


Print& in the llnited States af America Availabk troz-t 
N at i c n 2 I T K !-t n i ca I I n Co rtm at i 8 !-I S e TV’ i ce 

U S  Department of Cornnierce 
5285 Port Royal RQ ie!3, ‘dirginia 22161 

NTlS price codes-PP: Copy. ,ran8 Microfiche A81 
........._I___... I-. .._.-.. .____- 



PRUDENCE ISSUES AFFECTING THE: U. S . 
ELECTRIC UTILITY INDUSTRY 

Date Published - December 1987 

Report Prepared by 
United Engineers & Constructors, Inc. 

30 South 17th Street 
Philadelphia, Pennsylvania 19101 

In Association with:  
Arthur Anderson & Company 
Duff & Phe'lps Incorporated 

Shaw, Pittman, Potts & Trowbridge 
Utility Data Institute 

under 
Subcontract No. 41Y-56559C 

€or 

OAK RIDGE NATIONAL LABORATORY 
Oak Ridge, TennesBee 37831 

operated by 
MARTIN MARIETTA ENERGY SYSTEMS, INC. 

for the 
U.S. DEPARTMENT OF ENERGY 

under Contract No. DE-AC05-840R21400 

3 Y456 02b8482 4 





iii 

ACKNWLE DGME NTS 

United Engineers  & Const ruc tors ,  Inc. wishes to acknowledge and express  appre-  
c i a t i o n  t a  the fo l lowing  i n d i v i d u a l s  f o r  t h e i r  coopera t ion  and p r o f e s s i o n a l  
c o n t r i b u t i o n s ,  i n  t h e i r  r e s p e c t i v e  e x p e r t i s e ,  during the  performance of t h i s  
steldyr 

Mr. Robert E. Zahler ,  Sbaw, P i t m a n ,  P o t t s  br Trowbridge, 2300 N S t r e e t ,  
N.W.,  Washington, D.C. 20037 

Mr. Donald V. &ne, Arthur  Anderson & Co., 1666 K S t r e e t ,  N.W., Washing- 
ton ,  D.C. 20006 

Ilr. Danlel  Rudakas, Duf f  & Phelps ,  Inc . ,  55 E. Monroe Street,  S u i t e  4000, 
Chicago, Il1-i.nois 60603 

M r .  Chris Aergsson, U t i l i t y  Data I n s t i t u t e ,  Inc., 1700 K St. * N.W.,  Su-ite 
400, Washington, D.C. 20006 

The coopera t ion  of t h e  Edison Electr ic  I n s t i t u t e  i s  a lso  appreciated f o r  pro- 
v id ing  access  t o  d a t a  f i l e s  c a t e g o r i z i n g  informat ion .  

Funding f o r  t h i s  p r o j e c t  was provided by t h e  U . S .  Department of Energy, Office 
of Nuclear Energy. P.ex Fiilliams, Off ice  of Nuclear Plant  Performance, DOE, 
and Thomas E. Cole,  Program Manager, Oak Ridge Nat iona l  Laboratory,  a r e  due 
s p e c i a l  c r e d i t  f o r  t h e i r  guidance,  suppor t ,  and c a r e f u l  reviews throughout: t h e  
s tudy  . 

UE&C CONTRIBUTORS 

J. €3. Crowley, Manager 
Advanced Engineer ing Department 

E. J. Z ieg le r ,  P r o j e c t  Manager 

R. S. Marda 
M. H. Smith 
K. M. Winters  





V 

ABSTRACT 

The cost  impact to private utilities resulting from prlidence 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 cos t  recovery t o  utilities, have had a negative effect on the 
ordering of any new base load power plants, either nuclear or coal. They have 
contrfbuted 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 their impact, 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 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 
o f  protection against the risks assumed by competitive businesses in unregulated 
mzrkets, the return on utility investment generally is less than that available 
f o r  i n v e s  tmeiits 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 various 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 Brandeis in his separate opinion in Missou- 
rP ex rel. Southwestern Bell Telephone Co. v. Public Service Commission, 262 
U,S. 276 (1923). I n  his opinion, Brandeis states (id. at 2 8 9 ) :  - 

"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 I s  applied f o r  the purpose 
of excluding what might be found t o  be dishonest or obviously 
wasteful or imprudent expenditures, 
assumed to have been made in the exercise of reasonable 
judgement , unless the contrary is shown."(l) 

Every investment may be 

The significant aspect of the Brandeis definition is how narrow it is. Imprudent 
expenditures are linked with those that are "dishonest" o r  "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. 

Beginning 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 
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cancelled in mid-stream. Second, beginning in the early 1980's and concinuing 
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 traditional 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 
on the use of his money and return o f  the investment itsel€. 

While the cancellation 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 charasterized by substantial increases in cost over 
initial budget and substantial increases in schedule Q V C ~  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 QCCUt" for a multitude s f  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 
riot 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 t h e  
utility's load requirements grow, eliminating 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. i f  the facility 
is completed f o r  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. 
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Economic Value 

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

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

The total disallowances for nuclear plant construction costs in the United 
States from 1980-1986 are currently estimated to be $6,592 million. The fol- 
lowing list indicates how much of these disallowances was attributable to each 
of the five categories. 

TYPE CP DISALLOWANCES 

Imprudence 
Excess Capacity 
Economic Value 
Cost Caps 
Other 

AMOUNT OF DISALLOWANCE 
s x 106 PERCENT 

3,421 51.9 
2,185 33.2 

371 5.6 
237 3.6 
3 78 5.7 

Total 6,592* 100. 

The total disallowances f o r  coal-fired and other plants is $127 million which 
i s  quite small compared to the $6,592 million for nuclear plants. The total 
disallowances, as a percent o f  investment C Q S ~ S  going into the rate base over 
seven. years from 1980 to 1986, is 9.6% for nuclear plants and 0 .3% f o r  coal-fired 
and other plants. 

CONSEQUENCES OF DISALLOWANCES 

Currently, SIX plus billion dollars have been excluded from the rate base of 
utilities for Vatn'cxIS f e a s ~ n s  during the period 1980 to 1986. Although this is 
small compared t o  total investment in assets by utilities (the current invest- 
ment by ufflitfes f o r  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 is already having a chilling efEect on 
investment i n  nuclear and coal-fired plants. Virtually a11 nuclear plants 
currently commencing commercial operation are facing possible d.isallowances. 
Investors are not willing t o  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: 

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

In order to build a power plant with a 10 to 1 5  year lcadtime being typical, a 
utility inniat forecast demand 10 to 15 years into the future. If economic 
conditions change during this period from what was for8casted (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 invcstrnent policies of regulated utilities. 
These effects create disincentives for long-leadtirac construction projects, 
which could increase chances of underinvestment. Insufficient power a t  high 
cost may thas be the result of inisguided 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 r a t e  base all or a 
part of a utility's investment in a completed electric utility plant or to 
diszllow cost recavery 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 parties with an interest in uttlity construction 
could change as they adjust to a possible new regulatory environment. The conse- 
quence of these shifting relationships is usually to increase costs in ways 
that ultimately arc borne by utility customers. For example, bidding poltcies 
could change t o  fixed-price, lump s u m  bids that may require the contractor to 
include large provisions for contingencies. There could be increased litigation 
and record keeping requtrements, leading to a deterioration in utility-contrac- 
t o r  relationships and eventually to adveixp effects 01-1 ratepayers. 

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

Technical 
_l__l_ 

Energy and economic changes of the last fifteen years, have led t o  two signif- 
icant events. The first of these I s  the sudden decline in electricilp demand 
growth, creating large ainolints of unwed (and hence to some "non~~seful~') 
capacity f o r  which i-egulaLors are reluctant to charge customers. The second 
change is the large increase in cost and schedule from earby estirnates, par-- 
ticularly for nuclear plant construction projects. 
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Regulatory 

The changing approach to regulation also has contributed to the disallowance 
problem. 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 doctrine. Rather, it represents regulators' discovery of an 
apparently respectable way of keeping rates from piercing some perceived po- 
litically acceptable level. Furthermore, ear-post regulatory findings that 
portions of new capacity are not "used and useful," even if prudent, represent 
an added attempt to penalize investors for unavoidable changes in demand that 
could not be reasonably projected. 

Utillties 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 matter little. However when new or replacement capacity 
is required, sooner or later, someone (most probably the ratepayer) will have 
to bear the increased costs associated with this shift in risk from the customer 
to the utility. 

Consequently, unless some new regulatory framework is developed, one whJch 
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 t o  
protect. Uegulators can determine what returns to allow on sunk capital; they 
cannot conscript new funds. 

RECOMMENDATIONS 

Reasons for disallowances o f  certaln construction costs  in utility rate bases 
are varied and reflect not only techlaleal and prudence factors but also politi- 
c a l ,  regulatory, and public relation factors. As such, the problems need t o  be 
addressed on many fronts. The reeommendatlons address those situations where 
the prudence process appears to be abused as compared to fair, unbiased treatment 
for both ratepayers and investors. The follawing recommendations reflect these 
considerations. 

Improved Management Techniques 

Clearly where there has been a significant cost increase from the original 
planning estimate for a nuclear plant, a PUC may have legitimate concerns about 
such an increase. What the utility must demonstrate is that the cost o f  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 acttons 
t o  be taken by management in order to control t h e  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 c o s t  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, construction and operation of nuclear and coal-fired plants. It is 
important that DOE work toward the objective a €  providing a much more stable 
regulatory environment for guiding the design arid 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 powzr plant construction costs would be minimized. 

Standard Plant Design and Construction 

A large number of nuclcar plants and many large coal-fired plants built over 
the last fifteen years have basically been custom designed and constructed, 
A s  such they have experlenced "first-of-a-kindsD problems that have l ~ d  to numer- 
ous design changes, construction rework and extended schedules. kVelO?kWnt of 
prelicensed standard plant designs wQuld certainly reduce these factors and 
minimize disallowances relating t o  these factors. 

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, Large plants are more complex in design and 
require more sophisticated construction approaches. This tends to lean t o  more 
redesign and construction rework, which eventually could be disallowed by a 
PUC. Smaller nuclear plants have the potential t o  minimize these problems 
through simplified design and innovative construction techniques that are not 
necessarily applicable to larger plants. 

Smaller plants can h a w  shorter schedules and may be less prana t o  schedule 
delays. Bringing capacity on line in smaller increments will also reduce the 
possibility of excess capacity minimizing disallowances due to imprudent schcd- 
ule delays and excess capacity. Innovative smaller plants are, however, needed 
to offset the disadvantage associated with these plants due to the principle of 
economy of scale. 

Preapgroval I Incentive Standards 

Under this approach, a PUC and utility mi-ght consider the following regulatory 
bargain: 

o Establish an expecLed total cost  (I€ a plant having a PUC- 
specified capacity (and, perhaps, other operating charactes- 
i s t i c s ) .  This base should be established (most likely 
through PUC-utility negotiations) in light of beat availablr 
forecasts and agreed upon capacity needs. 

o Establish (i.e. negotiate) a prrapproved miniauio. recovery 
level equal to a percentage of the expected total cos t  of 
the plant. The minimum 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 casts above the minimum recovery level and up 
t o  the originally expected cost, allow a rate b a s e  equal 
to actual. cost plus a fixed percentage, of the difference 
between expected and actual costs. 



o For a c t u a l  c o s t s  t h a t  a r e  h ighe r  than  t h e  o r i g i n a l l y  
expected c o s t ,  res t r ic t  recovery  t o  no more t h a n  
o r i g i n a l l y  expected c o s t  p lus  a c e r t a i n  pe rcen t  of t h e  
c o s t  over t h e  o r i g i n a l l y  expected l e v e l .  

o Allow t h e  foregoing  caps t o  be indexed by t h e  economy's 
gene ra l  r a t e  of i n f l a t i o n  ( inc lud ing  an i n f l a t i o n  premium 
i n  t h e  i n t e r e s t  r a t e  t h a t  c o n s t i t u t e s  t h e  u t i l i t y ' s  c o s t  
of c a p i t a l ) ;  and a l low automat ic  adjustment  of t h e  caps  
f o r  r egu la to ry  de l ays  and mandated mid-stream equipment 
and des ign  changes.  

Pub l i c  and PUC Awareness 

While i t  may be p o l i t i c a l l y  expedient  f o r  a PUC t o  d i sa l low c e r t a i n  c o n s t r u c t i o n  
c o s t s  from i n c l u s i o n  i n  the  r a t e  base ,  the  pub l i c  and the  PUC should be made 
aware by DOE and the  u t i l i t y  i n d u s t r y , a s  t o  the  long range adverse  imp l i ca t ions  
of such d isa l lowances  on t h e  c o s t  t o  t h e  u t i l i t y  and i t s  r a t epaye r s  f o r  t h e  
gene ra t ion  of e l e c t r i c i t y .  

- 

- The prudence Review Process:  Ret rospec t ive  and Commentary 

I n  a r e p o r t  by R.J. Rudden Assoc ia tes  e n t i t l e d  "Nuclear Prudence Reviews: 
Ret rospec t lve  and Commentary" s e v e r a l  recommendations were i d e n t i c a l  t o  t h i s  
s tudy  and t h e  Eollow-lng a d d i t i o n a l  recommendations were made. 

More balance between short- term and long-term c o s t s  and b e n e f i t s  should be 
achieved. We do not ag ree  wi th  some obse rve r s '  views t h a t  prudence cases 
rep resen t  a one-time a b e r r a t i o n  i n  r e g u l a t o r y  t r e n d s  t h a t  w i l l  not  adve r se ly  
a f f e c t  i n v e s t o r s '  expec ta t ions  of f u t u r e  t rea tment .  The e f f e c t s  on r a t e p a y e r s ,  
i n v e s t o r s ,  and u t i l i t y  managers extend w e l l  beyond near-term r a t e  and c a p i t a l  
l o s s  i s s u e s .  However, r e g u l a t o r s  c o r r e c t l y  perce ive ,  and u t i l i t i e s  need t o  
recognize ,  t h a t  p u b l i c  and p o l i t i c a l  response t o  t h e s e  cases  w i l l  l a r g e l y  be 
based upon immediate impacts.  

The problem of s p i r a l l i n g  i n t e r e s t  c o s t s  ("AFUDC") dur ing  unavoidable  de l ays  and 
while t h e  ratemaking t rea tment  of t h e  p l a n t  is being cons idered  should be 
mi t iga t ed  by i n t e r i m  r a t e  r e l i e f  for p r o j e c t  c o s t s ,  g ran ted  s u b j e c t  t o  refund 
upon t h e  f i n a l  de t e rmina t ion  of prudence. The problems of r a t e  shock should not  
be made worse by de lay ing  t h e  recovery of prudent  c o s t s  any longer  than  i s  
necessary.  

All. p a r t i e s  need t o  c l e a r l y  d i s t i n g u i s h  between t h e  i s s u e s  of r a t e  shock and 
managerial prudence and d e a l  with them s e p a r a t e l y .  The f a c t  t h a t  management's 
a c t i o n s  have l e d  to a s i t u a t i o n  which w i l l  have a major impact on r a t e s  does not  
mean t h a t  those  a c t i o n s  a r e  imprudent. The prudent investment test should not  
be viewed a s  t h e  s o l u t i o n  t o  t h e  problem of r a t e  shock a s s o c i a t e d  wi th  most 
nuc lear  p l an t s .  It is e q u a l l y  unreasonable  f o r  u t i l i t y  managers t o  b e l i e v e  t h a t  
t h e i r  r e s p o n s i b i l i t i e s  i n  prudence cases  end wi th  a convincing defence of 
management's a c t i o n s .  In  o rde r  f o r  any s o l u t i o n  to these  problems t o  be 
complete,  i t  must adequate ly  cons ide r  bo th  t h e  immediate and longer  term impacts  
on r a t e p a y e r s ,  i nc lud ing  t h e  price,  a v a i l a b i l i t y ,  and r e l i a b i l i t y  of e l ec t r i c  
s e r v i c e .  



A l l  p a r t i e s  should recognize t h e  p o l i t i c a l  rea l i t i es  o f  r e g u l a t i o n  and t h a t  
prudence cases are expensive and imperfect  means t o  the end of reasonable  rates.  
A g r e a t e r  r e c o g n i t i o n  of t h e  i n e x a c t i t u d e  of t h e  ratemaking process  and long- 
term need f o r  r e l i a b l e  power sou rces  should l e a d  t o  a g r e a t e r  w i l l i n g n e s s  by 
t h e  p a r t i e s  i n  prudence cases  t o  explore  s e t t l e m e n t s  and compromises, I n  t h e  
end, mountains of documents and armies  of a t t o r n e y s  and expe r t  wi tnesses  cannot 
achieve  p e r f e c t i o n  i n  a process  as i n h e r e n t l y  judgemental  as t h e  de te rmina t ion  
of reasonable  r a t e s .  



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 is currently a matter of consider- 
able concern t o  investors and the nation. Cost disallowances f o r  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 l e d  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 (DOE)  has a responsibility to assure that adequate, 
reliable and economic electric power i s  made available to meet the future needs 
of the U.S.  As a part of that responsibility, the Office of the Deputy Assistant 
Secretary f o r  Reactor Deployment, through the Office of Nuclear Plant Perfor- 
mance, is addressing the insritutional, financial and regulatory problems o f  
the nuclear power industry. 

The overall scope of work €or  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 way eliminate o r  alleviate the negative conditions found. This 
effort is set forth in the following three tasks, which were performed: 

1. 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 if 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 specialists in the several areas o f  expertise relat- 
ing to the questions of prudence in the electric utility industry. The follow- 
i n g  list of areas were identified in which expert assistance would be needed 
from key firms: 



1. Engineering/Design/Construct ion 
2. Data Acqu i s i t i on  
3. Legal 
4 .  Accounting 
5. F inanc ia l  

The team of United Engineers & Cons t ruc to r s ,  i n  a s s o c i a t i o n  wi th  U t i l i t y  Data 
I n s t i t u t e ;  Shaw, Pit tman, P o t t s  and Trowbridge; Arthur Andersen and Company; arid 
Duff and Phelps ,  w a s  formed t o  address  t h e  r e s p e c t i v e  areas. 

Data for  t h i s  a n a l y s i s  was assembled by U t i l i t y  Data I n s t i t u t e  w i th  t h e  he lp  of 
t h e  o t h e r  team members and t h e  Edison Electr ic  I n s t i t u t e .  The a n a l y s i s  and 
recommendations were perf ormed by t h e  eng inee r s ,  lawyers,  accoun tan t s  and 
f i n a n c i a l  a n a l y s t s  of t h e  above f i r m s ,  a l l  of whom are: inval.ved wi th  the e l e c t r i c  
u t i l i t y  industry.  

Cur ren t ly ,  s i x  p lus  h i l l i o n  d o l l a r s  have been excluded from the  ra te  base of 
u t i l i t i e s  f a r  va r ious  reasons  du r ing  t h e  pe r iod  1980 t o  1985. Although t h i s  i s  
small compared t o  t o t a l  investment i n  assets by u t i l i t i e s  ( t h e  c u r r e n t  i nves t -  
ment by u t i l i t i e s  f o r  l a r g e  c e n t r a l  s t a t i o n  nuc lea r  and coal f i r e d  power plants, 
1980 t o  1986, i s  i n  excess  of 100 b i l l i o n  d o l l a r s ) ,  any i n d i v i d u a l  u t i l i t y  can 
be badly harmed by d isa l lowance  d e c i s i o n s  focused on t h e i r  p l a n t ( s ) .  To analyze. 
and understand t h e  under ly ing  reasons  f o r  t h e s e  d isa l lowances  i s  u r g e n t ,  and 
makes t h i s  s tudy  p a r t i c u l a r l y  a p p r o p r i a t e  a t  t h i s  t i m e .  

S ince  t h i s  e n t i r e  area of d isa l lowance  and imprudence i s  c u r r e n t l y  i n  a s ta te  
of f l u x ,  a monitoring of t h e  s i t u a t i o n  by DOE i s  recommended f o r  t h e  f u t u r e ,  
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l n  the  United S t a t e s ,  r a t e s  charged by e lec t r ic  u t i l i t i e s  f o r  r e t a i l  s e r v i c e  
g e n e r a l l y  a r e  set and r egu la t ed  by p u b l i c  u t i l i t y  conmissions (PUC's). This 
r a t e  r e g u l a t i o n  t y p i c a l l y  occurs  a t  t h e  s t a t e  l e v e l  and by FERC when i n t e r s t a t e  
s a l e s  a r e  involved.  Rates are r egu la t ed  because l a r g e  e l e c t r i c  u t i l i t i e s  are 
viewed as n a t u r a l  monopolies. It i s  assumed t h a t ,  i n  the  absence of such 
r e g u l a t i o n ,  e l e c t r i c  u t i l i t i e s  would Exerc ise  t h e i r  market power and e x t r a c t  
monopoly prof i t s  through excess ive  and unwarranted charges.  It: i s  sometimes 
sa id  t h a t  r e g u l a t i o n  I s  a s u b s t i t u t e  f o r  compet i t ion ,  and t h a t  t h e  o b j e c t i v e  of 
r e g u l a t i o n  i s  t o  produce r e s u l t s  whlch would oecar i f  compet i t ion  among e l e c t r i c  
u t i l i t i e s  were f e a s i b l e .  

Under a regime of r e g u l a t l o n ,  e l e c t r i c  u t i l i t i e s  undertake an o b l i g a t i o n  t o  
se rve  a l l  customers wi th in  a s p e c i f i e d  servtce a r e a  with r e l i a b l e  e l e c t r i c  
s e r v i c e  a t  f a i r  atad non-discr iminatory r a t e s .  I n  r e t u r n ,  t h e  u t i l i t y  i s  
provided an oppor tun i ty  t o  ea rn  a € a i r  r e t u r n  on the  investment  i t  has made i n  
f a c i l i t i e s  t o  provide such e l e c t r i c  service. Recause t h e  u t i l i t y  is provided 
some measure of p r o t e c t i o n  a g a i n s t  t he  risks assumed by compet i t ive  bus inesses  
i n  unregula ted  market:;, t h e  r e t u r n  on u t i l i t y  investment  g e n e r a l l y  i s  less than  
t h a t  a v a i l a b l e  f o r  investments  made i n  unregula ted  bus inesses .  

This r e l a t i o n s h i p  between t h e  p r o t e c t i o n  a g a i n s t  c e r t a i n  bus iness  r i s k s  and a 
wi l l i ngness  t o  forego a marke t - ju s t i f i ed  r e t u r n  on investment  , i s  sometimes 
r e f e r r e d  t o  as t h e  r egu la to ry  compact o r  bargain.  The United S t a t e s  Court  of 
Appeals f o r  t h e  Dis t r ic t  of Columbia C i r c u i t  r e c e n t l y  descr lbed  such a 
r egu la to ry  compact i n  t h e  Eollowing terms: 

The U t i l i t y  bus iness  r e p r e s e n t s  n cozrapact of sorts; a monopoly on 
s e r v i c e  i n  a p a r t i c u l a r  geographic  area (coupled wi th  s t a t e -  
confer red  r i g h t s  of eminent domdn 01: condemnation) is  granted  t o  
t h e  u t i l i t y  i n  exchange f o r  a regime of i n t e n s i v e  r e g u l a t i o n ,  q u i t e  
a l i e n  t o  t h e  f r e e  market. ... Each p a r t y  t o  ihe compact g e t s  
something i n  t h e  bargain.  As a g e n e r a l  r u l e ,  u t i l i t y  investors a r e  
provided a l e v e l  o f  s t a b i l i t y  i n  ea rn ings  and va lue  less l i k e l y  t o  
be a t t a i n e d  i n  t h e  unregula ted  o r  moderately r egu la t ed  s e c t o r ;  i n  
t u r n ,  r a t epaye r s  a r e  a f fo rded  u n i v e r s a l ,  n o n d i s c r i m i n a t o r y  s e r v i c e  
and p r o t e c t i o n  from monopol i s t ic  p r o f i t s  through p o l i t i c a l  c o n t r o l  
over economic e n t e r p r i s e . ( Z )  
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11. RATES 

A key element of r e g u l a t i o n  i s  t h e  method used t o  set  r a t e s .  T r a d i t i o n a l l y ,  
t h i s  has been accomplished through i n v e s t i g a t i o n  of a "test  year"', For t h a t  
t e s t  yea r ,  a f a i r  and reasonable  revenue requirement i s  e s t a b l i s h e d .  Rates a r e  
then  designed t o  recover  t h a t  revenue requirement  from t h e  va r ious  c l a s s e s  of 
c~s to l t le rs .  The revenue requirement i s  computed by determining the  annual  c o s t s  
( i nc lud ing  al lowances f o r  f u e l ,  ope ra t ion  and maintenance, d e p r e c i a t i o n  and 
income t axes )  t o  provide the  e l e c t r i c  s e r v i c e .  To t h i s  i s  added a f a i r  r e t u r n  
on t h z  investment  i n  f a c i l i t i e s  used t o  provide the  e l e c t r i c  s e r v i c e .  This 
f a i r  r e t u r n  on investment u s u a l l y  1s expressed as a r a t e  of r e t u r n  t i m e s  t h e  
va lue  of a s s e t s  ( o f t e n  c a l l e d  the  r a t e  base)  used t o  provide t h e  e l e c t r i c  
s e r v i c e .  Thus,  the revenue requirement  (RR) i s  equal  t o  the  c o s t  of provid ing  
s e r v i c e  ( C )  p l u s  a r e t u r n  ( R )  OR r a t e  base (RR):  

RR = C + ( R  x WB) 

Over the  y e a r s ,  t h e r e  has  been much d i s p u t e  over  how t h e  r a t e  base should be 
valued.  Two b a s i c  approaches,  r e f e r r e d  t o  as t h e  "cost"  measure and t h e  "re- 
placement" measure, have been used. 

Under t h e  cos t  measure, t h e  r a t e  base i s  t h e  value i n  d o l l a r s  of a l l  p rope r ty ,  
used and u s e f u l ,  a t  t h e  time when f i r s t  devoted t o  service f o r  p u b l i c  u t i l i t y  
purposes * 

By c o n t r a s t ,  the replacement measure i s  a judgmental  e s t ima te  of what i t  would 
c o s t  t o  reproduce t h e  u t i l f t y ' s  p roper ty  a t  present-day c o s t s ,  r e g a r d l e s s  of 
whether such reproduct ion  c o s t s  might be h ighe r  o r  lower than t h e  o r i g i n a l  
cos t .  

Though once i n  vogue, t h e  replacement measure f o r  va lu ing  the  r a t e  base is not  
aEt.ean used today. In Smyth v. Ames, 169 U.S. 466 (1898), t h e  Supreme Court  
e x p l i c i t l y  inc luded  the  reproduct ion  c o s t  of proper ty  as one of t h e  f a c t o r s  by 
which t o  measure "Pa i r  value". The importance of t h e  replacement measure 
inc reased  du r ing  t h e  next  t h i r t y  years  t o  the  po in t  where i t  was considered an 
ind i spensab le  measure of t h e  r a t e  base.  See McCardle v. Ind ianapo l i s  Water 
Co.,  272 U.S. 400 (1926). However, i n  subsequent dec i s ions  t h e  Supreme Court 
moved away from p r e s c r i b i n g  how t h e  r a t e  base  was t o  be valued. This  t r e n d  
culminated i n  the l ead ing  case  of Federa l  Power Commission v. Hope Natura l  Gas 
Co., 320 U.S. 591 ( 1 9 4 4 ) ,  where t h e  Supreme Court re fused  t o  endorse o r  cons ide r  
any formula o r  method o f  r a t e  base approach as b inding ,  as long as  t h e  ''end 
r e s u l t "  of t h e  r a t e  o rde r  cannot be shown t o  be conf i sca to ry .  Freed from t h e  
use of t h e  replacement measure, most PUC's adopted o r i g i n a l  c o s t  as t h e  proper  
measure f o r  t h e  r a t e  base.  

