











Introductory Remarks

Attached you will find the initial report of the Utility
view Committee to the |977 General Assembly.

As required by the joint resolution establishing the
view Committee, this report has been submitted to the public
ility companies operating in the State and to the Utilities
mmission for comment.

Comments have been received from two members of the
ilities Commission: Commissioners Harvey and Teal. Their
mments are attached to the report as exhibits.

Comments have been received from Carolina Power and
ght Company; Duke Power Company; Nantahala Power and Light
mpany; and Heater Utilities. With one exception, their
mments are attached as Exhibits. Carolina Power and Light
mpany attached to 1its comments a lengthy paper from Edison
ectric 1Institute dealing with the subject of allowing
nstruction work in progress in the rate base. The paper was
mewhat duplicative of the comments on this subject submitted by
ke Power Company; therefore, for brevity's sake, the comments
bmitted on the subject by Carolina Power and Light have been
itted from the report. They are in the committee's files and
e available on request.

Virginia Flectric and Power Company, Carolina Telephone
aud Telegraph Company, and Southern Bell Telephone Company have
indicated that they may submit comments. When submitted, these
comments will be incorporated into a later report.






SUMMARY OF ACTIVITIES

The committee's activities from its inception through
March, [|976, are summarized and reported in its Report +to the
1975 General Assembly, Second Session (]976).

Since preparing and submitting its report to the |976
Session, the committee has held regular monthly meetings, to
consider and deal with a wide variety of problems and subjects.

Prior to September |, 1976, the Review Committee was
working without professional staff assistance. On September |,
Hon. Hugh A. Wells, former member of the North Carolina Utilities
Commission became counsel to the committee, and is continuing to
serve in that capacity. The committee instructed Mr. Wells to
begin and carry out an intensive review of the activities of the
Utilities Commission and the rates and services of regulated
utility companies, as contemplated by the Resolution establishing
the committee.

In addition to consideration of the regulatory structure
and the manner in which it is functioning in an overall sense,
the committee has given its attention to a number of more precise
and more urgent matters of concern, making appropriate
communication with the Utilities Commission in an effort to
assist in improving its effectiveness.

The committee has given particular attention to the
problems of natural gas supply and rates; nuclear power
development in North Carolina; electric power company fuel
clauses; the problems associated with forecast of energy demand
and future planning of new electric generating facilities; and
the Utilities Commission budget and level of staffing.

The initial report to the |977 General Assembly covers
the structure and function of the commission and 1its staff and
the Dbudget; a detailed report on electric power companies, and
electric rates; and a report on nuclear power development. The
reports contain some specific recommendations for matters to be
concidered and acted upon by the General Assembly.

Subsequent reports will deal with other utility
services, such as telephone, natural gas, and water, and will
deal further with the structure and function of the commission
and its staff.






SPECIFIC RECOMMENDATIONS

The Review Committee specifically recommends the
following matters for early consideration and action by the
General Assembly.

[ Change "Fair Value" to "Original Cost" in Rate Base
Determination.

As explained on page IV-3 of the report, North Carolina
is a "fair value" state, using the fair value of the property
owned and wused by a utility in furnishing service to the public
as the rate base upon which a rate of return may be earned - and
therefore, upon which rates are set.

The Review Committee finds that the use of the fair
value concept as the means of establishing the value of its
property wupon which a wutility may earn a return (rate base)
significantly complicates rate case hearings and the entire rate-
making process; that the concept is cumbersome to apply; and that
it is a concept which is difficult to understand.

The Review Committee finds that the use of actual net
investment - reasonable original cost, less reasonable
depreciation - is a fair method of evaluating the property of
public utilities for rate-making purposes; that the use of such a
method would considerably shorten rate cases, make them less
expensive for all concerned, and would make rate orders much
simpler and easier to understand.

The committee, therefore, recommends that appropriate
legislation be enacted to amend G.S. 62-|33 to provide that the
reasonable original cost or net investment method be adopted for
use in North Carolina.

2. Fuel Clause Hearings.

The Review Committee finds that the Utilities Commission
is not using its resources in ways necessary to satisfactorily
investigate, hear, and determine the issues involving fuel
expenses of electric utilities in North Carolina, and therefore
is not properly administering the law as it relates to the use of
fuel clauses.

The Review Committee, therefore, recommends to the
Utilities Commission that all applications for fuel clause
adjustments be given the most complete investigation and
analysis; that the commission use its staftf resources and such
other resources as may be necessary to reqularly examine the fuel
procurement practices of electric utilities; and that full and
complete hearings be held on all fuel clause applications.

3. Enerqy Forecast Investigation and Hearings.

In Chapter 780 of the (975 Session Laws (now codified as
G.S. 62-}10.] (c) through (f)) the General Assembly enacted one
of the most significant, far-reaching pieces of legislation in






he public interest is being significantly better

these <circumstances, the Review Committee finds
tion of the Utilities Commission needs <close and
ysis by an outside, objective source, and therefore
t the Utilities Commission immediately undertake to
review proposals for a management audit of the
d based upon such proposals, seek funding for such
the Contingency and Emergency Fund.

eports from the Utilities Commission to the General

Utilities Commission is an administrative agency of
sembly (see G.S. 62-29); yet there 3 no provision
uiring the commission to report on its programs and
the General Assembly.

Review Comnittee therefore recommends that
gislation be enacted to amend G.S. 62-17 to
the Utilities Commission make annual reports to the
bly of its activities, orders, and programs,
responding to current or recent legislation. Such

be concise, clear, and to the point, and should be

than March 3{ of each year, covering the period of
alendar vyear.

uclear Povwer

Review Committee recommends that +the General

blish a study commission for the purpose of

the long-range implications of the rapid growth of

Muvavar rueaa ities 1in North Carolina and the increasing

dependence of power companies serving North Carolina on nuclear

povWwer, such study commission to make appropriate reports to the
General Assembly of its findings and conclusions.

7. Transportation of Nuclear Fuel

The Review Committee recommends that G.S. 62-261.}0 be
amended to require that all shipments of nuclear fuel on the
highways of the State be safequarded by requiring the common
carriers transporting nuclear fuel, residue, or waste to give
prior notice of such shipments to the Utilities Commission, the
Highway Patrol, and the Radiation Control Branch, Department of
Natural and Economic Resources, and that such shipments move over
designated routes in vehicles clearly marked as to content.






INITIAL REPORT

T. Structure of Utilities Commission.

The Public Utilities Act of (963 (codified as Chapter 62
of the General Statutes) established the basic framework for
recent requlation of public utility companies in North Carolina.
The 1963 act established a five-member regulatory commission,
providing for 1its members +to be appointed by the Governor to
staggered eight-year terms, with one of the members to be
appointed (by the Governor) as chairman, for a four-year term.

In {975 the Utilities Commission was expanded from five
to seven members and was given authority to sit in panels or
divisions of three for the consideration of general rate cases
and other important proceedings.

The terms of the new commissioners were established in
such a way that the seven-member commission would eventually have
an eight-year tenure, as the five-member commission has had since
1963. The |975 legislation provided for the members of the
commission to be appointed by the Governor, subject to the
approval of the General Assembly. Previous to (975, the
appointments had been made by the Governor, but did not require
consideration of or approval by the General Assembly.

As a result of the manner in which the terms were
established in {975, four of the terms will expire June 30, [|977.
The successor terms will be as follows: three for eight years
and one for six yvears. There is presently one vacancy on the
commission, This vacancy is in one of the "old" (pre-|(975)
terms, for a term expiring June 30, {98].

There are no required qualifications for the office of
Utilities Commissioner. By statutory provision, commissioners
receive the same salary as judges of the Superior Court.

The Utilities Commission offices are in Raleigh, and the
commission has no branch offices in any other place. The
commission employs || transportation inspectors who 1live in
various places throughout North Carolina, but work out of their
residences.

The great majority of commission hearings take place in
Raleigh, but the commission does from time to time conduct
hearings in other places in the State. Hearings are generally
conducted between the hours of 9:00 A.M. and 5:00 P.M. Tuesday
through Friday. The commission generally reserves Mondays for
the transaction of internal business.

II. Commission Jurisdiction and Authority.

The commission has been given jurisdiction and authority
by the General Assembly to reqgulate rates and service of public
utility enterprises in North Carolina. This includes all







exercises direct day-to-day supervision of those persons in his
or her respective division or department.

The staff provides assistance to the commission in a
number of ways. It advises with the commission 1informally fronm
time to time, furnishing members of the commission with
information or suggestions. Commission lawyers represent the
commission as an agency of the State of North Carolira before the
courts of VNorth Carolina and before federal courts and
administrative agencies. Commission staff members - accountants,
economists, engineers, etc., perform investigations of rates and
services of utility companies and give reports to the commission
and testimony in formal proceedings, such as rate cases.

With the sole exception of their personal secretaries,
individual commissioners do not have staff employees. All other
staff work for the commission as a body and are therefore
theoretically at least, responsible to each commissioner and the
entire commission.

With the exception of the transportation inspectors, all
commission employees live in or near Raleigh, all except the
transportation inspectors working in the commission's offices in
Raleigh.

Commission staff are subject to the various applicable
provisions of the State Personnel Act, and their job
classifications and payv levels are determined accordingly.

Under State government reorganization, many agency
personnel functions were placed under the control of the
secretary of the department. While the Utilities Commission is
under the Department of Commerce for budget purposes, it is
exempt from department responsibility or control with regard to
its staff, and retains the authority to employ and supervise its
own staff.

%)

IvV. unction of Commission and Staff.

The Utilities Commission regulates the rates which power
companies, telephone, natural gas, water and sewer, and motor
carriers may charge for their services. Utilities Commission
regulation is confined to those rates charged for "intrastate"
operations. For instance, the commission regulates rates for
local telephone service and for long-distance calls within the
State but not rates for long-distance calls to points in other
states. The commission regqgulates motor freight rates for
shipments originating and terminating within North Carolina, but
not rates for shipments from points in North Carolina to points
in other states.

Once rates have been approved by the commission for any
type of public utility service under its jurisdiction, such rates
may not be changed without approval of the commission. In some
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the commission has a hearing and issues its order. This is what
is known as "suspending" the requested rate increase.

Under present law, the Attorney General is charged with
the duty of representing the wusing and consuming public in
general rate cases before the commission; therefore, his office
receives a copy of all applications for increases. It 1is then
within his discretion as to how he proceeds from there toward
participating in the case and hearing.

