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A - GPU Service Corporation
100 Interpace Parkway

i) Service iy e TP
201 263-6500

TELEX 125-482
Writer s Direct Dial Number

(201) 263-6013

November 26, 1979

Mr. Richard H. Vollmer

Director, Three Mile Island-2 Support
Office of Nuclear Reactor Regulation
U. S. Nuclear Regulatory Commission
7220 Norfolk Avenue

Bethesda, Maryland 20014

RE: NRC Docket No. 50-289 -- TMI-1 Restart Proceeding

Dear Mr. Vellmer:

In response to the NRC's supplementary requests for finan-
cial information telecopied to C. %W. Smych on November 9, 1979,
enclosed are 8 copies of the following:

l. 1Initial response to Supplementary Financial Information
Request No. 8 (description of the GPU Companies' regu-
latory environment).

2. Response to Supplementary Financial Information Request
No. 9 (Pa PUC's Order regquiring Met-Ed to "show cause
why its certificate of public convenience should not
be revoked."

3. Response to Supplementary Financial Information Reguest
No. 10 (NJBPU's inquiry as to alternative means of sup-
plying Jersey Central's service territory).

Please acknowledge receipt of this material by signing, '
dating and returning the enclosed copy of this letter. A -
stamped, pre-addressed envelope is enclosed for that purpose. |

i- cere}y yours,

B lelll 43¢ 158

D. Hafer

cc: J. C. Petercz=n - no enclosures; to be distributed by NRC
H. Silver - no enclosures; to be distributed by NRC

vice Presiaent, ‘r <«
Rate Case Management 1) % v\
\
FDH/cod 79112990 33? e 4)\ P
A “00 ¥
o™
W

GPU Service Corporaton s a subsichary of General Public Utilihes Corporation




Person Responsible for Preparation:
F. D, Hafer, Vice President - Rate
Case Management, GPU Service Corp.
Telephone: (201) 263-6013

Date: November 26, 197

GENERAL PUBLIC UTILITIES CORPORATION
Metropolitan Edison Company, Pennsylvania Electric Company
and Jersey Central Power & Light Company

NRC Docket No. 50-289
Three Mile Island Unit No. | Restart Proceeding

Response to NRC Staff's Supplemental Financial Information Request No. 8,
telrcopied 11/9/79 (item number refers to initial request dated 9/21/79):

"(10.b ) A description of each licensee's regulatory environ-
ment was not submitted. See item 10,b of the Staff's request
dated September 21, 1979.,"

Response:

In response to this request, enclosed are profiles of the
Pennsylvania and New Jersey state commissions prepared by
Argus Research in March (Pa PUC) and October, 1979 (NJBPU),
The Pennsylvania Commission has jurisdiction over Met=-Ed's

and Penelec's retail electric sales, which together account
for about 567 of GPU's total electric sales, Jersey Central's
retail sales, representing about 39% of GPU's total sales, are
regulated by the New Jersey Commission. Also enclosed is a
copy of Argus' research notes dated 11/15/79 that describe the
backgrounds of the three new Pennsylvania Commissirners that
were confirmed by the Pennsylvania State Senate on 11/13/79.

A descripticn of the state commissions' regulatory policies
as they have been applied to the GPU companies, as well as
a brief description of CPU's federal regulatory environment,
will be furnished in a subsequent response,
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RESEARCH NOTES

Argus Utility

( REGULATORY SERVICE

PENNSLVANIA
November 15, 1979

THREE COMMISSIONER NOMINEES CONFIRMED

On November 13, 1979, the Pennsylvania Senate confirmed
Governor Thornburgh's three nominees to the Pennsylvania Public
.Utility Commission. They are expected to be sworn in during
the next week. The paragraphs that follow contain brief bio-
graphical information concerning the appointees:

Linda C. Taliaferro (Ind.) is 31 years of age and is
presently an attorney with Westinghouse Electric in Pittsburgh.
She joined Westinghouse in 1976 and is manager of Government
Support Programs for the corporation's Advanced Power Systems
Division. Prior to joining Westinghouse, she was a staff
attorney with New York Life Insurance Company from 1973 to 1976.
Miss Taliaferro graduated from Skidmore College in 1969 and

¥ received a law degree from the Boston University School of Law
(; in 1973. She has been appointed to a l0-year term running to
April 1989.

