





INTRCLUCTION
The joint resolution establishing and empowering the Utility

Revievw Copmittee provides, in part, for the Committee:

“To submit evaluations to the General Assembly, from time to
time, of the performance of the State Utilities Commission and
the various utilities operating in the State. A proposed draft
of such evaluation shall be submitted to the Utilities
Commission and the affected public wutilities prior to
submission to the General Assembly and Utilities Commission and
affected wutilities shall be given an opportunity to be heard
before the Utility Review Committee before the evaluation is
finally completed and submitted to the General Assembly.™
(Section €({5), Sernate Joint KHesolution 549, Ratified June 23,
{975, full text attached as Appendix "A¥).

Pursuant to the Jjoint resoclution, the Utility Review Committee

reported to the Second Session of the }975 General Assembly.

Although the report did not offer any specific legis ative

proposals, sSeveral significant issues ¥ere discussed and
tentative recommendations were made.

The report of the Utility Review Conmmittee to the [977 General
Assembly evaluated the utilities industry in North Carolina and
made seven specific recommendations ranging from changing utility
rate—-base concepts to the safeguarding of traasportation of
nuclear fuel. The Committee's activities and recommendations led
to amendments tc Chapter 62 of the Gerneral Statutes which
resulted in the most comprehensive changes in the structure and
procedures of utility regulation since it originated in the first
part of the century. (See Initial Report to the [|977 Session and
Chapter 468 of the Session Laws of |977). Many of the Rmajor
changes became effective omn July |, 1977. Although insufficient
time has elapsed to permit final evaluation, this report will

describe many of the changes as they are taking shape.




This is the third report of the Conmnmittee pursuant to the joint
resolution. This report has been submitted to the public utility
companies operating in the State, the Utilities Commission and

the Public Staff for their coements.

TTTTTRY °7 CHANGES IN UTILITY REGULATIGN SINCE EEBORT

70 THE 1977 SESSION

In evaluating the current condition of utility regulation in
the State, it is necessary to review briefly the major statutory
changes made in the |[977 Session. These principal statutory

changes veres
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« 62-]15 (Authority of Commissicn to Emrloy Technically

Qualif® -d Persoannel)

This section was rewritten to estaklish in the Utilities
Commission a Public Staff headed by an Executive Director. The
Public Si ff 1is not subject to the direction and control of the
Commission. However, the Public Staff is required to give
assistance to the Commission.

It is 1t e duty of the Public Staff to intervene in all utility
rate and service matters before the Commissicn to represent the
interest of the using and consuming public. The Public Staff has
the same 1 ghts, restrictions, and obligations as any other party
to Commission proceedings.

The Utilities Commission retained a staff as an arm of the
Commission itself. Although the investigative authority of the
Commission itself wvwas not diminished, most of the investigative
resources ormerly reposed in the Utilities Commission Staff were
transferre to the Public Staff. This division was created

without ad itional personnel, other than for the Office of
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utilities. If the Public sStaff had not been already in
existence, it +vould have been needed under the federal Public
Utility Regulatory Folicies Act of |978, which requires a progranm
for the independent representation of consumer interests either
through direct compensation of intervenors or through am office
of public counsel. The Committee concludes that the new
structure has promoted the development of innovative approaches
to rate-making with a depth, breadth and freedom which would not
have been likely under the old structure. No major structural
flaws have appeared thus far. In the view of the Utility Review
Committee, the Pubiic Staff has been an effective advocate of the
consuming public. As the tables that follow indicate, utility
rates have not increased nearly as fast since the creation of the
Public sStaff as they did in the two-year period prior to its
creation. From July i, |975, to June 30, 1977, the public
utilities in North Carolina received an average of 83 percent of
the amount of rate increases requested by then. From the time
the Public Staff came into existence on July |, 1977, until
Septémber 15, }1978, the utilities received an average of 56
percent of the amcunt of the rate increases they requested. The
difference between the amount requested by the utility companies
and the amount of the rate increases granted totals over $78
million for the period Lbetween July |, 1977, and September |5,
|1978.