After suspension and setting of a hearing date, the

commission staff will begin its investigation into the
application and begin to prepare staff testimony to go into the
hearing and prepare cross—-examination of the applicant's
witnesses. On occasion, the commission staff will request

permission from the commission to employ outside expert witnesses
to present testimony in the case. It is up to commission staff
accountants to audit the books of the applicant to see 1if they
are being kept according to law; it is up to staff engineers to
investigate rate schedules to determine ir they are
nondiscriminatory andi if they will produce the revenues estimated
by the applicant, etc. It should be kept in mind that although
the commission staff has some independence in these matters, all
are employees of the commission and the commission can and does
directly affect the level of staff performance in rate cases, as
well as in other duties.

At the hearing, commission staff lawyers present the
staff witnesses, and also cross-examine the applicants!?
witnesses. Attorney General staff lawyers may present witnesses
from their own choosing, and they also cross—-examine applicants?
witnesses. Members of the general public who want to appear and
testify may be assisted by either commission lawyers or Attorney
General lawyers; or, of course, if their interest in the matter
is of sufficient import to justify the expense, they may employ
their own counsel and be represented by them. This is not
unusual for large industrial customers, or organized consumer
groups.

Under present North Carolina law, rates for reqgulated
public utilities are set at a 1level sufficient to enable the
utility to earn a certain rate of return on its investment in
property dedicated to serving the public. North Carolina is what

is known as a "fair value" State or jurisdictiomn, in that our
present 1law requires that utilities be allowed to earn a
sufficient rate of return on the Yfair value" of their

investment. Fair value has been the subject of much debate,
testimony, court decisions, etc.; generally, the use of fair
value allows a commission great latitude 1in reaching a dollar
level of investment (value) on which the utility will be allowed
to earn a return. PFair value is not replacement value alone, nor
is it market value, nor is it the cost of exact reproduction, but
a value something other than original cost; a value which the
commission must determine based on the evidence in the record of
the hearing and upon its own expertise and Jjudgment. Many
states, and federal regulatory agencies, use “original cost" as
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carrier's ratio of operating revenues to operating expenses.
Rehind this simple-sounding technique, there lies an extremely
complex set of factors and circumstances which must be considered
and dealt with in order to reach a result which might under the
most generous interpretation be called just and reasonable.

At the threshold is the problem that rates for
intrastate movements are set by the North Carolina Commission,
while rates for 1interstate movements are set by the Interstate
Commerce Commission, a federal agency. Of course, almost every
movement by a motor freight truck will involve both
classifications of freight. Next, it must be recognized that
freight moves from many different points of origin to just as
many different points of destination, and of course the cost
involved in moving freight from one point to another must vary in
ratio to the distance covered by the movement.

The problem, therefore, of correctly allocating revenues
and expenses of each item involved in each movement, and each
movement involving one or more vehicles and warehouse facilities,
taxes the ingenuity and talent of even the most dedicated
reqgulators, and for that matter, owners and operators of motor
freight lines. Through continuing cost studies, computers, and
other more modern and sophisticated techniques, progress has been
and is continuing to be made, but it remains a somewhat difficult
area of regulation.

While motor passenger rates are determined upon the same
basic princivle of operating ratio, they present a different set
of problems, further complicated by the fact that almost every
passenger bus movement now involves a significant amount of small
package freight.

The North Carolina Commission has a whole separate staff
department which monitors, keeps files on, and evaluates motor
freight and passenger rates and tariffs, and participates in
these rate proceedings when they are before the commission.

The setting of rates for privately owned, nonexempt
water and sewer companies presents a different set of problens.
Under present law, the Utilities Commission has the
responsibility of regulating the rates of all nonexempt water and
seWwer systems serving [0 or more customers. The number of such
systems has grown by leaps and bounds in recent years, due to the
lending policies of the Federal Housing Administration, the
Veterans' Administration, and others which have encouraged the
development of public water and sewer systems in rural or
outlying areas of the State. Those member-owned systems financed
by the FHA or HUD are, for the most part, exempt from reqgulation
under present law.

By far the great majority of these systems are small
(less than 50 customers), most of them are built by developers
who have no 1long-range interest in them, many are without
consistent or full-time management, and a great many of them, due
to design deficiences, are beset with service problenms.
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qualitv of telephone service being provided; whether a phone

company has sufficient facilities to handle its "traffic"
efficiently and quickly; whether applications for new or changed
service are processed promptly and efficiently; whether

transmission quality is at an acceptable level, etc. Telephone
service is sensitive to a great many variants and therefore
requires frequent analysis and correction. The commission has
authority to regulate the type of facilities offered by regulated
telephone companies, and to order them to make extensions or to
provide additional or different facilities where justified by the
public interest or by the needs of an individual customer or
group of customers.

The commission establishes the boundaries within which
telephone companies may do business, but the courts have placed
some limitations on the power of the commission to change such
boundaries once they have become fixed. It 1is within the
authority of the commission to reguire telephone companies to
provide or substitute "local"™ service for long-distance service
between communities or exchanges within a company's service area;
to require a reqgulated company to offer one-party service in
place of "party-line" service; etc.

The commission requlates natural gas service in much the
same way as it does electric service, but with one major
di fference: it is beyond the povwer of the commission to require
regnlated natural gas companies to extend their services
substantially beyond the areas in which they now serve, simply
because the supply of natural gas available to North Carolina
companies 1is not sufficient to allow for such expansion. Due to
the very uncertain natnral gas supply situation in the eastern
seaboard states - and particularly in North Carolina - it would
not seem that any communities which do not now have natural gas
service may ever expect to have it, regardless of what powers the
North Carolina Utilities Commission may have now or 1in the
future. The commission can of course exercise its jurisdiction
and power to see to it that we make wise and efficient wuse of
such supply of natural gas as we may have, but essentially the
supply situation is one of great uncertainty. It should be
emphasized, however, that although federal laws and regulations
ultimately determine the supply of natural gas available to North
Carolina, there are ways 1in which the commission and the
regulated companies can impact these determinations, and it is a
very important part of commission and commission staff function
to pursue these options vigorously and effectively.

The Utilities Commission also has the responsibility of
supervising the safety aspect of the operation of natural gas
facilities in VNorth Carolina. Under contract with the United
States Department of Transportation, this area of responsibility
extends not only to the facilities of requlated companies, but
also covers those systems owned and operated by municipalities.

The commission reqgulates the services of intrastate
motor carriers of passengers and freight. It is within the
authority of the commission to grant transportation franchises -






to regulate public utilities generally and their rates, services
and operations, in the manner and in accordance with the policies
set forth in this Chapter.®

Thus, it 1is clear that the framers of the (963 Act
envisioned a strong regulatory commission which would exercise
considerable planning initiative and responsibility for the
benefit and advantage of "all the citizens and residents of the
State". The more detailed and precise statutory provisions to be
found in Chapter 62 are entirely consistent with the broad, boid,
and dynamic thrust of the declaration of policy.

The history of regulation in North Carolina since |963
reflects a very conservative, if not cautious, response to this
bold public policy, one in which the commission has been
principally characterized by reaction to what the regulated
utilities planned and proposed, rather than an organized, well-
defined planning philosophy and effort flowing from the
commission itself. From time to time since |963, there have been
members of the commission who attempted to assert a regqgulatory
philosophy more consistent with the declared public policy of the
State as found in Section 2 and throughout the {963 Act; but they
have been in the minority, and overall, the North Carolina
Commission could not have been described as being assertive in
the planning department.

The |975 General Assembly took <cognizance of these
circumstances in addressing the problem of growth in the electric
utility industry, together with the overall needs of the State

with regard to energy planning. In 975, very significant
legislation was enacted directing and empowering the Utilities
Commission to move strongly 1into the planning function,

particularly with regard to energy forecast and planning for
electric generating facilities, a subject which will be dealt
with at length in another section of this report.

It would seem clear that the drafters of the |963 Act
clearly inténded for the commission +to exert itself in the
direction of cooperative efforts with agencies of other states
and of the federal government, and yet up wuntil Jjust very
recently, there is little evidence that such efforts ever assumed
meaningful or significant proportions. This is an area in which
much effort needs to be exerted, for it is becoming increasingly
clear that the quality of public utilities services and the level
of rates for such services for the people of North Carolina will
continue to be significantly influenced by actions and events
taking place in neighboring states and at the federal level,
making it clear that for the North Carolina Commission to do its
job well, it must assert itself strongly with regard to area and
national interest, trends, and policies.

V. Areas of Particular Concern with Regard to Structure and
Function of Commission and Staff.

A. Commission.







It was 1in the seventies that telephone interconnection
questions began to command a great deal of time and attention of
the commission; and again, not only involved "at home" activities
but also much federal-state activity.

And so, by the time the |975 General Assembly was under
way, there was wide-spread dissatisfaction with the vay
regulation was working in North Carolina; much public unrest and
outcry came to the attention of legislators. As a result of the
interest of many members of the General Assembly, the Lieutenant
Governor, citizens, consumers, and members of the commission
itself, consideration was given to expanding the commission and
making its procedures more flexible in order to get rid of some
of the more onerous irritants, such as auntomatic fuel clauses and
interim rate increases.

Among other corrective measures, the General Assembly
enacted legislation in {975 to enlarge the commission from five
to seven menbers, and to require that all new and subsequent
appointments to the commission by the Governor be subject to
approval by the General Assembly. They also gave the commission
more flexibility in hearing rate cases by allowing them to hear
such cases in panels (or divisions) of three. Previous to {975,
there was no provision in the statute for gualification for
members of the commission, and the {975 General Assembly made no
change in this respect.

As a result of terms expiring and members resigning,
Governor Holshouser has appointed five of the now sitting members

of the commission. The commission has one vacancy as of this
time (December, {976). Five of the present members are 1laymen;
one is a lawyer. Of the five lay members, four have business

backgrounds; one is an educator.

As a result of the way in which the terms are
structured, Governor Hunt will have the opportunity to appoint
six members of the commission during his term of office.
Tncluding the existing vacancy, he will have the opportunity to
appoint five members during the |977 Session; one for the vacancy
now existing, and four for terms expiring June 30, [|977. He will
have an additional appointment for a term expiring June 30, |979.