James H.Cawley (Dem.) was appointed to the unexpired
term previously held by Louis Carter, which runs to April 1981.
Mr. Cawley is 34 years of age, and has been chief counsel to the
Senate Democratic Majority since 1977. From 1975 through 1977, he
was counsel to the Senate Consumer Affairs Committee and as such,
participated in the drafting of legislation revising the acts
governing tne Public Utility Commirsion. He has participated in a
private law practice since 1974. Mr. Cawley graduated from
St. Bonaventure University in 1967 and Notre Dame Law School in

1970. 7
ﬂ /_r,x_/

/

Susan Schanamén (Rep.) was appointed to the unexpired
term previously held by Helen O'Bannon, which runs to April 1983.
Ms. Schanamen is 33 years of age and has served as legal counsel
to the Senate Republicans since 1975. From 1971 thru 1975, she
was an assistant counsel for the PUC. Ms. Schanamen graduated
from Lebanon Valley College with a B.A. in Psychology in 1968 and
from Dickinson School of Law in 1971.
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Argus Utility S ”cig:aie )

REGULATORY SE .‘wcs \v\__y o sscaus

PENNSYLVANIA
March 1979

Regulatory Authority

Pennsylvania Public Utility Commission

P.O. Box 3265

Harrisburg, Pennsylvania 17120
(717-783-1704) .

The Pennsylvania Public Utility Commission (PUC) con-

sists of five full-time members ap901ﬂted by the Governor for 10-
year terms. Members must be confirmed by a two-thirds vote of
the Senate before assuming office on a permanent basis. The
Chairman of the Commission is appointed by the Governor and
receives an annual salary of $42,500. Each other Commissioner

= receives an annual salary of $40,000. The Governor, Richard
(:“ Thornburgh (Rep.) is serving an initial four-year term which runs
to January 1983.

Became Term
Commissioners Party Age Commr. Ends Backaround
W. Wilson Gocde Dem. 40 3/15/78 4/1/87 Headed ncn-profit
(Chairman) agency involved in

low and moderate-
income housing.
Robert K. Bloom Rep. 53 1/19/71 4/1/79* Sales exec., Executive
Secretary to Governor.
Louis J. Carter Dem. 54 13/710/7) 4/1/81 Pvt. law pract., PUC
Asst. Counsel, law
' lecturer. ,
12/16/75 4/1/85 Exec. V.P. of Pa.

Micihael Johnson Den. 66
AFL-CIO, labor
. lobbyist.
Vacancy ] - - - 4/1/83 -

*Commissioner Bloom is currently erhJorlng from heart surgery and
is not expected to returrn to the Commissicn prior to the end of
als present term, however, he has been nominated for a new term
by Governor Thornburgh.

General Information 1. 4‘)C ]6]

(t : Thgrc are 599 staff positions allotted to the PUC, of
which approxamately 575 are currcently filled. The Commission's
budget is $15.7 million for the fiscal year ending June 30, 1979,

Copyright 1975 Argus Research Torporation, 140 Broadway, New York, N Y. 10005 - Tel: (212) 425-7500
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and will approximate $16.6 million in fiscal 1980. Funds for th
budget are raised by an assessment (a maximum of 3/10 of 1%}
against the revenues =f all regulated utilities in the state.
Members of the staff are se2lected by the Commiszion and, other
than division chiefs, are covared by civil service. Commission
hearings are generally conducted by Administrative Law Judges.
The staff furnishes irformation to the Commission and participates
in cross-examination of witnesses, Following enactment of new
legislation requiring that the PUC staff testify, the staff has
taken a more active role and testifies in most rate cases,

oo

The PUC has been substantially reorganized in the past
couple of years, partly as a result of legislation enacted in
1976. Each Commicsioner is now entitled to five personal as-
sistants and one clerk. In addicvion, certain other staff
personnel report directly to the Commission. Most other staff
Personnel report to the newly created position of the Directcr of
Operations, who is now responsible for the operation of the
Commission on a day-to-day basis. AaAs a result of the 1976
legislation, the Bureau of Conservation, Economics and Energy
Planning was Created, as were the Bureaus of Law, Administrative
Law Judges, and Consumer Services. While the structural re-
organization of the PUC appears to be complete, the Chairman is
attempting to make numerous other changes within the present
structure, so as to assure the timely handling of all matters
coming before the PUC, and, in particular, rate increase petitions.

In addition to gas, telephone, and electric utilities,
the PUC has jurisdiction over Private water and sewer companies,
railroads, buses, trucking and taxicab companies, intrastate air
transport, water carriers and certain intrastate Pipelines. The
Commission holds a Public meeting once a week, usually on
Thursdays. 1Its sessions are open to the public and all Commis=-
sion decisions are made at these meetings,

Court of Review

g

Commission decisions may be appealed to the Common~-
wealth Court and then directly to the State Supreme Court. A
number of cases have been appealed to the Commonwealth Court in

the past couple of years and, in some instances, the Court has
remanded cases to the PUC for further action.