~ 

- 
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111. 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; contributed 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 in his separate opinion in Missouri ex 
- rel. Southwestern Bell Telephone Co. v. Public Service Commission, 262 U.S. 
276 (1923). In his opinion, Brandeis states (fd. at . 2 8 9 ) : ( 7  

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 is applied for the purpose 
of excluding what might be found t o  be dishonest o r  obviously 
waste€ul or  imprudent expenditures. Every investment may be 
assumed to have been made in the exercise of reasonable 
judgement unless t he  contrary is shown. 

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 "[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. Par example, a leading text 
on rate cases published in 1954 describes the prudent investment test in the 
f o 1 lowing t erms : 

Prudent Investment (or Investment) closely approximates original 
cost f o r  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 constructed by the utility for 
serving the public. ( 4 )  

Indeed, as late as 1973, commentary appearing in the Columbia Law Review stated 
that: "Normally, little controversy surrounds the amount o f  the utility's 
investment. ... The recorded investment in utility facilities is rarely 
challenged. While an investment could be disallowed as imprudent, the poss- 
ibility is more theoretical than In id 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, tn 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 in the early 1980's and cantinutng to 
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the present, the costs associated with significant nezwbers of completed nuclear 
power plants rose very dramatically. PUC's were then asked to pass on these 
very large cos ts  to customers in the form of significant rate increases. 
Again, the PUC's had to determlne what portion of the money expended on a corn- 
pleted nuclear power plant should be recovered from customers and how such 
recovery should bc effected. In both cases, commissions relied primarily on 
legal principles deqzeloped for r a t e  base valuation to mitigate thp impacts on 
cus tomers. 

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 parte (if not all) of investments made. Prior to such decisions, 
applicaLion of the regulatory compact would have argued that, if the decision 
to initiate the n u c l e a r  project was reasonable when made, and i5 the decision 
to cancel the nuclear project vas reasonable when made, then the investor 
should receive some protection and should g e t  soae ret~rn of his investment. 
I n  essence, this approach would have protected the utility investor against 
some of the risk arising f rom unforeseeable c.hangcd circumstances by allowirng 
som2 return of the reasonable and prudent ii1vestruent made in the cancelled 
plant. While an investor in an unregulated: competitive business may n o t  have 
expected o r  been entitled to such pratection, the utility investor should 
expect such protection because ( 1 )  In principle, h i s  allowed return on 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 r e u t r n  on investment for  industrial companies due i o  recessionary 
periods or foreign competition and unusually high returns for utilities due i o  
regulatory lag in rate adjustment in a period of falling costs; and (2) unlike 
t h e  unregulated company, the utility is obligated under the franchise t o  serve 
the electric load in the territory. h utility simply is not entitled t o  decline 
plant expansion as being too risky. 

In moat cancelled nuclear plant c a s e s ,  PUC's followed traditional principles 
and did provide some protection for the utility inveszor, This was accomplished 
by allowing the utility to amortize over 2 specified period the money invested 
in the cancelled plant. This allows the utility to recover the investment; as 
part of its 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 compromise 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 on 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 =- 
dently made investment in a cancelled power plant cannot be reconciled with 
traditional rate base valuation principles, 

In a few cancelled plant cases, PUC's sought to justify the result of disallow- 
ing either a return on investment. or recovery of that lnvestment by investi- 
gating the reasonableness of the investment in the cancelled plant. I n  theory, 
the initial decision to begin the power plant construction project could be 
held t o  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 t o  have been unreasonable  and t h e r e f o r e  disal lowed.  In  p r a c t i c e  
t h i s  approach was not followed i n  c a n c e l l a t i o n  c a s e s ,  presumably because t h e  
e f f o r t  needed t o  i d e n t i f y  such  imprudent expend i tu re s  was not  deemed worthwhile. 
L a s t l y ,  some of t he  investment  could be d isa l lowed upon a f ind ing  t h a t  i t  was 
imprudent no t  t o  have cance l l ed  t h e  c o n s t r u c t i o n  p r o j e c t  sooner.  This approach 
cha l l enges  the  reasonableness  of t h e  c a n c e l l a t i o n  dec i s ion .  Such an approach 
a rgues  t h a t  a prudent  u t i l i t y  would have eva lua ted  t h e  d e s i r a b i l i t y  of cont inu-  
ing  with t h e  c o n s t r u c t i o n  p r o j e c t  e a r l i e r  and would have determined t h a t  t h e  
reasonable  course  would have been t o  cance l  t he  p r o j e c t  e a r l i e r .  In  a few 
c a n c e l l a t i o n  p r o j e c t s ,  t h i s  theory  has been adopted. Accordingly,  a l l  expenses 
incu r red  a f t e r  t h e  d a t e  on which t h e  PUC determined t h a t  t h e  p r o j e c t  should have 
been cance l l ed  have been d isa l lowed.  

mile t h e  c a n c e l l a t i o n  cases  set  t h e  s t a g e ,  most r ecen t  r egu la to ry  a c t i v i t y  
sddsess ing  t h e  prudence of power p l an t  c o n s t r u c t i o n  cos t s  has  been aimed a t  t h e  
set of completed nuc lear  power p l a n t s  coming on-l ine i n  t h e  1 9 8 0 ' ~ ~  These 
p l a n t s  t y p i c a l l y  have been cha rac t e r i zed  by s u b s t a n t i a l  i n c r e a s e s  i n  c o s t  over  
i n i t i a l  budget and s u b s t a n t i a l  i n c r e a s e s  i n  schedule  over  i n i t i a l  p r o j e c t i o n s .  
These two f a c t o r s  provide both a reason  f o r  i n v e s t i g a t i n g  t h e  c o s t s  i ncu r red  ( t o  
minimize the  r a t e  impact t o  t h e  customer) and a b a s i s  f o r  d i sa l lowing  some o f  
the c o s t s  ( t r e a t i n g  t h e  i n i t i a l  co3t  e s t i m a t e  and schedule  p r o j e c t i o n  l i k e  a 
f price c o n t r a c t ) .  

During t h e  c u r r e n t  Supreme Court  term j u s t  r e c e n t l y  completed on June 30, 1987, 
t w o  s i g n i E i c a n t  cases  bear ing  on the  prudence l s s u e  were presented  t o  t h e  Gourt. 

In  Kansas Gas €. E l e c t r i c  Co. v. S t a t e  Corpora t ion  Commission of Kansas (No. 
86-781) and Kansas Ci ty  Power Sr Light Co. v. S t a t e  Corporat ion Commission of 
Kansas (No. 86-793) t h e  u t i l i t i e s  cha l lenged  t h a t  p a r t  of a s t a t e  p u b l i c  s e r v i c e  
commission d e c i s i o n  which valued t h e  Wolf Creek Nuclear Generat ing S t a t i o n  a s  i f  
i t  were a c o a l  p l a n t  -- a r u l i n g  which i n  t h e  u t i l i t i e s '  v i e w  d i sa l lows  7 8  
percent  of t he  prudent  and u s e f u l  investment  i n  Wolf Creek. The u t i l i t i e s '  
argument i s  t h a t  t h e  d e c i s i o n  c o n f i s c a t e s  t h e i r  p rope r ty  i n  v i o l a t i o n  of t h e  
F i f t h  and Fourteenth Amendments t o  t h e  Cons t i t u t ion ,  and v i o l a t e s  t h e i r  r i g h t s  
t o  equa l  p r o t e c t i o n  and due process .  The case is  s i g n i f i c a n t  because i t  r a i s e s  
c o n s t i t u t i o n a l  i s s u e s  about how prudent and u s e f u l  investments  i n  l a r g e ,  c e n t r a l  
s t a t i o n ,  base load  power p l a n t s  should be valued,  

On February 23, 1987, t he  Supreme Court noted probable  j u r i s d i c t i o n  and agreed 
t o  hea r  t h e  cases .  107 S C t .  1281 (1987). However, Kansas Gas & Electric had 
proposed, and on March 11, 1987, t h e  Kansas Corporat ion Commission adopted,  a 
s e t t l e m e n t  agreement r e s o l v i n g  most of t h e  i s s u e s  between t h e  p a r t i e s .  

Accordingly,  on May 18, 1987, t h e  Supreme Court dismissed t h e  Kansas Gas & 
E l e c t r i c  appeal .  197 S .  C t .  2171 (1987). Tlne Kansas C i ty  Power & Light  
case  i s  s t i l l  pending, but  a proposed u t i l i t y  s e t t l emen t  i n  t h a t  ca se  i s  now 
b e € o r e  t h e  Kansas Corpora t ion  Commission. It is thus  l i k e l y  t h a t  t h i s  c a s e  t o o  
may be s e t t l e d  and the  Supreme Court appea l  dismissed.  

The Edison E l e c t r i c  I n s t i t u t e  has  f i l e d  an amicus b r i e f  wi th  t h e  Supreme Court 
t h a t  makes many of t h e  broad arguments t h a t  a r e  of concern t o  t h e  Department of 
Energy, Thus, whi le  t h i s  c a s e  i s  p o t e n t i a l l y  impor tan t ,  g iven  i t s  procedura l  
pos ture  and t h e  p o s i t i o n s  c u r r e n t l y  being presented  t o  the  Court by the  p a r t i e s  
and t h e  amicus, t h e r e  i s  l i t t l e  reason  f o r  t h e  Department of Energy t o  p a r t i c i -  
p a t e  d i r e c t l y .  
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The second impor tan t  c a s e  presented  t o  t h e  Supreme Court i n v o l v e s  t h e  Grand Gulf 
nuc lear  p l a n t .  The l e g a l  proceedings involving t h i s  p l an t  arc e s p e c i a l  1 y 
complex and convoluted, have involved proceedings before  t h e  U. S. Courts of 
Appeals f o r  t h e  Distr ic t  of Columbia and t h e  F i f t h  arid Eighth C i r c u i t s .  Involved 
p a r t i e s  i n c l u d e  t h e  f o u r  o p e r a t i n g  u t i l i t i e s  t h a t  a r e  p a r t  of t h e  Middle South 
system, t h e  p u b l i c  service commissions i n  M i s s i s s i p p i ,  Arkansas,  l4 issouri  and 
Louis iana,  t h e  Federal  Energy Kcgulatory Commission ( “ F E R C V T ) ,  and o t h e r s .  In  
M i s s i s s i p p i  Power & Ligh t  Cn. v. S t a t e  of Mis_gissippi (No. 84- t h e  u t i l i t y  has  
chal lenged a d e c i s j a n  by t h e  P I i s s i s s ipp i  Supreme court which i t  i s  a l l e g e d  
n u l l i f i e s  a FERC wholesale  r a t e  d e c i s i o n  t h a t  a l l o c a t e s  t h e  wholesale  c o s t s  of 
g e n e r a t i n g  e l e c t r i c i t y  amang a f f i l i a t e d  e l e c t r i c  u t i l i t i e s  t h a t  s e r v e  d i f f e r e n t  
s t a t e s .  The Supreue Court has  not  y e t  r u l e d  whether i t  w i l l  t a k e  t h e  case, 
though the  Court has i s sued  two s t a y  o t d e r s  t o  preserve  the  s t a t u s  quo pending 
i t s  d e c i s t o n  on whether t o  accept  t h e  case.  

The proceeding is  p o t e n t i a l l y  important because C L  raise3 c o n s t i t i i t i o n a l  i s s u e s  
r e l a t i n g  t o  the  e x t e n t  a FERC d e c i s i o n  preempts t h e  r i g h t s  of s ta te  p u b l i c  
s e r v i c e  commissions t o  e n t e r  c o n t r a r y  orders .  The b a s i c  pol icy  i s s u e  i s  whether 
s ta tes  may seek  t o  l i m i t  r a t e  i n c r e a s e s  t o  t h e i r  c i t i z e n s  while  imposing even 
h igher  c o s t s  t o  c i t i z e n s  i n  o t h e r  s ta tes .  As may be expected,  when such 
d e c i s i o n s  are made a t  a s t a t e  l e v e l  r a t h e r  t han  a t  t h e  f e d e r a l  l e v e l ,  t h e  
p a r o c h i a l  i n t e r e s t s  of each state tend t o  t ake  precedence over n a t i o n a l  
i n t e r e s t s .  

It i s  our  understanding t h a t  FERC has  been i n  contacE with t h e  S o l i c i t o r  General 
and it  i s  l i k e l y  t h a t  t h e  United S t a t e s  w i l l  f i l e  an  amicus- b r i e f .  We t h e r e f o r e  
recommend t h a t  t h e  Department of Energy cont inue  t o  rnanitor t h e  progress  of t h i s  
case.  

The e l e c t r i c  u t i l i t y  i n d u s t r y  has been undergoing a dramat ic  upheave1 s i n c e  i t s  
e n t r y  i n t o  t h e  nuc lear  age. A s i g n i f i c a n t  p a r t  of t h i s  change has been t h e  
s u b s t a n t i a l .  i n c r e a s e  i n  t h e  c o s t  and t i m e  necessary  t o  engineer  and c o n s t r u c t  
power plant  p r o j e c t s ,  e s p e c i a l l y  n u c l e a r  powered genera t ing  f a c i l i t i e s .  This 
change has  had a pronounced e f f e c t  on t h e  manner Fti which PUC’s conduct prudence 
reviews of such p r o j e c t s .  I n  o r d e r  t o  provide a perspectdve on t h i s  changes t h e  
c o s t  t r e n d s  and c o s t  d r i v e r s  under ly ing  t h e  change are  d i s c u s s e d  i n  t h e  
fo l lowing  s e c t i o n .  
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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 experienced compound 
annual growth rates of approximately 20 percent and 15 percent per year, respec- 
tively. The problem is  particularly serious €or  nuclear power plants. Owner 
preferences and the regulatory related increases in the quantities of construc- 
tion materials, labor conrent, engineering rnanhours and schedules of U, 5. 
nuclear plants has resulted in each plant being fundamentally a first-of-a-kind 
unjt with minimum learning feedback to facilitate effective cost reduction. 
The pursuit o f  the unattainable goals of zero risk to man and the environment 
and complete documentation to legally prove its achievement, has driven the 
C Q S ~  o f  nuclear electric generation relentlessly upward over the last 15 years. 
This is i n  contrast to Canada, Japan, Korea and France, f o r  example, where 
costs have risen at a much lower rate. 

The Department of Energy (DOE)  and its predecessor agencies have been involved 
in energy economics since 1949. I n  the  late F i f t l e s  and the  Decade of the 
Sixties, the Federal efforts were geared to develop rigorous, complete and 
comparable methods of economic analysis f o r  the nuclear and coal 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, 
economic and construction conditions. These Federal agencies have been prepar- 
ing coal and nuclear cost estimates, with the assistance of Un-itcd Engineers & 
Constructors Inc. ( U E & C ) ,  for almost 20 years. This effort has resulted in the 
evolution of an engineered approach t o  cost estimating, and the development of 
a large, historical data base of nuclear am3 coal power plant economic models. 

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

The U.S. DOE historical data base of comparably normalized power plant models 
identifies trends in design and construction costs of nuclear and coal plants. 
The consistent application o f  this approach in the development of these cost 
estimates permits a historical analysis of the changes in the construction ma- 
terial. and l abo r  requirements during the lg?Q's and 1980's. Such an analysis 
reveals that the dramatically rising cast of nuclear plants derives from t he  
regulatory changes, which cause manpower and non-NSSS 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 o f  
money. 

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

o increased construction material requirements 
o increased craft labor content, 
o increased engineering manhours, and 
o lengthened project and construction schedules 



20 

The construction material or "commodities" for both nuclear and coal plants 
have increased substantially in the last decade. 

The increases for nuclear power plants are associated mainly with evolving 
safety requireaents. Nore stringent seismic design requirements 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 requirements resulting in the use of more materials. 

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 arid systems n o t  
supplied by the nuclear steam supply system (NSSS) vendor. Rather, they are 
associated wdth 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 more 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 treatrcent 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 

PERIOD: 
CRAFT LABOR: 
ENGINEERING & 
F I E L D  SERVICE LABOR: 

NUCLEAR UNIT 1 , 2  COAL UNIT 1,2 

1971 - 1984 
-I. 13% 

I" 24% 

1971 - 1981 
+- 8% 

+ 8% 

The increase in 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. In addition, schedule slippages 
for financial. or licensing reasons have caused increased craft manhour require- 
ments because of associated inefficiencies. The most significant factor, how- 
ever, has been the decline in overall labor productivity. This decline bas 
been caused by the increased congestion of safety related areas o f  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 program. Reg- 
ulatory induced increases are not always caused by changes i n  regulations. 
Rather, they often result from the interaction of U.S. Nuclear Regulatory Com- 
mission (NRC) and industry staffs i n  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 requdred to plan, license, engineer, construct and startup a nuclear 
o r  coal-fired power plant increased sharply as the 1 9 7 0 ' 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 Eighties 
resrilted in increased direct and indirect costs. The schedule extensions 
increased the cast of interest and escalation during construction, This effect 
was compounded by the rising inflation rate experienced in the 19,s. durllng the 
same period because it drove up the escalation and interest rates. 

A review of the capital cost estdmates for nuclear and coal power plant6 
indicates that the compound escalation rate f o r  the capital cost of  a U.S. 
nuclear plant during the period From 1967 t o  1984 approximates 20 percent and 
1 5  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 analysls of the trends in nuclear power plant capital costs vividly high- 
lights the shift in importance among the elements which make up the capital 
costc. The shift is from hardware costs to sched~le dependent COSLS,  namely 
escalation and interest during construction. 

DISCUSSION OF CAUSES 

The previous section cited the trends in U.S. nuclear and coal power plant 
coristriictiori in terms of materials, labor schedule and ail t i m a t e l y  cost I and 
commented on the Immediate causes of these increases. This section focuses on 
the factors inflriencing the deterioration i n  U. 5. engineering and construction 
performance for nuclear plants. 

UE6C has identified the following causes: 

o Unstable U.S. Regulatory Environment 
o Number and Application o f  Consensus Standards 
o 
o Overly Conservative Interpretation of Standards and Regulations 
o Extensive Interface Conflicts 
o Quality Assurance Programs 

Emphasis an Seismology and Seismic Analytics 

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 impacted to some degree 
nuclear power plant construction. In addition, the regulatory environment 
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a s s o c i a t e d  wbth achiev ing  n u c l e a r  s a f e t y  has  been very unstable .  Unlike some 
n a t i o n s  the  U. S. nuclear  r e g u l a t o r y  system does no t  l 'grandfather ' l  t h e  regula- 
t o r y  c r i t e r i a  t o  be s a t i s f i e d  as a f u n c t i o n  of some pre-cons t ruc t ion  l i c e n s i n g  
da te .  Consequently t h e  des ign  is s u b j e c t  t o  change during t h e  e n t i r e  engioeer-  
i n g ,  c o n s t r u c t i o n  and s t a r t u p  process .  Tne c u r r e n t  n u c l e a r  s a f e t y  r e g u l a t o r y  
s t r u c t u r e  has  numerous ways of imposing requirewenLs. These incl i ide:  

0 

0 

0 

0 

0 

0 

0 
0 

0 

0 

0 

Regulat ions ( T i t l e  10 Code of Fed. Reg.) 
Re g u l  a t o ry Guide s 
Branch Technical  P o s i t i o n s  
Standard Review Plana 
NUREG Reports 
Orders 
I / E  B u l l e t i n s  (Not ices  & C i r c u l a r s )  
Generic Letters 
Regulatory P o s i t  i o n  St a t  w e n t  s 
Proposed Rulemakings 
I n s p e c t o r  Preferences  

Number and Appl ica t ion  of Consensus Standards 

The nuclear  power i n d u s t r y  t r i e d  t o  develop guidance and c o n s i s t e n t  f n t e r p r e t a -  
t i o n  of t h e  f e d e r a l  requirements  through t h e  consensus s t a n d a r d s  organiza t ions .  
I n  some cases t h e s e  o r g a n i z a t i o n s  had NRC r e p r e s e n t a t i o n  on the  code committees. 
The r e s u l t  was a r a p i d  and s i g n i f i c a n t  i n c r e a s e  i n  t h e  number of a p p l i c a b l e  ron- 
s ensus  s tandards .  O r i g i n a l l y  most of t h e  consensus s tandards  were viewed a s  
in tended  t o  provide f l e x i b l e  guidance t o  t h e  engineers .  However, t h e  NRC views 
any s tandards  c a l l e d  out  i n  t h e  Prel iminary Sa fe ty  Analysis Report  (PSAR) o r  
q u a l i t y  a s s u r a n c e  c o n t r o l  documents as  p a r t  of t h e  l i c e n s i n g  c o m d t m e n t s  made by 
t h e  u t i l i t y .  Therefore ,  any s tandard  involved i n  t h i s  con tex t  t a k e s  on the 
c h a r a c t e r  of a mandatory commitment. As a r e s u l t ,  implementation, and p a r t i c -  
u l a r l y  modi f ica t ion  of t h e  use  of t h e s e  s t a n d a r d s  has become more of a l e g a l  o r  
procedura l  process  r a t h e r  t h a n  a t e c h n i c a l  process  where engineer ing  judgment 
can be u t i l i z e d  as t h e  b a s i s  f o r  a c t i o n .  During the  1 9 7 0 ' s  and t h e  e a r l y  1980's 
t h e  U.S. n u c l e a r  engineer ing  and c o n s t r u c t i o n  process  has  evolved i n  a manner 
t h a t  d i scourages  t h e  use of engineer ing  judgment. 

Emphasis o n  Seismology and Seismic Analy t fcs  

The U . S .  n u c l e a r  r e g u l a t o r y  climate d u r i n g  t h e  1970's and 1980's has been char- 
a c t e r i z e d  by a focus  on low p r o b a b i l i t y  events .  P r i n c i p a l  aroorig t h e s e  has  been 
t h e  e v o l u t i o n  i n  t h e  requirements ,  s o p h i s t i c a t i o n  and comp1exPty a s s o c i a t e d  w i t h  
seismic even t s  and seismic a n a l y s i s .  During t h e  1960's t h e  p r i n c i p a l  focus of 
seismic a n a l y s i s  was only on t h e  m j o r  s t r u c t u r e s  t h a t  house and support  ehe 
mechanical,  e lec t r ica l  and o t h e r  equipment a s s o c i a t e d  wi th  o p e r a t i n g  the p l a n t .  

During t h e  1970's t h e  scope was broadened s i g n i f i c a n t l y  t o  i n c l u d e  t h e  mechani- 
cal equipment, p ip ing ,  e lec t r ica l  and i n s t r u m e n t a t i o n  systems, 

I n  a d d i t i o n  t h e  s o p h i s t i c a t i o n  and complexity of the analyses  used have in- 
c reased  s i g n i f i c a n t l y .  The elnphasis on dynamic a n a l y s i s  has  r e s u l t e d  in a seem- 
i n g l y  e n d l e s s  r e a n a l y s i s  and rework as each  change, perhaps caused by H field 
i n t e r f e r e n c e ,  a f f e c t s  the dynamic c h a r a c t e r i s t i c s  of t h e  system and t h e r e f o r e  



23 

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 engineering 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 
seismic 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 f o r  the above changes 
exceeded $306 millfon of a total varFance (without AFUDC) of $2.689 billion. 

Overly Conservative Interpretation of Standards _I.- & Regulations -- 
U.S. utilities have for a number of reasons been extremely conservative Cn the 
interpretations of U.S.  nuclear regulations and associated consensus 
standards. The reasons include a desire to convince the NRC that the project IS 
being prosecuted in good faith, the fear of being denied an operating license 
because designs defined in an early part of the project might not neet new 
requirements issued later during t h e  construction process, and the fear o f  
losing a decision in a rcgu1.atot.y or judicial hearing which would esuse 
financial damage by extending schedules. There has been Y tendency to 
overcommit during the licensing and design process, to accept requirements even 
though their financial 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 seemingly 
endless reanalysis and increased rework. 

Quality Assurance Programs 

In the late 1960's and early 1970's the NRC began t o  emphasize quality assurance 
programs throughout the industry. The result has been a continual decline in 
engineering and construction productivity as more and more manhours have been 
expended in documenting all the engineering and constructfan 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 construction process, including problem 
resolution, as well as to chances that result from changes in regulatory re- 
qui remen t s. 

The difficulty in explaining to PUC's the various types of changes incurred in 
power plant projects, and the incredulity of t.he PUG'S that such am environment 
could exist, has allowed such commissions to disallow substantial investments. 
This has occurred because of the utilities' inabllity to precisely identify 
chamges with specific dollar amounts, and to provide a totally documented 
justification f o r  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 capital cost disallowances f o r  nuclear and 
other power plants. The category of other power plants primarily includes 
coal-fired plants. 

I t  should be recognized that the disallowances shown in the Appendix are changing 
and wtll continue t o  change over time. For example, appeals currently are in 
progress for certain nuclear units, and the magnitude of disallowances should 
bc evaluated in that perspectlve. 

The disallowances of construction costs by PUCfs occur for a multitude of 
rcLasons reflecting the particular situat-ton of the plant under construction, 
the approaches and decisions of the electric utillty system bullding or  owning 
the plant, and the PUC approach to rate regulation. The disallowances however, 
cafi be broadly classified into the following five categories: 

Imprudence 

This category includes disallowances as a result OF certain utility decisions , 

bcing judged as imprudent 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 o r  should have been known at the time. Extra expenses incurred from a 
failure t o  meet that standard are disallowed from the rate base. This disallow- 
ance is 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 is not permanent and can be included in the 
rate base as the utility's load requirements grow, eliminating 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. If the facility 
is completed for a higher amount, the excess investment may be disallowed from 
inclusion in the rate base. This disallowance is 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  o f  a facility is above the economic 
value of that Eacility. 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 iu the rate base. 
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Other ----- 
This category includes disallowances that do not 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 imit and type 
of disallowance over the period 1980-1986. This table gives information on 1 3  
nuclear units with disallowances classified under imprudence, excess capacity, 
economic 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 f o r  nuclear units 
completed in the 1980 to 1990 time frame where appeals are Ln piogress. 

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 COUXEQII place to 
an alarming degree in recent years. It appears that the regulatory contract is 
being violated, to varying degrees, by many state regulators. In the view of 
investors, the concept of reasonableness or prudence is being 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 f o r  these rate suppression 
problems for newly completed plants. The first ieaSOn 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 o f  an accounting return on the delayed plant, plus additional hard 
dollar costs of newly required modif€cations and enhancements, reduce the 
economic 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 o€ this strategy in opposing 
nuclear power is particularly apparent regarding future construction. It is 
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 cost  increases as traumatic. The 
sources of rate shock include rate suppression during construction. 



27 

m
 

4
 

4
 
0
 

I I I I I I I I I I I I I I I I I i ul v.4 

2
 

3.4 

C
 

sr 
PP 
8 

b
 

v.4 
e4 
-3

 

I I I I I I I I I I I I I I I I I I 

h
 

4
 

cv 
e
 

4
 

h
 

m 

r-4 
4
 

a 
0
 

5 

9
 

0
 

co 
9
 

I I I I I I I I I I i 0. 0 
a3 
N

 

0
 

b
 

cn 
m

 

hl 

1 0
) 

P4 

Q
\ 

aJ 9
 

c
1
 

I I I I I I I I I 

0
 

co 
hl 
m

 I I I I I I i 

? 2
 

u7 
m

 

d
 

I I I 1 I I I I 

0
 

P
I 

co 
hl 

I I I I I I i 

0
 

0
 
9
 

In 

0
 

a3 
m

 . I I I I 

9
 
0
 

N
 

4
 

I I I I I I I I 

0
 

d
 

rv, 
c
1
 

I I I I I 

9
 

d
 

a3 
c
1
 

9
 

b
 

co 
N

 

0
 

hl 
hl 
In
 

0
 

m
 

(V
 

4
 

m
 

03 
a
 

m
 . 