Recent experience has demonstrated that ther are
prohlems associated with a commission made up of predominantly
lay members. It 1is quite difficult for a non-lawyer member of
the commission - particularly during a commissioner's early,
formative years on the commission - to preside effectively at
complicated commission proceedings, especially rate cases and
applications for new franchises or authority to conduct a public
utility enterprise. Lack of familiarity with rules of procedure
and evidence, legal principles involved 1in dealing with
complicated issues before +the commission, constrains the 1lay
member called wupon to preside in ways which are burdensome to
counsel, parties, and commission alike, and greatly enhances the
risk of procedural or substantive errors which might result in
reversal on appeal.
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The bpiggest "jump"™ in staff 1level took place in the
1974-75 period, when approximately 60 new positions were
authorized. About half of these positions had been set up and
funded frcm contingency and emergency funds, these ©positions
being made permanent in the }|975 Session, with one half being
initially authorized in the |975 Session.

Thus, it 1is clear that the General Assembly has been
responsive to the commission's needs for staff; responsive 1in
such dimensions as to allow the commission to develop and
function as a very effective requlatory body. Whether such has
been the case is a matter of considerable discussion and debate.

The commission staff is departmentally structured, and
there is no one person in charge. The staff is employed by the
commission and 1is hence responsible both to the commission as a
body and to all commissioners individually. Under these
circumstances it 1is clear that a number of variables may affect
the commission's effectiveness or thrust as a regqulatory body.

One, present staff structure introduces an element of
competition between departments for people, equipment, programs,
and funds. Two, there is no established structural arrangement
for accomplishing common staff goals, leaving open the
possibility of divided staff effort, or effort which is either
unbalanced or uncoordinated. Three, there is no clearly defined
staff obligation; i.e., no objective statement of staff function,
leaving open the possibility of subjectively derived goals and
activities. Four, the present arrangement gives the commission
and its individual members unlimited access to staff, which
leaves open the possibility of influence, or pressure (or both)
on staff from the commission level. Five, since staff has no
clearly defined client, there may be possible misunderstanding as
to how responsive or unresponsive staff should be to
representatives of the requlated industries with whom they are in
frequent contact, and a similar possible misunderstanding of the
length or depth to which staff should go in representing or
dealing with the public's interest in regulation and regulated
services.

In retrospect, viewing the aspects of both legislative
enactments dealing with utility requlation and services, and with
funding for <commission and staff, the conclusion may be reached
that the General Assembly in recent years has manifested a clear
intent that the commission staff's primary reason for existence
is to protect the interest of the using and consuming public in
matters within the jurisdiction of the commission. Records and
minutes of legislative committee meetings, floor debate, public
statements and speeches of individual members, the quality of
urgency in much of what has been said; all of this would support
such a conclusion. Yet, to date, there has been no statutory
enactment which clearly points the way for the commission staff
in the sense of saying just who it is they are supposed to be
representing. It has remained for the commission itself to wuse
and direct the staff at its discretion; or, as has sometimes
seemed to be the case recently, at its whim.
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out of service immediately due to critical safety violations, and
often have occasion to put drivers out of service due to
infractions observed during their inspections. Under such
circumstances, it would appear that for the safety of the
inspector force, motor common carrier drivers, and the general
highwavy-using public, these men should be uniformed and should
use marked cars.

The Review Committee feels that very careful
consideration should be given to the commission's request. In
order to protect the public from unsafe and uninsured vehicles
and in order to protect the reqgulated industry from 1illegal and
noncertified operators, the inspector force should be enlarged
significantly.

VI. Areas Of Particular Concern ¥With Regard To Rates And
Services Of Public Utilities.

A. Electric Power Companies.
(1) General Comments.

Rapidly rising rates for electric power have beconme a
major irritant to many citizens and a serious problem to some.
Not only 1low income families and individuals are feeling the
pinch of high bills; many middle income families who reside in
all-electric residences are finding that the "light" bill cuts
very substantially into the paycheck.

There are nultiple cost factors associated with
providing electric power, the two most prominent being fuel and
capital 1investment. The problems of fuel clauses and new plant

costs have captured the attention of almost every adult citizen
in the State. The General Assembly has reacted to these problens
by taking some very positive action.

The }975 Session of the General Assenbly enlarged the
size of the commission from five to seven; it gave the commission
a large number of new professional staff positions; it amended
the law so that the full commission would not have to hear all
gen=sral rate cases, and allowed such cases (and others}) to Dbe
heard by panels or divisions of three members; and having thus
provided the commission with the manpower and procedural
flexibility with which to get the job dore, it instructed the
commission 1in some very careful ways as to how to chart the
future course of requlation of electric power rates and service.

(2) Fuel Clauses.

For a number of vyears prior to [975, the Utilities
Commission had allowed power companies to make adjustments to
monthly bills based on increased cost of fuel used in generating
electricity by the particular company. Whatever higher cost the
power companies paid for fuel, the commission allowed them to
pass this higher cost on to their customers in "Mautomatic"
adjustments; that 1is, once the particular company obtained
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recommended in its initial report to the General Assembly (page
3) that legislation be considered which would strictly limit the
commission's authority to grant such interim increases.

The Review Committee is gratified to note that for the
first time since (970, neither CP&L nor VEPCO has sought to
implement such an interim increase in a rate case. While this is
welcome news, the committee still feels that the matter commands
further attention and that the circumstances under which such
rate increases might be granted in the future need to be very
carefully restricted to real emergencies.

(4) Peak-Load Pricing, Load Management.

The demand for electric power controls the level of
plant capacity required to meet that demand. Usage of electric
power by the average consumer is such that the level of usage,
hence demand on the system, varies quite widely during the
twenty-four hour day, reaching certain "peaks" at certain times
of the day. These peaks generally follow the weather and
temperature; that is, on very hot days, air conditioning use will
cause a high late afternoon peak; or, on a very cold day,
electric heat use will cause a high early morning peak. In the
"yalleys" between these "peaks" the average power company will
have a significant amount of its generating capacity sitting
idle, or at least in such reduced use as to appear to be idle.
These usage patterns very directly affect the cost of electric
powWwer, especially in these times of greatly increased plant
construction cost.

In order to alleviate these cost pressures, the |975
General Assembly enacted an entirely new section of requlatory
law, in which it <called upon the UOtilities Commission and the
power companies to initiate programs and methods of controlling
peak demand, so that present plant capacity might be more
efficiently and cost-effectively used, and so that the need for
new plant capacity might be mitigated or reduced. One of the
devices proposed by the legislature was load-management; that 1is,
the commission and the power companies should investigate the
practical means of cutting off certain electric wuse for brief
intervals at peak times, so as to reduce the peak, but in ways
which would not substantially inconvenience the user. The other
method proposed for investigation and study dealt with pricing as
a method for reducing peak usage; that is, consideration should
be given to the question of whether electricity should cost more
when used at peak periods - and naturally, cost less when used
of f-peak.

In response to this legislation, the UOtilities
Commission has established a formal docket 1in which it has
invoked 1its staff resources and called upon the regulated power
companies and the public to participate and contribute to the
formulation of acceptable methods of peak pricing and load
management. Hearings in this docket were held in December [976,
in which testimony was heard from commission staff, rate
specialists from CP&L, Duke, VEPCO and others. The power
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To summarize, the Review Committee strongly urges that
the commission, its staff, and the power companies, all take the
initiative to vigorously pursue the option of load management,
and that in doing so, the broadest possible participation by
public, customers, manufacturers of control devices, and users of
such systems in other states be accomplished. These are matters
wvhich should command the very highest priority on the part of the
commission and its staff.

(5) New Plant Construction.

The decade of the sixties was a time of rapid growth in
the electric power industry, especially in the southeastern
United States. This growth pattern persisted in the early
seventies, until the o0il embargo and subsequent events impacted
the economy in ways which had a very direct effect on the growth
of demand for electricity. During the sixties, a great many
Tarheels accepted +the proposition that it was possible to live
better electrically, and hence either built or bought all-
electric homes, built all-electric apartments, and in many cases,

constructed all-electric schools and commercial buildings. The
power conmpanies offered rate designs and other incentives as
inducements to persuade the public to go "gll-electric”.

Applications for new plant construction were treated routinely
and perfunctorily by reqgulatory commissions, including the North
Carolina Commission.

Despite the emphasis on growth, and despite the
increasing dependence on electricity in homes, business, and
institutions, new plant construction during the sixties was
somewhat subdued, with the result that by (969, reserves were
getting 1low, and by 97|, reserves in some instances approached
the critical point. Some of the companies seemed uncertain as to
vhether to emphasize nuclear or fossil generation; some seemed to
think that 1low-cost, quickly constructed internal combustion
turbines could fill the gaps; but whatever the reasons for delay
of construction in the sixties, planning options in those years
were not complicated by 1lack of funds, severe environmental
restraints, requlatory lag, customer resistance, need for rate
relief, or any other of the many complications so commonly
mentioned in the past two or three years. What happened was
certainly the result of planning choices made by power company
management,

The late sixties and early seventies were times of low
reserves. By |973, reserves had returned to a more normal level;
but by 1975, reserves were approaching a very high level, with
signs that we were approaching a situation where a great deal of
expensive electric generating capacity might be sitting idle for
such significant periods as to have very drastic effects on cost,
hence rates. It appeared that for whatever the reasons might be,
planning on the part of the power companies had not accomplished
the optimum results for the customers in terms of the
relationship of reliability of service to the cost of service.
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capacity, then clearly the effects on rates will be bad. TIf the
commission estimate is defective on the low side, then we might
experience real shortages of capacity, with the result that
customers might have to wait long periods to obtain service, or
we might experience some form of rationing. Such conditions,
while bad enough in themselves, could very well lead to reduced
capacity for commercial and industrial growth, or reduced
agricultural production, with very severe consequences to our
people. It is therefore imperative that the commission's
contribution to forecasting and planning be of the highest
possible level of competency, arrived at with the greatest of
care. It is an area of concern which calls for the very highest
level of cooperation between the commission and its staff, power
companies and other distributors of electricity, other interested
agencies of State government, and the general public. Beyond the
borders of WNorth Carolina, the ©plans and activities of
neighboring states, neighboring power entities, and agencies of
the federal government are of vital importance to our planning,
and every effort should be exerted to incorporate into our
planning such information and knowledge as may be gleaned from
such sources. From information presently in hand, the Review
Committee must conclude that such efforts on the part of the
commission and its staff have been modest, if not insignificant,
and need prompt and effective expansion.