Together, the Commission and the Public Staff have kept rate
increases in the period since the creation of the Public Staff to
about the same level as the overall ipflation rate. For
instance, Duke Power Company reguested a $70 wmillion rate
increase and the Commission granted slightly more than half of
the amount requested. Thus, the rate increased only 5.3 percent.
The Utilities Conmission granted approximately $3.4 million of
the $6 million increase requested by Public Service Gas Company
and the typical customert®s rates increased approximately 5.2
percent. Virginia Power and Electric Company received $(0
million of the $|3 million increase it requested. But the
Commission has ordered an investigation oi Vepco's mabnagement and
orerations over the last |5 years in an effort to find ways to
alleviate the burden of Vepco's high cost and rates.

Telephone rate increase proposals have been substantially
reduced or eliminated. For instance, Central Telephone Company's
request was reduced from $3,000,000 to $3C6,000. Southern Bell's

request was reduced from $40,000,000 to $7,000,000.










Public Staff

Compari o>n of General Rate _acreases Requested, Becommended

By Public Staff, and Granted by the Commission

July |, 1977 to September 8, |978

Company Public staff Commission
C¢ pany Docket Number "-gquested Recommended Granted
Gas:
Pennsylvania & Southern,
Docket -3, Sub 76 $ 673,000 $ 5(9,000 3 642,000
Piedmont atural Gas,
Docket G-9, Sub |76 - 1,020,000 5,305,000 5,528,000 .
Public Service Ccmpany,
Docket G-5, Sub |36 5,869,000 3,163,000 3,428,000
N.C. Natural Gas Corp.,
Docket G-2{, Sub |77 4,608,000 2,402,000 2,757,000
Transportation and Water:
25 Transg rtation Cases 9,500,000 6,500,000 6,500,000
|7 Water Company Cases
z
(1 timat 1) 328,000 297,000 305,000

1/ The differences between Company and Public Staff amounts are
contained in one rail case for $},500,000 which was denied and
$1,500,000 in four transportation requests which were withdrawn

ter tI conclusion of Public Staff investigations.
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While the statistics in the above tables do mot, of course,
conclusively quantify the impact of the Public Staff on utility
rates, the facts strongly suggest that the Pubiic Staff has
aggressively and effectively rerresented the ratepayers.

In the view of the Committee, consumer complainis have heen
handled more effectively by the Public Staff than undexr the prior
structure. The Utilities Commission has held keavings throughout
the State to consider consumer viewpoints. The result of these
efforts has been increased ©pubiic confidence 1n utility
regulation.

The Commission and the Public Staff have instituted power plant
rerformance review. If the power comganies cannot prowve that
failures to operate above minimup capacity levels were
unavocidable, then the companies mwmust Ltear ke costs o¢i such
failures, rather than consumers. The Public Stafi bas done one
of the most extensive electric lcad forcestiug studies in  the
country and continues to imjprove forecasting uechknigues.

In the view of +the Ccesmrittee, the Pubiic Staff has heen a
stroug, effective advocate of the interests of the consuming
public. The estakiishwment of tae Public Sialf ss separate from
the Utiliities Commissicn bas proved to &te bepeficial 1g many
respects. The Review Committee will continus to mopitor the
activities of the Public Staff and the Coxnmission in an effort to
ensure that any necessary refinements in tle structure are not
overicoked. The Committee supported legislation ¢to «nktend the
Public Staff beyond the August 3}, (98| expiratizn date cobtained
in the liegislation that created a separate Fublic Staff. Senate

Bill 483, which wvas ratified April 0, §1979, aliows the Puklic
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a beneficial effect, not only in assuring greater independence of
the Comnmission, but in Protecting the rights of all parties
before the Commission, including the Public Staff.

G.5. ©2-70(9) rrohibits all &ktut formal coummunications by a
public utility or ky the Utilities Commission "with regard to
matters affecting the rates charged or proposed tc be charged®" by
a public utility. Senate Bill 493, which was ratiried April 0,
1975, 1limits the prohibition to communications "regarding the
level of rates specifically proposed to Le charged?, {(Chapter
332, }979 Session.)

ELECTRIC UTILITY FUEL CLAUSES ASND NATUREL GAS UTI.LITY SURCHARGES

Electric utiiities fuel clauses and wmatural gre  utility
surcharges continued to be the least understood and accepted of
the wutility pricing nethodologies. The Ccamittec has carefully
studied both issues sipce its report to tne 37V sessior, in
order to determine whether legislation nay ke neeaed.