9
 

m
 

hl 
rn 

9
 

*! u
l
 

m
 

3.4 

m
 

4
 

m
 
a
 !-I 

0
 

W
 

2 a, 8.4 V
 

d
 

al 
C

 
0
 

u
 

m
 
4
 

d
 

r
l 
E
 



28 

m
 

\o
 

o
\
 

I I I I I I I I I I I I I I I I I 1 I m
 

u7 
m
 

CJ 

d
 

d
 

Ir 
01 
> 
'd

 
a: 01 
4
 

P
l

 
01 
m

 

r- 
m

 
m

 
Q

 

I I I 
I I 

I 
I 

I 

I I 
1 

I 
I 

I 
I 

I 
I 

I 
I 

a
 

.f I I I I I I I I I 

0
 

N
 

N
 

I I I I I I I I I I 

In
 

r- N
 

4
 

i I I I I I I 

I 
I 

I 

I 
I 

I
I

 
I 

I 
1

1
 

I I 
I I 

/I I 

I I I 
I I I /I 

i 
I 

I
I

 
I 

I 
I

I
 

115 
ln 

m
 

0
 

m
 

P
- 

N
 

4
 



29 

The rate shock listed above is a matter of regulatory policy. During construc- 
tion, plant costs can be reflected in rates a s  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 c o s t s ,  
both interest and equity return, are minimized since credit quality is greatly 
enhanced. Typically, plant c o s t s  during construction can be reflected in rates 
a6 those costs accumulate by allowing Construction Work in Progress (CWIP). 
However, in some jurfsdictions political decisions have been made which preclude 
the use of CWIP. 

The antithesis of the practice of including plant costs in rates during con- 
struction is the accrual of Allowance for  Funds Used During Construction (AFUDC).  
This alternative practice suppresses utility rates during construction, increas- 
es capital costs to the cash-poor utility through diminished credit quality, 
and bloats the final c o s t  of the plant. Furthermore, companies who must llve 
on AFUDC rather than cash earnings during a major construction project are 
sometimes forced to slow down, o r  periodically stop, the pace o f  construction, 
thereby adding further t o  the cost ~f 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 its 
area of jurisdiction, the type of disallowance, amount oE disallowance and 
comments relating to the disallowance. In certain 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 t o  6,592 million dollar6 over  the period 1980-1986. 
Of this total, approximately $3,421 million o r  51.9% i s  due t o  imprudence, 
$2,185 million o r  33.2% is due to excess capacity, $371 million o r  5.6% is due 
to economic value, $237 million or 3.6% i s  due to cost caps and $378 million or  
5.7% falls in the category of other. The overall disallowances are summarized 
below: 

- 

TYPE OF DISALLOWANCES 

Imprudence 
Excess Capacity 
Economic Value 
Cost Cap 
Other 

Total 

AMOUNT OF DISALLOWANCE 
$ x 1Q6 PERCENT 

3,421 51.9 
2,185 33.2 

371 5.6 
23 7 3.6 
378 5.7 

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 
Missouri Commission concluded that "although Union Electric did a credible job 
of managing 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 indicated 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 in the legal process. 

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

* Since the $6.592 billion represents a snapshot in time (thru 1986), the 
disallowances will change as decisioins are appealed, court settlements 
occur, or new disallownces are considered in current and future rate cases. 



On July 25, 1984, Union Electric f i l e d  a r e q u e s t  w i t h  FERC f o r  about  $37 mLllian 
of annual r a t e  r e l i e f  based on a proposed phase-in of Callaway c o s t s .  The FERC 
permi t ted  i n t e r i m  i n c r e a s e s  of $12 m i l l i o n  i n  January 1985 and $5 m i l l i o n  i n  
January 1986. In i t s  i n i t i a l  d e c i s i o n  of June L?, 1986, FERC disal lowed $18 
m i l l i o n  of Callaway expendi tures  and granted  a 5-year phase-in of $31 m i l l i o n  of 
rate r e l i e f .  Based on t h e  $31 a i l l i o n  de te rmina t ion  of June 1986, t h e  January 
1985 and January 1986 r a t e  i n c r e a s e s  were lowered r e t r o a c t i v e l y ,  r e s u l t i n g  i n  an  
approximate $3 m i l l i o n  refund t o  customers.  

Fermi 2 

The n o t e s  on Fermi 2 i n  t h e  Appendis s t a t e  t h e  Adminis t ra t ive  Law Judge 's  (ALJ)  
recommendation i n  t h e  case, r a t h e r  than the  Michigan PSC's d e c i s i o n  of Apt11 1, 
1986, which is much more important  and d i f f e r s  from t h e  ALJ's recornmendation. 
Furthermore, t h e  notes  suggest  t h a t  t h e  ALJ s e t  a cap on t h e  co-op's investment 
i n  Fermi 2. 

The co-op's investment  i n  Fermi 2 a r i s e s  from the  Rural  E l e c t r l r i c a t i o n  
Adminis t ra t ion ' s  (REA'S) r e f u s a l  t o  permit  f u r t h e r  funding €or  t h e  co-op. As 
expendi tures  cont inue  without  f u r t h e r  co-op investment ,  t h e  awnership breakdown 
has changed t o  88/12. Furthermore,  t he  Company aiid t h e  co-op have agreed t h a t  
D e t r o i t  Edfson (DTE) w i l l  u l t i m a t e l y  purchase t h e  e n t i r e  co-op's s h a r e  of Fermi 
2. 

I n  t he  A p r i l  1985 rate o r d e r ,  t h e  WSC agreed w t t h  t h e  AL.4, and removed t h e  
$283 m i l l i o n  Greenwood 1. o i l - f i r e d  p l a n t  from r a t e  base ,  but requi red  t h e  
Company to keep Greenwood 1 a v a i l a b l e  f o r  service. This requirement  i s  c e n t r a l  
t o  D e t r o i t  Edison's appeal  of the o r d e r .  

D e t r o i t  EdS.san f i l e d  f o r  Fermi-related ra te  r e l i e f  based on a $3,075 onill ion 
c o s t  estimate. The Company expec t s  Fermi 2 t o  comme~xe commercial o p e r a t i o n  i n  
the  f a l l  of 1987 a t  about a $4,300 m i l l i o n  t o t a l  cos t .  The $1,225 m i l l i o n  
($4,300 minus 3,075) a d d i t i o n a l  investment i n  Fermi i s  unaddressed n o t  
denied. 'Ke FPSC has  agreed t h a t  no d e c i s i o n s  have yet  been made on these  
expendi tures ,  a l though i n  Apr l l  1986 the  Commission decided t h a t  S397 a d l l i o n  of 
t h e  $3,075 m i l l i o n  Fermi investment  was. made imprudently.  

Limerick 1 

The d a t a  r e p o r t e d  i n  t h e  Appendix, Tablc 5 ,  on Ltmerick 1, s p e c i f i c a l l y  t h a t  
$369 m i l l i o n  of expendi tures  were excluded €ran t h e  r a t e  base a s  imprudently i n -  
cu r red ,  i s  c o r r e c t .  To t h i s  f a c t ,  i t  ahmild be added t h a t  $632 mlI2ion of 
common p l a n t  was disal lowed from t h e  rate base as being a t t r i b u t e d  t o  unPt 2. 
The acc rua l  of AFUDC on t h e s e  e x p e n d i t u r e s  was allowed through commercial start-  
up, which i s  expected i n  1991. 

San Onafre 2 and 3 

The $344.6 m i l l i o n  of d i sa l lowed expendi tures  are f o r  t h e  e n t i r e  u n i t  2 and 3 
c o n s t r u c t i o n  c o s t s .  Southern C a l i f o r n i a  Edfson's 75% s h a r e  of t h e  $344.5 
m i l l i o n  aggrega te  d isa l lowance  equaled $258.6 m i l l i o n  ($151.9 m i l l i o n  due t o  358 
days o f  c o n s t r u c t i o n  d e l a y  p l u s  $74.0 mfl.lion of i n d i r e c t  c o s t s  p l u s  $22,7 
m i l l i o n  of q u a l i t y  assurance  and q u a l f t y  c o n t r o l  expendi tures ) .  The $284.4 
m i l l i o n  of d i sa l lowance  being appealed by Southern C a l i f o r n i a  Edison a l s o  
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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-t hi rds . 
Shoreham 1 

The New York Public Service Commissioii (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 Nine 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 
decislons in Kansas and Missouri and the Kansas Gas and Electric decision in 
Kansas is essentia1J.y 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, KCPL 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 Ke€orm Act of 1986. 

In its filing, KCPL proposes to revalue its Wolf Creek investment at the full 
$2,30O/kW rather than at the $1,29Q/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 f o r  rate increases to reflect Wolf Creek in the rate 
base at $2,3OO/kW effective January 1, 1991, Furthermore, KCPC proposes to 
accrue carrying costs on excess capacity at $2,30Q/kW instead of at the $1,29O/kW 
level approved in 1985. The Company also seeks a 30-year rather than 40-year 
depreciation life for Wolf Creek, would reduce its authorized return on equity 
to 12% from h5.8%, 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 decision 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. In December 1986, KGdE filed an applicatfon with the Kansas Corporation 
Commission (KCC) proposing to resolve outstanding issues relating to the rate 
treatment of Wolf Creek. Essenetial points o f  the KG6E 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 life of the plant. 

o KG&E would credit any proceeds received from such insurance against 
its cost of service revenue requirement -- in effect, offsetting 
electric rate revenues with insurance proceeds. 
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o The KCC would value the 
actual cost rather than 
March 11, 1987, the KCC 
KG&E application. 

prudent and useful portion of Wolf Creek at 
the cost of a hypothetical coal plant. On 
issued an order substantially granting the 

Coal Units 

Table 7 in the Appendix gives capital cost disall.owances for coal-f ired and other 
plants. 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 t o  R toLal 
of 127 million dollars. 

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

Belle River 1 and 2 

In July 1985, the MPSC disallowed $97 million of Belle River investment from 
the rate base. Some $36 million of the total amount was f o r  certain coal hand- 
ling facilities deemed by the MPSC t o  be not yet used and useful. However, the 
rate order allowed recovery of all but $ 3  milliori of the coal handling equip- 
ment investment 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 Relle 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 &he Conrraission agreed, that the 1974 shutdown of constuction 
at Belle River resulted from a lack of funds due t o  an adverse capital market, 
a state regulation prohibiting the sale of cornon stock below par,  and insuffi- 
cient fnternally generated cash. Using the low Belle River CW%P levels and AFUDC 
rate applicable during the construction delay period i n  question, Detroit 
Edison calculated an approximate $2 million increment to the final Belle River 
plant costs using the Commission's rationale. 

The Company appealed the July 16, 1985 order to the Zngham County Circuit 
Court, whj-ch, on September 17, 1985, issued an injunction which allowed the 
Company t o  collect, subject to refund, $12.1 million in annual revenues related 
to the $61 million rate base disallowance. The UDI note number 1 to Table 2 in 
Appendjx conceriling Belle Rfvet 1 and 2 refers t o  a December 16, 1986 coillet 
decision which Eound tha% 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-requested phase-in could pleic- 
initely be considered an excess capacity penzlty. Upon completion of Holcomb 
1, the Co-op had a 95% reserve margin. T h i s  was due in part t o  the Co-op's 
failure to give sufficient ( 4  year lead-time1 notice to KP&L to cancel a firm 
purchased power contract, 

Reid Gardner.-b 

Less than lOOX of the plant was allowed in the rate base. A total of approx- 
imately $ 4 . 3 7  million of Nevada Powersa $115 million share of the unit cost was 
disallowed (somewhat over three percent) - Nevada Power i s  the minority owner 
with a 32% share. 
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VII. IMPRUDENCE TEST AND CLASSIFICATXONS 

There have been many state commissfon applicatfons 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 gui.delines is likely to be useful, 
perhaps necessary, for having a court sustain commission findings. Nowever, 
because prudence is an evolving regulatory tool, following these guidelines may 
not be sufficient t o  guarantee that plant capital costs will be recovered from 
ratepayers. This is 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 It has been held that without 
"affirmative evidence showing mismanagement, inefficiency, or bad faith,"(8) an 
investment decision is presumed t o  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 investment fn the power 
plant is presumed to be prudent and includable in the rate base. Of course, in 
fair value States, the investment is included in the rate base at its fair 
value, which may o r  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 if the investment decision is prudent 
becomes critical. Most commissions applying the prudent investment test use 
the standard developed in the Brandeis opinion of the Southwestern Bell case; 
namely, the prudence of a decision is based on its reasonableness under the 
circumstances. From this starting point, state commissions have developed the 
prudent investment test 88 it is currently applied to public utilities. This 
test requires a standard of care owed by the utility to its customers. The 
standard of care is 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 light 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 is subject 
to reversal. 
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Retrospec t ive ,  F a c t u a l  Inqui ry  

Once t h e  prcsomption of prudence i s  overcome, t h e r e  i s  a need t o  dcvclop evidence 
about whether t h e  investment d e c i s i o n  P J ~ S  prudent Oi irnptudcnt. To accomplish 
t h i s ,  s t a t e  commissions engage i n  r e t r o s p e c t i v e ,  f a c t u a l  i n q u i r i e s ,  

Evidence f o r  prudence o r  imprudence n r e d s  t o  be r e t r o s p e c t i v e ,  o r  backward 
look ing ,  i n  t h a t  i t  m i l s t  be concerned wi th  the  time at which t h e  d e c i s i o n  was 
made. It must presen t  f a c t s ,  not  merely opinion. These f a c t s  5hOllld cover a11 
t h e  e lements  that  d id  or could have e n t e r e d  i n t o  t h e  d e c i s i o n ,  inc luding  a l l  
r e l e v a n t  d a t a ,  i n fo rma t ion ,  decision-making t o o l s ,  and the circumstances a t  
t h e  time For examplc, i t  would be improper t o  use pas t  d a t a  i n  a c u r r e n t  
computer model t o  review a p a s t  d c c i s i o n  i f  ihic t ype  of modpl were no t  a v a i l a b l e  
i n  t h e  p a s t  o r  i-f use of such a m o d ~ l  could no t  reasonably be expected of the 
d e c i s i o n  maker. 

Areas of Recent S t a t e  Appl ica t ion  -. 
__I ~ ___- 
We have reviewed recent s t a t e  commission prudence i n q u i r i e s  involv ing  e l e c t r i c  
aiid gas  u t i 1  itEes. The two p r i n c i p a l  arieas of a p p l i c a t i o n  involv ing  e l e c t r i c  
u t i l i t i e s  were c o n s t r u c t i o n  c o s t  overruns and p l a n t  abandonments. 

Pew of t h e s e  cases  r e l y  s o l e l y  on t h e  prndence t e s t  f o r  reaching a judgement. 
In most, t h c  commission r e f e r e n c e s  the "uscd-and--ueful1' t es t  o r  a "balancing 
of i n t e r e s t s "  t e s t  ( t h a t  i s ,  balancing t h e  l e g i t i m a t e  i n t c r e s t s  of custumees and 
i n v e s t o r s )  t o  dec ide  i f  c e r t a i n  c o s t s  should be included i n  r a t e s .  

The prudence i n q u i r i e s  t h a t  rely most h e a v i l y  on s ta f f  i n v e s t i g a t i o n s  a r e  those  
involv ing  g e n e r a t i n g  p l a n t  c o n s t r u c t  koa c o s t  ovcrriins. This  i s  s o  because t h e  
purpose i s  not  s i m p l y  t o  dec ide  whether o r  no t  imprudent d e c i s i o n s  were made, 
but  a l s o  t o  determine t h e  consequences of any imprudent d e c i s i o n s  i n  terms of  
a d d i t i o n a l  c o s t s .  

Because c o n s t r u c t i o n  c o s t  overriliw r a r e l y  occurred before  t h e  1 9 7 0 1 s ,  and when 
they d i d  occiir t he  overcuiis were of small magnitclde, t h e r e  WETT few cases  
e x p l i c i t l y  applying the  prudence t e s t  t o  c o n s t r u c t i o n  c o s t  over runs  before  t h e  
1970's. Rather ,  t he  presmnption of prudence app l  Ped. Howsver, s i n c e  t h e  
1970's,  s t a t ?  commissions have been more a c t i v e  i n  cha l lenging  t h e  va lue  of 
investments  about t o  go i n t o  r a t e  base on t h e  b a s i s  of prudence. Such a chal-  
l enge  u s u a l l y  must be preceded by a s t a f f  prudence i n v e s t i g a t i o n  t o  develop 
evidence of imprudence. 

Some key a r e a s  i n t o  .which a s t a f f  i n v e s t i g a t i o n  of c o s t  overruns i s  l i k e l y  t o  
i n q u i r e  a r e :  ( 1 )  whether d e c i s i o n s  r e l a t j n g  t o  c o s t s  were made a t  t h e  appro- 
p r i a t e  l e v e l s  wi th in  t h e  corpora te  h i e r a r c h y  and whpther t h e  s e n i o r  o E f i c e r s  
received adequate  informat ion  t o  a l low them t o  make r e spons ib l e  d e c i s i o n s ;  ( 2 )  
whether the u t i l i t y  was adequate ly  involved i n  t h e  planning of t h e  p r o j e c t ;  ( 3 )  
whether t h e  u t i l i t y  s e l e c t e d  an a r c h i t e c t l c n g i n e e r  who could handle  t h e  p r o j e c t  
i n  a c o s t - e f f e c t l v e  manner; ( 4 )  whether t h e  u t i l i t y  inon i tn i cd  t h e  engiaeer ing  
e f f o r t ;  (5) whether procurement was based on compet i t ive  b i d s ;  ( 6 )  whether t h e  
c o n t r a c t s  were a l l  cos t -p lus ,  o r  whcther t h e r e  were i n c e n t i v e  acchantsms in-  
c luded;  ( 7 )  whether t he  u t i l i t y  monitored t h e  work f o r c e  u t i l i z a t i o n ;  ( 8 )  
whether t i m e  schedules  w c r p  e s t a b l i s h e d  f o r  c o n s t r u c t i o n  tasks and whether 
t h e r e  were adequate  r e p o r i i n g  systems Pn place t o  identP€y d e v i a t i o n s  from t h e  
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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 
o€ materials and equipment were effectively scheduled, controlled, and moni- 
tored; (11) whether the construction manager was effectively monitored; (12) 
whether the utility took steps (especially in nuclear construction) to improve 
the interactLon between construction and engineering; (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 ( 1 4 )  whether the 
utflity arranged its €inancia1 planning so that financing would not adversely 
affect scheduling, and hence cost. In addition, key technical issues that deal 
with &he 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 includes construction costs disallowed due to delay in project 
schedule deemed t o  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 includes cost disallowances due to design and engineering practi- 
ces that are believed to be imprudent. For example, expenditures directly 
associated 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 Construction 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 dtsallowances 
for direct manhours, modifications of certain equipment and/or systems, and 
construction management. In addition, delay in the project can cause the above 
categories t o  become more costly. 

Table VII-1 gives a summary of disallowances far 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 construction, and other disallowances due to 
imprudence. 
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V I I I .  ANALYSIS OF IMPRUDENCE DISALLOWANCES 

GEMERAL DISCUSSION 

Excess Capacity 

A n  electric utility has to plan its generating capacity to meet the demands 
placed on its system with adequate reliability. The lead times associated with 
base load generating capacity options are significant, on the order of ten 
years. Thus, a utility has to predict the demand €or 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. Predictlng the demand for electricity is 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 o r  not enough capacity. Under normal conditions, a 
utility management may decide to err on the side of excess capacity because the 
cost o f  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 i s  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 
f o r  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 bills for electricity. 

Cost Caps 

Cost czps 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 is a higher possibility of 
regulatory change while the plant i s  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 u t i l i t y  se lec ts  g e n e r a t i o n  o p t i o n s  t o  meet t h e  long range e l e c t r i c i t y  needs 
of i t s  customers so  as t o  minimize t h e  p r e s e n t  v a l u e  of t o t a l  revenue require- 
ments from i t s  customers over  a planning per iod  of twenty t o  t h i r t y  years.  
T h i s  approach cons iders  f a c t o r s  such a s  the rate  of i n f l a t i o n  t h a t  can be 
expected wi th  var ious  f u e l s  ( c o a l ,  n u c l e a r ,  o i l ,  g a s )  over  t h e  twenty t o  t h i r t y  
yea r  per iod.  

The o p t i o n s  t h a t  a r e  most economical over t h e  twenty t o  t h i r t y  year p e r i o d  
g e n e r a l l y  g a i n  i n c r e a s i n g  economic advantage wi th  t i m e .  For example, a n u c l e a r  
p l a n t  may have very l i t t l e  economic advantages over  an  o i l - f i r e d  p l a n t  i n  i t s  
i n i t i a l  y e a r s  of ope ra t ion .  A s  t i m e  goes on, t h e  p r i c e  o f  e l e c t r i c i t y  from o i l -  
f i r e d  p l a n t s  rail1 tend  t o  r ise  f a s t e r  t han  t h a t  from a nuc lea r  p l a n t ,  because 
t h e  f u e l  c o s t  f o r  o i l  i s  a l a r g e  component of t o t a l  generati-ng cos t .  For 
n u c l e a r  p l a n t s ,  t h e  c o s t  of e l e c t r i c i t y  w i l l  i n c r e a s e  s lowly wi th  t i m e  becailsc 
a 1.arge p a r t  of the c o s t  of e l e c t r i c i t y  is t:he c a p i t a l  component, which remairis 
f i x e d  wi th  t i m e .  Thus, t h e  nuc lear  p l a n t  w i l l  tend t o  g a i n  economic advantage 
over  t h e  o i l - f i r e d  p l a n t >  with  t i m e .  

The disal lowance of a c e r t a i n  par t  of c o n s t r i i r t i o n  c o s t s  based on t h e  p r i n c i p l e  
of economic valiie may overlaok t h e s e  i n t r i c a t e  economic f a c t o r s  and can unduly 
p e n a l i z e  a u t i l i t y .  The disa l lowances  a l s o  encourage the  u t i l i t y  t n  select  
o p t i o n s  wi th  s h o r t  l e a d  t i n e s  because t h e  chances of changes i n  r e l a t i v e  econom- 
i c s  over  s h o r t  time frames are  smaller. To piarsue s h o r t  term o p t i o n s ,  a c t s  t o  
t h e  de t r iment  of the u t i l i t y ' s  ctisLomers over t h e  long term. 

FINDINGS 

Table VIII-1 g i v e s  an o v e r a l l  summary of disal lowances f o r  n u c l e a r  and o t h e r  
u n i t s .  The key f i n d i n g s  are  summarized below: 

a )  Disallowances due t o  imprudence coilst i t1lte a major i ty  of t o t a l  d i sa l low-  
ances ., 

b)  Disallowances f o r  nuc lear  p l a n t s  c o n s t i t u t e  approximately 98 percent  of 
t o t a l  disal lowances.  Disallowances f o r  coa l - f i red  and o t h e r  u n i t s  c o n s t i -  
t u t e  t h e  remaining 2 percen t ,  

c )  The disal lowances f o r  nuc lear  p l a n t s  c o n s t i t u t e  almost 10 percent  of t h e  
t o t a l  investment cost  of n u c l e a r  p l a n t s  going i n t o  t h e  rate base  over  a 
seven yea r  per iod from 1980 t o  1986. The s i m i l a r  percentage f o r  coa l - f i red  
and o t h e r  p l a n t s  is w e l l  below one percent ,  

CONSEQUENCES 

The d isa l lowances  of c a p i t a l  c o s t s  i s  a l r e a d y  having a c h i l l i n g  e f f e c t  on 
investment i n  nuclear and coal-f  i r e d  p l a n t s .  Many o t h e r  adverse  consequences 
are poss ib l e .  Some of t h e s e  adverse  consequences a r e  d iscussed  below: 



TABLE VIII-1 

TYPE OF 
UNITS 

NUCLEAR 

COAL-FIRED AND 
OTHER UNITS 

ALL UNITS 

OVERALL SUMMARY OF DISALLOWANCES FOR NUCLEAR AND OTHER UNITS 
MILLIONS OF DOLLARS 

(1980-1986) 

TOTAL DISALLOWANCES AS 
PERCENT OF INVESTMENT 

TOTAL COSTS GOING INTO RATE 
DISALLOWANCES ALL OTHER TOTAL CAPITAL BASE OVER 7 YEARS FROM 

DUE TO IMPRUDENCE DISALLOWANCES DISALLOWANCES INVESTMENTS 1980-1986 

342 1 3171 6592 70,000 9.6% 

127 

3548 

--- 

3171 

127 43,000 

6719 11 3,000 

0.3% 

5.9% 
W 
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U t i l i t y  Investment Pol icy 

I n  o r d e r  t o  b u i l d  a power p l a n t  wi th  10 t o  15  year l e a d t i m ~ . ,  a u t i l i t y  must 
f o r e c a s t  demand 10 t o  15 yea r s  i n t o  t h e  f u t u r e .  I f  cconomic c o n d i t i o n s  change 
d u r i n g  t h e s e  i n t e r v e n i n g  10 t o  15 y e a r s ,  demand w i l l  probably t u r n  ou t  t o  be 
h igher  o r  lower than fo recas t ed .  Commissions nay deny r a t e  base t rea tment  t o  
u t i l i t i e s  on t h e  b a s i s  of prudence when demand t i r rns  o u t  t o  be l o v e r  t han  
f o r e c a s t e d  by a s s e r t i n g  t h a t  t h e  p l a n t ,  even though i t  was prudent ex-ante,  i s  
n o t  prudent  ex-past .  The a p p l i c a t i o n  of ex-post prudent  investment  r u l e  can 
h a w  perverse  unlntended e f fec ts  on t h e  investment p o l i c i e s  of regula ted  u t i l -  
i t i e s ,  and chances sf under investment  w i l l  i n c r e a s e ,  The r e s u l t  of an e f f o r t  
t o  p r o t e c t  r a t e p a y e r s  so t h a t  they have s u f f i c i e n t  power a t  lowest p o s s i b l e  c o s t  
may be i n s u f f i c i e n t  powcr a t  h igh  c o s t .  

U t i l i t y  Bankruptcy 

U t i l i t y  bankruptcy i s  a p o s s i b l e  consequence of improperly apply ing  the  prudent 
investment tes t  so as  e i t h e r  t o  d i s a l l o w  from t h e  r a t e  base a l l  o r  a p a r t  of a 
u t i l i t y ' s  investment  i n  a completed e l e c t r i c  u t i l i t y  p l a n t  o r  t o  d i s a l l o w  c o s t  
recovery f o r  an abandoned p l a n t  i n  which a l a r g e  investment has  been made. 
Indeed major brokerage f i rms ,  such as Standard & Poor 's ,  have openly d iscussed  
t h e  p o s s i b i l i t y  of u t i l i t y  bankruptcy. In t h e  1984 Standard & Poor ' s /Applied 
Economic Research Company Indus t ry  Survey ( U t i l i t i e s  - E l e c t r i c )  , t h e  f o l l o w 5 ~ ~ -  
a p p r a i s a l  was given about whether bankruptcy i s  p o s s i b l e  i n  t h e  e l e c t r i c  u t i l i t y  
i n d u s t r y  : 

A t  l e a s t  f o r  t h e  half of t h e  i n d u s t r y  c u r r e n t l y  involved in n u c l e a r  
c o n s t r u c t i o n ,  t h e  answer t o  t h i s  q u e s t i o n  i s  r e a l l y  who i s  going t o  
b e a r  t h e  c o s t  of the i n d u s t r y ' s  n u c l e a r  nightmares:  r a t e p a y e r s  o r  
s tockholders .  Now r e g u l a t o r s  w i l l  dec ide  t h i s  i s s u e  r e a l i s t i c a l l y  
w i l l  be a matter of ba lanc ing  r a t e p a y e r  h o s t i l i t y  a g a i n s t  t h e i r  
judgment of u t i l i t y  management. Because t h e  consequences of t h e  
r e g u l a t o r ' s  d e c i s i o n s  a re  more profound t h a n  any i n  c u r r e n t  regu- 
l a t o r ' s  experience--the outcome could bc anything f roin u t i l i t y  
bankruptc ies  t o  e lec t r ic  ra te  i n c r e a s e s  markedly h i g h e r  t h a n  even 
those  dur ing  t h e  energy c r i s i s  years - - i t  i s  impossible  t o  f o r e t e l l  
how t h e  n u c l e a r  dilemma! w i l l  be resolved.  [Emphasis added. ] ( l o )  

The Consequences of U t i l i t y  Bankruptcy f o i  I n v e s t o r s  and Customers 

One 1984 s tudy  completed by t h e  Congressional Research Service addresses  t h e  
p o t e n t i a l  e f f e c t s  on r a t e s  of an e l ec t r i c  u t i l i t y  bankruptcy. 