As to the second point, that of monitoring construction
and costs of new facilities, the Review Committee 1is concerned
that the <commission is not exercising its authority to apply
these principles of regulatory review to p! sent plant
construction. A broad interpretation of the commission's duty
and authority prior to the (975 1legislation would allow such
activity. Most <clearly, the principle having been incorporated
by statutory mandate in the (975 bill, the commission can improve
its ability to monitor future <costs by practicing on present
construction activities. Information now 1in commission hands
would indicate +the <clear need for analysis of cost trends and
factors now affecting plant construction. For instance, a
comparison of construction costs of recent actual additions and
present planned additions between CPEL and Duke will indicate
that CPEL'S costs per unit of capacity are running at a level of
approximately twice that of Duke for the same type of capacity.
The rate implications inherent in such <construction cost
disparities are serious enough to warrant careful, current
investigation and analysis by the commission.

(6) Rates and Rate Increases.
(a) General comments.

Rates for electric service have been on the increase in
North Carolina since |970, with the most severe impact occurring
since |972. The following table shows typical monthly bills for
residential customers at various levels of usage for the months
of January and July in {973 and 1976. Increases for commercial
and industrial customers are comparable.
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October, |975. Duke has not indicated that it expects to apply
for any additional increase in the near future.

3. VEPCO

VEPCO has the highest rates of the three major power
companies. Its 1last increase, 1in the amount of twenty-two
percent (22%), became finally effective in October, (975. VEPCO
has just applied for an additional increase of thirteen percent
(13%). The avpplication has not yet been set for hearing.

4. NANTAHALA
Nantahala now has the lowest rates in North Carolina for

a regulated power company, its rates being, on the average, about
thirty percent (30%) lower than CP&L or Duke. Nantahala's last

rate increase came about in two stages - one-half of it effective
April, 1975, and the other one-half in August of }975, for a
total increase of twentv-three percent (23%). Application has

recently been filed by Wantahala for a further increase of twenty
percent (20%). Hearings on this application have been set in
April of |977.

The Review Committee notes that although ©Nantahala
serves in the southwestern corner of the State, far distant from
Raleigh, hearings on VNantahala's application have been set in
Raleigh, The Review Committee feels that the Utilities
Commission 1is displaying a lack of sensitivity to the problenms
associated with Nantahala's customers being able to attend or
participate in hearings held so far distant from their
communities.

(6) Rate Design.
Sharply 1increasing rates for electric service have

occasioned considerable thought and comment as to rate design;
that 1is, the problem of how rates should be structured so as to

be as fair as possible to all classes of customers. Many
suggestions have been made as to providing special rates for low
income customers, such rates being sometimes called "lifeline®

rates. Some have suggested that as a conservation measure, rates
should bhe "flattened"; that is, that the declining block rate, so
long in use by the industry, should be discarded, and that each
kilowatt hour should cost the same, no matter how many may be
used in a month by the customer. Others recommend seasonal
differences, so that electricity would cost more in the summer,
for instance, than the winter. And, of <course, as we have
previously discussed, time-of-day rates are under careful study
and consideration.

All of the regulated companies offer three basic rate
classifications: residential; commercialg and industrial.
Residential customers are billed on a pure energy rate; that is,
they are billed so much for each kilowatt hour consumed during
the month; no separate "demand" charge being made. The
residential rate does usually carry with it a minimum monthly
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question of how far we should go in our reliance on nuclear
power, as the answer to our electricity needs.

North Carolina and the entire southeastern United States
is becoming "nuclear intensive"; that is, we are rapidly moving
toward the time when we will derive more of our electric energy
from nuclear facilities than from all other sources combined.
Current information indicates the following trends for the three
major power companies serving in North Carolina:

RATIO OF NUCLEAR GENERATION TO TOTAL 1976 - {990

1976 1980 1985 1990

CPEL 22% 28% 31% 53%
Duke 21% 34% 49% 60 %
VEPCO | 8% 33% 379 Hu%

These trends highlight a number of areas of concern for
the people of North Carolina. The electric utility industry 1is
highly capital intensive: that is, it takes a very large ratio
of dollar investment in plant to produce a dollar of revenue.
Nuclear facilities are by far the highest cost type of generating
facilities to build, and therefore, the primary reason for
building nuclear (to the extent we are seeing it in North
Carolina) is to take advantage of lower nuclear fuel cost. If in
fact, nuclear fuel costs over the long run do not turn out to be
significantly lower than fossil, the higher nuclear plant cost
would more than offset fuel cost savings, with the obvious result
that nuclear generated power could, under those circumstances,
cost more, not less, than coal-generated power. Thus, the people
of this State will have a great stake in the policy
determinations in the field of wuranium discovery, mining,
processing, and reprocessing. All of these matters are primarily
within the <control of the federal government and its various
agencies; but such circumstances do not indicate that the people
of ©North Carolina, or the State itself, should shrug off the
problem and leave it to others to worry about.

During the next two or three years, some very basic
decisions will have to be made as to the future of nuclear powver
in the United States. One very urgent decision is the gquestion
of expansion of wuranium enrichment facilities necessary to
accommodate the rapid growth of 1 e nuclear power industry. Up
until now the federal government has bui t and owns all of the
facilities engaged in enrichment. Presidents Ford and Nixon
proposed legislation which would have the effect of transferring
this activity to private business enterprises, with built-in
guarantees which would make these giant operations almost risk-
free to those private concerns who might obtain the contracts.
Since nuclear technology has been largely built up over the years
at taxpayer expense, it seems questionable to now turn over the
enrichment business to private, profit-making enterprises,
especially if, as a part of that package, the taxpayers are going
to carry all the real risks associated with the investment. It
would seem appropriate that the State of North Carolina and the
major powWwer companies operating in this State support together an
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v

the safe movement of such materials, such vehicles to be c¢learly
marked and identified; and that all such movements be subject to
prior notification by the shipper and/or carrier to the Utilities
Commission, the Highway Patrol, and such other agencies of State
government as may be appropriate, of the origin and destination
of such <cargoes and the routes over w ich such vehicles will
travel while in North Carolina.
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COMMISSIONERS é%tnic of gﬁnri& Tarolina

X X0 K XY MK K X U XXX KX '

BEN E. RONEY Htilities Tonumission
TENNEY |. DEANE. JR. o Chairman . -

X AEAIX KKK Raleigh 27502

J. WARD PURRINGTON October 8, 1976

W. LESTER TEAL. JR.
BARBARA A. SIMPSON

Mr. Hugh A. Wells, Counsel
Utility Review Committee
State Legislative Buildina
Raleiah, North Carolina 27611

Dear Mr. lells:

This is in reference to your letter of September 23, 1976 requesting a
comprehensive and detailed report on the manner in which the Utilities
Commission is implémentina the provisions of Section 1., Chapter 780 of
the 1975 Session Laws (now codified as ¢.S. 62-110.1 (c), (d), (e), (F)).
You also requested a report on any new or amended Commission rules adopted
pursuant to the foregoing statutory provisions. For convenience in
respondina, we have reiterated sections (c), (d), (e), and (f) below
tcgether with actions taken in response thereto.

(c) The Commission shall develop, publicize, and keep
eurrent an analysis of the long range needs for expansion
of facilities for the generation of electricity in North
Carnline, including its estimate of the probable futwre
growth of the use of electricity, the probable needed
generating reserves, the extent, size, mix: and general
Location of generating plants and arrangements for pooling
power to the extent not regulated by the Federal Power
Commission and other arrangements with other utilities
and energy suppliers to achieve maximum efficiencies for
the benefit of the people of North Carolina, and shall
constder such analysis in acting upon any petition by
any utility for construction. In developing such analysts,
the Commission shall confer cnd consult with the public
utilities in North Carolina, the utilities commissions
or comparable agencies of neighboring states, the Federal
Power Commission, the Southern Growth Polictes PRoard,
and other agencies having relevant information and may
pariicipate as it deems useful in any joint boards investi-
gating generating plant siteg or the probable need for
future generating facilities. In addition to such reports
as public utilities may be required by statute or rule of
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Mr. Hugh A. Wells
Page 3
October 8, 1976

systems are integrated. Results for North Carolina alone can be determined
from total system aaqreqated data. Following the determination of this
data, appropriate allocation factors can be applied to the aggregated data
to arrive at the North Carolina eneray and peak forecasts.

In attempting to build reliable econometric models for forecasting which

would take into account such things as the effect of income-and price
elasticities, predicted population changes, predicted size of families, future
industrial activity, effect of price changes of alternate fuels, etc.

on the demand for electricity ten to fifteen years in the future, we have
proceeded further than most utilities or reculatory aaencies. One consequence
is that we have found data collection to be a monumental task. Part of our
problem in this area has arisen because of the lack of certain data from

the State of South Carolina. In refinina and updatina our forecast each year,
the Commission will develop requests to other State Aaencies to make the
necessary revisions in their record-keeping formats in order to make data
available to us on a more timely and/or relevant basis.

In. reference to the second major undertakina under section (c), we are
attaching as Attachment B a very preliminary description of our activities
on modelina of generation capacity. In the absence of the Staff's completed
load forecast, these preliminary analyses of the type and mix of capacity
are based on company load forecasts. A three-pace summary at the beginning
of Attachment B should be read with the understanding that this report is
provided solely for information on the conduct of the Staff study and not to
be used for any final conclusions.

(d) In acting upon any petition for the construction
of any facility for the generation of electricity, the
Commission shall take into account the applicant's
arrangements with other electric utilities for interchange
of power, pooling of plant, purchase of power gnd other methods
for providing reliable, effictent and economical
electric service.

Action taken in response to (d).