The Committee finds that the wide, uniiedictabie fluctvations
in the levels of the electric fuel adjustment riders is due as
BuCh to the percent of noclear, coas, and oxl-fircd geperation of
the electric utilities zs ton changes in price levels of the
fuels, The lower tbe percent nuclear gereravicn the higher the

rice gf tke

Lot

fuel adjustment rider without Iegard to whether the

73

fuels fluctuate. Thus, when large nuclear-fired Jenerating units
are off-live for any reason, the level o¢f the fuel rider
increases.

The Public Staff apnd the Utilities Cogmissier acvtacked tais
problem by providing ({after investigatiocr and asaringsy that,

when nuclear-fired gemerators are operated at & carucity facter
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measures do not reduce the electricity user's total bill, they
tend to stabilize it. This stabilization contributes to
effective customer trudgeting. It 1is alsc beneficial to the
electric wutilities in that their cash fliow is stabilized and
planning is simplified.

The Committee Lelieves the arrangements described above obviate
the ne=d for legislation in this area at this time. However, the
Committee intends to continue its surveillance of the operation
of the electric utility fuel clause arramgeazents in order to
evaluate them further after additional data on actual experience
is accunulated.

During the last several ye~rs, North Carclina has experienced a
significant shortage of natural gas. North Carolina is served by
only one major gas transmission pipe line - Transcontinental Gas
Pipeline Corporation - and during the past several years, Transco
has been the most heavily curtailed pifpeiine ik the country. As
Transco's dimability 1¢ meet its syster demands became critical in
the early {970s, the Federal Energy Regulatory Commission
{formerly the Federal Peower Commission} 1mposed 2 cuartailment
scheme on the Transco system, ip which gricrities fcor Tramsco's
available gas were Lkased principally on the tyge of Yend use®™ to
be maade of the gas, and those distribution companies having the
highest percentage cf residential and small ccmmercial customers
were highly favored. 1In that North Carolina's gas distribution
companies were serving a very substantial ipdustrial load, this
meant that most of Transco's gas was goiny porth to those systeas
handling a high concentration of residential and small commercial

load, and that North Carolina became very heavily curtailed.
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During 1e period of curtailment, tI General Assembly enacted
amendments to the public utility statutes to allow natural gas
di ribution companies to apply for rate relief geared to their
increasing costs of gas withcut going through a gemeral rate case
proc 3ding. These rate adjustments became known as "flow-
through" proceedings. During recent 3 irs they have been
frequent 1d have been the vehicle for very significant upward
rate adju :ments. Also, the North Carclina Utilities Commission
has allowe the North Carolina distribution companies to impose a
surcharge on their customers to help finance their own efforts
for expl :ation and develcpment of natural gas supplies,
indegend¢ : of the 1Transco system supplies. All of these
circumstances have combined to cause the price of natural gas to
go > very sharply in North Carclina in recent years.

The worst of the natural gas supply situation now seems to be
behind us. As a result of litigation initiated by the State of
North Carolina bLefore the FERC (formerly the FPC) and carried
into tI federal courts system, the courts ordered the FERC to
review 1its curtailment scheme on the Transco system, with the
result that Transco and its distribution customers have been able
to agre pon a curtailment settlement that has greatly benefited
Transco's North Carolina customers. Fcr the first time in over
five years, the North Carolina natural gas distributors are now
able to ¢ d new customers in the residential, commercial and
industri: classes without restriction.

It 4is hoped that the enhancement of the supply of natural gas
will help to abate the upward pressure on rates. The Review

Committee recognizes that much c¢f the pricing of natural gas to
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North Carolina customers is beyond the control of the Utilities
Commission, due to substantial deregulaticn of natural gas
producer prices pursuant to federal 1legislation. The FHReview
Committee expects that the Public Staff and the Utilities
Commisssion would be diligent, however, to use the available
mechanisms of the f[public utility laws of North Carolina to
acconplish the most equitable pricing of natural gas to the
citizens of the State possible under present day circumstances.

LOAD GROWTH AND CCNSTEUCTION REQUIREMERTS CF ELECTRIC UTILITIES

Since the Committee®s report to the {977 Session, the Public
Staff has made extensive statistical analyses and summarized thenm
in electric utility load forecast studies. The Utilities
Commission has conducted hearings on load forecasts and issued
orders and declarations of policy based thereon. Various
committee memhers have observed these hearings, and Treports by
the Cconreissioa and the Public Staff have been made to the full
Cemmpittee.