The r e s u l t s  of t h e i r  h y p o t h e t i c a l  example a i e  s e n s l t i v e  t o  changes i n  t h e  as- 
sumed i n t e r e s t  ra te  and t h e  d e b t  l oad ,  and t h e  h y p o t h e t i c a l  example i s  s tmpl i s -  
t i c  iil t h a t  most s t a t e  commissions amort ize  the c o n s t r u c t i o n  C Q S ~  of abandoned 
p l a n t s  over  a per iod of years .  Also, t h e r e  are tax e f f e c t s  t h a t  have not been 
incorpora ted ,  and a p o r t i o n  of deb t  i s  l i k e l y  t o  be w r i t t e n  o f f  or  restructured 
i n  bankruptcy. Y e t ,  t h e  p o i n t  made i s  t h a t  bankruptcy m y  r e s u l t  i n  an i n c r e a s e  
i n  t h e  c o s t  of c a p i t a l  t h a t  could w e l l  r e q u i r e  a l a r g e r  i n c r e a s e  i n  u t i l i t y  
r a t e s  t h a n  t h a t  r e q u i r e d  without  bankruptcy. Also  other u t i l l t 2 e . s  ( p a r t i c u l a r l y  
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those util€ties in financial difficulties in the same jurisdiction as the 
candidate bankrupt utility) might see their costs of capital rise to offset 
the higher risks perceived by investors. This might eventually lead to higher 
rates. 

- Utility Relationships 

Betweeil the extreme consequences of a utility risking bankruptcy by undertaking 
construction 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 a n  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 important, they are all difficult to quantify. Hence, it is not possible 
to forecast the net effect on rates of moves made ostensibly to protect customers 
by disallowance of costs in 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 
utility relationships with the financial community and--even without a bank- 
ruptcy--would result in higher costs of capital. Bond rating agencies and the 
stock market take account of a utility's ability to have all of its capital 
expenditures recognized by its regulatory authorities and included in the rate 
base. If exclusion 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 increases, so does the cost of financing construction and the 
cost to the ratepayer of providing a return on investments that enter the rate 
base. 

Utiiity-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 utilities into a more "arm's length" relationship with contractors, 
possibly one characterized by mutual mistrust and suspicion. If heavy pressure 
on utilities to question every activity of a contractor becomes the norm, the 
mutual 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 
obtaining the lowest cost. The alternative of a "fixed price," lump sum bid 
might require the contractor to include a large provision for contingencies. 
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Under the cost-plus contract, however, contractors are unable to make provisions 
for the possibly large costs of their involvement in a prudence investigation, 
or resulting litigation, following construction. To protect themselves, con- 
tractors on relatively small utility undertakings will build into t-ktzir bid 
proposals adequate protection against the potential liabilities they could 
incur if utilities seek compensation from their contractors for c o s t s  that have 
been disallowed on the basis of a prudence inquiry. 

T~imp sum bidding may then become the norm, possibly resulting in higher costs 
for the same services and equipment. For large contracts involving millions o r  
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 major 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 reportedly experiencing difficulty in obtaining 
insurance because o f  concern over prudence questions. Rising insurance rates 
can add t o  the cost the ratepayer must bear. 

Increased Litigation 

If state commissions disallow certain expenses on grounds that utility msnage- 
ment or its contractors did not a c t  prudently, increased litigation is a yrob- 
able consequence. Indeed, a cornmission 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 suits will almost certainly result. 

Record Keeping 

Another possible consequence of frequent and strict priidence 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. If, 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 expensive 
record keeping. 

This could increase to a level where, as in the field of medicine, contractors, 
like doctors practice "defensive medicine." This ineans that t hey  rout i .aely 
order all sorts of tests, many of which any be irrelevant and expensive, just  
to have a battery of results available for possible malpractice siiits. The 
doctors, of course, do not pay for theiw-the patients or their insurerice com- 
panies do, increasing the c o s t  of medical care. 

Architect-engineers and equipment manufacturers have playcd major roles in 
putting and keeping the United S t a t e s  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 
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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 Financial 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- 
cient 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 t o  offset depreciation on the unallowed portion, there would 
be no current accounting write-aff. 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-of€ in the income statement of the utility. Thus, a "free 
ride", that some regulators may have believed was temporarily possible, no longer 
exists. In 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 
efficiently and at prices deemed fair by consumers and remunerative by inves- 
tors--regulation as now practiced leaves much to be desired. Consumers feel 
riplped off and investors betrayed, despite 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 categories: 

Tec.hnica1 

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 is 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 associated with nuclear plant 
construct ion. 

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 



48 

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 regulatory 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 t h e  
feeling -- that the traditional regulatory bargain has collapsed. The financial 
markets now distinguish sharply between companies with construction programs 
and those committing no new capical to the electric business. Boards of 
directors might agre r  to small additions to rapacity, and then only reluctantly, 
when demonstrable needs einrrge. A u t  they h a w  had billions of dollars of their 
investment wiped from the books. They fear, too, that the hostility to nuclear 
power in the 1950's may becone pollution-induced hostility to coal plants in 
the  1 9 9 0 ' ~ ~  forcing regulators to renet7 ex post consideration of those irrvest- 
mrnts, in the manner of recent years. 

in short, utilities and investors understand quite well that risks prrviorisly 
borne by corisumer? have been shifted to utilities. As l ong  as there is excess 
capacity, this realization may matter little. Biut new and/or replacement 
capacity will be required, sooner or later. By that time any one of three 
things w i l l  have to happen: 

(1) The inciease ia the perception that investors R O W  run a 
larger risk of having t h e i r  investment expropriated, will 
have to be compensated foi by higher allowed ra tes  of 
return on their capital, or 

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

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

The first of thrse alternatives is, in our view, unltkely to suf f ice .  Utility 
managers now k n w  that, absent some r e f ~ r ~  of the current regulatory system, a 
promised level of reward can be withdrawn by successors t o  thp 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 alternatives w i l l ,  in almost any event, be 
explored by utilities and their emerging competitors. B u t  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 fo r  a maximally efficient, integrated power supply system. 

Consequently, unless some new regulatory f ramework is developed, one which 
provides investors with new assurance that capital prudently committed to the 
bustness 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 is designed to protect, Reg - 
ulators can determine what returns to allow on sunk capital; they cannot con- 
script new funds. 
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I X .  RECOMMENDATIONS 

Reasons f o r  d i sa l lowances  of c e r t a i n  c o n s t r u c t o r  c o s t s  i n  u t i l i t y  r a t e  bases  a r e  
va r l ed  and r e f l e c t  not  only technica l /prudence  f a c t o r s  but a l s o  p o l i t i c a l ,  regu- 
l a t o r y ,  and p u b l i c  r e l a t i o n  f a c t o r s .  As such,  t h e  problems need t o  be t ack led  
on many f r o n t s .  The fo l lowing  recommendations r e f l e c t  t h e s e  c o n s i d e r a t i o n s .  

Improved Management Techniques 

C lea r ly  where t h e r e  has  been a s i g n i f i c a n t  c o s t  i n c r e a s e  from t h e  o r i g i n a l  plan- 
ning estimate €or a nuc lear  p l a n t ,  a PUC may have l e g i t i m a t e  concerns about such  
an  increase .  What t h e  u t i l i t y  must demonstrate  i s  t h a t  t h e  cos t  of t he  p l a n t  
was c o n t r o l l e d ,  t o  t he  e x t e n t  t h a t  i t  i s  reasonably  c o n t r o l l a b l e ,  by manage- 
ment. For f u t u r e  c o n s t r u c t i o n  of a power p l a n t ,  t h e  company should i d e n t i f y  t h e  
management c o n t r o l  techniques  t o  be used,  as w e l l  as t he  a c t i o n s  t o  be taken by 
management i n  o rde r  t o  c o n t r o l  t h e  eng inee r ing  and c o n s t r u c t i o n  process .  These 
could be supplemented by s t a t emen t s  i n  response t o  p o t e n t i a l  management a u d i t  
q u e s t i o n s ,  which suppor t  t h e  company's p o s i t i o n  t h a t  i t ,  i n  f a c t ,  c o n t r o l l e d  t h e  
c o s t s  to t h e  e x t e n t  t h a t  they were c o n t r o l l a b l e .  

E f f e c t i v e  c o n t r o l  must be exe rc i sed  "on the  l i n e "  a t  t h e  p r o j e c t  s i t e  by t h e  
p r o j e c t  management group. A c l e a r  and convincing s ta tement  by appropr i a t e  per- 
sonnel  of t h e  methods used by management t o  c o n t r o l  t h e  schedul ing  and c o s t s  of 
c o n s t r u c t i o n  p r o j e c t s ,  w i l l  go a long way t o  winndng t h e  po in t  i f  made with su f -  
f i c i e n t  c o n v i c t i o n  and s p e c i f i c i t y ,  based on personal  f i r s t h a n d  knowledge. 

In  a d d i t i o n ,  t h e r e  should be a c l e a r  s ta tement  of top  management's r o l e  i n  
a s s u r i n g  i t s e l f  t h a t  t h e r e  were a p p r o p r i a t e  c o n s t r u c t i o n  management and c o s t  
c o n t r o l  techniques.  This s ta tement  could inc lude  p a r t i c i p a t i o n  i n  p rogres s  
meet ings,  budget reviews,  e t c , ,  and t h e  more f i r s t -hand  involvement,  t h e  b e t t e r .  

Below a r e  sugges t ions  with respect t o  how t h e  e f f e c t i v e n e s s  of management's 
e f f o r t  of c o n t r o l l i n g  t h e  c o n s t r u c t i o n  schedule  and cos t  might be s t a t e d .  We 
have presumed c e r t a i n  f a c t s  i n  formula t ing  these  sugges t ions ,  which are grouped 
i n  terms of P r o j e c t  Management, Schedule,  Cost, Qua l i ty  and P roduc t iv i ty .  

P r o j e c t  management o rgan iza t ion  should be l a i d  out  c l e a r l y  and communicated t o  
a l l  key personnel.  Such personnel  should be i n  a p o s i t i o n  t o  state convincingly 
t h e  degree of personal  involvement i n  p r o j e c t  d e c i s i o n s  and t h e  c o n t r o l  over  
t h o s e  dec i s ions .  With r e s p e c t  t o  o v e r a l l  c o n t r o l  of t h e  p r o j e c t  through t h e  
p r o j e c t  management o rgan iza t ion ,  company personnel  should be i n  a p o s i t i o n  t o  
s t a t e  t h e  frequency of t he  r e p o r t i n g  of t h e  p r o j e c t  a c t i v i t i e s ,  schedule  and 
c o s t  m a t t e r s ,  and the  assessment  of t h e  p r o j e c t  by company management. 

Any r e p o r t s  from c o n s u l t a n t s  should be reviewed f o r  f i n d i n g s  o r  recommendations, 
whilch might r a i s e  ques t ions  about t h e  p r o j e c t  o rgan iza t ion  o r  o t h e r  a s p e c t s  of 
t h e  company's management of t h e  p ro jec t .  In a d d i t i o n ,  r e p o r t s  and recommenda- 
t i o n s  from t h e  company's independent CPA's and i n t e r n a l  a u d i t o r s  should be con- 
s ide red .  Company personnel  should be prepared t o  show t h e  a c t i o n  taken  on v a l i d  
rec80mmendations, OK reasons why those  cons idered  i n v a l i d  were r e j e c t e d .  



I n  a d d i t i o n ,  company personnel  should be a b l e  t o  s ts te ,  g iven  t h e  c o n t r a c t u a l  
terms wi th  i t s  Archi tect /Engineer  ( A / F , ) ,  t h a t  e i t h e r  t1wt-e was some incenkive  
f o r  t h e  A/E t o  perform e f f i c i e n t l y  and t o  make enngineerig d e c i s i o n s  on t h e  
b a s i s  of economy and e f f i c i e n c y ,  o r  t h a t  company managerawnt c o n t r o l l e d  t h e  
a c t i v i t i e s  of t h e  A/E so  t h a t  d e c i s i o n s  were made i n  t h i s  manner. Fu r the r ,  i f  
t h e  A/E charges c o n s t i t u t e  a s u b s t a n t i a l  p o r t i o n  of the t o t a l  p r o j e c t  c o s t ,  
t h e n  company personnel  should be a b l r  t o  s t a t e  how t h e  6/E's a c t i v i t i e s  were 
c o n t r o l l e d .  F o r  example, a s imple b a s i c  v e r i f i c a t i o n  of l a b o r  and o t h e r  charges  
t o  t h e  p r o j e c t  by t h e  A/E i s  not a s u f f i c i e n t  b a s i s  t o  a s s c r t  t h a t  t h e i r  
a c t i v i t i e s  were c o n t r o l l e d .  What needs t a  be s t a t e d  i s  thac t h e  company 
c o n t r o l l e d  both t h e  direction of t h e  A / E ' s  work e f f o r t  and t h e  s r o d u c t i v i t y  of 
t h a t  uork e f f o r t ,  i n  a d d i t i o n  t o  v a l i d a t i n g  t h e  d o l l a r s  of charges  t o  t h e  
p r o j e c t .  

C l e a r l y ,  t h e  schedule  of t h e  projec-t  i s  c r i - t i c a l  t o  c o s t  containment g i v e n  the  
thousands of p r o j e c t  a c t i v i t i e s .  Coinpany personnel  sho rdd  be a b l e  t o  s t a t e  how 
management had v i s i b i l i t y  over  t h e  p r o g r s s s  of t h e  p r o j e c t  g iven  t h e  l e v e l  o f  
de ta i l .  and numerous s imultaneous a c t i v i - t i e s .  I n  o t h e r  words,  were t h e r e  
" i o l l u p s "  by r e s p o n s i b i l i t y  a r e a / o r  some ranking of c r i t i c a l  p r i o r i t y  f o r  
management's review? Such r e p o r t i n g  should be contained i n  a top surmary 
schedule  which i s  useful. and manageable t o  top p r n j e c t  management. Company 
personnel  should a l s o  be a b l e  to s t a t e  h o w  t h e  performaece monitoring of t h e  
planned c o n s t r u c t i o n  a c t i v i t i e s  was accomplished. 

Frequent ly ,  t hose  responsible foa c o n s t r u c t i o n  management a t tempt  t o  c o n t r o l  
t h e  _lll_ c o s t  of a p r o j e c t  through use  of a "cur ren t  approved budget' ' t o g e t h e r  wi th  
p e r i o d i c  c o s t  and schedule  s t a t u s  r epor t s .  I n  o r d e r  f o r  siich budget and a c t u a l  
c o s t  d a t a  t o  be e f f e c t i v c  a s  a c o n t r o l  t echn ique ,  t h e  :op budget amnunis should 
be broken down on t h e  b a s i s  of sone work breakdown sfri-ucture and  along respon- 
s i b i l i t y  l i n e s ,  which iaatch t h e  p r o j e c t  o rganiza t ion .  F u r t h e r ,  some method o f  
e a r l y  warning of adverse  t r e n d s  should be inc luded  if i t  i s  t o  be u s e f u l  as a 
manageinsnt t o o l .  In a d d i t i o n ,  s u r h  r e p o r t s  should account f o r  commitments a s  
w e l l  as p r o j e c t  scope chan,gcs, which occur  f o r  a v a r i e t y  of reasons as t h e  
p r o j e c t  progresses .  

Qual i ty  assurance  programs are  a l s o  an e f f e c t i v e  means t o  ensure  an  e f f i c i e n t  
l e v e l  of c o n s t r u c t i o n  e f f o r t s .  These i n c l u d e  checking on compliance wi th  NRC 
requirements and o i h e r  t e c h n i c a l  requirements.  Coinpany personnel  should be 
a b l e  t o  e x p l a i n  how t h i s  was done i n  an  e f f i c i e n t  manner t o  prevent  rework, 
which would occur  if subsequent f a i l u r e s  were de tec t ed .  

F i n a l l y ,  t h e  p r o d u c t i v i t y  monitor ing and t r a c k i n g  systems should be mentioned. 
I n  o t h e r  words, how d i d  p r o j e c t  management t r a c k  p r o d u c t i v i t y  of var ious  work 
e f f o r t s  o r  c r a f t s ,  such as e lec t r ica l  w i r i n g ,  concre te  pouring,  steel. e r e c t i o n ,  
plumbing, e t c , ?  P r o d u c t i v i t y  r e p o r t s  should be reviewed t o  a s c e r t a i n  t h a t  
company personnel  a r e  i n  a p o s i t i o n  t o  show t h a t  proper  a c t i o n s  were taken when 
adverse  t r e n d s  appeared. 
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Stab'le Regulatory Environment For Design and Construction 

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

0 

0 

0 

0 

0 

0 
0 

0 

0 

0 

a 

Regulations (Title 10 Code of Fed. Reg.) 
Regulatory Guides 
Branch Technical Position 
Standard Review Plan 
NUREG Reports 
Orders 
I / E  Bulletins (Notices 6 Circulars) 
Generic Letters 
Regulatory Position Statements 
Proposed Rulemakings 
Inspector Preferences 

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 guides governing the design, construction and operation o f  
nuclear. It is important that DOE work towards the objective of providing a 
much more stable regulatory environment guiding 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 built over 
the last fifteen years have basically been custom designed and constructed. To 
some extent, this is necessary because a plant has to be designed €or the 
geographical and site conditions o f  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 oE prelicensed 
standard plant designs will certainly reduce these factors and minimize disal- 
lowances relating to these factors. 

It should be noted that a wide range of costs exist for nuclear plants in the 
U.S, Successful projects (i.e. based on multiple unit designs) in the U.S. 
derhve from plant standardization and the continuity of management, design, and 
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, th2 s i z e  of nuclear plants has increased sharply to 
large 1000 to 1300 MVe units. These large plants have rno~-e complex design and 
construction approaches that have led to redesign and construction reworks, 
some eventually disallowed by the PUC. Smaller miclear plants have potential 
to reduce these problems, through simpli€ied d e s i g n  and innovative construction 
techniques. 

Additionally there is a growing and global view t h a t ,  in the face of reduced or 
uncertain load growth and economic growtb, smaller reactor plants should be the 
focus for this current decade. The International Atomic Energy Agency in 
Vienna has sponsored a series of meetings w i t 1 1  suppliers and users to determine 
the availability of technology and user interest. These meetings 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 ineerest is exhibited in standard- 
ized and manufactured modules, to eliminate the inefficiencies of first: of a 
kind design and to improve on low field labor productivity. Hopefully, this 
approach can lead t o  a product, which will facilitate a more stable regulatory 
environment. This approach should a l s o  be of great interest t o  developing 
countries where ihe national grid requires a smaller unit. 

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

Preapproval Incentive Standards 

Ideally, the regulation of cost recovery by elect~ic utilities would duplicate 
the marketvalue tests that a competitive, unregulated marketplace produces. 
T'nere are two general ways in which this might be done. Orre  possible approach 
lies in the application of avoided cost standards that are symmetslc with 
respect 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 ( o r  otherwise supply power) under specified terms af rate 
design and cost recovery, with prospective power suppliers competing to offer 
the package specified at the most: favorable terms. IJnder this approach, 
successful bidders will not offer to supply capacity under terms that do no t  
offer expected returns in excess of expected costs; and ,  in theory, consilcwr~ 
and regulators wtll not end up paying for more than eEficieni, competitive 
levels of power supply. Despite their appeal, however, competitive bidding 
systems for supplying electric power capacity are still some way oE€ in t he  
future, Even if they can be made politically acceptable, they m u s t  await 
institutional changes such as reieoval of barriers to entry in the o p e r a t i o n  
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of t.ransmissioo 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 wore 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 
some hope o f  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 -- precomitment and marginal incentives -- provide a framework for an approach 
to electric utility cost recovery. The following proposal attempts to embody 
both principles. In our discussion, we have in mind a prototypical generating 
plant that is being considered €or construction. The PUC in question mtght 
consider the following regulatory bargain: 

o Establish an expected total cost of a plant having a PUG-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 needs. 

o Establish (i.es, negotiate) a preapproved minimum recovery level equal 
to a percentage of the expected total cost of the plant. The minimum 
recovery amount shsiild 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 premLum 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 clbvious, overriding intent of this proposal is to provide incentives €or 
utilities to minimize the costs provision of any given level of capacity. This 
is dome by allowing profits to rise as costs fall below the negotiated expected 
cost, and by allowing profits t o  diminish as cost overruns accumulate. 
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Publ ic  and PUC Awareness 

While i t  is p o l i t i c a l l y  expedient  f o r  a PUC t o  d i s a l l o w  c e r t a i n  c o n s t r u c t i o n  
c o s t s  from i n c l u s i o n  i n  t h e  r a t e  base,  t he  p u b l i c  and t h e  PUC should be made 
aware, by DOE and t h e  u t i l i t y  i n d u s t r y ,  a s  t o  t h e  long range i m p l i c a t i o n s  of 
such disal lowances.  It should be recognized t h a t  a u t i l i t y  management can be 
expected t o  change its mode of d e c i s i o n  rmking t o  minimize fu t t i r e  disal lowances.  
This means t h a t  a u t i l i t y  w i l l  l ean  towards low c a p i t a l  c o s t  and s h o r t  sche4rsPe 
o p t i o n s  t o  meet t h e  dplnands of t h e  u t i l i t y  c u s t o m ~ r s .  Such o p t i o n s  w i l l  gen- 
e r a l l y  have h igher  f u e l  c o s t s  and a r e  normally less economical over t h e i r  l i f e  
c y c l e  3s compared t o  c e n t r a l  s t a t i o n  coal and n u c l e a r  p l a n t s .  The h i g h e r  f u e l  
c o s t s  of t h e s e  p l a n t s  can,  howeverg be passed along t o  t he  t i t i l i t y  cus tome;~  on 
an  as i n c u r r e d  b a s i s ,  reducing t h e  r i s k  t o  t h e  u t i l i t y  shareholders .  Thus t h e  
p u b l i c  and t h e  PUC's should be made t o  understand thil. c f f e c t  of t h e  d i s a l l o w -  
ances on u t i l i t y  management d e c i s f o n  making and e l e c t r i c i t y  r apes  i n  t he  long 
term. 

The Prudence --. Review ProceLs-;--> t rospect ivrr  and con men^^^^ 

I n  a r e p o r t  by R.J. b d d e n  Assoc ia tes  e n t i t l e d  "Nuclear Prudence Reviews: 
Ret rospec t ive  arid CommenLary" s e v e r a l  recommendations were i d e n t i c a l  t o  t h i s  
sLudy and t h e  fo l lowing  a d d i t i o n a l  recommendations were made. 

More balance between short- term and long-term c o s t s  and b e n e f i t s  should he 
achieved. We do not  a g r e e  w i t h  some ObserveT?' v i evs  t h a t  prudence c a s e s  repre-  
s e n t  a one-time a b e r r a t i o n  i n  r e g u l a t o i y  t r m d s  t h a t  w i l l  not  a d u e r s p l y  a f f e c t  
i n v e s t o r s '  e x p e c t a t i o n s  of f u t u r e  t reatment .  The e f f e c t s  on r a t c p a y e r s ,  
invest-ors ,  and u t i l i t y  managers extend w e l l  beyond near - te rn  r a t e  atid c a p i t a l  
l o s s  i s s u e s .  However, r e g u l a t o r s  c o r r e c t l y  pe rce ive ,  and u t i l i t i e s  need t o  
recognize,  thaL p u b l i c  and p o l i t i c a l  rcoponse t o  t h c s e  cases  w i l l  l a ~ g e l y  be 
based upon immediate impacts.  

The problem o f  s p i r a l i n g  i n t e r e s t  c o s t s  ("AFUDC"') dur ing  unavoidable  d e l a y s  and 
while  t he  ratemaking t reatment  of the  p l an t  is  being considered should be m i t i -  
g a t e d  by I n t e r i m  rate  r e l i e f  f o r  p r o j e c t  c o s t s ,  g ran ted  s u b j e c t  t o  refund upon 
t h e  f i n a l  de te rmina t ion  of prudence. The problems of r a t e  shock should not  h e  
made worse by de lay ing  t h e  recovery of prudeat  c o s t s  any loriger t han  i s  neceq- 
sa ry .  

A l l  p a r t i e s  need t o  c l e a r l y  d i s t i n g u i s h  between t h e  i s s u e s  of r a t e  shock and 
managerial  prudence and d e a l  wi th  them s e p a r a t e l y .  The f a c t  t h a t  nanagement 's 
a c t i o n s  have l e d  t o  a s i t u a t i o n  which w i l l  have a major impact on r a t e s  does  n o t  
mean t h a t  t h o s e  a c t i o n s  a r e  imprudent. The prudent investment t e s t  should n o t  
be viewed as t h e  s o l u t i o n  t o  t h e  probleE of r a t e  shock a s s o c i a t e d  wi th  most 
nuc lear  p l a n t s .  It is e q u a l l y  unreasonable  f o r  u t i l i t y  managers t o  b e l i e v e  t h a t  
t h e i r  r e s p o n s i b i l i t i e s  i n  prudence c a s g s  end w i t h  a. convincing defense  of 
management's a c t i o n s .  I n  o r d e r  f o r  any s o l u t i o n  t o  t h e s c  p r o b l e m  t o  be com- 
p l e t e ,  i t  must adequately cons ider  b o t h  t h e  immediate and longer  term iuparts on 
r a t e p a y e r s ,  i n c l u d i n g  t h e  p r i c e ,  a v a i l a b i l i t y ,  and r e l i a b i l  i t y  of e l e c t r i c  
service. .  

A l l  p a r t i e s  should recognize t h e  p o l i t i c a l  r e a l i t i e s  of r e g u l a t i o n  and tha; pru- 
dence cases are expensive and imperfect  means t o  t h e  end o f  reasonable  r a t e s .  A 
g r e a t e r  r e c o g n i t i o n  of t h e  i n e x a c t i t u d e  of t h e  ratemaking p r o c c s o  and long-term 
need f o i  r e l i a b l e  power sou rces  should l ead  t o  a g r e a t e r  w i l l i n g n e s s  by t h e  
par t ies  i n  prudence cases t o  e x p l o r e  s e t t l e m e n t s  and compro iu i s~s .  In t h e  end, 
mountains of documents and armies of a t t o r n e y s  and expe r t  wi tnesses  ssnnot  
achieve  p e r f e c t i o n  i n  a process  as i n h e r e n t l y  judgmental a s  t h e  de te rmina t ion  of  
reasonable  r a t e s .  
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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. 
time period covered f s  generally 1982-present for plants in operation or under 
construction and 1980-present for cancelled nuclear units. 

The 

Data were obtained from a variety of sources, including rate orders and decisions, 
utility Annual Reports, SEC Form 10Ks, psess releases and miscellaneous filings, 
information compiled by trade associations and consultants, and personal contacts 
with ut-llities. 
amount of new information has been added since UDl's first report on the subject 
in June 1986. 

While coverage is not yet entirely complete, a significant 

Many of the cases recorded herein have involved lengthy and extremely complicated 
proceedings. Some utilities have rate cases in more than one state, and many 
newer plants have numerous joint owners. UDI has attempted to get data f o r  the 
vartous combinations of states, owners and plants where appropriate. 

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

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



Table 1 

Sumnary o f  Power Plant Race Base Decisdons 
Nuclear Plants 

i l t i i l t y  Darn h s t t t u t e  
March 31, 1987 

Y iant /Unit P D J -  

Current Rare 
% F a c i l i t y  I n i t .  Dec.1 DeciuPonl Appeal Base Phase-In Excess Cap. 

hm Jur i sd ic t ion  Locarion Order Date Order Date (Y /Ni  Adi .  (YIN) Notes 

Byron i 1175 Commonwealth Edlson POL) It 1L _ _  4/29/86 Y < 100 N N Ll 

Callaway I 1192 Union F-lectr'ic Co. 109 Ex) E(0 -- 4/85 Y < 100 10 year N 21 

Catawba 1 1205 Duke Power CO. 25 SC sc -_  l0/8/95 Y 100 N N 21 
m 
0 

Catnuba 2 1205 Duke Power Co. 0 sc SC -_  11/5/86 pi 100 N N 41 

Catauba 2 1235 Duke P m r  Co. 0 sc SC _-  10/31/86 h 100 N N I/ 

Fermi 2 1203 Detroit  Edison Co. 93 MI tl3 6/5/85 4/86 Y < 100 5 year Y 

Granc Cu:f -: 1306 Kisslsslppl Power b Light _ _  Erg: i-33 sics 4/16/86 Y 100 8 year N 11 



P:anttUnlt - n u -  

Table 1 (Cont'd) 

Summary of Power Plant  gate Base Decisions 
Nuclear P l a n t s  

Current Rate 
% Facility I n i t .  Dec.1 Decision/ Appeal Base Fhase-in Excess Cap. 