In recard to the consideration of the interchange of power and pooling ariange-
ments as required by G.S. 62-110.1(c) and (d), the Commission, through its staff,
has participated in the Southeastern Electric Reliability Council planning
efforts on transmission capabilities for several vears. Additionally, the
staff periodically meets with the Virginia-Carolinas Subregion planning group
to provide input on intra- and inter-system reliability. The subregion now has
emergency and ecoromy interchange aareements within the member utilities. In view
of the almost 100% coincidence of system peaks in this subregion, most major
intertie help will probably be from outside our VACAR subrecion. e plan
to continue our efforts at the reaional level. A possible recommendation in
our overall plan may be that CP&L construct a 500 kv line from its llake 500 kv
station to the Rockingham 500 kv station to provide areater inter-system
inteqrity. An alternate recommendation may be to tie the Wake 500 kv station
with Duke Power's 500 kv facilities at the Research Triangle.
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Mr. Hugh A. Wells
Page 5
October 8, 1976 :

Please advise me if you have further questions. The Commission's Engineering
Division is responsibie for the staff's efforts and I would be happy to
permit any of the involved engineers or economists to meet with yoy or the
comnittee members regarding the Staff's study. '

Very truly yours,

Tenn;jg?ftgzzﬁe, Chairman
TIDjr/RKK:es

Attachment
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North CQaroliver General Assembly
Hiility Revietn Tonunitiee
State Yegislative Building

Raleigh 275611
TELEPHONE (D19) 829.3180 COMMITTEE MEMBERS:
Room 1414 .
REPRESENTATIVE J. P. HUSKINS, CO-CHAIRMAN
SENATOR WESLEY D. WEBSTER, CO-CHAIRMAN
December 8, 1976 REPRESENTATIVE THOMAS J. BAKER

SENATOR JACK CHILDERS
SENATOR J. J. HARRINGTON
REFPRESENTATIVE GEORGE W. MILLER, JR.

Memo to: Hugh A. Wells, Committee Counsel
From: David Crotts, Fiscal Research Division

Re: Utilities Commission Staff Efforts in Developing
Electric Load Forecast Models

As you'will recall Attachment "A" of Chairman Deane's
reply to the Committee's request for information on the
Commission's compliance with Chapter 780 showed a "schedule
of tasks" for the completion of the electric load forecast
component of the staff's work. I have determined from talking
with the staff economists working on the project that the staff's
work 1s presently on schedule and is due to be completed in mid-
Decembér in time to be filed as testimony for the January hearings.
The Operating Analysis section has completed the "strictly
econometric study" and the electrical engineering section
has completed the "non-econometric forecasts and checks".

The staff has made a comparison of the forecasts under the
two methods and found that they do not differ substantially.
At this point the staff is in the "final loss of load

probability analysis" and "finish analysis" phase.
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PhD economist who has experience in developing econometric
models for the state of Mississippi. CP&L has attempted to
upgrade their forecasts by allowing their economists to develop
more sophisticated methods. The Commission economists did point
out that both companies had already been considering shifting
forecasting methods from the trend-~line approach used in the
past to a more fundamental economic approach in light of their
poor experiences in forecasting consumption and peak demand since
the time of the o0il embargo in the winter of 1973-74.
Problems with the Commission Staff Econometric Models

(A) The staff used monthly data in its analysis. In
many cases, quarterly economic data is substantially more reliable
than monthly data. However, the monthly approach can be justified
on the basis that one of the major uses of the model is to fore-
cast peak demand, which occurs during a one-hour period during
a particular month. The peak demand period of June-August and
December-February do not correspond to a calendar quarter for
which economic data is collected. Also, a quarterly weather
variable such as heating or cooling degree days loses its
significance because cooling days at one end of a calendar
quarter may cancel out heating days at the other end, while
this cancelling out is not likely to occur in a period as
short as a month.

(B) The staff is forecasting demand and energy usage
for the whole Duke system and the whole CP&L system instead of
Duke and CP&L's North Carolina operations. They have had some

oroblems in getting South Carolina economic dat~ that is as
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users generally do not know what the rate schedule looks like
and probably base their decisions on the size of their bill,
relative to last year's bills and relative to other goods and
services they can buy with their income.

(E) Although the staff did try to account for "habits"
in electricity consumption by relating current consumption
levels to consumption levels in the past few months, this
approach probably does not sufficiently account for the role
that appliance costs play in electric power demand. In the
short-run the consumer is "locked-in", to some extent, to one
level of power usage because he is not able to immediately
change the stock of appliances he has. But over time he
will replace an old inefficient appliance with a new more
efficient appliance or may substitute fans for air conditioning,
for example.

(F) The staff did not take into consideration any possible
peak-pricing or load management scheme in their forecasts. Also,
they did not try any widely differing sets of assumptions regarding
the future availability and price of substitutes for electricity,
such as natural gas and oil. However, the staff does feel that
it could use its model to run "simulations" of future demand,
based on different assumptions regarding future rate schedules

and energy prices.
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informed decisions concerning the future supply of electricity
in North Carolina, the Committee is interested in seeing that the
staff make a diligent effort to improve the methodology of the
forecasts. Also, given the tremendous uncertainties regarding
future energy availability and prices and technological advances,
the Committee should let the Commission know that it would like
the staff to use the models to run simulations of what would
happen to peak demand and energy consumption under widely
differing assumptions of energy prices, conservation schemes
(peak pricing, load management), and technological improvements.
These simulations would allow interested parties to get a feel
for what would happen to usage and demand under extremely
"optimistic" or extremely "pessimistic" conditions so that

they could remain aware of the full range of possibilities

they may be faced with in the future.
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NORTH CAROLINA GENERAL ASSEMBLY
LEGISLATIVE SERVICES OFFICE
2129 STATE LEGISLATIVE BUILDING

RALEIGH 27611

CLYDE L. BALL LEGISLATIVE SERVICES OFFICE
LEGISLATIVE SERVICES OFFICER December 10 , 1976 TELEPHONE 829.7044
MERCER M. Doty Fi1SCAL RESEARCH DIVISION
DIRECTOR OF FISCAL RESEARCH TELEPHONE 829.4910

WILLIAM H. POTTER, JR.
DIRECTOR OF RESEARCH

MEMORANDUM TO: Members of the Utility Review Committee
FROM: David Crotts, Fiscal Research Divisionngiz

RE: Compliance of Utilities Commission
with Section 1 of Chapter 780

Section 1 of Chapter 780 of the 1975 Session Laws directed
the Utilities Commission to develop an analysis of the long-
range need for electric generating facilities. One of the
analyses to be performed was an "estimate of the probable future
growth of the use of electricity".

The Committee, on September 23, requested that the Commis-
sion furnish a written description of the Commission's activities
in attempting to comply with Chapter 780. In its response of
October 8 Chairman Deane pointed out that the Commission Staff
was in the process of developing both econometric and non-
econometric forecasts of future electricty use of and peak de-
mand. At the request of Committee Counsel Hugh Wells, I made
an investigation into the staff's development of an econometric
model to forecast electric power usage and demand. The report
of my investigation is attached to this memo.

I found in my study that the Staff has developed an econo-
metric model that is generally at least as satisfactory as the
models that have been developed by states, by federal agencies,
and by consulting firms. However, the Staff model also has
many of the same deficiencies as those contained in the other
models. Some of these problems can be easily resolved; some
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Nortly Curolina” Beneral Assembly
Hiility Revietn Tonurittee
State Legislative Tuilding

Raleigh 27511

COMMITTEE MEMBERS:

* * REPRESENTATIVE J. P, HUSKINS, CO-CKAIRMAN
SENATOR WESLEY D. WEBSTER, CO-CHAIRMAN
REPRESENTATIVE THOMAS J. BAKER

SENATOR J. J. HARRINGTON
REPRESENTATIVE GEORGE W. MILLER, JR.

e _ December 22 " 19 7 6 SENATOR JACK CHILDERS

-

Mr. Robert K. Koger

-Director, Engineering Division

N.C. Utilities Commission
Ruffin Building .
Raleigh, North Carolina -

Dear Bob:

If you recall our telephone conversations back in early
November, I mentioned that I was reviewing the package of
information sent to me by Chairman Deane in his response of
October 8 to my letter of September 23 requesting that the
Commission submit a comprehensive and detailed report on the
manner in which the Commission was implementing the provisions
of Section 1, Chapter 780 of the 1975 Session Laws. In that
conversation I also mentioned that I had asked David Crotts
of the Fiscal Research Division to assist me in evaluating
the staff's efforts in developing econometric models to
forecast future growth in the use of electricity.

David has reviewed the material furnished with the
October 8 reply of Chairman Deane and has talked with Ed
Rosenberg and Mike Kiltie of your staff regarding their work
on the model. He has also taken a preliminary look at the
December 13 and 15 filing of the staff in preparation for
the January hearings. On the basis of this review, he has
written a report to me outlining the staff's econometric
model and some ways in which the model might be improved and
made more useful for the General Assembly's purposes and,
hopefully, the Commission's purposes. This report, along
with David's recommendations, was passed on to the full
Committee at its meeting on Monday and the Committee has
decided to accept David's recommendations as their recom-
mendations.
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I would also encourage the staff to try other alter-
native assumptions and methods in those areas of the model
building process where they are not completely satisfied
with the data or assumptions. For example, if they are not
satisfied with the quality of monthly data they might try
qguarterly or annual data to see what would result.

The Review Committee feels that the forecasting docket
is of the most vital importance to the people of North
Carolina and is therfore concerned that it receive max1mum
attention and effort.

. ery ruly yours,

T L~

Hugh A Wells
Commlttee Counsel
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State of ZN Carolma
Bepartment of

Natural and Economic Regourees

GEORGE W. LITTLE
SECRETARY
November 24, 1976 TELEPHONE

AREA CODE 99 -829-4984

The Honorable Wesley D. Webster, Co-Chairman
Joint Utility Review Committee

North Carolina General Assembly

Room 1414, Legislative Building

Raleigh, North Carolina 27611

Dear Senator Webster:

~ Thank you for your letter of October 25, 1976, addressed to Dr. Edward
P. Erickson, Chairman of the North Carolina Energy Policy Council Manage-
ment Subcommittee, and for your request for the Council's advisory recom-
mendation relative to the Review Committee conducting generic hearings on
nuclear power.

Upon receipt of your request, the Management Subcommittee met and re-
viewed the Council's investigation of the nuclear power generating capacity
as an alternative for meeting prospective North Carolina electrical needs
and summarized their findings. A report was then submitted to the Council
at the November 16, 1976 meeting for concurrence on its transmittal to the
Review Committee, as was the enclosed Resolution. This constitutes the
Council's formal reply to the Review Committee request for an advisory re-
commendation.

As Chairman, and on behalf of the North Carolina Energy Policy Council,
we appreciate the opportunity to submit our views on this important under-
taking and wish the Review Committee every success in its significant task.

erely,

d

Geoxke W. Little
GWL/WVR/ch

CC: Dr. Edward P. Erickson
Mr. Warren Rock
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North Qarolivg General Assembly
Utility Reviets Conomittee
State Tegislative Building

Raleigh 27611
TELEPHONE (©189) 828-3180 COMMITTEE MEMBERS:
Room 1414 REPRESENTATIVE J. P. HUSKINS, CO-CHAIRMAN
OCtOber 25' 1976 SENATOR WESLEY D. WEBSTER, CO-CHAIRMAN

REPRESENTATIVE THOMAS J. BAKER
SENATOR JACX CHILDERS

SENATOR J. J. HARRINGTON
REPRESENTATIVE GEORGR W. MILLER, JR.