West Penn Power Company appcaled the Commission's
July 7, 1976 order permitting it only a $9.9 million rate hike
out of the $24.9 million Sought on September 3u, 1974. The
Commonwealth Court remanded this case back to the PUC, requiring
additional detail concerning the basis of the Commission's
findirgs. The PUC staff and the company agreed to a settlement
of the remaining issues in this Case. However, the Consumer
Advocate objected to the proposed settlement and, therefore, it
is still awaiting final PUC action.

Pennsylvania Gas and Water Company appealed a PUC order
dated July ?, 1576, 1In whica the Commission permitted the company
only $1.3 million of the $2.6 million sought on January 15, 1975.
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inding concerning the

The Ccmmonwealth Court held that the PU 4 ‘
cted "arbitrary and
nd

o
fair value of the company's gproperty refl
capricious action on the part of the PUC a2nd a manifest abuse of
its discretion.” The Cour: therefore again admenished the Com-
mission to "disclose in some detail in its adjudications the
figures upon which its ceonclusicns are based and the methods _
employed in arriving at those conciusions." The Court determined
that a reasonable fair-value finding woulld have entitled the
company to the full increase scught and, therefore, it remanded
the case to the PUC and directed it to enter an order dismissing
the complaints and alliowing, as permanent rates, each cof the
rates proposed by the company.

aal S ]

There are a number of cases currently before the
Commonwealth Court, prcbably the most significant being Bell
Telephone of Pennsylvania's appeal of its most recent permanent
rate decision. The company is appealing a number of issues,
including the method of calculating taxes, but the most important
issue is the way the PUC calculated fair value. Other cases
before the Commonwealth Court deal with the issue of fair value
versus original cost.

~egislative Information

The Pennsylvania General Assembly is bicameral and
meets annually, starting the first Tuesday in January. The
present compcsition of the 50-member Senate is 27 Democrats and
22 Repuciicans; there is one vacancy. The 203-member House of
Represantatives is comprised of 103 Republicans and 100 Democrats.
Utilicy matters and the PUC have ranked high on the list of
attention-getting items cf the General Assembly during the past
few yecars, with 1976 being a particularly active year in which
several major pieces of legislation were enacted. During 1976, a
bill was passed providing for the creation of a Consumer Advocate
within the Department of Justice to be appointed by the Governor
with the approval of the Senate. Also passed were two bills
(Senate Bills 1216 and 1217) proposed by the Senate Consumer
Affairs Committee, which is chaired by Franklin L. Xury (Dem.).
Senate Bill No. 1216 amended the basic Act relating to the regu-
lation of public utilities. I+ provided that no general increase
may be suspended for longer than seven months beyond the propocsed
effective date, which is generally 60 dayvs after filing. The
enactment of this bill has led to more timely rate decisions by
the P'IC. Senate Bill No. 1217 amended the basic Aot that created
the PUC and defined its powers and duties. It required the
Commissioners to serve full time and increased their salaries.
The Cffice of Administrative Law Judge was created and the bill
provided for the establishment of Bureaus of Law; Conservation,
Economics and Energy Planring, and Consumer Services. I+ also
required the staff to appear ard present testimony in major rate
cases.

A number of bills were introduced during the 1977 and
1978 sessions dealing with such matters as the prcposed election
of Commissioners, rate structures, directory-assistance charges,
fuel—adjustment clauses, and the establishment of a Department of
Energy. The only substantial legislation passed during this time

. 1435 163
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legislation was enacted on Docember 2
actively to January 1, 1977.

A number of utility-related bills are again pending in
the General Assembly. The one that is probably receiving the
greatest attention Is Senate Bill No. 41l. This bill has been
referred to the Consumer Affairs Committee. Tt contains addi-
tional provisions conc=2rniny ex parte communications, original-
cost rather than fair-value rate base, particular requirements
related to the use of a future test year, initial decisions,
temporary rates, and the conszsideration of the effects of inflation
or deflation when determining a reasonable rate of return on rate
base, among other things. There seems to be increasing support
this year for the mandating of original-cost rate base versus
fair-value, and such legislation may well be enacted during the
current sessioan. .