Most of the electric wutility generating plants in North
Carolina at this time, whether recently cperational or in various
stages of construction, were planned and committed at times when
the growth of electric wutility 1load was expcpential and the
utilities were declining cost companies. At approximately the
time of the o0il emkbargo im |974, the growth rate became linear
and the wutilities became irncreasing cost ccompanies. There uere
no load forecasts above the most elementary level. Since the
inauguration of comprehensive load forecasts, estimates of load
growth have been reduced from apprcximately twelve percent

comrounded, to about five percent, simple. The effect of
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doubling lectric utility rates in the years [974 to |976 on the
rate of growth has never been quantified; nor has the effect of
load mai gement and the general emphasis on conservation.
However, the combined effect o¢f these factors is believed to
account for the large decline.

The decline in load growth resulted in very high generating
reserves. For a time, these reserves were regarded as temporary,
just as the decline in load growth was believed temporary. As
the meth: ology of the load forecasts wWwas refined and short-ternm
experience confirmed their accuracy, plant construction had to be
postpone , and rescheduled. Meanwhile, high generating reserves
have persi ted.

Before beginning the construction c¢f a new plant, a public
utility is required to obtain from the Commission a certificate
that pub. c convenience and necessity requires, or will require,
such construction. The Commission is required to consider its
load for :ast in acting on petitions for comnstruction.
Neverthele 5, it is a very difficult and expensive decision to
postpone or eliminate construction of a particular plant. The
Committe 2lieves such decisions must be made initially by those
charged w tb prcviding the public with an adequate power supply
at all times, electric utility management. If reserves, or
m: g: s, become excessive, the regulatory agencies should make
the decision as to whether the stcckholder or the ratepayer must
bear the expense of the excess. To this point, the Commission,
the Public Staff and the electric wutilities have @mutually
resolved these proklems without majcr disagreement.

The Conmittee has been especially interested in the potential

|8




for conservation of depletable natural rescurces and the control
of rate increases in the electric power industry. It is
tonvinced that conventional nuclear-fired gemeration of electric
power is +the most economical and cleanest, currently available
source of power. The Committee is convinced that the present ban
on reprocessing of nuclear fuel shculd be reconsidered.
Reprocessing of spent fuel elements frcm our present reactors
would reduce by one-third the cost of future uranium requirements
for conventional nuclear-fired generators already in operation.
Reprocessing will reduce the volume of radicactive waste required
to be stored by approximately nimety-nine percent.

Whether our State and nation proceed to grow and develop is
dependent upon whether we cam continue to okitain the required
energye. This continuatior of energy supply must be as free as
possible from outside ccercion, extortior, and exploitation. In
any such equation, nuclear power plays an diumportant role.
Nuclear povwer as an energy option must be iszplemented as a matter

of survival.
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TRANSPORTATICN ANL £ QORAGE

AND CTHER HAZABRDOUS WASIES AND MATERIALS

Members of the Utilities Review Committee have attended
conferen: » studied literature, and received presentations fron
agencies and persons with respect tc the tramnsportatiom and
storage of hazardous wastes and materials.

In North Carolina, rail and motor mcdes of transportation are
utilities. The Utilities Commission is responsible for safety
with respect to the handling and packing of hazardous materials
and is also responsible for the safety of the equipment and
facilities associated with the transporation of such materials.

The U.S. Department of Transportation has jurisdiction under
the Transportation sSafety Act of |974 with respect to the
transportation of ‘*“hazardous materials%", including sadioactive
materials. UOnder the legislaticn, any State requirement that is
inconsistent with the federal requirements is preempted unless
the U.S. Secretary of Transportation determines that the State
reqgulation affords rrotection to the fpublic that is equal to or
greater than the protection afforded by the federal requirement
and that the State requirement doces not unreasonably burden
commerce.