Dr. Edward P. Erickson, Chairman
Management Subcommittee

North Carolina Energy Policy Council
Room 203, Patterson Hall

North Carolina State University
Raleigh, North Carolina 27601

Dear Dr. Erickson:

We are writing to you, with copies to the other members
of your Subcommittee, with regard to the matter of nuclear power
development in North Carolina.

The Review Committee has been requested to carry out an
in~-depth investigation into the question of the development of
nuclear powered electric generating facilities in North Carolina;
and as an adjunct to such investigation, to hold a series of
public hearings throughout the State in order to allow interested
members of the public to express themselves on the question and
to afford the Committee the opportunity of hearing expert
commentary and opinions on the subject of nuclear power.

It is the Review Committee's present feeling that such
a series of hearings and the development of a meaningful record
therefrom would be an undertaking of considerable magnitude and
that we should embark upon such an effort only after the most
careful consideration of the need for or merits of such hearings.

0cT 2 9 W76
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COMMENTS ON BEHALF OF DUKE POWER COMPANY
ON THE INITIAL REPORT OF THE UTILITY REVIEW
COMMITTEE

(References to the page numbers
of the Report are in parentheses)

FAIR VALUE (IV-3)

The "fair value'' concept was born in an era when ''fair value"
was lower than "book value", i.e., "original cost,” and the argument
was used to lower rates, In a period of inflation which we are now in
and which can be reasonably anticipated into the foreseeable future,
the "original cost' of the utility's property will be far less than the
value of such property when it goes into service,

Fair value is criticized as complicating rate cases, the source

X of much expense to the Commaission and the Attorney General, and
confusing to the Commission in reaching final decisions in rate cases,
We note, however, that in Duke's last general rate case (Docket No.
E-T7, Sub 173, testimony relating to fair value covered only 72 pages

out of a total of 2433 pages or 3 percent of the testimony elicited on

both direct and cross-examination, In 1e Commission's Order in that
docket, less than 5 pages out of a total of 44 were devoted to the concept
of fair value. It should be further note that the Commission has never
given great weight to fair value, As evidenced in Docket No. E-7, Sub

173, the fair value determination resulted from weighting 70 percent
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seek increases in their rates and charges based solely on the

increased cost of fuel used in the generation of electric power |

under G.S, 62-134(e). The administra' i of this statute by the

North Carolina Utilities Commission has substantially benefited the
electric ratepayers in this state during 976, In the case of Duke,
‘the application of G.S, 62-134(e) has resulted in the undercollection
of more than $14 million in fuel costs during the calendar year 1976,
Without the Commission’s implementation of that statute, such would
not have occurred. (See Duke's Exhibit 4 attached to its Application
filed in January, 1977.) Further, the Commission has conducted in-
depth examinations and investigations of the operations of fuel clauses
and fuel procurement practices in North Carolina as evidenced by
orders entered in Docket No, E-7, Sub 161, and other companion
dockets. It should be further noted that the Attorney General has fully
participated in all of the hearings on behalf of the using and consuming
public conducted pursuant to G,S, 62-134(e) and has not objected to the
failure of the Commission to hold hearings when such resulted in
decreases, In addition, while notice of said hearings has been widely
published by order of the Commission in newspapers having general
cov*efa.ge of Duke's entire North Carolina service area, virtually no

member of the public has appeared in opposition.
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In the commercial and industrial areas, Duke is promoting

the re-engineering of lighting levels, the redesign of air conditioning

| systems to afford optimum energy reclaim and proper energy usage

and the adoption of energy efficient de: in criteria for buildings.
All of these will result in a reduced growth rate of the peak and
reduced energy consumption on the part of the consumer.

Duke, in order to evaluate a new concept in metering, has
purchased a 100 point prototype system known as ""Autc___atic Meter
Reading and Control” manufactured by the General Electric Company.
Currently, the Company is installing this prototype system. It has
the ability not only to read meters automatically which would allow;
peak-load pricing or time-of-day metering, but it can also read
additional meters as well as control up to three loads at the residence.

The control of these loads would, of course, fall into our third area

of load management. Duke is evaluating this metering concept, its costs,

its problems and its potential for future use in electric distribution
service. Along with an evaluation of peak-load pricing, the Company
will be making determinations in the future as to the appropriateness
of this concept on its electric system.

Duke is currently undertaking a study to evaluate the control of

water heaters in order to determine the true magnitude at the time
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their electric demand. Duke's industrial rate provides for a

12-month ratchet which causes a higher bill if the electric demand

is not controlled and provides a lower bill if it is controlled, At

the present time, the Company has 123 industrial customers utilizing

this concept. This represents over 1, 100, 000 kw in contractual load.
The Company anticipates results which will achieve savings

of 1374 MW by the summer of 1990 and 2175 MW by the winter of

.1990-91, The Company estimates that during 1976 its Load Management

Program has already reduced peak load demand by about 200 MW. Duke

has, if not the most active Load Management Program in the country,

certainly one of the most active and ambitious undertakings;b and it is

for the express purpose of optimizing the utility system to provide

adequate service to its consumers to insure a continued healthy economic

growth in the Carolinas -- all of this to be achieved through sound utility

management with the resuits being the lowest possible rates to the

consumer. -

NEW PLANT CONSTRUCTION (VI-9)

The Committee, the General Assembly and the Commission
should not only be concerned with the costs associated with new plant

construction but also whether or not utilities can finance new plant
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On the other hand, if CWIP were included in rate base, modest rate
relief to keep apace of inflation would be possible and far more desirable.
Instead of being confronted iby a series of large rate increases, con-
sumers would be paying rates consistent with inflation levels of other
goods and services. It is important to note that mciuding CWIP in

the rate base does Il_o_t mean present ratepayers would be paying the

entire cost of new generating facilities, Investors would continue to

furnish funds for construction of new generating facilities and the present

ratepayer would pay 6nlz the "carrying costs' on those funds, This

would result in a lower cost of new plant which translates into a lower
rate base, less depreciation expense and consequently lower electric
rates over the operating life of a new plant. In the case of Duke, in 1966
only approximately $42 million was in CWIP whereas in 1978 it is estimated
that investment in CWIP will approach $2 billion. (For further discussion
ot; CWIP in rate base, see Attachment)
(VI-8)

While it is true that "'new plant construction during the 1960's

was somewhat subdued, with the result that by 1969 reserves were getting

low. . .", all of the blame cannot be laid at the feet of the power companies.







s
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COMPARISON OF STAFF AND COMPANY
FORECASTS (APPEDN IX B, PAGE 6)

Duke's earlier forecasts of future load has been revised
based upon more recent experience., The Company's current fore-
cast, which was filed with the Commission on December 14, 1976,

shows a 1990 peak demand of 1686 MW lower than the Staff's

forecast,.
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DUKE POWER COMPANY
CONSTRUCTION WORK IN PROGRESS
INCLUDED IN RATE BASE

The Management of Duke Power Company is deeply concerned with
the impact upon its financial stability of the increasing amount of
dollars tied up in work in progress, which under present regulation
is not included in rate base and therefore, not providing the cash
necessary to carry this investment. The increasing magnitude of
the dollars carried under construction is the product of the
increasing size of the Company, coupled with the impact of inflation
on the dollar cost of all projects. A further factor adding to the
problem is the increasing time needed to put electric plant into
service created in part by all the regulatory and environmental

delays.

A sound method of assistance to the Company, which is most econo-
mical to the ratepayers, would be to include construction work in
progress in the rate base. If this were done, cash would be provided

currently to pay the cost of monies tied up in construction.

This methodology is economical because construction costs would
be less, since the Company would discontinue providing for the "Allowance
for Funds" as a source of earnings to the Company, thereby in the eyes
of the investors, improving the Company's quality of earnings. The
lower cost electric plant results in a lower rate base, less deprecia-
tion expense, and therefore lower electric rates over the operating
life of the electrié plant. The electric ratepayer pays less under

this suggestion when compared to the present ratemaking procedures.
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The Company capitalizes the composite carrying costs of the
capital funds (AFC) used to finance construction. Thus, under
current regulatory procedures, the Company carries substantial
investments in CWIP on which no cash return is earned. At the
same time, huge outside financing requirements will be necessary
to meet the Company's construction program and, consequently,
substantial additional internal cash generation will be needed
to meet these new capital service requirements. For instance,
as indicated on Exhibit I, the estimated 1978 investment in
construction amounts to $1,933,000,000, whereas in 1966 CWIP was

only $41,968,000.

This AFC amount represents a claim for future cash compensation
for today's carrying cost of capital tied up in construction. Such
AFC amounts are ultimately included in rate base and charged to rate-
payers as depreciation over the service life of the plant. 1In
addition, a return is allowed on the undepreciated portion. Under
this procedure, future cash flows include the carrying cost of debt

and equity funds invested during the construction period.

From the viewpoint of an accountant, the practice of capitalizing
AFC under present regulation is eminently sound. However, investors
tend to down-grade the quality of earnings relating to AFC since it

does not represent current cash flow.
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For the past several years, the carrying costs of its outstanding
stocks and bonds have exceeded earnings before interest charges and
before the non-cash construction-related credits associated with AFC
(net operating earnings). Further, this gap is projected to continue
through 1977, as indicated by the graph on Exhibit II. Also, the
inclusion of the AFC credits in earnings tends to obscure the fact
that it takes cash earnings, before the construction-related credits,
to meet current capital carrying costs. Net operating earnings before
construction-related credits and its relationship to current capital
service requirements are of substantial importance to the Company's
current and long-run ability to raise the capital it needs to carry
out its public service responsibility, which requires that the Company
make reasonable expansions and improvements of its facilities to meet

the growth and demand of its service area.

Because of the dominance of AFC credits in reporting earnings,
net operating earnings before such credits have been less than interest
and_dividends in each year since 1969. The gap has widened since then,
amounting to nearly $64 million in 1974, reflecting the increasingly

greater investment in CWIP which produces no current cash earnings.