Consumer Representation

The PUC staff is charged with the responsibility of
bringing all facts before the Commission in rate cases and, con-
sequently, plays an important rcle in support of consumer interests.
Following legislation enacted in 1976, the staff has taken a more
aggressive stance in presenting cases before the PUC. 1In addition,
the consumer advocate office brings another strong voice before
the Commission pleading the interests of consumers. The present
Consumer Advocate Offl-e is hcaded by Mark Widoff. Funds for the
consumer advocate's budget, which for fiscal 1980 is estimated
at $1.4 million, are raised by an assessment against the revenues
of the state's utilities. Major newspapers in the state include
the Harrisburg Patriot-Lvening News, the Philadelphia Ingquirer,
the Philadelphia Bulletin, the Pittsburgh Press, and the Pittsburgh
Post-Gazette.

Regulatory Innovations

In certain cases, the PUC allows a portion of non-
revenue-producing construction work in progress to be included in
rate base, and also has allowed a portior cf land held for future
use to be considered as part of rate base. The PUC had required
flow-through of liberalized depreciation tax savings, but in some
instances, has permitted normalizaticn for post-1369 plant addi-
tions. Tax savings attributabls to interes: on funds borrowed
for construction projects may be normalized for rate-making
purposes. Prior to the pact few months, the PUC permitted state
tax benefits to be normalized; however, it has required flow-
through of these kencfizs in recznt cases, and we expect this
trecatment to become stancdard in the future.

The PUC reguires the stuff to extensively audit internally
energy cost adjustment increase filings and reqular rate case data.
The PUC has established criceria for management audits and has an-
nounced that it will conduct, or cause to be conducted, manage-
ment audits of the major utilities in the state. The first

C



companies that were audited in 1%78 worz Pennsylvania Gas &

Water, Pennsylvania Power, aond Philade_.phia Suburban Viuitoer.
Philadelpaia Electric is curreatly undergcinag an audit. The
Commission has formed a 13-to-17 membzr Consumer Advisory Council,
which meets guarterly, tc keep the >UC informed abous the public's
thinking on utility matters. It also has created a Utility
Technical Advisory Council to advise it on financial and technical
matters relating to the regulation of fivxed utilities.

ns

Significant innovati 2 ing to Pennsylvania regu-
L

e} la
laticn were brought abcut by legisiative action during 1976.
These include substantial salary increases for the Commissioners,
the requirement that they serve full time, and changes in the
method and timing of approving rate increases. The new law
reguired the Commission to set guidelines for future test year
filings. The PUC has determined that future test years shall
consist of a period of 12 consecutive months which shall start
immediately after the historical year. Considering the time it
takes a company to prepare a case and the PUC to prosecute it,
the future test year is historical by the time rates can be made
effective. :

During 1978, the PUC implemented energy cost adjustment
clauses for all of the state's utilities and also permitted
emergency energy surcharges for certain companies. These actions
are discussed more fully under the section on Adjustment Clauses.

During 1978, the PUC initiated a procedure known as
"annual review." Under this plan, it is proposed that each major
company meet annually with Commission and staff members, in a
public session, to discuss the many issues and decisions made
during the year and about which the parties could not communicate
because of ex parte and other restrictions in the public utilicy
law. Among the items to be discussed are the company's construc-
tion plans and forecasts, its financing plans, and its rate case
results, and the feactlon to these by the financial community,
the company's management and the public. The sessions will also
provide the opportunity for review of management audits, consumer
complaints and special problenms develcping with relation to a
particular company. These aanual reviews were initiated under
the Chairmanship of Louis Carter and have been continued by
Chairman Goode.

During 1978, the PuC adopted service standards and
termination procedures for the utilities of the state. It also
voted to give itself veto pcwer over planned service disconnections
of residential customers during the 1978-79 winter. In February
1979, the PUC issued an order defining reporting reguirements of
the utilities concerning service termirations.

The most recent regulatory innovation adopted by the
PUC was its approval, on dMarch 22, 1379, of flexible pricing
tariffs for Bell Telephore of Pennsylvania. A Research Note
providing additional detail on this action will be issued in
early April.

064
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Chairman Coode, wizhing to maxe regulation more
responsive and timely than it has been in the past, has under-
taken a review of all of the cermission's processes and policies
in order to strearmline .o Comnissicn for more effective action
in the future. Included in nNis progran ic a catalogue of all the
Policies previously determinca Ly the Commission and a resolve to
set policies in a number of arcas so as L0 speed up the rate case
process. The Chairman's objestive is L0 process rate cases in
less than the nine months mandated by law. PUC statements en a
number of policy issucs are expected during the third quarter of
this year.

Recent Commission Act-ons

The PUC rate decisions issued since July 1974 are sum-
marized on the table on Fages 8 and 9. Most of the major rate
decisions contained in this table have been discussed in Research
Notes issued shortly after the date of the decision. For addi=-
tional detail concerning these cases, please refer to the appro-
priate Research Notes.