The Utilities Commission has adopted the Federal Motor Carrier
Safety Begulations and is providing the primary regulation of the
transportation of hazardous materials within North Carolina.
However, the safety jurisdication of the Utilities Commission
does not extend beyond "for-hire" «carriers. The Utilties
Compission does not have the authcrity to [promulgate highway

safety rul s with respect to 1 terial moving by private carriage.
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Although the State Highway Patrol dces have jurisdiction over
certain aspects of notification, routing, and marking of
hazardous materials, imrortamt detectican and prevention aspects
are lacking. The Utility Review Compittee recommepds that the
safety jurisdicticn of the Utilities Conmizission be extended to
include all load-bearing vehicles with a capacitv greater than
§0,600 pounds.

Under the Resource Comnservation and Recovery Act of }976, the
U.5. Environmental Protection Agency has tugisdictios over the
transportation and storage of "hazardous wastesY., However, the
jurisdiction does not extend to nucliear materials regulated by
the WNuclear Regulatcery Commission. 7The kdaministracor of EPA is
required to promulgate regulations establishing =uch standards,
applicabie to tramnsporters of “hazardous wastes", as may be
necessary to protect huran health and +the eavironment. Such
standards nust include recordkeeping, labeling, and a manifest
system. The EPA regulations are requiréd to be congistent with
the ©regulations [prorulgated by DOT wurder she Transpoctation
Safety Rct of }|974. The Envirommental Frotection Agency wili not
complete and acopt its regulations hefore |940.

Under the North <Carclina Solid Waste Hanagemchnt Act, the
Departaent of Human Eesvurces is required to rroaulygats rules
concerning the management, including transportasion and dispesal,
of ®hazardous waste®, {Radioactive material is excinded from the
defipition of hazardous waste.} ‘The Horth Carcliina lieqislation
provides that the regulatiouns promulgated by the Departmeat of
Human Resources Rmay be no more stringernt than the regulations

under the federal Resource Comservation and Lecovery 4ct of [976
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and shall ot become effective pricr to the effective date of the
federal regulations. House Bill 290, which was supported by the
Review Con ittee, permits the promulgation ¢f regulations and the
issuance of hazardous waste facility permits, notwithstanding the
absence ¢_ federal regulation ,

In the view of the Committee, the administrative penalties
prescribed by the Sclid Waste Management Act were inadequate.
House Bill 290 increased administrative penalties with respect to
hazardous wastes from ${,000 to 35C,000 per day of a continuing
violation.

Under the Toxic Substances Control Act, the U.S. Environmental
Protectic Agency is authorized to regulate the manufacture,
processii , distribution in commerce, use, and disposal of
hazardous chemical sukstances and mixtures. Nuclear material is
exempted com the Act. Any person who fails to comply with any
requirement made under the Act may be fined up to $25,000 for
each day of violation. In addition to the civil penalties,
knowing or willful violations may result ipn fines up to $25,000
for each day of violation, and imprisconment up to a year, or
both.

Under the Atomic Energy Act of |[954, as amended, nuclear
materials are regulated by the Nuclear Regulatory Comnission.
The NRC is authorized to enter intc agreements with the Governor
cf any State rroviding for the discontinuance of the regulatory
authority of the Commission in specified areas.

Under the authority of the North Carolina Radiation Protection
Act, the overnor has entered into such an agreement with NRC.

The Radiation Protection Commission c¢f the Department of Human
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Resources is charged with administration of the program. The
Commission is authorized to prozulgate rules governing the
transportation of radioactive materials in North Carolina and
such rules may be enforced by the Department of Human Resources
and the Department of Transportation, according to mutual
understandings.

put for the curtailment of development of the breeder reactor
and the cancellation of development of nuclear re rocessing,
there would be less of a problem with the permament storage of
spent nuclear fuel in North Carclina. As the matter now stands,
the federal government is attempting to select a site or sites
somewhere in the United States for the permanent storage of its
own high 1level nuclear wastes. Jporn selecticn, design, and
constructicn of this federal site, or sites, the federal
government will fpermit "permanent® storage therein of the residue
of nuclear fuel by North Carolina utilities at prices currently
estimated to range from $}{2 to $3{9 per kilogram, plus
transportation costs estimated at $|5 per kilogram. The Utility
Review Committee recommends that the General Assembly by
resolution express its position that North Carolina should accept
for permanent storage oniy those wastes generated by electric
utilities doing business im this State. House Joint Resolution
1§39 would accomplish this result.