The fact that the Company currently is not taking in enoﬁgh cash
from operations to meet its present capital carrying costs by approxi-
mately $60 million is surely not a financially healthy condition for
the future if the Company is to perform its public service functions

adequately.
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The inadequacy arises from the fact that current cash flow from
customers is not adequate to provide an acceptable current gervicing
of outstanding securities. As investors - particularly those dealing
with the funds of others - must be prudent, they will not commit their
funds to the utility company for use during this nonproductive construc-
tion period unless they are compensated during that time period as well.
In the circumstances of a large amount of capital invested in construc-
tion which is not included in rate base, investors can see that earnings
from operations will not provide the cash earnings needed to service
the outstanding securities. If the money for interest and dividends
is not earned from operations, it can only be paid by the investors
themselves. Simply put, it is unlikely that investors would be
attracted to a situation where they must provide funds to pay their
own interest and dividends. Therefore, if prudent investors are
unwilling to provide these funds, then one must conclude there is
a fundamental weakness in the current regulatory procedure of

capitalizing AFC.

Since thenéhly source of cash to a public utility (in fact, to
any enterprise) is ultimately the consumer, the question to be
resolved is how the cash burden for the costs of mor es invested in
construction should be shared between the ratepayers and the company
during the period the plant is under construction and how can this

fundamental weakness in the current regulatory procedure be corrected?
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In summary, the inclusion of CWIP in ate base results in less
cost to the customer over time. With CWIP in rate base, each dollar
of AFC eliminated would result in subsequent corresponding dollar-
for-dollar reductions in rate base. This assures that ratepayers
will be charged rates lower than would otherwise be necessary because

of the reduced rate base and depreciation charges.

Since it might not be practical to im ediately include the
entire balance of CWIP in rate base, because of the one-time impact
on the revenue requirement which would result, it might be desirable
to phase in the full adoption of this proc Jure. The phase-in can
be accomplished in one of several different ways. At the outset,
the amount of CWIP to be included in the rate base could be based
on the CWIP which is to be placed in service within one year, or
it could be a predetermined portion of the balance of CWIP, or it

could be applied to all new projects.

There are several formidable arguments against inclusion of
CWIP in rate base that must be confronted - CWIP is not "used and
useful" property, today's customers are paying costs related to
future customers and the revenues required to cover dividend pay-
ments must be doubled since taking authorities will take one-ﬁalf

as their share leaving the utility one-half to pay the dividends.

The argument that CWIP is not ''used and useful" property (i.e.,
investment does not benefit customers at least until the facility is

placed "in service'") is essentially legalistic.
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In considering these matters, it must be recognized that as
long as historical original cost regulation is followed, today's
customers are realizing a "windfall profit" because the customers
never pay the real economic cost of the service they receive.
Because of changes in price level and other factors, the dollar
collected today in rates is not equal in va 1e to the dollar of
depreciation on plant constructed several years ago. Thus, there
is a shortfall in capital recovery since the utility's economic
resources are being consumed servicing current customers without
equivalent reimbursement, through rates, of the real economic cost.
In other words, electric service is underpr :xed to the point that
the Company is having difficulty constructing the facilities to

meet the demands for service being made by ts customers.

In conclusion, the Company has been financing and will continue
to finance significant amounts of CWIP. Wh le the ratemaking procedure
of excluding CWIP from the rate base and capitalizing AFC is a valid
concept, in the situation of the Company it provides inadequate
cufrent internél cash generation, and furthermore, is apparently
discounted in the investment community because of the magnitude of
the amounts of AFC being added to the plant accounts which postpones
substantial cash flow to the uncertainties of the future. Investment
analysts are considering all or portions of AFC as inferior earnings.
The Securities and Exchange Commission has for some time required
disclosure of detailed information with respect to AFC and its relation-
ship to net income and has initiated limitations on the use of such

accounting.
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MILLION
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DUKE POWER COMPANY

REVENUE REQUIREMENTS FOR DEPRECIATION, RETURN AND INCOME TAXES -
PLANT MCGUIRE WITH CONSTRUCTION COSTS OF $610,000,000 OVER EIGHT
YEAR CONSTRUCTION PERIOD AND WITH SERVICE LIFE OF 28 YEARS

REVENUE REQUIREMENT TO SERVICE
AND RECOVER CAPITAL AT 8.10%
RATE OF RETURN

CWItP INCLUDED IN RATE BASE

REVENUE REQUIREMENT TO SERVICE
ANO RECOVER CAPITAL AT 9.10%
RATE OF RETURN

CWIP EXCLUDED FROM RATE BASE

CUMULATIVE CAPITAL COST REVENUE
REOCUIREMENTS ($000)

WITH CWIP $2,175,000
WITHOUT CWIP  $2,638,000

COST PER KWH TO CUSTOMER {IN CENTS)
WITH CWIP 1.26¢
WITHOUT CWiP 1.48¢
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t POST OFFICE BOX 250
ea er Reply to: CARY, NORTH CAROLINA 27511
agugn » PHONE 919-467-7854
‘ tllltles Inc- 1532 EISENHOWER DRIVE
COLUMBIA, SOUTH CAROLINA 29203
PHONE 803-754-7066

January 28, 1977

Mr. Hugh A. Wells, Counsel
Utility Review Committee

North Carolina Gneral Assembly
State Legislative Building
Raleigh, N. C. 27611

Dear Mr. Wells:

I appreciate the opportunity of reviewing the initial report
of the Utility Review Committee. Since this does not apply
directly to us as a water and sewer utility, but only in

the general aspect, our comments are more restricted.

I do feel, however, that on page II-1 in the last paragraph

describing the Commission's authority, it would be extremely
helpful if the General Assembly were to establish that once

the Commission has granted a franchise, the franchise would

be protected, regardless.

The specific problem that concerns me, as an example, is if
we had a franchise for a subdivision adjacent to the city
limits of Raleigh and then Raleigh, through territorial
expansion, would extend its limits through and beyond the
section on which we had a franchise. At this point we are
faced with who has the authority to grant the franchise:

Have I lost it due to the fact that the city has taken over
the area? Or, am I protected because I had a state franchise
before the city moved in?

Also, can the city move in and duplicate my service and
undercut and force me out of business?

This is a gray area which should be defined and, of course, I
feel that the franchise should remain in good standing unless
the municipality purchases the system at a fair and reasonable
figure, possibly to be determined by the Utility Commission.

This problem will be come gargantuan in size in the next few
years as city limits are expanded. I look forward to receiving
the Committee's viewpoint on the water and sewer utility
problems.

Very truly y

e

R. B. Heater, President

RBH:mdh
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James E. Tucker
oF COUNSEL

TELEPHONE
ArRea CODE 919
828-937!

Our FiLE No. 899

February 3, 1977

Hugh A. Wells, Esqg.

Counsel

Utility Review Committee

North Carolina General Assembly
Room 1414 Legislative Building
Raleigh, North Carolina 27611

Dear Hugh:

As you probably know, for many years I have re-
presented Nantahala Power and Light Company in its North
Carolina regulatory matters and, from time to time, in
legislative matters of concern to it.

Mr. W. M. Jontz, President of Nantahala, has re-
ferred to me the initial report of the Utility Review Com-
mittee which ypu transmitted to him with your January 19th
letter soliciting the company's comments thereon. I have
discussed this report with Mr. Jontz and he has requested
that I reply on behalf of the company.

Nantahala's principal comment relates to the Review
Committee's recommendation that the rate base to be used in
public utility rate cases be changed from fair value to or-
iginal cost. Nantahala strongly opposes this change and sug-
gests that the reasons advanced in support of the change by
the Review Committee are relatively unimportant in the over-
all concept of rate regulation. It is interesting to note
that the Committee makes no contention that the fair value
rate base is not "fair" or, indeed, fairer than the original
cost rate base. Fair value regulation is the only way that
I know by which the investor in the common stock of a public
utility can even hope to have reasonable protection against
the ravages of inflation. We all agree that the value of the
dollar is constantly depreciating. We all know that a dollar
invested in 1940, for instance, was much harder to come by and
bought much more than did a dollar invested in 1976. It is

the productive capacity and potential of the ¢ ant which serves

the consumer that is important, not the original cost of that
plant expressed in terms of the dollars invested at any mo-
ment in time.
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Hugh A. Wells, Esq. - 3 - February 3, 1976

absolutely necessary in many cases if thewility is to have
the opportunity to earn a reasonable rate. At the moment I
can recall no cases where either the Utilities Commission or
the courts have required a refund of interim or emergency re-
lief. On the contrary, our courts have pointed out that the
subsequent trial of the case on its merits fully established
theneed for the interim relief which was granted. Certainly,
the rate payer has reasonable protection by the provisions of
refunds with interest. 1In times of rapid inflation in costs,
the utility has no protection in the absence : interim or
emergency relief.

Respectfully yours,
JOYNER & HOWISON

o o

RCH:hz R. C. Howison, Jr¢

cc: Mr. W. M. Jontz, President
Nantahala Power and Light Company
P. O. Box 260
Franklin, North Carolina
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RESPONSE OF CAROLINA POWER & LIGHT COMPANY
TO
INITTAL REPORT OF UTILITY REVIEW COMMITTEE

TO THE 1977 GENERAL ASSEMBLY

Contained herein are comments of Carolina Power & Light Company
(CP&L) on the Initial Report of the Utility Review Committee to the 1977
session of the General Assembly. The issues addressed in the Committee's
report are complex and the recommendations are far-reaching. The areas
covered by the report are tremendously important and the manner in which
they are dealt with by the 1egislatufe can significantly affect the ability
of utilities serving this State to continue to provide reliable service at
rates which are just and reasonable.

There are portions of the report with which the Company disagrees

and it urges the Committee to reconsider certain recommendations and statements

contained therein. The fact we do not comment on all of the topics covered

by the report should not be taken as an indication of our agreement or
disagreement with the information and conclusions set forth under those
topics.
RESPONSE TO SPECIFIC RECOMMENDATIONS

1. Change "fair value" to '"original cost" in rate base determination.
The Company strongly urges that this not be done. The concept of fair value
in utility ratemaking began very early in the history of public utility
regulation. It has been the law in North Carolina since 1899, the legislature
having adopted in that year almost word for word the elements of fair value

laid down by the Supreme Court in the case of Smyth v. Ames, 169 U.S. 463.