Major Cases Pending

There are currently three major rate actions pendin
before the PUC. 1In addition, there are a number of generic
actions being considered by the Commission. The highlights of
the rate cases are outlined below.

On Cctober 27, 1978, West Penn Power, a subsidiary of
Allegheny Power, requested a $71.6 million (19.5%) permanent
electric rate increase. The company's petition was based on its
reguest to earn a 14.5% return on common .stock equity (38.4% of
Capital) and a 9.88% rate of return con a year-end rate base for a
test period ended June 30, 1978. "An ALJ decision is expected to
be issued in this case by late June, and final PUC action is
required by August 30, 1973. (Docket No. .R-78100685)

On December 29, 1978, Columbia Gas of Pennsylvania
requested a permanent gas rate ircrease of $26.85 million (8.6%),
based on its petition teo earn a 14.5% return on common equity
(47.1% of capital) and a 9.9% rate 2f return on a vYear-end rate
base for a test ‘period that endead September 30, 1979. An ALJ
decision in this cace is axpected by late July 1979 and final PUC
action is required by September 23, 1979, (Bocket No. R-78120724)

On January 26, 1479, Duauesne Licht Company requested a
$106.6 million (20.37) barmancnt clectric rate increase based on
its petition to carn a 14.5% return on commen Stock equity (36%
of capital) and a 9.88" over-all rate of return on a year-end
rate base for a tes: yvari~a enda? Ceptanber 0, 1973, The
company alternatively pProposed it be permitted a lesser increase
of $93.3 million Prormptly. If this increase was authorized, it
proposed that i+ would withdraw its pernanens reguest. The PUC
has denied thig request. The ord of the final Suspension period
in this case is Qctober 27, 1979. (Docket lo. R=79010740)
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Regulatory Accounting

The PUC permits normalization of investment tax credit
benefits. ~1 t'2 past, the Commissicn haé reguired the flow-
through of liberalized depreciation tax benefits related to all
electric and gas utility ' .nt for those companies that did not
elect normalization under e 1969 Tax Referm Act. During the
mid-70's, however, it permitted normalization of such tax benefits
for property added after 1963. The PUC appears to have adopted a
new stance concerning further changes, however, and has recently
denied the regquests of Pennsylvania Power Company ané¢ West Penn
Power Company to adopt normalization for liberalized depreciation
tax benefits. 1In a Philadelphia Electric rate order in which it
discussed tax normalization, the PUC sitated “we consider it
improper to allow normalization except: (1) upon evidence that
the deferred taxes will in fact be paid within the foreseeable
future; or (2) wh<.re normalization is reguired by law in order to
obtain the benefits of accelerated depreciation." 1In line with
that policy, the company was treated on a flow-through basis for
state income tax benefits. These same state tax benefits were
flowed through in the recent Pennsylvania Power case and in the
Pennsylvania Electric case as well. Several companies have been
permitted normalization of the tax bencfits attributable to
interest on funds borrowed for construction projects. This
treatment was recently continued for Philadelphia Electric in its
rate case, but the PUC indicated that this tax issue would be
treated on a case-by-case basis in the future. '

e,

Adjustment Clauses

The state's largest utilities have historically had
some type of fuel-adjus:ment mechanism. Prior to 1978, some o.
the companies had an encrgy-ccst-adjustment slause and some a
fuel-adjustment clause. During the coal strike, the PUC ordered
that a temporary ceiling be »nlaced on all clauses so that they
not exceed the riate in effect in March 1978. The PUC ordered all
the state's utilities to prepare for implementation of an energy
clause. The Commission pormitted Duguesne Ligat and West Penn
Power, bota of which were hard ait by the coal strike, to imple-
ment emergency encrgy surcaarges. These were designed to allow
the companies to recover extraordinary purchased power expenses
incurred as a result of the cocal strike. As a result of the PUC
action, each of the state's major electric utilities has now
implemented a net energy clause. This clause reguires the utilities
to pass through to customers net gains from increases in inter-
change sales, but also provides for recovery of net reductions in
interchaige transactions. The energy charue of the state's
utilities contains an automatic facter which insures that the
utilities collect onlv for the actual ecost of energy consuned,
For most utilities in the state, the average lag in the electric.
energy cost adjustment clause is approximately five months. The
PUC has also adopted a levelized gas cost rate adjustment clause.