The federal government has not yet selected a site and such
Selection does not appear likely for several jyears. In the
meantime, the North Carclina utilities (CP&L and Duke)}, having
designed their on-site storage facilities in North and South

Carolina on the assumpticn of reprocessing, now find these

23




storage 1 :cilities inadequate. Since federal storage sites have
not been selected and construction time after selection is made
will be of substantial duration, ‘North Carolina UOtilities are
forced. to consider emnlarging current facilities and redesigning
facilities, some of which have been begun but postponed for
varicus : isons. The inadequacy of storage facilities is causing
lar = volumes of shipments of high level nuclear waste over the
highy ys of the State as both utitlities are compelled to shift
nuclear re idue from clder plants to newer plants as a temporary
expedient pending availability of federally-owned "permanent"
storage plants.

Appal 1tly, the NRC does not have any enforcement personnel
assig 2d to North Carolina. The BRadiatiom Control Conmmission's
present equipment and personnel are not sufficient to provide
effective regulation and prevention with respect to spent nuclear
fuel as well as other 1lethal and widespread radioactive
substance emanating from industrial installations, hospitals,
and other sources.

The Radiation Control Commission is currently cooperating with
the Utilities Commission with respect to the transportation of
radioactive materials. As noted above, the Review Conmmittee
recomment that the safety Jjurisdicticn of the Utilities
Commission be extended to cover other than "for-hire" vehicles.
In any ev at, in the view of the Review Committee, the number,
training, and authority of the field enfcrcement personnel of the
Utilities Commission is not adequate for effective regulation of
the transportation of hazardous materials, including nuclear

materials, over the highways of North Carclina. The Utility
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Review Committee recomsends that the number of transportation
safety inspectors on the staff of the Utilities Commission be
adequately increased.
NAIURAL GAS PIRELINE SAFETY

The Utilities cCommission, local governments, and the natural
gaé utilities have urged that G.S. 62-50, Safety Standards for
Interstate and Intrastate Natural Gas Pipelines, be amended to
extend the present authority of the Comrission to include gas
distribution 1lines to apd including master aeters om customers'
premises. The Committee has investigated this matter and finds
that such an externtion of authority will tend to eliminate
potentially dangerous conditions where there now seems to be a
gap between State and local enforcement authority. Accordingly,
the Committee supported legislatiomn to extend the pipeline safety
jurisdiction of the Utilities Coamissiorn to include municipally
owned gas distribution systems, public housing authorities, and
any perscn operating apartment complexes or mobile home parks
that distribute or submeter natural gas toc their tenants. House
Bill 508, which was ratified aApril 3, }973, accomplished this
result. (Chapter 269, [S79 Session.)

SERVICE BRFAS QF UTILITIES

The Review Ccamittee held bearings concerning whether current
law should be amended to perasit the Utilities Commission to
change the service areas of utilities where the Commission finds
that such a change is in the public interest. The practical and
legal ramifications were addressed amnd comments in opposition to
such a change were received from several public wutilities. The

advice of the Utilities Commission and the Public Staff
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4 UUU UUUUD dUoU APPENDH .A. - 2

{5) To submit evaluations to the General Assembly, from time to time, of

erformance of the State Utiliti Commission and the various utilities
. ting in the State. A proposed draft of such evaluation shall be submitted to
the utilities commission and the affected public utilities prior to submission to
the General Assembly and utilities ¢ imission and affected utilities shall be
given an opportunity to be heard before the Utility Review Committee before

evaluation is finally completed and submitted to the General Assembly.

Sec. 7. The Utility Review Committee, or its designated agents, shall at
] nes with proper notice, have access to such books, records or other
3 ients relating to expenditures, revenues, operations and organizations, »
public and private, as may be necessary to the performance of its mission.

Sec. 8. In the discharge of any duty imposed by law, the Utility Review
| mittee, acting through its chairman or co-chairman, may subpoena
witnesses, administer oaths and take testimony or cause depositions of witnesses
to be taken where appropriate.

Sec. 9. The Utility Review Committee shall be a continuing committee ‘
of the General Assembly and shall be assigned suitable office space and
eaquipment. To support its operations during the next biennium, twenty-five
t nd dollars ($25,000) is hereby appropriated from the General Fund.

sec. 10. This resolution shall become effective upon its ratification.

In the General Assembly read three times and ratified, this the 23rd day of
Ju 1975, -