The court stated in that case:
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2. Fuel Clause Hearings. The Company strongly disagrees with
the intimation in the report that the Utilities Commission is not properly
conducting hearings on applications for fuel clause adjustments. The
Attorney General, representing the using and consuming public, has appeared
in every hearing that has been held on an application to increase rates
because of increased fuel costs. From time to time, int r-ested parties
have appeared and have been heard. Notice of the hearings is widely published
and anyone wishing to be heard is given ample opportunity. In some
instances hearings have been lengthy and involved. For instance the
last hearings conducted lasted almost an entire afternoon. Should this
Committee desire a transcript of this hearing, we will be happy to furnish it.
Insofar as this Company is aware, neither the Attorney General nor any other party
or consumer has ever requested a hearing or indicated a desire for a hearing
when a Company's application has been for a decrease in rates because of
a decrease in fuel costs. It 1s respectfully submitted that hearings under
such circumstances are unnecessary. To require them would increase significantly
the administrative costs of the Company and of the Commission and its
staff.

Upon motion of the Attorney General, the Commission has required
that exhibits be filed with each application showing the status of the
Company's fuel expenses and recoveries therefor over a 12-month period.
Attached to this report is a copy of the last exhibit filed by CP&L. As
the exhibit clearly shows, the Company has substantially undercollected
its fuel costs over the past year. The contents of this exhibit are
subject to review and audit and no one has ever suggested that it is not
an accurate representation of the Company's experience in collecting for its
fuel costs. It can readily be seen that the utility's customers have not been

required to pay the complete costs incurred by the Company for increased fuel

costs. More expensive and involved hearings would not be helpful to anyone.
3
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entitled to receive the same. 1Its customers have no just cause !

to complain simplv because dnuring a portion of that time they were
required to pay only a part of the increase to which the utility

was ultimately found justly entitled. Uad it finally been determined
that tne interim increase allowed was too high and the customers

wefe required to pay too wuch, their rights were protected by the
requirement. that the excess be refunded with interest. No similar
adjustment in favor of the utility was imposed in the event, as
occurred , that the interim increase was too low.  (Emphasis added.)
Utilities Comm. v. Morgan, Attorney General, 16 N.C.App. 445, 452.

A

Should the Commission err by granting an interim increase that

is not warranted, there is a method available to cot:éét its exror. Refunds
can be ordered -to customers with interest. On the other hand, if the
Company 1s required to continue to provide service, at well below the cost
of providing it (including the Company's reasonable capital costs) there is no"
way that the gross unfairness'can be corrected. Should the General Assembly
eliminate interim increascs (and it is contended that the result of the tentativély
recommended legislation would do just that) the effect woﬁld be to remove any
way for the companies to attempl to maintain thelr ability to provide for service
in the future or their ability to earn a fair return on their investment. CIf a

. company rgaches a poipt where, through no imprudence on the part 6f its manage-
ment, its 'existence or continued operation" is threatened,lit is likely that it
has been providing service to its customers at below cost for some period of

by

time. The effect of removing any possibility of remedying such a situation, is
tantamount to allowing the confiscation of a utility's property."

A;(A). Peak-Load Pricing, Load Management;

The Company agrees with the Committee that load management is
an area in which there is great potential for effective action. As early
as 1973 CP&L investigated the potential on its system for peak load control
of water heaters through mechanical devices; 1t concluded that the cost-
benefit ratio wéé unfavorable at that time. Since then the Company

has continued its review of this and other systems.

5
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Furthermore, CP&L is working with the Commission Staff in an effort
to incorporate into our FEA Time-of-Use Rate Demonstration Project an experiment
to determine the cost-benefit of interlocking control devices. These devices
would 1limit peak demand of the customer by controlling the extent to which
he could have a number of appliances all operating at the same time. Customer
acceptance, and whether such devices would in fact provide a substantial
improvement in diversity, present special questions.

CP&L is one of the more active companies in the country in
investigating the potential for peak load control through hardware. There is
hardware available for the purpose, but the selection of the type most suitable
for the particular utility and its customers is far from obvious. Through
its own investigations, attendance at seminars, study of load control and
materials being analyzed in the National Electric Utility Rate Design Study,
and monitoring carefully the results of activities of other companies, CP&L
is familiar with almost all, and perhaps with every, available device for peak
load control. 1Its program, coordinated through its Load Management Steering
Committee, is substantial and forward-looking. Its purpose is to select or
develop the methods that will provide the best results for the characteristics
of its system and its customers' usage.

The indication in the report that CP&L has not yet disclosed any
load management program is inaccurate. Testimony and filings have been
made before the Commission outlining our program for encouraging conservation
and off-peak usage, as well as other load management tools which are to be
utilized or investigated.

The Company will deliver to the staff of the Committee a copy of

its voluminous load management program.
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COMMISSIONERS State of Naorth Quroliva

TENNEY | DEANE. JR = CHAIRMAN

BEN E. RONEY tilities Commission
J. WARD PURRINGTON ya[ -
eigh 27602

January 28, 1977

BARBARA A. SIMPSON
W. LESTER TEAL, JR.
W. SCOTT HARVEY

Mr. Hugh A. Wells, Counsel
Utility Review Committee
State Legislative Building
Raleigh, North Carolina

Dear Mr. Wells:

Thank you for the copy of the Initial Report of
the Review Committee to the 1977 General Assembly and the
invitation for comments from me.

I'm not sure what the Committee wants in the way
of comments but I kake it that it was a sincere desire on
the part of the Committee to receive constructive criticism
of the report in the interest of better utility regulation

i in North Carolina. It is in this context that I offer
these comments.

I will follow your arder of presentation.

SUMMARY OF ACTIVITIES

Reference is made in the Summary of Activities

of "making appropriate communication with the Utilities
Commission". During my entire time on the Commission, the

. communication I have had with the Review Committee or any
of its members was on the occasion of my confirmation
hearings and the occasion of the Committee inquiry into
the C. P. & L. interim request. (I had not participated
in that docket.) I have not had occasion to call on you
since your appointment as counsel, nor have you had occasion
to call on me. I would have hoped that we could both have
the common goal of improved regulation in the state which
ends could best be served in a spirit of cooperation rather
than the somewhat adversary position that I find this report
puts us in.
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In my personal fense, and particularly since
I am recelv ng the report from you, I can't help but say
that the conditions which led the General Assembly to take

the .ons it did in 1975 were created during your tenure
and mine. I could not possibly have prevented rates
fror .ng into effect through Commission inaction which
hapr 1 during your tenure. Perhaps you couldn't either.

STRUCTURE OF UTILITIES COMMISSION - No Comment
II COMMISSION JURISDICTION AND AUTHORITY - No Comment
I1_ STRUCTURE OF UTILITIES COMMISSION STAFF - No Comment
IV FUNCTION OF COMMISSION AND STAFF

A. Rates.

There is an inference that the professional
staff's independence is somewhat compromised
by the "Commission". I would be interested
in knowing if you know of a specific instance
of this, sinc I know it to be our present
policy to mai :ain this independence.

Your report d :s a good job in this section
of pointing o : some of the complexities
faced by utilities regulators.

B. Service.
No comment.
C. Planning.

I agree in general with your comments on
planning. I' not sure that the framers

of the 1963 Legislation had the same thing

in mind as tt framers of the 1975 Legis-
lation, for ¢ »d reasons. The 1963 language,
to wit, "to foster a statewide planning and
co-ordinating program to promote continued
growth of economical public utility services",
(emphasis add 1) was made during a period of
decreasing marginal cost wherein added growth
improved the economies of scale and resulted

in lower rate . By 1975, this situation had




Appendix "H-%"

changed drastically to a period of in-
creasing marginal cost wherein growth
resulted in higher rates. I agree with
the report wherein it states that "the
1975 General Assembly took cognizance of
these circumstances in addressing the
problem of growth in the electric utility
industry"; and I also agree that this
action was timely.

I am not in a position to agree or disagree
with your assessment of the actions, or lack
of actions, on the part of the Commission
from 1963 through June, 1975. Apparently

it was inadequate in the eyes of the 1975
Legislature.

I sincerely think it is appropriate that the
Review Committee exercise its function of
reviewing the present Commission and 1its
actions or lack of actions in light of the
current legislation on the books and in the
light of the current conditions in the public
utility industry.

AREAS OF PARTICULAR CONCERN WITH REGARD TO
STRUCTURE AND FUNCTIONS OF COMMISSION AND STAFF

A. Commission.

Most of this section deals with the series of
events leading up to the passage of the 1975
Legislation resulting in the expansion of the
Commission and its staff and institution of

the panel system. I would say that the major
objective of more timely decisions in rate case ,
which precludes the necessity of interim increases
in most instances, has been met with great success
and the panel system is working well.

I was amused by the inference in the report
that the actions of the "lay" members of the
Commission in presiding were burdensome to
counsel, parties and the Commission alike.

I only hope the legal profession is capable
of bearing this onerous burden to the extent
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A. Electric Power Companies. - (Continued)
2. Fuel Clauses. - (Continued)

on this issue, The Committee may be

guilty here of its own accusations of
reaching conclusions without investi-
gation.

3. Interim (Emergency) Rate Ir~reoases.

My concern here is the mere fact that
the Committee instituted a "hearing"

to review a decision of the Commission
even thouaoh that decision had not been
appealed {1 rough the courts, which I
feel is the proper tribunal to determine
if the law was being observed.

I also feel that any attempt by a legis-
lative body to define "emergency" can
only be restrictive in nature and take
away any flexibility that a future body
of prudent Commissioners might have in
handling 1 foreseen circumstances.

4. Peak-Load ricing and Load M=nagement.

These are matters currently before the
Commission and it would not be proper
to comment on these.

5. New Plant Construction.

This is related to (4) above.

6. Rates and Rate Increases.

No comment necessary.

7. Rate Design.

I agree with your comments with respect
to cost of service studies and life-line
rates.

B. Nuclear Power.

Related to matters under current consideration.
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I have not made a complete study of this
matter but it is one certainly deserving
consideration. If it is the will of the
Legislature to do something to lower the
high costs of utility services, this is an
area in which it can grant quick, concise
and welcome relief to users of utility
services.

I have some further thoughts and in-
formation on this subject if you wish to
pursue it.

I do appreciate this opportunity to comment on the

report. I hope my comments will be helpful and that they will
be received in the spirit of cooperation that they are given.

Sincerely,

Az

W. Lester Teal, Jr.
Commissioner

WLTjr :bbs

cC:

Representative J. P. Huskins
Senator Wesley D. Webster
Representative Thomas J. Baker
Senator Jack Childers

Senator J. J. Harrington
Representative George W. Miller, Jr.












