances

Other Plants

Amount
State Disallowance {$1000)

Comment

M1 Coal Handling System & Misc. 35,993

Cost of Delay 60,875

96,868

Disallowance of approximately $25 million in direct

and overhead costs for modification of coal handling
system, 52 million for miscellaneous items, and the

remainder in AFUDC,

Disallowance of one year's worth of AFUDC for cost of
imprudent delay,
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Table 7 (continued)

Capital Cost Disallowances
Other Plants

Amount
Unit Utility State Disallowance ($1000) Comment
Big Bend & Tampa Elec. Co, FL FGD Test Materials 72 Costs of limerock used for testing FGD scrubber were
exciluded. MNet loss of 549,000 to be amortized over 5
years {material sold for $23,0090).
Survey Variance 214 Costs oi correcilng differences in survey work were
excluded ($214,000).
Vendor Back Charges 1,600 Costs of a settlement with supplier of sreel and
fabrication services excluded from plant in service.
Setzlement cost of $1.6 miliion to be amortized over 5
years,
Original Cooling System 1,713 Original design included cooling pond which was
subsequently used as an ash pond. Net difference
{cooling pond costs vs. ash pond costs) of $1,713
million to be amortized over S years.
Transformer Purchase 82 Difference in cost between competitively bid

transformer and more reliable rransformer actually
purchased excluded from plant in service. $82,000 to
be amortized over 5 years,

3,681
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Table 7 {continued)

Capital Cost Disallowances
Other Plants

Amount
Unit Utility State Disallowance ($1000) Comment
Holcomb 1 Sunflower Electric Power Coop. XS Common Plant 500 Disallowance of investment in common plant for future
unit.
500

161



Unit

Reid Gardner 4

Table 7 {continued)

Capital Cost Disallowances
Other Plants

Comment

Amount

Urility State Disallowance {$1000)
Nevada Power NV A/E Selection 95
NV Change Orders 597

RV Second A/E Firm 718

NV NV Power AFULC 397

NV Coal Bandiing Equipment 723

Adjustment for unit-related contract cost difference
between A/E selected and lower cost proposal
submitted. Keasoning that a formal study should have
been done before acceptance of $9 million comtract.

Adjustment for 6 of 68 change orders to A/E contract.
Disallowance justified on basls that in traditional
engineering concept, change orders would have been
responsible for the work, not the contractors. Actual
A/E engineering concept apparently considered
non-traditional.

Adjustment for 50% of conrtractor-furnished
engineering furnished by another A/E. Lack of change
order documentation and fact that prime A/E billing
was not reduced by equipment amount {as nmight be
expected in a traditional firm price engineecing
contract) supports PSC ruling.

Adjustment for Nevada Power AFUDC on 32.2% of
disallowances.

feduction for coal siurry handling equipment instalied
but not currently used, Cosgt removed from
plant-in-service and transferred to plant heid for
future use.
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Unit

Reid Gardner &

Utility

Table 7 {(continued)

Capital Cost Disallowances
Other Plants

Comment

Amount

State Disallowance ($1000)
NV Acceleration Incentives 1,843
4,373

50% reduction in monies paid as acceleration
incentives., Adjustment related to utility's
responsibilities for delays from work stoppages, fuel
gas problems, late engineering, and underestimate of
materials,
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Unit

Helas 1-3

Table 7 {continued)

Capital Cost Disallowances
Other Plants

Comment

Amount

Utility State Disallowance ($1000)
Pacific Gas & Electric CA Avoldable Costs 21,171
Drilling Machine Decision 822
21,993

Disallowance based on staff consultants' analysis of
the difference between *'good" and “adequate"
construction performance standards, Consultants
conclude that "good" performance would have saved 3.5
months and direct and indirect expenditures with a
rotal value of $21.2 miilion.

Disallowance based on consultants' contention that
expenditures associated with 41 days delay related to
the design of the inclined shaft shashing jumbo could
been avoided. The disallowance takes into account
delays caused by difficult geologic conditions,

Note: The Helms Final Opinion excludes treatment of an
additfonal 3249 milljon in capital expenditures
related to the reconstruction of rhe Lost Canyon Pipe
Crossing.
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