' The Commission has authorized the creation of an
independent auciting team to completely check all fuel cost
surcharges automatically passed on to ~ustoners by electric and
gas utilities. Checks by these auditors ond others have revealed
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MAJOR RAi; DECI,10NS ™ FPENs YLVANIA SINCE JULY 1974

Attri-
; Increase Increase . Test a1 tion Common
: Type — Requested Authorized Period . Adj. Equicy
Company of Amt, Amt . End Rate ROR % or as % ROE
Case Citation Svc, Date Mi1, Date $Mil.) Mo./Yr. Base % Mil, Cap. 4
=25 —=-1 - T L —= M . oo T— {‘“*- waTT— - — 2 oo M, —2P. =
Duquesne Lighe ' '
C-R.I1.D. 89 Elec. 4/30/73 62.5 7/30/74 74.8(1) 28, YE/FV 8.75 -0~ 32 14.3
C-R.I.D. 198 Elec. 11/27/74 80.6 ©7/13/76 -36.3(1) 7/74 YE/FV -0~ 33 14.9
C-R.1.D. 373 Ele~, 10/1/76 127.9 9/28/78 81.6(1) 6,76 YE/FV 9.11 -0- 35 12.6
Metropolitan Edison
C-R.1.D. 1708171 Elec. 7/26/74  71.7 6/22/76 29.8(1) 3/74 YE/Fv 9.82 -0~ 39 13.7
C-R.I.D. 434 Elec. /11771 44 3/31/78 2.6 3/77 YE/Fv b ule. 37 13.6
.-C-B=780606%6 _ Elec. O/0118 _18.8R)  3/22/78(:3495 VL v e 13,4
Pennsylvanta Electrie :
C-R.T.D. 1725173 Elec, 7/29/75  68.0 6/2/76 33.3(1) 3/74 YE/Fvy 9.53 -0~ 35 14.8
=R.1I.D. 392 Elec, 2/1/77  67.8 6/8/78 24,7(1) 12/772 YE/FV 9.56 -0- 33 13.43
Pennsylvania Power ¢ i
C-R.I.D. 243 Elec. 5/30/75 8.0 1/27/77 4.1(1) 2/175 YE/Fy 10.05 -0~ 35 14,7
C-R-77110521 Elec. 11/28/77 35.5 8/31/78 23.6 7/77 YE/FvV 10.1 -0~ 36.1 13.5(E)
: ]
Pennsylvanta Power & Light ] : i
C-R.I.D. 2218251 Elec.  3/31/75 78.3(R)  8/26/7¢ 78.3(1) 7/75 YE/Fv 9.83 -0~ 31 14.28
Phlladelphia Electric
C-R.I.D. 51460 Cas 12/5/72  12.0 9/0/74 12.0(1) 9/72 YE/Fv 8.24 -0~ 36 10.3(F)
C-R.I.D, 129 Elec. 1/31/74 136.9 3/25/17s 105.0(1) 6/74 YE/Fv 9.92 -0~ 33 15
C-R.I1.D. 227 Gas 4/3/75  14.0 11/22776 9.2(1)  12/74 YE/FV 9.9 -0~ 35 14(E)
C-R.I.D. 295 . Elec. 11/19/75 94.6 2/3/77 72.0(1) 8/75 YE/Fv 9.91 -0~ 34 14.1
C~R.L.D. 438 Elec. 8/5/77 115.8(R) 12/28/78 78.9(1) 12/727 YE/Fv 9.84 -0~ 34 13.5
West Penn Power X
C-R.I.D. 183 "~ Elec, 9/30/74 24.9 7/7/76 9.9(1) 6/74 YE/FvV 8.63 -0~ 33.6 12.9
C-R.I.D. 369 Elec. 9/29/76 46,9 5/23/78 10.6(r) 6/76 YE/FV 2.32 -0- 35 4,16
Columbia Gas _ " . ' . : .
. .C-R.I.D. 340 Gas ..3/3/76 21.0 1/24/78 6.7(1) 12/75 YE/Fv 9.92 -0- 39 13.56
- ~ ™
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Equitable Cas
C-R.I.D. 135 Cas
C-R.I1I.D. 317 Gas
C-R.1.D. 78-040598 Gas

National Fuel Gas

C-R-77110514 Gas
Pennsylvania Cas & Wtr.
C-R.1I.D. 296 Gas
Peoples Natural Gas X
C-R.I.D. 99 Gas
C-R.1.D. 205 Cas
C-R.1.D. 308 Gas
C-R-78010545 Gas
U.G.TI. Corp.
C-77110518 Gas
Bell Tel. of Pennsylvania
C-R.I.D. 196 Tel.
C=R.¥." 36} Tel.
C~k-/0120719 Tel.