U / N )  b d j .  (Y;N) e -- e Jurisdiction Location Order Date Order Dete ( ? I N )  - a 

Grand Gulf 1 1306 Hev Orleans Public Service -- LA w 3 186 9/2/86 ti < 100 13 year -- 81 

Harrir 1 955 Carolina Pwer h L i g h t  Fo. 83.83 Nc K: -- 7/24/56 -- -- -- Y 91 

LSalle 1 -_ 1132 Coronvealth Edison Co. 100 IL 11. 

~ ~ ~ ~ 

bSal l e  2 1132 C o m o n ~ e 4 l t h  Edison CO. 100 IL IL -- 7/12/a4 N 100 N N 

Limerick 1 1100 Kiladelphia Elec. Co. 100 PA PA -- b/2b!%b -- -_  3 year N IO/ - 
o\ 

HcGuira 2 1220 Cuke Pwer CO. 100 SC NC _ _  2 / 2 2 / 8 4  N 1w N N 
c 

llcGu1t-e 2 1220 h k e  P a r  CO. LOO !IC m: .- 6/ lS lW N 100 Y N 11/ - 

aill8tOlW 3 1209 Central lleine Pouer CO. 2.5 ne CI -- 7/06 R 85 N N 12 t - 
!fillatone 3 1209 Central YT Pub. Ser. Corp. 1.88 w CI -_  1/2/87 N 1CW Y N 13 / - 
nillatom 3 1209 Connecticut It. b Pwer 52.6 CT CT _- 4/1/86 N 89 5 year N 14 I - 

Plillrtone 3 1209 United Slllpninating 00. 3.685 FT CT 5/6/06 11/25/86 LY < 100 N N 16 / - 
~ ~ ~ ~~ 

Millston5 3 1209 Western Mass. Elec. Co. 13.35 nA m 76 5 year Y 171 
I 

6/30/86 -- _ _  

Nine nile Polnt 2 1100 Central Hudson Gas h Elec. 9 H y  m -- 7/25/86 -- 70 7 year N 181 - 



T a b l e  1 (Cont’d) 

Summary of Power P l a n t  Rate Base Decisions 
Nuclear P l a n t s  

PlantIUnit - H U U t i l i t y  

Current h t e  
b F a c i l i t y  Inif. Uec./ Decision/ Appeal Base B a s e - I n  Excess Cap. 
(” Ju r i sd i c t ion  Locatlon Order Date Order Date (YIN) a (YIN) Adj.  (Y/N) Notes 

Nine Mile Point 2 1100 Kiagara .%hawk Power S r p .  41 m m 60 5 year N - 19/ 

N:ne Hile Poin: 2 1100 Rochester Cas 6 Elec. I4 NY Ki -_ ’ / 20 /86  -- 7 1  7 year N - 201 

12/12/86 - -  -_  

§an Onofre 263 2254 Southern Callforn-la Edison Co. 00 CA CA - -  10/19/86 Y 92  Y N 2 1 1  - 

N 100 3 1 5  year - -  - Q\ 
h, 

2 2 1  _ _  - -  Seaorook L 1200 .%$ne Public Service 1.5 KF MH 

Shoreham M49 Long Island Ll@:ing IOU m !N 17/16/85 _ -  _ _  < 100 i s  yrar  % 7 3 1  - 

St .  Lucie 2 850 Flor ida Power B Light Co. 85.11 n n _ -  8 / 9 / a j  - -  LOO N h 24 I 

S w e r  I 950 South Carolina E lec t r i c  6 Gas 67 SC sc -_  3/2/84 -- 100 N Y - 251 

- 

U Y 26 I - 130 -- 8/19/83 - -  Susqueiannd 1 1152 Pennsylvania lover d L l g h t  90 PA ?A 

100 N I 27 I - 4 / 2 5 / 8 5  - -  -- Susquehanna 2 1152 Pennsylvanla ?mer h Light 90 PA ?A 

Wolf Creek L lltJ8 Kansas City Power h Light 41 Ks Ks 9 / 2 7 / 8 5  l l l l S l 8 5  Y < 100 3 year Y 28 I - 

Wolf Creek 1 1138 Kansas City Power b Light 47 m CS 4 / 2 3 / 8 6  Y 291 - 2/4/87 - -  < 1x1 7 year 

Uo!f Creek 1 1388 Kansas Gas & Elec. 47 ICs K.5 1 2 / 9 / 8 6  N 30 I 3/11/81 Y < 100 3 year - 
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Table 1 

Nuclear Plant Notes 

1/ Byron 1 - 

- 2/  Callaway 1 

3/ Catawba 1 - 

- 4 /  Catawba 2 

- 5 1  Catawba 2 

6 /  Fermi 2 - 

- 7 1  Grand Gulf 1 

- 81 Grand Gulf 1 

Initial order recommended disallowance of approximately 
$100 million. 
(4/29/86) and excluded Byron 1 costs (approx. $ 2 . 2 2  
billion) from rate base pending additional Commerce 
Commission work. 

Circuit Court Judge reversed order 

FERC Initial Decision 6 / 4 / 8 6  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 €or Catawba 1&2. Duke Power has title to 
25% of Unit 1, but was anly 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. No 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. 

AtJ ruled that Greenwood 1 (oil-fired, 850 MW) should be 
mothballed when Fermi 2 enters operation. Greenwood 1 
is valued at $282.9 milllon. 
co-owner capped. 

FERC Opinion No. 234 allocates one-third o f  Grand Gulf 1 

one of many issues still i n  dispute. Costs of Grand 
Gulf 1 provisionally accepted in both cases. On 
9/16/86, MSPSC froze MS P6L rates and ordered a prudency 
audit. 

Cost of cooperative 

' t o  MS P&L and 36% to Arkansas Power d Light. This is 

In February 1987,  U.S. Circuit Court of Appeals reversed 
its earlier (2/86) decision and gave New Orleans City 
Council (rather than FEXC) 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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CWPP p r e s e n t l y .  Prudence 

costs of Limerick 1 and 100% 

9/ Harris CP&L has $692.6 m i l l i o n  i n  - -  
review will be conducted. 

lo /  Limerick 1 Case f i l e d  9 /85  t o  recover  - __I.- 
of corn011 p l a n t ,  28.2% i n c r e a s e  t o  bc phased i n  over 
3 y e a r s ,  PA PUC ordered  f u l l  pub l i c  h e a r i n g s .  As a 
r e s u l t  of c o n s t r u c t l o n  d e f e r r a l s  i n  1976 and 1978, PUC 
recommend d isa l lowance  of $1.1 b i l l i o n ,  OCA recommends 
d isa l lowance  of $654 m i l l i o n .  The $601.9 m i l l i o n  r a t e  
i n c r e a s e  was reduced t o  $350.8 m i l  l i o n  (9.4W annual ly)  , 
t o  be  recovered over 3 yea r s .  

Some adjus tments  t o  CWIP ammint i n  North Caro l ina .  

121 > t i l l s t o n e  3 CW can recover  852 of $ 2 1 4 . 9  m i l l i o n  investment.  
I ______.._I___ 

$11 m i l l i o n  after-~ax charge a g a i n s t  1986 ea rn ings .  

13/ Mi l l s tone  3 VPSB allowed i n c l u s i o n  i n  r a t e  base  ~f e n t i r e  
_I 

investment.  Saw no imprudence by NE U t i l .  

141 M i l l s t o n e  3 - -  

15/ M i l l s t o n e  3 - - 

16/ Mi l l s tone  3 - l___l._ 

By terms of a Se t t lement  Agreement, CL&P i s  allowed t o  
recove r  and e a r n  a r e t u r n  on pro  ra ta  s h a r e  of 
$3,4 b i l l i o n  of MS1.lstone 3 c o n s t r u c t i o n  c o s t  ( i n c l .  
AFUDC). Total. c o s t s  e s t ima ted  a t  $ 3 . 8  h i l l i o n .  As o f  
4/30/86, CL6P r e c l a s s i f i e d  about $!M m f l l i o n  of 
Mt l l s tone  3 c o s t s  (which r e p r e s e n t s  CL&Pps unrecoverable  
c o s t s )  to Other P rope r ty  f o r  d e p r e c i a t i o n  over t h e  
p l a n t ' s  u se fu l  l i f e .  The prudence proceedings  were 
t e rmina ted  wt thout  f i n d i n g s .  

PSWl imp1 ernented $58.9 m i l l i o n  (14%) i n t e r i n  r a t e  hike 
a p p l i e d  f o r  on 5/29/86. About 1 / 2  r e l a t e d  t o  comm. op. 
of  Unit 3 .  

Di?UC approved i n c l u s i o n  i n  r a t e  base  of $130.3 m i l l i o n  
of UT'S $148 million investment.  U I  has  t o  recognize  
'Loss of $ 1 2  m t l l i o n  by 1988. Decis ion  te rmlna ted  
pending prudence t n u e s t i g a t i o n .  

1 7 f  Zlfillstone 3 MA DPU analyzed economic v a l u e  of Mi l l s tone  3 and 
determined t h a t  76% ($353 n i l l l i on )  of !JMECOps 
$462 m i l l i o n  investment would be "useful".  This amount 
w i l l  be  phased i n t o  r a t e s  over  5 y e a r s  with WMECO 
allowed t o  e a r n  a r e t u r n  on t h i s  po r t ion .  DPU f u r t h e r  
found t h a t  M i l l s t o n e  3 had been a p ruden t ly  managed 
p r o j e c t  and t h a t  WMECO should be e n t i t l e d  t o  recover  
most of t h e  remaining $109 mi l l i on  c o s t  from r a t e p a y e r s .  
Therefore ,  DPU d i r e c t e d  t h a t  $35.5 m i l l i o n  be recovered 
over 10 y e a r s  wi thout  ea rn ing  a r e t u r n  w i t h  t h e  f inal .  
$13.5 m i l l i o n  ( t h e  e q u i t y  p o r t i o n  of AFUDC f o r  t h e  
unuse fu l  s e c t i o n )  d i sa l lowed ,  On 7/25/86, W E C Q  f i l e d  
f o r  a recalculation of t h e  DPU a n a l y s i s  t o  demonstrate 
t h a t  82.4% of i ts  investment w a s  bo th  "used and use fu l . "  

I 



- 181 Nine Mile Point 2 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. 

Nine Mile Point 2 On October 3, 1986 NY PSC issued an order approving a 
cost cap settlement affecting a l l  joint owners. 
According to the settlement, the maximum cost that can 
be included in the cobenanto' rate base is $4.16 billion 
with disallowed expenditures allocated according to 
ownership interests. 
charged to reflect an "extraordinary event"; cotenants 
stipulated at the end of the agreement that 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 (9f85:  $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 €or wMP2. Total of $ . 4  billion NMP2 costs included 
in rate base for first year. 

The cap amount would on ly  be 

Final decision expected 
3/87, 

Nine Mile Point 2 PSC adopted a 7-year phase-in plan for RG&E costs up to 
the cost cav. RG&E share of estimated costs of NMP2 of 
$6.151 billion would be $882 million with disallowed 
costs of approximately $259 million. 

San Onofre 2&3 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. 
rehearing on $284.4 million of disallowance. Prudency 
hearings were completed 5/23/86 (started 1983).  ( C W C  
has also approved a stipulation that for every 
disallowed dollar of SONGS investment by SCE 19.3c of 
SCE's investment in Palo Verde should be disallowed.) 

SCE filed appeal 12/8/86 for 

22'1 Seabrook 1 - 

23/ Shoreham 1 -. 

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

PUC gave LILCa a $1.4 billion imprudence disallowance in 
12/86. NYPSC adopted plan calling €or 15-year phase in 
of  all prudent c o s t s .  Annual rate increases of 4.5-54;. 
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24 /  St. Lucie 2 - 

2 5 1  Summer 1 - 

- 26/ Susquehanna 1 

2 7 1  Susquchanna 2 
_. 

_I 2 8 /  Wolf Creek 1 

2 9 /  Wolf Creek 1 - 

Decis ion  inco rpora t e s  an i n c e n t i v c l p e n a l t y  p l an  
r e f e r r i n g  t o  o p e r a t i o n  oE t h e  u n i t .  P lan  i n  e f f e c t  f o r  
t h e  f i r s t  1 2  months of s e r v i c e .  

M i i l e  1001 of SCE&G Summer c a p i t a l  c o s t s  was i n r luded  i n  
r a t e  base ,  t h e  PSC excluded $123.2  m i l l i o n  of n e t  p l a n t  
i n  s e r v i c e  which i n  e f f e c t  r ecove r s  400-Mw of "average 
product ion  p l a n t "  ( s l i c e  of t h e  system) from the r a t e  
base.  This w a s  a t t r i b u t e d  t o  "excess gene ra t ion  
reserves" .  
d e f e r r e d  and a r e  t o  be recovered over some f u t u r e  
per iod.  

Car ry ing  c o s t s  f o r  p l a n t  t o  be phased i n  are 

PP&L list allowed t o  ea rn  a r a t u r n  on the  n e t  p l a n t  
investment i n  a 945 M?J s l i c e  Qf the s y s t e m ,  PYhL can 
recover  d e p r e c i a t i o n  and o t h e r  ope ra t ing  c o s t s  
a s s o c i a t e d  wi th  t h e  excess  capac i ty .  

(PA) Capacity cqu jva len t  t o  PP6L s h a r e  of Susquebanna 
w a s  determined t o  Le excess .  ALJ recommended 
d isa l lowance  of t h e  t o t a l  r e t i i rn  on a 945 Wd s l i c e  of 
t h c  system. PUC rcduced PP&L's annual r e v a w e  
requirement "by t h e  d o l l a r  v a l u e ,  ad jus t ed  f o r  t axes ,  of 
t h e  e q u i t y  r e t u r n  on 945 MW valued a t  t h e  s p e c i f i c  
dep rec i a t ed  o r i g i n a l  c o s t  per Mi of SSES 2 I , .I' This 
adjristmernk t o  cont inue  u n t i l  PP&L makes a showing t h a t  
1) t h e  n e t  b e n e f i t s  t o  r a t e p a y e r s  exceed t h e  I I P ~  c o s t s ;  
o r  2)  t h e  t h a t  capac i ty  i s  necessary i o r  system 
re1 iabil i t y .  T o t a l  annual base  rntc revenue requli-ement 
is  reduced $161,417,000. 

KCC o r d e r  he ld  t ha t :  1) ICCPb?, j u r i s d i c t i o n a l  investiiient 
i n  Wolf Creek should be reduced by $40.3 m i l l i o n  ( excess  
manhours and c o n s t r u c t i o n  c o s t s )  and denied r e t u r n  and 
d e p r e c i a t i o n  on t h a t  amount; and 2)  f o r  r a t e  of r e t u r n  
purposes , Kansas j u r i s d i c t i o n a l  investment was f u r t h e r  
reduced by $288.7 m i l l i o n  f o r  w o n o n i c  revaluat-!on and 
a l l e g e d  excess c a p a c i t y  o f  314 Wd (KCC allowed 
d e p r e c i a t i o n  on t h i s  amount). Ecoliomic r e v a l u a t i o n  
based on c o s t s  ($129O/kw) of hypothpt ica l  c o a l  p l a n t  and 
KCP&L f i l e d  an appea l  w i th  U.S. Supreme Court 11/14/86 
seeking  a review o f  t h i s  ad jus tment .  

L a t e s t  s t i p u l a t i o n  and agreement f i n a l f z e s  s e v e z a l  
arrangements i nc lud ing :  1 )  no f u r t h e r  a t tempt  t o  r a t e  
base  $92 m i l l i o n  o f  Wolf Creek investment s p e c i f i c a l l y  
d isa l lowed by MPSC; 2 )  makes KCPGL sha re  f i n a n s i a l  
burden of PPSC--assiamed 395 l.flJ excess  c a p a c i t y  on system 
i n  1990 by a l lowing  only one-half of t h e  common eqlii ty 
re turn  on 75X of t h e  allowed j u r i s d i c t i o n a l  ra te  base; 
3)  reduced j u r i s d i c t i o n a l  r a t e  base  by $103 million f o r  
unexplained c o s t  over runs ,  mfsmanagement, and investment 
i n  common f a c i l i t i e s ;  and 4 )  a l lows  recovery of c o s t s  
f o r  $74 m i l l i o n  of p l a n t  a d d i t i o n s  from 3/85-9185 and 
$89 miPl ion  of deferred c o s t s  from 9/85-5/86 ( l a t t e r  
costs t o  be amortized ~ v e r  10 y e a r s ) .  



67 

- 30,' Wolf Creek 1 On 3/11/87, KCC ru l ed  t h a t :  
rate i n c r e a s e s  ordered  earlier;  2) KG&E w i l l  phase o u t  
WC excess  c a p a c i t y  by 53.8 MW/year from 1/1/88-1/1/92; 
3) KG&E w i l l  be allowed t o  va lue  t h e  p l a n t  a t  $2376/kw 
r a t h e r  than  $1290 as i n  t h e  o r i g i n a l  o rde r ;  4 )  KG&E w i l l  
i nc lude  i n  c o s t  of s e r v i c e  undeprec ia ted  c o s t s  of WG 
iound t o  be .imprudent ($128 m i l l i o n ) .  Chronology o f  
KG&E case  fo l lows .  
i n c r e a s e ,  t o  be phased i n  over  5 yea r s .  The commission 
allowed t h e  company a $169.6 m i l l i o n  inc rease ,  to be  
phased i n  over  t h r e e  yea r s .  The company w a s  allowed a 
$135 m i l l i o n  i n c r e a s e  t h e  f i r s t  yea r  (act. 3 ,  1985, t o  
Sep t .  27, 19861, $20 m i l l i o n  t h e  second yea r  (which 
began Sept .  27, 1986), and $14.6 m i l l i o n  t h e  t h i r d  yea r  
(scheduled t o  be e f f e c t i v e  Sept .  27, 1987). A 
four th-year  $15.6 m i l l i o n  i n c r e a s e ,  scheduled t o  be  
e f f e c t i v e  Sep t ,  27 ,  1988, was au tho r i zed  to remain in 
e f f e c t  i n  y e a r s  4, 5, 6, 7 and 8. In yea r  9, r a t e s  were 
to be reduced by $15.6 m i l l i o n ,  and $169.6 m i l l i o n  was 
t o  be t h e  permanent i nc rease .  

1) KG&E w i l l  d e l a y  s e v e r a l  

O r i g i n a l l y  sought a $370.9 m i l l i o n  

KCC reduced KG&E's r eques t  by 54 percen t  because of 
c o n s t r u c t i o n  imprudence, excess  phys i ca l  c a p a c i t y  ( t h e  
c o m i s s i o n  found t h a t  327 megawatts of  KG&E's s h a r e  of 
Wolf Creek was excess  c a p a c i t y  -- no t  c u r r e n t l y  r equ i r ed  
t o  be used) and excess  economic capac i ty .  (In comparing 
Wolf Creek 's  c o s t  t o  t h a t  of a coa l - f i r ed  p l a n t ,  t h e  
commission found t h a t  Wolf Creek should be valued at 
$1,290 p e r  i n s t a l l e d  k i l o w a t t  of capac i ty ,  r a t h e r  t han  
t h e  approximately $2,600 t h a t  t h a t  t h e  companies had 
s p e n t ,  ) . 



Tabie 2 

Sumary OF Power Plant  Pate Base Declsions 
Coal-Pired Plants  

U t i l i t y  Data I n s t i t u t e  
Parch 31, 1967 

Plant/Unit - M.l n t l l i t y  

Pate 
't F a c i l i t y  I n i t .  Dec.1 Final  Dec.1 Appeal Bsse h a a e - I n  Excess Cap. 

Ju r i sd i c t ion  Location Order Date Order Dare (Y/N) (YIN) A d j .  (YIN) Hates csm 

100 2 year _ _  m / a 6  - -  AB Browi 2 ?65 Southern Indfana Gas h Elec. 100 IN I N  N 

Belle River 162 1398 k t r o l t  Edison Co. Lil NI MI _ _  7/16/85 Y < IO0 N N I /  

Big Cajun :lo 1 565 Gulf State6 U t l i l t i e s  Co.  42  LA LA _ _  12/12/83 Y 1 DO H N 

Rig Rend 4 455 Tampa E1ectr:x Co. 'I 00 FL FL _ _  12/13/85 - -  < 100 H K m rn 
Brandon Shores 1 685 Baltimore Gas 5 Zlec. Co. 100 m KI 5/29/84 - -  100 N N _ _  

Colstr ip  3 778 Nantana Power Co. 30 m MI _ _  B l 2 % / % 5  Y 100 4 year N 

21 _ _  _ _  Colstrip 4 778 Pac i f l c  Pover 6. Light 13 OR Ml 1/8/07 -- < 1m _-  

Crysta. qiver 5 739 Florida Power Corp. io0 FL FL _ _  1D112/84 - -  100 N n 

Doiet d i l l s  1 720 Central  1.ouislana Elec. Co. 50 LA LA -_  7/14/86 Y 100 N H 11 



Table 2 (Cont'd) 

Sumnaary of Power Plant Rate Base Decisions 
Coal-Fired P l a n t s  

Plant /hit - P U U Z i l i t J  

Rate 
% F a c i l i t y  I n i t .  l3ec.l F i n a l  Dec.1 Appeal Rase Phase-In Excess Cap. 

3urisdiction Location Order Date Order Date (Y/N) (Y/N) Adj .  (Y/N) hm 
edwwater 5 380 Wisconsin E l e c .  Pouer CO. 25 VI VI -- i / ~ a s  -- 100 )i N 

Gibam 5 668 Public Service Indiana 50.05 IN I N  -- i1201a3 -- 1W N N 

Hulcab 1 348 Sunflower Elec. Coop. 100 RS KS -_  4/2/85 -- 100 6 year Y 4f 

Hunter 3 430 Utah Powr L Light Co. 100 UT Ln 100 Y N 

Hunter 3 430 Utah Powr h Light 100 vy Ln -_ 3/1/05 -- 100 Y ti 5 1  

-_  -- -- Independence 1 800 Arkansas PaRr h Light 31.5 MI AR 100 ti N 

-- 100 -_ -_ Indepndcnce 2 800 Arbnsaa PaRr h L i g h t  31.5 MI AR *i N 

Jef frey  3 

~ ~~ ~ ~~ ~~~~~~ ~~ ~~ 

Lirntom 1 809 HDuaton Lightfng 6 Porer 100 1x p: 11/7/86 -- _- 100 N Y a/ 

Kil l en  2 666 D6ytm Povcr 6 L i @ t  67 M( (xt -_ 4/83 -- 100 n ti 

h l s a  1 685 Iwa Pwer 6 Light CO. 30.5 IA M -- 9/8/03 -- 100 Y Y I l  

wm 1 749 Carolina Power h Light 83.83 NC NC -- 9/19/85 -- 100 N N 

Musccogee 6 572 Oklahosll &a 6 El-. Co. 100 OK UK -- 12/?0/85 -- 100 Y rr g/ 

North Valmy 2 290 Sierra P a c i f i c  Pouer Co. 50 W W _- 10/2a/85 -- 100 N N ?! 



T a b l e  2 (Cont'd) 

Summary of Dower Plar?: g a t e  Base Decisions 
Coal-Fired P l a n t s  

Rate 
t Faciliey Init. Drc.1 Final kc./ Appeal Base Phase-rn Excess Cap. 

(kn Jurisdiction Location Order Date Order Date { Y / N )  (YIN) hdj. ( Y I N )  - Plant PJni t 

North Valmy 2 290 Idaho Power Co. 50 ID NV _ _  io/iaiss N 100 2 year N 1.31 - 

Petersburg 4 552 Indianapolis Pover d Llght 100 iN 'IN - -  7/86 Ei 100 2 year N 

Pirkey I 7 2 0  Southwestern Elec. Pwer 85.94 LA 3x - -  2/2l/SS - -  100 N N 

P l a i n s  1 233 Plains Elec. GbT Coop. 100 m NU 12/21/84 2 / 4 / 8 5  - -  100 N N 111 - 

Plrasant Prairie 2 617 Uisconsln Elec. ?over Co. i0C !a Y: _ _  1/3/85 - -  100 N Ei 

U 
field Gardner 4 295 Nevada Power Co. 32.2 tff w _ -  12/20/83 Y 100 N N 0 

RM Schahfer 17 393 No. Indiana Public Service 100 IN IN _ -  8 / 9 / 0 4  - -  100 N N 12 I - 

Xockport 1 1300 Indiana b Mlchigan Elec:ric 50 iN IN _ _  12/3/84 - *  100 2 year N 13 / - 

Rodemacher 2 5S2 General Louisiana Eiec. Co. 30 u LA _ _  10/17/83 - -  100 N N 

- _  Y Y 14 / - - -  -- _ -  San Juan 4 550 Public Service New Hexlco 62.7 NH m 

Smerset I 770 New Yorb S t .  Eiectr:c 6 Gas 100 NY NY - -  4/i8/84 - -  io0  3 year I 