3/29/74
3/31/76

4/28/78

5/1/78

11714775

6/29/73
12/31/74
1/29/76
1/27/18

11/28/77

11/15/74
11/5/76
12/72/78

11.1

7.7
17.1
14.9
14.3

12.6

116.4
139
156.3

8/20/74
9/13/77
10/23/18

9/22/178

5/11/78

9/10/74
5/17/76
7125777
10/27/78

8/25/78

6/22/76
12/15/717

o\

9.4
3.3
15.8(2)

5.5(3)
5.9(1)

12.2(1)

13.5(1)
2.2(1)
3.6

4.6

83.3(1)
38(4)

3/22/79(1)77.3(5)

(1) Date of PUC vote. Formal order not yet issued.

(2) Rates became effective 10/23/78 following PUC acceptance of settlement,

(3) Settlement agrecment approved by PUC.
(4) Revised to roughly S48 million 5/11/78. B
(5) Company agreed to lesser increase in order to stay within wage and price guidelines and implement

pricing promptly.

~ Case Number
- Return on fair value

Based on ROR of last case.

- Interin increase implemented prior to issuance of final order
= Amount of request lowered while case was in progress (latest request shown)
~ Amount of requested increase raised while case was in progress (latest request shown)
ROE - Return on original-cost common equity
ROR - Ovar-all rate of return on original-cost rate base

C

4
FV - Fair value
i

L

R

YE - Yecr-end

12/73
12/75
12/77

12/:7

8/75

3/73
12/74
12/75

9/77

3/78

7/75
6/77
9/79

YE/FV
YE/FV
YE/FV

YE/FV

YE/FV
YE/FV
YE/FV
YE/FV

YE/FV

YE/FV
YE/FV

10.

-

.25(F)
L9(F)

10.
10.

54

14

.88

.65
.65

s
-0-

o,

-0-
.

=

34

52
50.5
50
50

40

55
49

flexible

13.6(k)
13.4(E)

13.68

10(F)
14.5(E)
13.6
13.5
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what the Commiscion considers certain discrepencies. Accordingly,
the PUC has issued a number of show-cause orders to the various
utilities directing them to show cause wiiy they should not refund
certain monies to cusiomers because of the failure to enforc
specific coal purchase contracts. The alleged excess prices were
Paid durina a period wher suppliers were threatening to cut off
utilities' coal supplies. No final PUC action has yet been taken
in any of the cases, and it appears to us that refunds, if any,
will not be substantial,

«

Surcharge clauses to Pass on increases or decreases in
certain state taxes are permitted.

Regulatory Timing

As a result of the public utility bills passed in 1976,
substantial changes occurred in the regnlatory timing in
Pennsylvinia. Senate Bill No. 1216 provided that for cases filed
subsequent to October 7, 1977, ro general rate increase was to be
permit+ted withour a hearing. The Commission is permitted to
suspend a proposed rate increase, but for not more -than seven
months beyond the proposed effective date. By the end of seven
months, a majority of PUC members serving are to issue a final
decision and set forth the reason for their action. If no
decision is issued, the filed rates become effective subject to
refund. When filing for a raze increase, the comrany must give
60 days notice, bringing the tctal elapsed time from a rate
application to a rate decision to nine months. A requested
increase of 3% or less is not considered a general increase and, ‘(:
the;efore, is not subject to these hearing and suspension pro-
visions,

A utility may seek "extraordinary rate relief" if a
rate hike is "immediately neécessary for the maintenance of
financial stability,” anad if the increase will pProvide "no more
than the rate of re:urr on the utility's cummon equity" allowed
in its last case. The PUC has adopted a policy reguiring that
comprehensive flinancial and fpcrating data be filed with a
request for eéxtraordinary incerim rate increases. Requests must’
be accompanied by information showing the increase is needed to
maintain financial Stability, continue normal maintenance and
service, and to prevent substantial job reductions. The PUC must
hold and conclude hearings and must issue decisions on requests
for extraordinary relief within 30 days. Under the new law, no
temporary rates arc involved and, thus, no recoupment (or retro-
active caarges) will result,

Rate Base Deteremination

Regulatory law in Pennavivania raquires that a utility
be allowed a “fair return on the fair-value of its property used
and useful in the public service,™ n a??TVing at its fair-value
determination, the Commission ostensibly gives consideration to
the original cost of construction of the Property and its re- ;
production cost at fair average prices. While this is what is «L
supposed to happen, what clearly appears to ANapper. in the state ‘
is that the QOIIJr amount of the rate increase is determined by