'Yolk 1 5h5 Southwestern hb. Serv. 100 TX Tx - -  6/23/82 - -  100 N N 

Tolii  2 565 Southwesterc Pus. S a w .  100 Tx Tx - -  6130186 - -  100 EI N 15 I - 
- ~~~~ 

100 _ _  _ _  W A  Parlsh 8 615 Houston Llghting 6 ?over 130 Tx Tx h' N 
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Table 2 

Coal-Fired P l a n t  Notes 

1/ Be l l e  River 1&2 On 12/16/86, Zngham County C i r .  Court remanded some 
I 

i s s u e s  from r a t e  case  t o  MIPSC. E s s e n t i a l l y  r e q u i r e s  
PSC t o  r e v e r s e  a $ 1 2 . 1  m i l l i o n  d isa l lowance  from 7/16/85 
case. 

2 1  C o l s t r i p  4 PUC al lowed $22.6 m i l l i o n  (42) permanent r a t e  h ike .  
Company had r eques t ed  $22 .6  m i l l i o n  h i k e  on 6/16/86 f o r  
r a t e  base i n c l u s i o n  of Unit 4 and p o l l u t i o n  c o n t r o l  
c o s t s  f o r  J i m  Bridger.  PUC allowance a l s o  inc ludes  
o t h e r  p r o j e c t s ,  so  r eques t  not  f u l l y  gran ted .  

- 

3 /  Dolet H i l l s  1 CLECO obta ined  ' 'excess revenues" du r ing  t e s t  per iod .  
I 

Led t o  r e f u s a l  of r a t e  i n c r e a s e  on 5/1/86, Overturned 
by S t a t e  D i s t r i c t  Court on 7/14. 

U t i l i t y  proposed t o  p l a c e  60% of u n i t  c o s t  i n  r a t e  base  
f i r s t  yea r  wi th  10% t o  be inc luded  each of t h e  nex t  5 
y e a r s .  A t  4/2/85, 57% was au thor i zed  f o r  i n c l u s i o n .  
This could be  cons idered  an excess  c a p a c i t y  ad jus tment .  

One-third of u n i t ' s  c o s t s  allowed i n  r a t e  base  wi th  "a 
"ca r ry ing  charge" of t h e  o v e r a l l  r a t e  of r e t u r n  on r a t e  
base  gran ted  i n  t h i s  ca se  t o  be app l i ed  on t h a t  p a r t  of 
Hunter 3 Unit and t h e  o t h e r  power p l a n t s  n o t  allowed i n  
rate base." Treatment of t h i s  p o r t i o n  t o  be determined 
i n  f u t u r e  case.  

- 4 /  Holcomb 1 

I 5 1  Hunter 3 

a/ Limestone 1 F i r s t  HL&P u n i t  t o  be examined under r ev i sed  PUC - 
by-laws. Prudence review expected t o  end 9/86. Rate  
case  f i l e d  3/19/86. 
UnFt 1 c o s t s  a l r e a d y  i n  rate base .  Unit 1 c l a s s i f i e d  as 
p lan t - in - se rv ice ;  a l lowed $677 m i l l i o n  CWIP i n  r a t e  
base.  

Approximately $593 m i l l i o n  of 

I 7 1  Louisa 1 An orde r  s e t t i n g  i n t e r i m  r a t e  l e v e l s  i n c o r p o r a t e s  an 
excess  c a p a c i t y  p r o v i s i o n  t h a t  e l i m i n a t e s  t h e  r e t u r n  
a s s o c i a t e d  wi th  common e q u i t y  on a 267 MW " s l i c e  of t h e  
system". 

81 Muskogee 6 AFUDC amort ized over 10-year pe r iod .  

0 9/ North Valmy 2 $74,000 removed from r a t e  base f o r  c e r t a i n  equipment 
dec la red  s u r p l u s  a f t e r  c o n s t r u c t i o n  completed. 
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IO/ North Valmy 2 

12/  RM Schahfer 1 7  
_I 

PUC r ehea r ing  r e fused  r e t u r n  on e q u i t y  -- based on "used 
and  useful"^ Rehearing 10186. Granted on ly  $980,000 of 
$84 m i l l i o n  (1.16%) r eques t ed  r a t e  i n c r e a s e ,  

To reduce ra te  impacts of new p l a n t ,  PSC adop t s  
dece learn t ed ( "S ink ing  Fund" ) d e p r e c i a t i o n  f o r  p 3.ant 
c o s t s .  U t i l i t y  is  d i r e c t e d  t o  keep PSC appr i sed  of 
r e s u l t s  o f  aggres s ive  marketing scheme t o  u t i l i z e  excess  
c a p a c i t y  . 
A f t e r  a s e r i e s  of hea r ings  and r ehea r ings ,  t h e  c o s t s  of 
RM Schahfer 17 were  p laced  i n  t h e  r a t e  base.  The o rde r  
conta ined  a cap on KPI Schahfer 18 c o s t s  t h a t  could be 
inc luded  i n  r a t e  base .  

PSCI approved a two-step r a t e  i n c r e a s e  of $48,500,000 
and $23,000,000, r e s p e c t i v e l y  f o r  T&M.  The f i r s t  s t e p ,  
e f f e c t i v e  December 10, 1984, concurren t  w i th  t h e  
commercial o p e r a t i n g  d a t e  of Rockpor~ 1 and the  second 
s t e p ,  e f f e c t i v e  one year  l a t e r ,  excluded from rate base  
$315,153,000 and $245,000,000, r e s p e c t i v e l y ,  of 
c o n s t r u c t i o n  c o s t s  a s s o c i a t e d  w l t h  Rockport 1 bu t  
allowed I&M t o  acc iue  a d e f e r r e d  rrri.trn based on a r a t e  
equa l  t o  i t s  AFUDC r a t e  and t o  d e f e r  annual d e p r e c t a t i o n  
expense on t h e  amounts excluded from ra te  base.  The 
second-step r a t e  l e v e l s  provide  f o r  amor t i za t ion  of t h e  
f i r s t - s t e p  d e f e r r e d  r e t u r n  and d e f e r r e d  d e p r e c i a t l o n  t o  
c o s t  oE s e r v i c e  over a 30-year pe r iod .  

I n  August, September, and October 1985, FEBC i s sued  
o r d e r s  approving s e t t l e m e n t  agreements provid ing  f o r  a 
t o t a l  i n c r e a s e  of approximately $47,216,000 i n  t h r e e  
s t e p s .  S t ep  I of approximately $17,446,000 was 
e f f e c t i v e  i n  October 1984; Step I1 of approximately 
$17,534,000 was e f f e c t i v e  i n  December 1984, and Step 111 
o f  approximately $12,236,000 w a s  e f f e c t i v e  i n  
Dccemher 1985. A s  agreed  by t h e  p a r t i e s ,  t h e  S t e p  I1 
and S tep  I11 r a t e s  excluded from r a t e  base  $170,724,000 
and $132,721,000 r e s p e c t i v e l y ,  of c o n s t r u c t i o n  Costs 
a s s o c i a t e d  w i t h  Rockport 1 but  all-owed T&M t o  accrue  a 
d e f e r r e d  r e t u r n  based on a r a t e  equa3. t o  i t s  AFUDC r a t e  
and t o  d e f e r  annual d e p r e c i a t i o n  expense on t h e  amounts 
excluded from r a t e  base.  The S tep  111 r a t e  l e v e l s  
provide f o r  amor t i za t ton  of t h e  Step I1 d e f e r r e d  r e t u r n  
and d e f e r r e d  d e p r e c i a t i o n  i n  c o s t  of s e r v i c e  over a 
30-year p e r i o d ,  

A s  a r e s u l t  of t h e  above r a t e  proceedings ,  I&M had 
recorded through December 31, 1985, a d e f e r r e d  r e t u r n  of 
$63,661,000 and d e f e r r e d  d e p r e c i a t i o n  of $16,652,000 on 
Rockport I. 
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1 4 /  San Juan 4 - 

15/ Tolk 2 - -  

As of 1985, 202 MW of San Juan 4 had been "inventoried", 
the unit having contributed to capacity over PSNM's 20% 
reserve margin. The inventory process involves cash 
recovery from customers when plant is needed to meet 
service requirements. PSNM's total share (390 MW) of 
Palo  Verde will also be inventoried. 

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. 
determined to be not properly part of the company's test 
year end plant in service. 

These c o s t s  were 



Table 3 

Summary of Tower ?:an: Rate Base Decisions 
Other Plants 

Utility Data Institute 
Ysrch 31, 1967 

E F Utt”:tx 

Rate 
a Facility :n i t .  De-./ Flnal Des./ Appeal Base Phase-In Excess Cap. 

CYlN, A d j .  (YIN) e Jurisdiction Locatim O r d e r  Date Order Date <Y/N) 

Bath County 1-6 2100 PS Monongnhela Power Co. 11 kV hv _ -  6130186 - -  100 3 year N I t  

Bath County 1-6 2100 PS Po~omac Edison Co. 11 w w i on  1 yrar N 61301a6 - -  - _  

Bath County 1-6 2100 PS blest Penn Power Co. 18 PA PA - _  7/24/86 - -  100 _. N 2 f  

~ ~~ 

Blundeil 1 20 GN Utah Power h L i g h t  io0 ID mi _ _  9/10/84 - -  15  N N 31  -4 c- 
~~ 

Chalk Polnt 4 659 0 Pototnac Electric %wer Co. 1M) w: +@I _ _  2/28/83 - -  130 N N 41 

Helms 1-3 1053 PS Paci:lc Gas 6 E:ectric Co. 100 CA CA _ _  8/211.35 - -  97 Y Y 51 

Kettle Falls 1 5: U Washington Water Power Co. 100 :D *ik -- 11/19/04 - -  90 v N 
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Table 3 

Other Plant Notes 

1/ Bath County 1-6 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. 

- 

2/  Bath County 1-6 PUC allowed full recovery o f  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 mechanism. This 
decision incorporates plant treatment as an energy 
storage device and removes project costs f r o m  current 
rate proceedings. 

3 /  Blundell 1 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 75% of unit costs allowed in rate base. 

- 4 /  Chalk Point 4 Last utility-owned, oil fired, steam electric unit built 
in U.S. 

- 5/  Helms 1-3 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 

S w r y  of P w e r  Plant b e e  Base Decfslone Pending 

Utlllty Data Institute 
Harch 31, 1987 

P l a n t  lUnl t E F Utility 

Current 
% Pit. Llectaion Prudence Cost 

Jurir. Loc. Date prvior * notes 

b i g  Cajun h o  3 565 C CAlf States Utilities 42 Tx u 7/13/84 N N Y TX order denied recovery of BCT 3 costs due to CO a f t e r  lesl year. 
Order ha5 been appealed. 

iIrahdwcuJ I i 1 7 5  N C ' m o m t a : r h  Edlson Co. IOU : I .  I L  3 / 2 9 / 8 6  Y Y _ _  Prudence review proposs: due before iL C-rce Comlss:on ( I C C )  
b / 9 ! 8 6 .  Reporl Jue early 1987. Proposed order ( s t i l l  pending iCC 
action) tncludei cost cap ot $5.05 blliton for untrs 162. 

Braidmod l l ?  4700 H Comonwealth Edlson loo 3 L  1L _-  _ -  - -  Agreement betwrn CE. IL Att. Cen., etc. on 12/19/86: 1 )  CE 
Byron i l l  increaie rates 1% on 7/1/07, w i t h  5-year subsequerrt freeze; 2 )  CE 

to eitablish CENCO to w n  un:ts, but would keep the $7.1 bi:llon 
investment out o f  iL rare base. Needs I C C  approval. 

Clinton 1 990 X Illlnols Power Ca. 83 IL 1L 5 ! / ? / O S  K Y Y Illinols Coll.erce Caission order (8/7195, set cost cap O F  $2.698 
billton. M - p h a s e  audit being conducted by Touche-Ross and 
Hielaen-hurster. Phase I report (filed 1/9/86l covers period f r m  
project start to 318%.  consultants contend thlaf b e t e e n  5294 and 
$464 million in expenditures assoclated wlth 1982 stop work order 
w r e  unreasonable. 
TBA, Ebasco, and Burns h R w  for independent audit. ICC w l l l  hold 
hearings to consider the results of the varioua audlts. Raze hlkr 
of $66 mtlxion (9t) put into ecfect 1014/06, after fuel loading;  
$352 dliion CW!? a i l w e d  :"to rate Dase. At full power license. 
sddltional 5 7 2  milllon (5%) rare hike to be effective, along u l t h  
another S3b4 rllllon CWlP in rate base. 

NO decision as of 2 / 0 1  by ?X. 1% relalned 



P l a n t h i t  - -  m P W  

CQanche Peak U 2  2384 N Teaas Utilities 

Table  4 (Cant'd) 

Summary of Power Plant Rate Base Decisions Pending 

Current 
% P l t .  Decision Prudence Cost 

Juris. Loc. Date R e v i e n  Cup- CVfP Notes 

67.83 Ix Ix -- Y -- Y A t  4/87, Comanche Peak 162 were echeduled for se rv ice  i n  1989 a t  a 
t o t a l  cos t  excluding AFUDC e s r i w t e d  a t  S5.27 bfl l ion.  A t  
12/31/86. Tu had invested about $4.6 million ( t o t a l )  with 
$1.284 b i l l i o n  CWIP i n  r a t e  base. 33 has s t a t ed  tha t  it does not 
plan t o  include any add i t iona l  Comanche Peak costa  in  r a t e  base 
u n t i l  CO of U n i t  1. I n i t i a l  rat+= increase for CP 1 can be held to 
abaut 10% according to 33 estimate. 

Dlablo Canyon 162 1U7 N Pac l f i c  G.6 6 Elec. Co. 100 CA CA 12/18/85 Y N -- hpproxiss te ly  53.3 b i l l i o n  t ransferred to e l e c t r l c  plant  In service 
a f t e r  comrercial operat ion of Unit 1 < 5 / 7 / 8 5 ) .  In Karch 1985. P W  
and CWC public s t a f f  s t l pu la t ion  to  s e t  up a r a t e  mechanism was 
approved. Mechanism has tm coapnnmts: 1)  an ndJustmeot account 
tXM) recognizer revenues for exprnses incurred and a re turn on 
nuclear plant  i n  s e rv i ce ;  and 2) an interim n d j u s t r n t  ( K I A )  t o  
a c c m l s t e  the value of  furl saved. The D U l A  Y B B  termirmted 
12/18/95 when P W  vas a l l w e d  en annual rn t e  increase of S53.R 

mlll ion t o  cover Unit 1 O M  costa .  Final recovery of plant  c a p i t a l  
coats  vi11 not be authorized u n t i l  the c w p l e t l m  of a prudency 
aud i t ,  probably In 1988. 
review 12/85 PUC decis ion to  grant interim r a t e  r e l i e f  fo r  
Unite 162. 

v 
v 

Sta t e  Supreme Collrt  i n  10/86 refused to 

Hope Creek 1 1117 N Atlantic Electric 5 NJ NJ 2f20/6? -_  Y -- BPU disallowed recovery of $22.4 mlll lon in const. cos t s .  Also 
eppl isd provisions of a cost  containment agreement to excess c o s t s  
of Sl7.l million - company can recovef, but Z o b  of excess 
($3.4 mil l ion)  excluded from r e t e  base for conpltinR a return. BPU 
a l s o  establ ished performance standard for nuclear un i t8  :n which AE 
has i n t e r e s t  - incentive i f  u n i t s  r u n  AIL 80% cap f ac to r  or becter, 
penalty is  a t  or belm 606. 
appropriete target .  

AE thinks cap. f ac t  of  55.55 more 

Hope C m k  1 1117 N Public Service El=. b Car 95 N J  NJ 2/6/87 Y N -_ NJBPU di6dlloved $455 million as not prudent. Hearings to be held 
on t r e a t i n g  plant as cogen f a c i l i t y  - charge by avoided cost .  



Table 4 (Con.t’d) 

Summary of Power P l a n t  Rate 3ase Decisions Pending 

?iantlUnit !Ut i l i ty  

Current 
8 Plt. hclsion Yrudencr Cost 
OM Juris. LOC. Date Review C a p  CWIP Notes _. - ____  

Lcuisa 1 N ti Appeal of restrictive excess capacity adjustment In progress. Not _ -  685 C Iowa-Illinois Gas L Elec. 43 IA IA 4125184 
resolved as of 1985 Annual Report. 

Palo Verde I 1403 N Arizona RIbl:c Service 29.1 A?! A2 1 2 / 5 / M Q  N u ACC a:lwed APS to defer capilal rosts, depreciation, taxes, and 
obw expenses to reflect diiference Setveen time Unit i reached CO 
and time of final ratemaking order recognizing unit would be 
decided, Conditions: 1) Cap on ChW expenses; 2) %RC fines not 
included in OW. 
base. In 9/86, 4-state audlt volded by agreement v /  ACC for APS 
ratepayers to pay entire 55.5 million audit cost. 12-14 month 
audit. ACC issued order providing for rete base inclusion O F  
S Z l C  million (approx. 25% of ?\‘ I costs) but made inclusion 
“in:erla or temporsrv :n nature“ pending FurYhPr ACC order. Ordrr 
also established 1/1/86 COD rather thnn 2/13/86 for PV i nnd spiits 
c o m n  rosts  into 3 equal portions ior rate Sese inclus:m as 
’Jnita 1-3 enter operation. 

Approximately one half o f  PVI Costs in A2 PS rate 

Qt 

Palo Verde 1-3 &209 H El Paso Elec. Co. 15.8 TX AZ 1/86 _ _  - _  _ _  TY, PUC authorized rate base :ncluslon c , f  5 0 %  of Palo Verde CJIP. 
Appealed to state district court. Currently, decision i s  stayed. 
In 12/06, company f i l e d  a request with TX PUC regarding COD for 
PV 2. Nev filina for PV inclusion as “plant-in-serv<ce” scheduled 
for spring 1987. E l  Paso completed sale and leaseback of W 2 In 
eight transactlons from August-December 1986. 

Y PSC a1:owed $1 in rate base on 3/26/06. Prudence may be issue 15.8 NN A2 2/26/86 -- _ -  Palo Verde I 1403 N El Paso Elec. Co. 
Inter. PSC later flled for “rate mileration” for  #I. 12/5/86 - -  
El Paso, PSC, Att. Cen., etc. signed “Agreement in Principle”: 
1) regulatory disaiiowance equai to NU shere ($150 million); 2 )  no 
part of imlt 3 l o  be al?ored in rate base at any t h e ;  3)  Unit 2 
phased in by 12/31/81, Needs < h a 1  approva:. Pending case 
regarding 11 coats being appealec,, Prudence came c p  In CUI? issue. 



PlentlUnit 

Polo Verde 2 

- -  MI F W  

Table 4 (Cont'd) 

Summary of Power Plant  Rate Base Decisions Pending 

Current 
% P l t .  Declsion Prudence Coat 

Juris. kc. Date Review Cap- CWIP Notes 

1403 N Arizona Public Service L0.2 A2 AZ 2/01 Y N Y A P S  filed revisions to rate case on 12/19/86. Proposed 3-year 
phase in. No additonal rete h i k e s  before 1/1/91. A2 Corp. 
Cmission recommended APS be given less than 113 of $194 miliion 
requested to pay for Unit 2 (would allow hike ot $62.2 million, 
eftecttve 9 / 1 / 8 7 ) .  
eimlta~eously and proposed new incentive plan for APS to tnclude 
all generating units 4nd purchased power. 
sale/leaseback of 42% of share of PV 2. 

Also advocates reducing APS fuel charBes 

AZPS complpted 

Palo Verde 2 1403 N Public Sew. t i e ~  kxlco 10.2 t@! &? 9l8b -- _- _-  State Supreme Court upheld 17/84 PSC order adoptlng PSNR 
iiiventorying method - -  PV power not in rate b r i w  until rnergy 
needed - -  est. to be year 1000. 

U 
a 

Perry 1 1250 N Cleveland Elec. Ill. Co. 31.1 OH/PA OH -- Y N - -  Rate bare rWIP dircontlnurd 3/85. Touche-UosslNlclsrn UursTer 
prudenev audit report rxpec:rd 7/86. Capital ctlst treatmrnt will 
probably he a separate issue in OH, rolled into general case i n  PA. 

Perry 1 1250 N Cleveland Elee. Ill. Co. 31.1 OH/PA OH 7/86 Y -. _ _  PUC conditionally granted 6% ($76 million) rate increase. 
$37 mlllion effective 7 / 8 6 ,  balance subject to approval then plant 
at 20% power. Company asked for 11% ($140 million). 
20% pawer 2 / 2 / 8 7 .  

Plant reached 

Perry 1 1250 N Duquesne tight 14.0 PA OH 3/87 _- -- -- Filed case for Sbl7 miillon €or Unit 1 costs. Plans to abandon 
interest In Unit 2. PUC authorized "early window" deferral 
accounting ( 5 / 8 6 ) .  
cover Perry costs and ordered $18.6 million annual reduction 
(3/87). 

PLiC denied $58 million annual rate increase to 

Perry 1 1250 N Ohio Ediron Co. 30 OH OH 2/87 -- -_  _-  OH PUC authorized OH Udison LO refinance construction costs by 
entering into 1 or more sales aiid leaseback transactions. 
of its ownership and leased hack same. Aggregate amount financed 
was $509 million. 

Sold 30% 



T a b l e  4 ( C o a t ' d )  

Summary of Power P lan t  Rate Base Decisions Pending 

P i a n t  /Uni t  mJ F Grility 

C u r r e n t  
a P l t .  D e c i s i o n  Prudence  Cos t  

(hm Juris. Loc. Date Review CWIP Notes - - _ _ _  

P e r r y  1 1750 H P e n n s y l v a n i a  Power k. 5 PA OH 6 / 8 6  _ _  _ _  - -  S t a t e  Consumer Advocate c o n t e n d i n g  e x c e s s  c a p a c i t y  i n  r a t e  c a s e  
f ' l l e d  I n  June  1986 .  

R i v e r  Bend i 99: N Gulf S t a r e s  Utilities Co. 7 0  U I T X  A - -  Y h Y ?.ate c a s e  f i l e d  9 / 3 3 / 3 5  i n  LA. On 5 / 2 7 / 8 6 ,  LPSC v o t e d  3-1 t o  
dismiss Wiver Bend p o r t i o n  of c u r r e n t  p i a n t - i n - s e r v i c e  c a w .  GSU 
l a  w a i t i n g  :or w r i t t e n  o r d e r  p r i o r  t o  d e c i s i o n  on n e x t  s t e p .  T i  
LPSC a c t l o n  s t a n d s ,  a new f i l i n g  will be  r e q u i r e d  a f t e r  COD. 0KA 
initially recomnended d i s a l i o w a n c e  o f  51.589 b i i i i o n  (inc:. S357 

AFUDC) i n  Ti: c a s e .  D r a f t  s t i p u l a t i o n  d l s t r l b u t e d  i n  TX case 
5 / 1 5 / 0 5 .  Oeclared  carnmerciai  7 / 1 6 / 8 6  by TPUC 6 LPSC. Hrques ted  
$ 2 0 7  mi1l:on (?6%) I n - s e r v i c e  r a t e  i n c r e a s e  from LPUC on 7 / 2 4 / 8 6 .  

P i l e d  w:L:i T?JC f o r  5144 .1  m i l l l o n  ( 2 5 % )  r a t e  : n c r e a s e  @n l i / l f l / H h .  
On 1:?7 /a? ,  TPI'C g r a n t e d  S39.9 mi1:ion m e r g e n c y  r a t ?  increase  
w l s t i p u l a t i o n s .  iPSc d e n i e d  CS:' $ion mlilfon i n t e r i m  ! a t e  : n c r e a s e  
nn 1 2 \ 2 / 8 6 .  LPSC supges te t i  s a l e  01 a s s e t s  t o  r a i q r  r a s h .  (:Si' 
appealed on 1 2 \ 5 / R h .  TX prudence  m d : t  i n  prosress. 

KM Schahfer  18 793 C No. I n d i a n a  P u b l i c  S e r v i c e  100 lli !M 4 / ? 2 / 8 7  Y F i l e d  w i t h  PSC Tor r a t e  h i k e  of 3 . 7 5 %  I n  1987 and 1 9 8 8 ,  and 0 .91% 

i n  19x9; rnorato-ium u n t i l  1 9 9 1  on r a t e  h i k e s .  Unit 18 t o  lie phased 
i n  o v e r  5 y e a r s .  PUC had n o t  r e s o i v e d  case a s  o f  ? / S l .  

- -  PSNH w i l l  f i l e  f o r  $2 .57  b f l i i o n  i n  Vnl t  I c o s t s  wnen p l a n t  e n t e r s  Seabrook 1 1200 ti Public S e r v i c e  Nt: 4 7 . 5 8  RH NH - -  -_ _ _  
service. C o n d i t i o n :  will no i o n g e r  a t t e m p t  t o  c h a r g e  r a t e p a y e r s  
for Seabrook tl o r  P i l g r i m  #2.  Expec- 10% annual  l n r r e a s e s  (or 
5 y e a r s  f o r  Uiit L. 

Seabrook 1 1200 N C o n n e c t i c u t  Light  6 ?mer/ 31.82 CT NH - -  -_  Y - -  C o n n e c t i c u t  Dept.  of ? u b l i c  i l t i l i c y  i o n t r o i  set c o s t  of c a p  of $4 .7  

Uni ted  i l i m i n a t i n g  Co. billion r e l a t e d  t o  o m e r v h i g  of  C o n n e c t i c u t  L i g h t  6 Power and 
Unite2 I l l u n i a e t i n g  Co. 

Seabrook i 1200 3 Uni ted  I l l u m i n a t i n g  Co. 1 7 . 5  CT llil - -  _ _  Y Y On 9 / 2 1 / 0 7 ,  CI DPUC set cost up o f  54 .7  b i l l i o n ,  UIC asswnes t h a t  
i t  loss of about  $125 m i l l i o n  w i l l  t h e r e b y  be I n c u r r e d .  Var ious  
a p p e a l s  have  been made. 



PlantlUnIt mJ F Utility 

T a b l e  4 (Cont'd) 

Summary of Power P l a n t  Rate Base Decisions 

Current 
t P l t .  Decision Prudence CO8t 

Juris. Loc. Date Review G z  CUIp 

-- -- South Texas Lh2 2624 N Houston Lighting b Fur 30.8 r)( M 7/86 Y 

Pending 

PUG-commissioned audft found $1.1-1.3 billion of $5.5 billion 
const. costs due to agmt. imprudence. PUC expected to recornend 
$1.3 billion excl. from rate bare when plant begins operation in 
late 1987. Util. disagrees. Prudence audit in progress. 

Vogtle 162 2320 N GrorEia Parcr Co. 63.7 GA GA 12/16/86 Y Y _ _  Prudence audit in progress for Units ih2. PSC alloved GA Pvr to 
defer operating costs, depreciation, and other expenses tor tl from 
COD to date 1st reflected or partly reflected in company's rates. 
Cost cap for GA FWT is $3.56 billion, hich is company share of 
58.35 billion project c a p .  3/87 -- Vi11 take after-tax charge of 
S226 mlllion against earnings. 

03 
w 

Waterford 3 116s N h i r l a n a  Powr 6 Liac 100 U U 11/14/8S Y Y -_ Utility proposed to include 90% of consrrureion costs in rate bas,.. 
Fwrgency rate relief granted on several conditions includlne: 
1) Grand Gulf 1 trcatment be agreed to by all partles; 7) LPLL 
forego recovery of S284 million O F  Waterford's cnsts regardless of 
prudency outcone (additional investment may be dis8Ilowd); 3) LPU. 
m f t  refund certain biilings related to Grand Gulf 1. Prudence 
nudic found only 5% of SZ.8 billion to be imprudent ( l i / 8 b ) .  

~~ ~~~ ~~ ~~~ ~ 

1316 N Ua8hhington Water Pwer 5 Kj UA 2/87 -- -- -- 2/87 -- Proposed settlement: 1) WJP can recover 64.1% 
(S15.5 million) of its tote1 investment during 1987; 2 )  WVP will 
seek no further rate recovery for No. 3 investment; 3) represents 
recovery over 32.5-year perfod of $79.6 million of W ' s  total 
$124.2 million investment <WA portion). 



Table 5 

Rate Base Treatment of 
Cancelled Nuclear P lan ts  

P lan t /Uni t :  Allens Creek 1 
U t i l i t y :  Houston Light ing  & Power 
U t i l i t y  %: 100 
Capacity ( m e )  : 1200 
Cancel Date: 8208 
Sunk Costs  ($MM): 362 
Rate Base Treatment: 6/82 -- NLP f i l e d  wi th  PUC € o r  genera l  r a t e  

increaser ;  t o  recover  e n t i r e  investment over 
10-year per iod  using an accelerated 
amor t i za t ion  method 

12/82 -- PUC order :  1) disal lowed recovery 
of about $166 m i l l i o n  incur red  a f t e r  1/1/80 
as imprudent; 2) t a x  savings a s soc ia t ed  with 
unrecoverable  p o r t i o n  to b e  passed through t o  
r a t epaye r s  over  10-year per iod .  9LP charged 
$287 million1 ($158 mi l l i on  after-tax) aga ins t  
4 th  q u a r t e r  fncorne. PUC allowed recovery of 
$195 m i l l - L o r a  s)n s t r a i g h t - l i n e  b a s i s  over  
10-year per iod;  however, due t o  tax savings  
t rea tment ,  al lowed recovery was reduced t o  
$84 m i l l i o n  

6 / 8 4  -- Travis  County D i s t .  C t .  ru led  t h a t  
c e r t a i n  punitiwe measures in 12/82 PUC o rde r  
had been imposed without  lega l  a u t h o r i t y :  
a f t e r  c o s t s  disal lowed,  became non-u t i l i t y  
matter and f low-through of tax savings  shaa-tsld 
not h a w  been r e f l e c t e d .  

PUC appeaS.ed D i s t .  C t .  ruling t o  Aust in  Ct. 
of Appeals. 
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Table  5 (Cont'd) 

Plantluxit:  Barton 1&2 
Ut i l i ty :  Alabama Power Co. 

Capacity (MW): 2400 
Cancel Date: 7711 
Sunk Costs (Million $> :  34 
Rate Base Treatment: Filed to  amortize as an operating expense 

U t i l i t y  %: 100 

over 5-year period and t o  co l l ec t  i n  f u l l .  
Began to  amortize i n  1 1 / 7 7 .  
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Table 5 (Cont'd) 

'Plant /Unit : B a i l l y  1. 
U t i l i t y :  No. Ind iana  Publ ic  Serv ice  

Capaci ty  ( W e )  : 660 
Cancel Date: 8108 
Sunk Costs ( $ M D f ) :  190.747 

U t i l i t y  %: 100 

Rate Base Treatment: 11/16/81 -- NIPSCO filed w i t h  IN PSC t o  
amort ize  investment over 5-year per iod  and t o  
recaver  such anstints through rates.  

8/11/82 -- IN PSC provided f o r  amor t iza t ion  
and recovery over 15-year pesdod, 

10/5/82 -- PSC denied in t e rvenor  p e t i t i o n  f o r  
rehear ing  t h a t  chal lenged amor t iea t lon .  

9/28/82 -- PSC adopted new rate o rde r  
( i d e n t i c a l  t o  8/11/82 o rde r )  t o  remedy 
a l l eged  procedura l  d e f e c t s  i n  former,  

L0/22/82 -- In t e rvenor s  appealed 9 / 2 8 /  8 2  
o rde r  t o  IN h u r t  of Appeals. 

12/23/84 -- Court of Appeals reversed  PSC; 
found t h a t  I N  Paw does not a l low the  ordered 
amor t iza t ion .  NIPSCB p e t i t i o n e d  f o r  
rehear ing ,  

2/7/85 -- Court  of Appeals denied NTPSCO 
rehear ing .  Company w i l l  p e t i t i o n  f o r  
t r a n s f e r  t o  IN Sup. C t .  

11/19/85 -- IN Sup. C t .  denied amor t iza t ion  
of Ra i l ly .  

1/3/85 -- Denied rehear ing  of 11/19/85 
dec is ion .  Company will appea l  t o  U.S.  Sup. 
C t .  NTPSCO recorded ex t r ao rd ina ry  l o s s  of 
unamortized c o s t s  of about $148.4 m i l l i o n  
($94.8 mlllion a f t e r  t axes ) .  

1/7/86 -- Company f i l e d  p e t i t i o n  with PSC t o  
begin ev iden t i a ry  proceedings t o  determlne 
e f f e c t  of IN Sup. C t .  order  upon revenue 
l e v e l s  of the company, inc luding  NIPSCO 
o b l i g a t i o n s  ( i f  any) t o  make re funds  t o  
customers,  

1/14/87 -- PSC ordered N I P S C O  t o  refund 
$5(4.7 mfl l ion  r e l a t i n g  t o  Bailly c o s t s  
amortized through 12/31/85 and r e l a t e d  
expenses dur ing  1986. Company requested 
rehear ing;  was denied.  W i l l  f i l e  cour t  
appeal  of dec i s ion .  



Table 5 (Cont'd) 

Plant/Unit: Black Fox 1&2 
Utility: Publ i c  Service Oklahoma 
Utility %: 60.9 
Capacity (me) : 2450 
Cancel Date: 8202 
Sunk Costs ($MM) : 260 
Rate Base Treatment: A. Oklahoma 

6/82 -- OCC 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 . 3 4 8  million in 1982 and $53.60 prior 
to 1 9 8 2 ) .  

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

1984 -- OK Sup. Ct. affirmed OCC 
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 million. 

3. FERC 

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

12/82 -- PSO filed Offer o f  Settlement 
with FERC, combining $1.9 million 
request with previous one for 
$8.2 million (reduced to $7.2 million). 

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 IO years, of FERC 
jurisdictional portion of costs .  
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Table 5 (Cont'd) 

Plant/Unit: Black Fox 1&2  
U t i l i t y :  Western Farmers Electric Coop. 
Utility X :  17.39 
Capacity (me) : 2450 
Cancel Date: 8202 
Sunk Costs ($MM>: 1.85 
Rate Rase Treatment." Recorded investment as a d e f e r r e g  d e b i t .  
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Table 5 (Cont'd) 

Plant/Unit: Callaway 2 
Utility: Union Electric Co. 

Capacity (We) : 1185 
Cancel Date: 8110 
Sunk Costs ($MM): 70 (after tax) 
Rate Base Treatment: A. Missouri 

Utility x: 100 

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

2/26/85 -- NO Sup. Ct. ruled.that 
statutory ban does not apply t o  
cancelled plants; remanded issue to PSC 
€or further proceedings. 

B. Other jurisdictions 

Costs presently being collected through 
rates or cases under review. 



Table 5 (Cont'd) 

Plant/Unit: Cherokee 1 
Utility: Duke Power Co. 

Capacity ( M W )  : 1343 
Cancel Date: 8306 
Sunk Costs (Million $) :  Tncluded with Units 2&3 
Rate Base Treatment: All jurisdictions (NC,  SC, and FEKC) 

Utility Z: 100 

permitted recovery of costs incurred through 
4 / 3 / 8 3 ,  over a 10-year period. Duke will 
seek recovery o f  remaining incurred costs. 
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Table 5 (Cont'd) 

Plantfunit: 
Utility: 
Utility %: 
Capacity ( W e )  : 
Cancel Date: 
Sunk Costs ($MM): 
Rate Base Treatment: 

Cherokee 2&3 
Duke Power Co. 
100 
2686 
821 1 
632.127 
A. North Carolina 

PUC allowed for amortization recovery of 
all costs incurred through 4 / 3 0 / 8 3 .  
10-year recovery period; began 10983. 

B. South Carolina 

Same treatment. 

C. FERC 

Same treatment. 

Note: Sunk costs listed here also include 
Unit 1 



Table 5 (Cont 'd) 

P lan t /Uni t :  Cl in ton  2 
U t i l i t y :  I l l i n o i s  Power Co. 
U t i l i t y  %: 80 

Cancel Date: 8310 
Sunk Costs  ($MM): 3 4 . 8  
Rate Base Treatment: Cons t ruc t ion  and c a n c e l l a t  ion  charges 

Capacity ( m e )  : 990 

de fe r r ed  and c l a s s i f i e d  as unamortized 
de fe r r ed  abandonment c o s t s .  F i l ed  reques t  t o  
recover  a l l  c o s t s  over 3-year perioet and t o  
ea rn  a r e t u r n  an t h e  amortized balance during 
t h a t  per iod .  

8/7/85 -- ICC dec i s ion  given: 1)  allowed 
amor t iza t ion  and recovery through rates of 
$31.9 i n i l l i o n  of $ 3 4 - 8  m i l l i o n  inves ted ;  
2 )  se t  5-year p e r i o d  f o r  recovery; 3) no 
r e t u r n  on the  unamortized balance o f  t he  
investment dur ing  t h a t  per iod;  4 )  disal lowed 
t h a t  po r t ton  of AFUDC recorded after 
cons t ruc t ion  w a s  h a l t e d  ( $ 2 - 9  m i l l i o n ) ,  which 
amount w a s  charged aga ins t  income i n  t h i r d  
q u a r t e r  1985. 
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Table 5 (Cont'd) 

Plant /Unit : Forked River 1 
Utility: 

Capacity (Mw) : 1168 
Cancel Date: 801 1 
Sunk Costs ($MM): 4 14 
Rate Base Treatment: PSE&G reclassified investment to deferred 

Jersey Central Power & Light 
Utility %: 97 

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 benefits 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) 

Pl.ant /Unit  : Grand Gulf 2 

U t i l i t y  z: 90 

Sunk Costs  ($PPI) :  947 

U t i l i t y :  Middle  South Energy 

Capacity (bible) : 1373 
Cancel Date: -- 
Kate Base Treatment:  Suspension of cons t ruc t ion  a c t i v i t i e s  f o r  up 

t o  3 yea r s  (from 1 /87) .  W i l l  not  seek r a t e  
i nc rease  during t h a t  per iod f o r  Unit 2 c o s t s ,  

Note: 
4/1/87.  Current s t a t u s  i s  i n d e f i n i t e l y  
deferred 

F a c i l i t y  has  not  been cance l led  as of - 
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P l a n t h i t :  Harris 2 
U t i l i t y  : Carolina Power & Light 
U t i l i t y  %: 83.83 
Capacity (me) : 955 
Cancel Date: 8312 
Sunk Costs ($MM): 315 
Rate Base Treatment: Fi led t o  write off cos t s  over 10 years and t o  

recover through rates. 

9/84 -- Received approval t o  begin 
amortization (for r e t a i l  operations) f o r  
10-year period. 

Fi led with FERC t o  amortize $40.965 mil l ion 
r e l a t ed  t o  who1esaI.e j u r i s d i c t i o n  over 
10-year period, Received approval; began 
amortization i n  March 1985. 
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Table 5 (Cont'd) 

Plant/Unit: Harris 3&4 
Utility: Carolina Power & L i g h t  
U t i l i t y  %: 100 
Capacity ( W e )  : 1910 
Cancel Date: 8112 
Sunk Costs ($MN): 187 
Rate Base Treatment: Requested amortization over perlod of not  

more than 10 years.  Received approval  to 
begi.n amortization in J u l y  1952 for 10-year 
period. 



95 

Table 5 (Cont'd) 

PlantIUnit: Hartsville Al&A2 
Yellow Creek 1&2 

Utility: Tennessee Valley Authority 

Capacity ( W e )  : 2538/2678 
Cancel Date: 8408 
Sunk Casts ($MM): 2800 
Rate Base Treatment: To be combined with unamortized balance from 

other 4 units; amortized over 11-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%. 

Utility %: 100 
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T a b l e  5 (Cont 'd )  

P l a n t l U n i t :  Hartsvillc? B 1 & B 2  

U t i l i t y  : 
U t i l i t y  2: 100 
Capac i ty  (Iqde) : 2538/2538 
Cancel  Date :  8208 
Sunk Costs ($PIN): 1900 
Rate Base Trea tment :  To be amor t i zed  w i t h i n  10 years of eaneel 

Phipps  Bend 1&2 
Tennessee  Val l.ey A u t h o r i t y  

d a t e ,  and recovered t h rough  ra tes .  R e f l e c t e d  
as d e f e r r e d  charge on b a l a n c e  s h e e t .  
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Table 5 (Cont ‘d) 

PlantIUnit: Hope Creek 2 
U t i l i t y  : Public Service Elec. fi Gas 

Capacity (MW): 1117 
Cancel Date: 8112 
Sunk Costs ($MM): 290.8 
Rate Base Treatment: 

U t i l i t y  %: 95 

Charged $290.8 mil l ion t o  Extraordinary 
Property Losses and associated t ax  reduction 
of $126.3 mil l ion included i n  Accumulated 
Deferred Income Taxes. 

3 / 4 / 8 2  -- N J  BPU authorized t r a n s f e r  of 
$112 mil l ion of Unit 2 cos t s  t o  Unit 1 and 
recovery of a l l  af ter- tax abandonment cos t s  
f o r  Unit 2 through r a t e s .  15-year 
amortization period on an accelerated method, 
beg inning 7 11 182. 
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P l a n t  /Unit  : 
U t i ] - i t y :  
U t i l i t y  X: 
Capac i ty  (Em) : 
Cancel. Date : 
Sunk Cos t s  ($k@f): 
Rate  Rase Treatment:  

Table 5 (Cont 'd )  

Hope Creek 2 
A t l a n t i c  C i t y  Electric 
5 
1117 
8112 
15.956 
T r a n s f e r r e d  investment  from CWIP t o  P rope r ty  
Abandonment Cos t s .  Appropr i a t e  m o u n t  o f  
d e f e r r e d  f e d e r a l  income t a x e s  provided.  

12 /6 /82  -- NJ BPU granted  ACE increase of 
$73.7 m i l l i o n  i n  base  r a t e s .  Allowed 
a m o r t i z a t i o n  of Unit 2 c o s t s  through r a t e s  
over a 15-year p e r i o d ;  no r e t u r n  on 
unamort ized ba lance .  
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Table 5 (Cont'd) 

Plant/Unit: 
Utility : 
Utility %: 
Capacity (MW) : 
Cancel Date: 
Sunk Costs ($MM): 
Rate Base Treatment: 

Jamesport 1&2 
Long Island Lighting Co. 
50 
2458 
8009 
53 
Petitioned NY PSC to amortize investment and 
to accumulate AFUDC or its equivalent on any 
unamortized expenditures until f u l l  recovery 
achieved. Not seeking recovery o f  
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 ISLCO'S application. No LILCO 
appeal. 
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Table 5 (Cont 'd) 

P lan t /Uni t :  Jarnesport 1&2 
U t i l i t y :  New York S t a t e  Elec. & Gas Co. 
U t i l i t y  X :  50 
Capacity (m): 2458 
Cancel Date: 8009 
Sunk Costs  ($MM):  5 5 . 4  
R a t e  Base Treatment: 1980 -- Fi l ed  f o r  permission t o :  1) cont inue 

accumulatfnp, AFUDC on nuclear - re la ted  c o s t s  
u n t i l  amor t iza t ion  commences t o  be recovered 
i n  r a t e s ;  2) amort ize  investment through 
r a t e s ;  and 3 )  inc lude  i n  r a t e s  appropr i a t e  
ca r ry ing  charges on unamortized ba lznces ,  
Planning t o  f i l e  wi th  FERC for same handl ing 
of AFUDC. 

1981 -- S t a t e  o f f e red  c e r t i f i c a t e  t o  NYSECyG 
and LILCO t o  bu i ld  coal p l a n t  on s i t e ;  NYSE&G 
re fused  e 

3/24/82 -- PSC author ized  NYSE&G t o  cont inue 
acc rua l  of AFUDC on nuclear - re la ted  c o s t s  
u n t i l  dec i s ion  reached regard ing  prudence and 
d i s p o s i t i o n  of such c o s t s .  

9/22/82 -- PSC suspended proceedings unti.1 
p o s s i b i l i t y  of c o a l  p l a n t  cons t ruc t ion  
reso lved .  

11/7/83 -- SUP. C t .  annul led  CeKtifiCEltC! 
f o r  c o a l  p l a n t .  

1/16/84 -- NYSEtiG filed p e t i t i o n  r eques t ing  
resumption of amor t iza t ion  proceeding,  

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

Plant/Unit: Marble Hill 1&2 
Utility: Public Service Indiana 
Utility 2 :  83 
Capacity (me): 2344 
Cancel Date: 841 1 
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 Bnilly 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) 5% emergency 
increase collected as surcharge since 3/84 
included in base rates; 3)  PSI will not seek 
recovery of Marble H i l l  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 o f  $475 million 
for accounting to avoid negative common 
equity from earlier write-off. Decision 
under appeal by intervenors. 



Plant /Uni t :  
U t i l i t y :  
U t i l i t y  %: 
Capacity (We)  : 
Cancel Date: 
Sunk C o s t s  ($MM):  
Rate Base Treatment: 
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Tab le  5 (Cont'd) 

Marble H i l l  162 
Wabasb Val ley Power Assoc ia t ion  
1 7  
2344 
8411 
466 
F i l e d  s u i t  a g a i n s t  P S I  t o  recover  i t s  
$466 mil l ion+ investment.  

1 /14 /87  -- PSC denied W P A ' s  reques t  f o r  
recovery of Marble H i l l  C Q S ~ S .  

51% r a t e  b ike .  PSC r e j e c t e d  in t e rvenor  
argument t h a t  Chapter 11 reo rgan iza t ion  
proceeding f i l e d  by WVPA under Bankruptcy 
Code precluded the  Commission from cont inuing  
t o  r e g u l a t e  the? co rpora t ion ' s  r a t e s .  

Had reques ted  
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Table 5 (Cont 'd) 

Plant /Unit :  Midland 1&2 
U t i l i t y  : Consumers Power Co. 

Capacity (me) : 1300 
Cancel Date: -- 
Sunk Costs ($MM): 4200 
Rate Base Treatment: 

U t i l i t y  %: 100 

10/22/86 -- PSC approved conversion t o  
gas- f i red  cogen p l a n t .  No more than 
$50 m i l l i o n  add i t ion  rate-payer  funds t o  be 
spent .  Consumers w i l l  not  seek r a t e  h ike  
u n t i l  e l e c t r i c i t y  produced. 

3/11/87 -- FER@ dec is ion:  1) CP w i l l  s e l l  
$1.5 b i l l i o n  worth of assets from nuclear 
f a c i l i t y  t o  pa r tne r sh ip  t h a t  wl .11  own and 
ope ra t e  the  cogen f a c i l i t y ;  2 )  granted 
"qual i fy ing  f a c i l i t y "  status under PWRPA. 
E l e c t r i c i t y  to be so ld  t o  CP at avoided 
c o s t s .  @P seeking r a t e  h ike  t o  recover  
$2.2 b i l l i o n  of i t s  $4.2 b i l l i o n  investment 
i n  nuc lea r  plant. Wrote of f  $500 m i l l i o n  i n  
1985. 

Hearings i n  progress  on CPC request for 
recovery of $ 2 . 1  b i l l i o n  of Midland assets 
no t  usable  i n  t h e  conversion p r o j e c t .  

Note: CPC abandoned components not needed i n  
conversion 6/86. This  may r ep resen t  
"cance l la t ion"  of nuc lear  p l an t .  

~ 



Table 5 (Cont 'd) 

P lan t  /Unit : Montagtie 1&2 
U t i l i t y :  
U t i l i t y  %: 100 
Capacity (MW) : 2490 
Cancel Date: 8012 
Sunk Costs ($m): 29 .5  
Rate Base Treatment: A .  Coanect icut  

Nor t h e a s  t U t i .  1 i t  i e 8 

11/25/81 -- CT DPUC granted Conn. 
Light  & Power and Hartford Elec.  Light  
Co. annual ra te  tnc reases  t o t a l i n g  about 
$186 mT1lion. Grant was 71.3% of 
r e q u e s t ,  All.owed f o r  recovery of 
$15.8 m i l l i o n  of t h e  $23.9 m i l l i o n  (CT 
a l l o c a t i o n )  investment i n  Montague , over 
3-year p e r i o d .  Disallowed recovery of 
about $4.6 m i l l i o n  incur red  a f te r  1977. 

B. Massachuset ts  

7/31/81 -- MA DPU approved Western Mass. 
Elec. Co.  rate hike of $25.5 milllon, 
Grant was about 60% of r eques t .  Allowed 
f o r  recovery through r a t e s  of 
$4.1 m-lllion of IJMECO's $5.6 m i l l i o n  (MA 
a l l o c a t i o n )  investment i n  Montague, over  
4-year per iod .  Disallowed $600,000 
r e l a t i n g  t o  equ i ty  p o r t i o n  of p r o j e c t ' s  
AFUDC . 
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Table 5 (Cont'd) 

Plantfunit: 
Utility: 
Utility %: 
Capacity (Ewe) : 
Cancel Date: 
Sunk Costs ($MM): 
Rate Base Treatment: 

North Anna 3 
Virginia Power 
100 
950 
821 1 
4 6 9 . 3  
Requested rate relief to recover deferred 
amount ($469 .3  million) and any subsequent 
cancellation costs. 

A. North Carolina 

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

R .  FERC 

11/83 -- Received permission to recover 
such costs through 10-year amortization. 
Amended to 15-year period. 

C. Virginia 

2 / 1 / 8 4  -- 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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Table 5 (Cont'd) 

Plnnt/Unit: North Anna 4 
Utility: Virginia Power 

Capacity (NMe) : 950 
Cancel. Date: 8011 
Slink Costs ($MM) : 15h. 5 
Rate Base Treatment: Being c o l l e c t e d  in r a t e  base (total); 

Utility %: 100 

amortized over lO--year period. 
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Plant/Unit: Pebble Springs 1&2 
Utility: Portland General Electric Co. 
Utility 2: 47.1 
Capacity ( W e )  : 2628 
Cancel Date: 8210 
Sunk Costs ($MM): 126.852 
Rate Base Treatment: PGE wrote off  entire investment in 1982. 

9/23/82 -- PUC granted PGE rate increase of 
8 . 6 % ,  which included funds for Pebble 
Springs. 

A. 10182 -- Coalition for Safe Power and 
Forelaws on Board filed suit seeking to 
set aside PUG order. Challenged 
findings of fact re: abandonment and 
write-off, and accounting treatment by 
PGE . 
3/85 -- Judge remanded proceedings to 
Commissioner. 

B. 5/83 -- Coalition for Safe Power and 
2 individuals filed class-action suit 
against PGE, the Commissioner, and 
another IOU. 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). 



Table 5 (Cont'd) 

P lan t IUni t :  Pebble Springs 1&2/WNP5 
U t i l i t y :  P a c i f i c  Power & Light  
U t i l i t y  %: 29.4/10 
Capacity (MWe) : 262811316 
Cancel Date: 8210/8201 
Sunk Costs ($MX): 174.234 
Rate Base Treatment: A .  Cal i fo rn ia  

1983 -- YPE reques t  f o r  amor t iza t ion  of 
Pebble Sprirngs/WN? 5 c o s t s  denied. PPL 
p e t i t i o n  f o r  review denied by CA Sup. 
C t  . 

B. Montana 

4/83 -- YSC dernied any c o s t  recovery.  
PPL appealed t o  State Court.  

C .  Oregon 

1982 -- PPI, wrote  o f f  $32-7 m i l l i o n  as 
unrecoverable  OR sha re  of Pebble 
Springs 

12/83 -- PUC granted increased  r a t e s  t o  
cover OR sha re  of INP 5 lSkagi t  over  
5-yeas per iod.  Limited to expendi tures  
p r i o r  to 1979.  PPL appealed t o  ob ta in  
a l l  expendi tures ;  consumer group 
appealed t o  oppose any recovery.  

2/85 -- OR A t t .  Gen. f i l e d  b r i e f  s t a t i n g  
t h a t  any amor t iza t ion  con t r a ry  t o  OR 
law" 

D Washington 

1983 -- UTC granted recovery of 
Pebble Spri.ngs/WNP--5 c o s t s  through 
s p e c i f i c  increment t o  r e t u r n  on common 
equ i ty .  

1984 -- MA UTC rep laced  such r e t u r n  by 
allowing 5-year amor t i za t ion  through 
r a t e s .  Decis ion w a s  appealed. 

8/2/85 -- WA UTC i s sued  o rde r  re: 1984 
r a t e  case determining t h a t  r a t e  of 
amor t iza t ion  should be lowered because 
of error i n  earlier o rde r .  PPL 
appealed.  
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E. Wyoming 

10182 -- Recorded $ 2 3 . 3  million 
provision for uurecoverability. 

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

2 / 7 / 8 4  -- WY Sup. Ct. affirmed PSC 
decision. PPL filed petition for 
reconsideration. 

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



110 

Tab le  5 (Cont 'd)  

P l a n t l U n i t :  Pebb le  S p r i n g s  1 & 2  
U t i l i t y :  Pugef Sound Power & L i g h t  
U t i l i t y  %: 2 3 * 5  
Capac i ty  (me) : 2628 
Cancel  Date: 8210 
Sunk Cos t s  (QMM): 7 2  
Rate Base Treatment:  1983 -- Puget r e q u e s t e d  a m o r t i z a t i o n  of n e t  

i nves tmen t  a t  6/30/82 ($53.5 m i l l i o n )  through 
ra tes  over 5-year p e r i o d ,  w i t h  r e t u r n  on 
unamort ized b a l a n c e  e Puger w i l l  l a t e r  
r e q u e s t  t h a t  i nves tmen t  be amor t i zed  through 
ra tes  a d j u s t e d  t o  r e f l e c t  p o s i t i v e  o r  
n e g a t i v e  s a l v a g e ,  contiriuii ig a c c r u a l  of  AFUDC 
a f t e r  6/30/82,  

7/25/83 -- \?A U'l'C a l lowed Pv.igeC t o  r e c o v e r  
i t s  n e t  i nves tmen t  ove r  10 y e a r s ,  w i t h  no 
r e t u r n  on unamort ized b a l a n c e ,  Appealed by 
WA A t t .  Gen. and a ratepayers group.  

12/12/85 -.- Wh Sup. C t .  a f f i r m e d  WA UTC 
7/25/83 o r d e r .  Wh A t t .  Gen. and r a t e p a y e r  
group f i l e d  motion f o r  r e c o n s i d e r a t i o n .  
Motion d e n i e d ;  o r d e r  became f i n a l  2 / 2 4 / 8 6 .  
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Table 5 (Cont'd) 

Plant/Unit: Perkins 1-3 
Utility: Duke Power CO. 

Capacity ( W e )  : 4035 
Cancel Date: 8202 

Rate Base Treatment: All jurlsdictions (NC, SC, FERC) allawed 

Utility %: 100 

Sunk Costs ($MM): a. 927 

recovery of total costs aver 5-year period. 
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Plant/Unit: Pi lg r im 2 
Utility: Boston Edison Co. 
U t i l i t y  Z: 5 8 , 4 2  
Capacity (me) : 1240 
Cancel Date: 8109 
Sunk Costs ($MM): 278 
Rate Base Treatment: MA DPU a l l ~ w e d  c o l l e c t i o n  of $116.8 m i l l i o n  

through rates over 13-year period. 
Additional $110 million recoverable  through 
federal incclrne tax c r e d i t s .  Also, permits 
recovery of $46 million of motley costs over 
saue period. Intervenors appealed to MA 
Sup. Ct. MA DPU o r d e r  upheld on 3/23/83. 
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Plant/Unit: Pilgrim 2 
Utility: Public Service New Hampshire 

Capacity (MWe) : 1240 
Cancel Date: 8109 
Sunk C o s t s  ($m) : 15.0 
Rate Base Treatment: 6 / 3 4  -- NH Sup. Ct. ruled that NH anti-CWTP 

statute prohibits recovery from ratepayers of 
#2 investment. 
before NH PUG and will then seek final 
determination from Sup. Ct, on 
constitutionality of anti-CWIP statute, 

Utility x: 3.47 

Company now in proceedings 



114 

Table 5 (Cont'd) 

PlantIUnit: Pilgrim 2 
Utility: Central Maine Power Co. 
Utility %: 2.85 
Capacity ( W e )  : 1240 
Cancel Date: 8109 
Sunk Costs ($MM):  14.6 
Rate Base Treatment: Requested r a t e  increase to cover investment 

over 19-year period, 

12/15/83 .-.I PUC deferred decision until 
future rate iacreasc r eques t .  

5/85 -- PUC allowed CMP to recover 
$43.3 million over lO-year p e ~ i o d  (included 
Seabrook 2, Pilgrim 2, and Scars island coal 
plant). 
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Plant/Unit: River Bend 2 
Utility: Gulf States Utilities 
Utility 2 :  70 
Capacity (We): 991 
Cancel Date: 840 1 
Sunk Costs ($MM) : 107.722 
Rate Base Treatment: 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 assoc ia ted  w i t h  Unit 2 
incurred before 12/31 /83  ($41.3 million) 
through amortization over 15 year 
period. No return QII investment. PUG 
did not consider recovery of estimated 
cancellation costs; GSU will request 
recovery of such later. 

C. FERC 

Requested authorization from FERC t o  
amortize Unit 2 c o s t s  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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P l a n t j u n i t :  S k a g i t  1&2 
U t i l i t y :  Puget Sound Power & L i g h t  

Capac i ty  (Wd) : 2670 
Caner1 Date: 8 308 
Sunk c o s t s  ($rn!: 178.758 
Kate Base Treatment:  T o t a l  i nves tmen t  i n c l u d e d  i n  CWlP. l n c l u d e s  

APUDC through 7 /25 /83 ,  when such accrual was 
s topped  by WA PUC. F i l e d  t o  allow 
a m s r t i z a f i o n  of abou t  $ 1 2 7 . 7  m i l l i o n  through 
r a t e s  t o  customers over lo-yeai- p e r i o d ,  w i t h  
a r e t u r n  on unamort ized b a l a n c e .  

U t i l i t y  2: 40 

9 / 2 8 / 8 4  -- PUC general rate orde r :  
1) al lowed recovery- of $82 mil I.ion of 
$128 million net investment; 2 )  r ecove ry  
p e r i o d  o f  10 years; 3 )  no r e t u r n  on 
unamortized b a l a n c e .  

Order appea led  by WA A t t .  Gen. and an 
i n t e r v e n o r  group;  a.Ileged that r a t e  r ecove ry  
f o r  t e r m i n a t e d  p r o j e c t s  was un lawfu l .  
Seeking r e f u n d s  of amounts r ecove red  i n  ra tes  
so far. F i n a l  decision n o t  y e t  i n .  
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PlantJUnit: Skagit 1&2 
U t i l i t y :  Portland General E l e c t r i c  Co. 
U t i l i t y  %: 30 
Capacity (MW): 2670 
Cancel Date: 8308 
Sunk Cos ts  ($MM): 126.39 
Rate Base Treatment: 10/83 -- PGB f i l e d  request f o r  net  6.1% 

average r a t e  increase t o  recover e n t i r e  
investment over 5-year period. 

12/83 -- PUC granted net  2 .2X  average 
increase t o  recover portion ($36.263 mil l ion 
net  of related income t ax  reductions of 
$31.773 mil l ion)  over 5-year period. Amount 
not allowed was recorded by PGE as 
extraordinary loss  of $48.598 mil l ion net of 
income t a x  reductions of $9.754 mil l ion .  

12/83 -- Coalit ion for Safe Power f i l e d  s u i t  
i n  C i rcu l t  Court for Multnomah County t o  s e t  
as ide PUC order.  

2/84 -- PGE f i l e d  s u i t  i n  same court  to allow 
f o r  co l l ec t ion  of remainder of costs ,  
a l l eg ing  t h a t  Bal lot  Measure 9 not applicable 
t o  t h i s  case. 

2/85 -- A t t .  Gen. o f f i c e  took posi t ion t h a t  
Ballot  Measure 9 precluded a l l  r a t e  recovery 
f o r  Skagit. 

10/28/85 -- Settlement agreement reached 
under which PGE foregoes co l l ec t ion  of 
$14 mill ion previously authorized t o  recover 
i n  rates. 
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Table 5 (Cont 'd) 

P l a n t f u n i t :  
U t i l i t y :  
U t i l i t y  Z: 
Capacity (Mw) : 
Cancel Date: 
Sunk Costs ($FM) : 
Rate Rase Treatment: 

Skagi t  1&2 
Pac i f i c  Power & Light  Co. 
20 
2760 
8308 
88.475 
A .  Wyoming 

12/82 -- WY PSC denied r ecove ry  of a l l  
terminated nuc lear  p l a n t  c o s t s .  

2 / 7 / 8 4  -- ky Sup. C t .  affix-mcd PSC 
dec is ion .  

PPL f i l e d  p e t i t i o n  f o r  recons idera t ion .  

U . S .  Sup. C t .  l e t  s tand  without  comment. 

3. Oregon 

12/83 -- OR PUC granted increased  r a t e s  
t o  permit amor t iza t ion  over  5 years  of 
t he  OK sha re  of t h o  investment 
($20 l i l i l l ion a f t e r - t a x )  i n  Skagi t  p r i o r  
t o  1979.  Appealed by PPL t o  ob ta in  
recovery of  a l l  expendi tures ;  appealed 
by consumer group i o  oppose any 
recovery.  

PPL o f f s e t  $573 mi l l i on  investment i n  
cance l led  nuc lear  p l a n t s  (Skagi t, Pebble 
Spr ings ,  WNP 3&5) dur ing  1982-1983 via 
allowances f o r  es t imated  
un recove rab i l i t y  ( $ 2 8 4  m i l l i o n )  expected 
tax b e n e f i t s  ($150 m i l l i o n ) ,  and asset 
accounts  t o  be recovered through r a t e  
recovery a l r eady  o r  expected t o  be 
granted  ($139  m i l l i o n ) .  Recorded 
ex t r ao rd ina ry  l o s s  of $58 million i n  
1982 from nuclear  p r o j e c t  abandonment. 

12/31/84 -- PPL had on ba lance  shee t  
$127 m i l l i o n  es t imated  t o  be recoverable  
through rates i n  MA and OR. Authorized 
to amortize $64 million over 7-year 
per iod ,  
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Table 5 (Cont'd) 

PIantIUnit: Skagit 1&2 
Utility: Washington Water Power Co. 

Capacity (m) : 2670 
Cancel Date: 8308 

Rate Base Treatment: Investment claimed as federal income tax 

Utility x :  10 

Sunk Costs ($MM) : 39.3 

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. Idaho 

1/30/85 -- TD PUC allowed amortization 
o f  50% of ID share of costs  incurred 
through 12/31/81, through rates, over 
15-year period. No return 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. uphe1.d WA UTC 
order. 
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Tab1.c 5 (Cont'd) 

Plantiunit: Surry 3&4 

U t i l i t y  x :  100 

Sunk Costs ($MM) : 9 w  

U t i l i t y :  Virginia Power 

Capacity (me) : 1764 
Cancel Date: 7703 

Rate Base Treatment: Tota l  investment being c o l l e c t e d  in ra te  
base; amortized over 10-year p e r i o d ,  



Table 5 (Cont'd) 

PlantlUnit : 
Utility: 
Utility W :  
Capacity (We) : 
Cancel Date: 
Sunk Costs ($MM): 
Rate Base Treatment: 

WNP 5 
Pacific Power & Light 
10 
1316 
8201 
150 
A. Oregon. 

12/83 -- OR PUC granted rate hike to 
permit amortization, over 5 years, of 
the OR portion of the SJNPS/Skaglt 
projects, t o  the extent o f  expenditures 
before 1979. PPL appealed t o  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 
WNP5fPebble Springs costs through a 
specific increment to return on common 
equity. 

1984 -- WA UTC replaced prior plan by 
allowing 5-year amortization through 
rates. 

8/2/85 -- WA UTC ordered reduction in 
allowed level of amortization due t o  
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. C t .  affirmed PSC 
denial. PPL filed petition €or 
reconsideration. U.S. Sup. Ct., without 
comment, l e t  stand WY Sup. Ct. decis ion.  

D. California 

1983 -- Request €or amortization of 
WPS/Pebble Springs costs  denied by CA 
PUC. Petition for review denied by CA 
sup. C t .  
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‘Table 5 (Cotitr’d) 

E. Montana 

4 / 8 3  -- MT PSC denied recovery of 
terrni.nated nuclear p l a n t  c o s t s .  PPL 
appealed 
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Table 5 (Cont'd) 

PlantIUnit: WNP 465 

Utility %: 95 
Utility: Wash Public Power Supply 

Capacity (We) : 2656 
Cancel Date: 8201 
Sunk Costs ($MM) : 2281 e 783 
Rate Base Treatment: 6 / 1 5 / 8 3  -- 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 WPSS and Chemical Bank. 

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

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

11/6/84 -- WA Sup. Ct. reaffirmed 6/15/83 
decision. 
U.S. Sup. Ct. €or grant of a writ of 
certiorari. 

WPPSS and Chemical Bank petitioned 

4/29/85 -- U.S. Sup. Ct. denied grant of 
writ * 



P l a n t / h i t :  
U t i l i t y  : 
U t i l i t y  % :  
Capacj t y  ()%?e) : 
Cancel Date: 
Sunk Costs  ($m) 
Rate Base Treatment: 
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Table 5 (Cont 'd) 

Zinmer 1 
Cinc inna t i  Gas & E l e c t r i c  
33 
840 
8401 
716 
1 /27 /82  -- PUC granted  r a t e  i nc rease  of 
$85.4 m i l l i o n  (CG&E requested $135 m i l l i o n )  
t o  cover po r t ion  of Fas t  Bend 2 and T i m e r  1. 
Allowed 50% of Zimner investment a s  of  
3/31/81 i n t o  r a t e  base.  

11/82 -- Ohio O f f i c e  of Consumers' Counsel 
requested PUC t o  reduce by about $30 mi l l i on  
rates being charged t o  r e f l e c t  exc lus ion  of 
Zimmer during NRC s t o p  work ords r .  

3/83 -- PUC allowed r a t e  h ike  of 
$30.7 mil l - ion,  s p e r i f i r a l l y  not  recognizjng 
c o s t s  of Ziminer. PUC h i r ed  p r i v a t e  
consultant In l a t e  1983 t o  deternine any 
por t ion  of c o s t  due t o  mismanagement. 

8 / 8 4  -- Announced p lan  f o r  c o a l  conversion.  

1 0 / 8 4  -- PUC announced i n t e n t i o n  t o  de t e rn ine  
what p o r t i o n  of e x i s t i n g  f a c i l i t y  ~111. be 
%sed and usefu l"  i n  converted p l a n t ;  a l s o  to 
determine i f  any c o s t s  t u  da t e  a r e  
a t t r i b u t a b l e  t o  management. Accrual of AFIIDC: 
on 552 of CGE's Zimmer sha re  d iscont inued  
a f t e r  1 / 2 0 / 8 4 ,  recognizing p o r t i o n  of p l a n t  
t h a t  w i l l  not be used i n  conversion.  PUC 
allowed CG&E t o  w r i t e  o f f  $142 mill-ion of 
Zimmer c o s t s  a f t e r  taxes .  Other terms: 
1) CO-omem cannot recover  $861 m i l l i o n  
through ra te  r eques t s ;  2 )  cap of $3,6 b i l l i o n  
recoverable  i f  p r o j e c t  completed. 
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Table 5 (Conc'd) 

Plant/Unit: Zimmer 1 
Utility: 
Utility x :  31.5 
Capacity (PIWe) : 840 
Cancel Date: 8401 
Sunk Costs ($m) : 645 
Rate Base Treatment: See Cincinnati Gas and Electric Co. and 

Dayton Power & Light Co. 

Columbus and Southern Ohio Elec. for d e t a i l s  
of Stipulation. DPL portion of $851 million 
disallowance was $242 million. DPL share o f  
$3.6 billion cost cap is $1.067 billion. 



Pla t i t  /Unit  : 
U t i l i t y  : 
U t i l i t y  2:  
Capacity (MWe) : 
Cancel Date: 
Sunk Costs ($MM): 
Rate Rase Treatment: 
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Table 5 (Cont'd) 

Zimmer 1 
Columbus Fr Southern Ohio Elec .  
28.5 
840 
8401 
585.598 
10/23 /84  -- OH PI!C commenced proceeding t o  
determine po r t ion  of p l an t  not "used and 
u s r f u l "  a f t e r  conversion t o  c o a l .  W i l l  a l s o  
determine any exc lus ion  f o r :  1) c o s t s  
r e s u l t i n g  f rom iirrpriideiice or  rLilismanagemerit i n  
cons t ruc t ion ,  and 2)  c o s t s  i n  excess of 
reasonable  cos t  f o r  l i k e  items i n  plant 
o r i g i n a l l y  designed f o r  coa l .  

11/26/85 -- OH PUC approved S t i p u l a t i o n :  
1) $861 m i l l i o n  and any AEUDC accrued on such 
a f t e r  1/31/84 disallowed f o r  rate-uiaking 
purposes;  2) terminated c o n s u l t a n t ' s  
i n v e s t i g a t i o n  on mismanagement; 
3) $3.6 b i l l i o n  maximm t h a t  co-owners may 
request  i n  r a t e  base 3s g r o s s  p l a n t  i n  
s e r v i c e  va lue .  

12/85 -- Company declared  Extraordinary Loss 
of $66 .313  m i l l i o n  n e t  of r e l a t e d  income 
t axes  of $39.950 m i l l i o n  t o  r e f l e c t  i t s  
po r t ion  of disal lowance.  Balance of 
disal lowed p o r t i o n  c l a s s i f i e d  as de fe r r ed  
d e b i t  pending r e s o l u t i o n  of r e l a t e d  l awsu i t .  



Table 6 

Byron 1 

?yanceS Capital Cost Dfsall 
Nuclear Plants- 

Utility - State Disallowance 

Commonwealth Edison IL Reinspection Costs 101,500 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. 
associated with a nine-month delay in COD were also 
disallowed ($90 million). This disallowance 
subsequently remanded to PSC for additional work. 

Half of the AFUDC 

101,500 
I/ Includes ttgeneralll disallowances for  cost caps, etc. - 



Table 6 (continued) 

Capital Cost Disallowances 
hclear Plants 

Unit 

Callaway 1 

Utility 

Union Electric 

Amount 
State Disallowance ($1000) Comment 

Mo Direct Manhours 

Scaffolding 

Start-up costs 

Schedule 

Overtime 

Safety 

Indirect Costs 

66,193 5.521 million manhours disallowed. Based by staff on 
adjusted D.E., particularly unit rates and unit costs. 
Major disallowances 2.07 m civic, 1.67 eleczrical, 
0.79 hangers, 0.62 structural steel, 0.26 
miscellaneous outside, 0.17 electric outside. 

8,344 Disallowance attributed to late design in hanger area. 

L7,043 Disallowance related to premature mobilization ($16.4 
aillion) and under-utilization of SIVDPS concept 
< $0.63) 

88,778 Adjustment of AWDC on the duration of construction 
schedule (80.5 months) related to staff's recomended 
level of man-hours. 

57,438 Disallowance related t o  %on-productive" overtime and 
straight time as established by 0KA analysis, 

2,828 Disallowance of safety meeting costs related to 
reduction i n  manhours. 

25,562 Disallowance of $13.5 million indirect costs and $12.1 
million indirect nomanual labor costs based on staff 
work with LE matrix relating indirect costs to 
schedule duration, man-hours, and other construction 
project variables. 

c 
N 
00 
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Table 6 (continued) 

Capital Cost Disallowances 
hslear Plants 

Unit 

Fermi 2 

_I 

Amount 
State Disallowance ($1000) Comment - Utility 

Detroit Edison CO. MI Nozzle Repair 1,600 Disallowance of direct costs and AFUDC related to 
repair of five nozzles in reactor pressure vessel. 

T-G Supply 

Turbine Installation 

Radwaste Modification 

Steam System Testing 

Piping 

Cwling Towers 

6,820 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. 

9,160 Disallowance of costs over original contract for T-G 
erection. Attributed by W to generally poor 

c construction management and poor contractor 
performance. c 

w 

25,800 Disallowance of costs related to extensive 
modification and rebuilding of original radwaste 
system. 

1,290 Disallowance for system designed to provide clean 
steam from Fermi 1 to Fermi 2. 
ultimately discarded due to schedule considerations. 

This procedure was 

51,500 Disallowance based on productivity and rework 
problems. 
amun t . Total disallowance of 15% of contract 

14,890 Disallowance related to installation of two natural 
draft cooling towers and indecisiveness by DECO in 
original choice of cooling system. 



Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

Unit 

Fermi 2 

- Utility 
Amount 

~ State Disallowance ($1000) Comment 

Reactor Controls 

Security System 

Project Shutdown 

Refurbishment Progran 

Project Engineering 

Project Delays 

5,530 Disallowance related to p o o ~  management of contract 
for completion of installation oE reactor internals 
and control rod drive system. 

1,250 Disallowance related to payments to first contractor 
ior security systeD. Concractor declared bankruptcy 
after having received advanced payment exceeding value 
delivered. 

15,780 Disallowame of 50% of the overheads and indirect r 
W 
h) costs associated with complete shutdown of Ferni 2 

site from 1:t/74 - 2/77. 

6,240 Disallowance of costs of 17 ltems related to project 
delays, including delivery deferral, equipment storage 
and lay-up and mainzenance. 

$7,800 Disallowance o€ direct project engineering costs above 
10% of total project cos ts .  Actual was 10.3%. 

56,330 Disaliowance of project expendizures excepting direct 
engineering and construction, start-up and resting and 
property taxes incurred during 6 month fuel load data 
slip 12/31/83 - 6 / 3 0 / 8 4 .  



Unit 

Fermi 2 

- Utility 

Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

State Disallowance - 
AFUDC Adjustment 

Amount 
($1000) Comment 

9,270 Dfsallowance of increase in dollar values of certain 
items to reflect 10.53% AFUDC through 1983. 

Other 102 , 740 

Excess Capacity 283,000 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. 

679,900 c. 
w w 



Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

Lhit 

Grand Gulf I 

- Utilitv 

Arkansas Power & Lt. AR 

State Disallowance 

Arkansas Power & Lt. NO 

Louisiana Power & Lt. LA 

Mississippi Pwr 5 LLt. M§ 

New Orleans 'pu5. Serv. LA 

Amount 
($1008) Comment 

It is not possible to quancify the amount of the 
substantial disallowances agreed to in stipulation 
agreements between Arkansas Power 5 Light Co. (hp&L) 
and the Arkansas PSC, or between Louisiana Power & 
L i g h t  CO. (LPSL.) and the Louisiana PSC, because they 
are disallowances of percentages of total operating 
expenses incurred pursuant to a Federal Regulatory 
Conmission (I"EWCj approved wholesale rar,e. System 
Energy Resources, a generating subsidiary of the 
Niddle South Utilities (MSrJ) holding company system, 
owns 90% of Grand Gulf. The subsidiary will recover 
its investment in the plant through sales of power to, 

subsidiaries. 
inter alia, A?=, L?&L, and o 3 e r  XSU operating * 

Same as above. 

Same as above. 

0 

49,000 Mew Carleans Xiublic Service, Inc. <NOPSI) agreed, in a 
settlement w t t h  the New Orleans Council, the body 
which regulates its rates, L O  forego recovery fron 
razepayers of 'chis amount of deferred expense which 
NOPST had incurred for puchases of Grand Gulf power. 



Table 6 (continued) 

Unit 

LaSalle 1 

LaSalle 2 

- 

Capital Cost Disallowances 
Nuclear Plants 

Amount 
Utility State Dfsallowance ($1000) Comment 

Coomnonwealth Ediaon IL 0 

Cornonwealth Edison IL 0 
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Unit 

McGuire 2 

- Utility 

Duke Power Co. 

Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

Amount 
State Disallowance ($1000) Comment 

NC 0 

- 
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Table 6 (continued) 

Unit 

Nine Mile Point 2 

- 

Capital Cost Disallowances 
Nuclear Plants 

Amount 
State Disallowance ($1000) Comment - Utility 

Central Hudson Gas & NY Cost cap & other 
Electric Co. 

Long Island Lighting NY Cost cap &other 

New York State EM: NY Cost cap & other 

Niagara Mohawk Power NY Cost cap & other 

Rochester Gas & Elec. NY Cost cap 6 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. 
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. 

The 

E 
\o 

Same as above. 

Same as above. 

Same as above. 

Same as above. 



Table 6 (continued) 

Cap i t a l  Cost Disallowances 
Kuciear F i a n t s  

Unit  

Palo Verde 1 

L_ 

Palo Verde 2 

U t i  1 i ty S t a t e  Disallowance 

Arizona Publ ic  Service AZ Imprudence 

E l  Paso Electric Co. MM 

Southern Ca l i fo rn ia  CA Imprudence 
Edison Co. 

Southern Ca l i fo rn ia  CA Imprudence 
Edison Co. 

'The commission made no disallowance, i n  t h i s  rate 
case, for  imprudence. However, r a t e s  a t t r i b u c i b l e  t o  
incldsioii  oE S210,000,309 of the  Fa lo  Verde No. 1 
inves tnent  i n  Arizona Publ ic  S e r v i c e ' s  rat? base 
remain i? e f f e c t  subllec: t o  re fmd,  pelGlng completion 
of the  cormnission's prudence review. 

0 

An Octo jer ,  1956 s t i p u l a r f o n  agreement provides thac 
disallowances t o  Southeri; Ca l i fo rn ia  Zdlson C O . ' ~  
(SCE) investment i n  t he  three Palo Verde k n i t s  ( t h e  

disallowarices for San Onofre 2&J. On the  b a s i s  of t he  
Ca l i fo rn ia  PUC's subsequent f i n a l  o rder  i n  t he  San 
Onofre prudence inves t iga t io : i ,  SCE calculated t h a t  
disallowances fo r  a l l  t h ree  Dalo Verdc u n i t s  shouid 
t o t a l  $50,000,000. This amount i s  subjec: t o  change 
if t h e  amount of San Onofre imprudence disallowance 
changes MI rehear ing  ( c u r r e n t l y  i n  progress )  or 
appeal.  Yo breakdown by u n i t  i s  ava i l ab le .  

t h i r d  is not y e t  completed) s h a l l  equal 19.33% of * 
0 

Same a s  above. 



Unit 

St. Lucie 2 

- 

Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

Amount 
State Disallowance ($1000) Comment - Utility 

Florida Paver h Light FL 
co. 

0 



p& 

San Onofre 2&3 

Table 6 (coctinced) 

Capital Cost Disallowances 
Nuclear Plants 

hlount 
(Si000 j 

69.000 

Utility State Disallowance 

San Diego Gas 6 Elec. CA Imprudence 

Southern California C.4 Imprudence 
Edison Co. 

259,000 

328, 000 

Comment 

The t o c a l  cost of chese two units, and thz total 
disallowance thereco, have Seen combined because the 
California issues only one final order 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 2 0 ' s .  and 
Southern California Edcson Co.'s shares of the entire 
$344,6OO,COO disallowance. :De remainder is 
allocable Eo non-invesxor-owned utilities, which are 
not subject to PUC jurisdiction i n  California.) 
cost per uiiic is $2,694,300,000 for Unit 2 and 
$1,796,200,000 for Unit 3. (Unit 1 was completed in I- 

fs 

Total 

1968. ) h) 

Sane as above. 



Unit 

Shoreham 1 

- 

Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

State Disallowance - Uti 1 ity 

Long Island Lighting M y  Engineering Manhours 

Construction Manhours 

Schedule Delay 

Diesel Generator Indirect 

Diesel Direct 

Amount 
($1000) 

104,829 

295,800 

305,000 

399,000 

95,000 

Comment 

Reflects disallowance of 2.9 million engineering 
manhours C $34.60/hr. 

Reflects disallowance of 7.6 million construction 
manhours . 

Reflects adoption of % of staff's recommended 
d\sallarance for schedule delay; includes 7 categories 
of schedule delay costs. 

w 
P 
W 

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

Disallowance of $95 million of direct costs of diesel 
generator failure. 

Other 195,371 

1,395,000 



Table 6 (continued) 

iTnit 

Susquehanna 1 

- 

Susquehanna 2 

U t i l i t y  

Cap i t a l  Cost Disallowances 
Nuclear P l a n t s  

Amount 
S t a t e  Disallowance ($1000) 

Pennsylvania Power & PA Excess capac i ty  
Light Co. 

Pennsylvania Power & PA Excess capac i ty  
Light Co. 

Other 

287,000 

522,000 

38 , 000 

Comment 

This  adjustment i s  a "slice o€ system" adjustment,  
i .e. ,  i t  i s  appl ied  t o  equal poreions of each of t h e  
u t i l i t y ' s  genera t ing  u n i t s .  It  i s  l i s c e d  he re  & 
_I t o t a l  because t h e  high reserve  margins which r e su l t ed  
i n  a f ind ing  of excess capac i ty  were p r e c i p i t a t e d  by 
t h e  add i t ion  of t h e  new u n i t .  

I n  this r a t e  case  o rde r ,  t he  Pennsylvania PUC 
disallowed a r e t u r n  on t h e  common equ i ty  component of 
t h e  u t i l i t y ' s  investment i n  Susquehanna 2. 
disallowance shown has  Seen ca l cu la t ed  by z u l t i p l y i n g  
the  u t i l k t y ' s  j u r i s d i c t i o n a l  fnves tnent  i n  t he  u n i t  I- 

C. 
($1,494,500,000) by t h e  common equ i ty  r a t i o  used i n  f. 

t h e  Case ( 3 4 . 9 ) .  

The 

Disa l lowaxe  of t he  c o s t  of a short-term buy-back by 
Pennsylvania ?owel- & Light  Co., of Allegheny E l e c t r i c  
Coop's i n t e r e s t  i n  t h e  u n i t .  
provided f o r  :n t h e  earlier con t r ac t  f o r  s a l e  of 
Susquehanna 2 capac i ty .  

The buy-Sack was 

847,000 



Unit 

Summer 1 

- Utflity 

South Carolina 
Electric & Gas 

Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

State Disallowance - 
SC Excess capacity 

Amount 
($1000) Comment 

123,000 This adjustment is a "slice of system" adjustment, 
i.e., it is applied to equal portions of each of the 
utility's generating units. 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. 





Unit 

Wolf Creek 1 

- Utility 

Joint Owners 

Table 6 (continued) 

Capital Cost Disallowances 
Nuclear Plants 

State Disallowance 
7 

Manpower Cost 

Controllable Slippage 

APUW Slippage 

Adj. to Constructor Billing 

Miscellaneous 

Miscellaneous 

Miscellaneous 

KC Power & Light KS Excess Capacity 

Economic Value 

Amount 
( $roo0 1 

37,962 

78,372 

166,189 

450 

103,000 

22,000 

1,000 

408,973 

221,000 

68,000 

289,000 

Coment 

Disallowance of direct and indirect costs of 1.828 
million manhours. 

Disallowance for indirectfoverhead costs attributed to 
14.5 months controllable slippage. 

Disallowance of AFUDC associated with controllable 
slippage. 

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

f 

Unexplained cost overrunsfproject management. 

Costs incurred after audit cutoff date. 

Transfers to materials and supplies. 
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Table 7 

Belle River 162 

Capital Cost Disallowances 
Other Plants 

Amount 
($1000) Comment - -  State Disallowance - Utilitr 

Detroit Ediscm Co. HI Coal Handling System 6 Hisc. 35,993 Disallowance of approximately $25 million in direct 
and overhead costs for mdification of coal handling 
system, $2 million for miscellaneous Items. and the 
remainder in AFUDC. 

Cost of Delay 60,875 Disallowance of one year's worth of AFUDC for cost of 
fmprudent delay. 

c 
P 
\o 
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Table 7 (continued) 

Capital Cost Disallowances 
Other Plants 

State Disallowance Unit Utility 

Holcomb 1 Sunflower Electric Power Coop. KS C o w n  Plant 

- _. 

Amoun t 
($1000) Comment - -  

500 Disallowance of investment in coramon plant for future 
unit. 



Table 7 <continued) 

Capital Cost Disallowances 
Other Plants 

Reid Gardner 4 

Ut ilit]! 

Nevada Power 

State Disallowance 

NV AIE Selection 

NV Change Orders 

NV Second A/E Firm 

NV Coal Hand:ing Equipment 

Amunt - -  ($1000) Comment 

95 Adjustment for unit-related contract cost difference 
between AIE sel~cted and lower cost proposal 
submitted. Reasoning that a formal study should have 
been done before acceptance of $9 million contract. 

597 Adjustment for 6 of 63 change orders to  A/E contract. 
Disallowance justified on basis that in traditional 
engineering concept, change orders would have been 
responsible for the work, not the contractors. Actual 
A I E  engineering concept apparently considered 
non-traditional. 

718 Adjustment for  50% of conrcractor-€urnished 
engineering furnished by another AIE. 
order documentation and fact that prime AIE billing 
was not reduced by equipmen: amount (as might be 
expected in a traditional firm price engineering 
contracr) supports PSC ruling. 

Lack of change 

397 Adjustment for Nevada Power AFUDC on 32.2% of 
disallowances. 

723 kduccion for coal slurry handling equipment installed 
but not currently used. Cost removed from 
plant-in-service and transferred to planc helc: for 
future use. 



Unit 

Reid Gerdner 4 

- Utility 

Table 7 (continued) 

Capi ta l  Cost Disallowances 
Other Plants 

Amount 
(S lOOO)  Comment - -  State Disallowance - 

NV Acceleration Incentives 1,643 50% reduction in monies paid as acceleration 
incentives. Adjustment related to utility'a 
responsibilities for delays from work stoppages, fuel 
gas problems, late engineering, and underestimate of 
materials. 

- 
4,373 

c wl 
(r, 



Table 7 (continued) 

Unit 

Heirs 1-3 

- 

% 
2 

Capital Coat Disallowances 
Other Plants 

U t i  1 it1 ~ State Df6ellovance 

Pacific Gas h Electric CA Avoidable Costa 21,171 Disallowance based on s taf f  consultants' analysis of 
Che difference between "good" and "adequate" 
construction perfornunce standards. Consultants 
conclude chat "good" performance would have saved 3.5 
months and direct and indirect expenditures with a 

total value of $21.2 million. 

Drilling Hachine Decision 822 Dlsallowance based on consul~ants' contention chat 
expenditure6 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. 

+ 
wl 
6 Note: The Helms Final Opinion  excludes treatment of an 

addittonal $24Q oillion in cap i ta l  expen8iturea 
related to the reconstruction of the Cost Canyon Pipe 
Cross ing . 