; 4o 010
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considering the return on original=-cost common €julty. Cenerally
a return in the range of 12.5-14% is selected and, following its
selection, the return on fair-value rate base is determined
arithmetically. Year-end rate base is Customarily used, with
annualizing adjustments made to the income statement accounts.
Senate Bill No. 1216 provides that, in supporting a rate increase
under the new rules, 2 utility may utilize a future test year.
Such rules have been Promulgated by the PUC, but they provide
that the future test year must start immediately after the
historical year, which generally makes it historical by the time
the new rates are placed into effect. 1In Certain instances, the
PUC has permitted amounts of construction work in pProgress in
rate base when certain standards are met. The property must
generally be completed within a short time after the end of the
test period and be non-revenue producing. _

Rate of Return

In recent electric rate cases, the PUC has permitted
returns on criginal-cost rate base in the 9.112-10.1% range and
returns on equity of between 12.6% and 14.16%. Common equity has
comprised between 33% and 37% of the capital structures. In the
most recent gas company cases, the utilities were permitted rates
of return of 10.14%-10.54% and returns on equity of 13.4%-13.68%.
Common equity comprised 40%3-50% of the capital structures of
these utilities. (For additional detail concerning rates of
return authorized on rate base and on equity by the PUC since .
July 1794, refer to the table on pages 8 and 9.)

Rate Structure

During 1976, the State Senate and House passed joint
resolutions requiring tha PUC to examine the subject of rate
Structure and to look specifically into such alternatives as:
inverted rates, seasonal peak andgd off-peak pricing, higher tail
block prices, energy conservation discounts, and lifeline rates.
The PUC responded by conducting an investigation (PRMD-7) into
electric utility rate structures to determine whether rate
Structure redesign would ceénserve power and benefit+ consumers.
The socio-economic effects of rate Structure revisions were also
considered in the inquiry. The PUC filed its conclusions with
the General Assembly in December 1977, noting that the data
gathered contained internal inconsistencies ang that it was often
possible to support alternative policies. The PUC considered its
report to be both "generic and preparatory." It therefore con-
sidered the recommendations not the end, but the beginning. The
Commission reported that it learned that there is no single rate
structure or group of Structures that will solve, in a simple
manner, Pennsylvania's electric energy problems.

The Commission decided to commence the implementation
of certain recomnencations where applicable and appropriate.
Among these recommendations are *he following: (1) that electric
rate structures shoald be baced on cost-of-service principles;
(2) certain prefercntial raze schedules should be merged into
appropriate regular rate schedules; (3) declining block rates
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should be phased cut; (4) opticnal lcad factor
offered to all large residential customers; (5) extensi
studies should be undertaken; (6) experimentzl tise-of-
should be offered; (7) off-peak rates should b Ia)
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be premoted; th
maxinum single peak mcnthly peak demand should be u+tilized r .‘\
all demand metered rates; (9) master metzring should be limited
to existing locations and all new constructicn initiat~d pricr to
January 1, 1978; and (10) marginal cost concepts should be con-

sidered in the development of electric rates.
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The PUC has continued to move relatively slowly in the
area of rate structure, but has made some changes. 1In
Pennsylvania Power's last case, it permitted the company to
implement a customer charge, with no enercy in this block, and ST
required the flattening of its residential rate structure. In
Pennsylvania Electric's case it provided for a customer charge ,
and a flat rate for all energy used. The company was required to
discontinue its special heating rate in the future and to provide
a time-of-day rate for residential customers, with a premium to
be charged to these customers. The PUC -has also introduced some
new rate structure ideas in the telephone industry. Its most
innovative action came just days ago when, on March 22, 1579,
it approved flexible pricing tariffs for Bell Telephcne of
"eannsylvania. This case will be more fully discussed in a
Research Note to be issued by early April.

For Additional Information ' kT s (§‘.

For general information, contact David M. Bramson,
Director of Public Relations (717-787-5722); William P. Thierfelder,
Director of Operations (717-783-5331); or Joseph J. Klovekorn,
Director of the Office of Special Assistants (717-787-1827) .
For financial, accounting and rate information, contact Rober+: Zis
Packard, Director, Bureau of Rates (717-787-4886).

2rgus Evaluation

Until very recently, regulation in Pennsylvania was
highly politicized and extremely slow. The most certain thing
about regulation in Pennsylvania was tha*t it would be most un-
certain. As a result of legislation enacted in 1976, the time
lag in the PUC's decisions on rate cases .1as improved materially.
In addition, there seems to be a sincere desire on the part of
the PUC to react to the utilities' petitions more pre.ptly and ,
consistently. Based on the changes in the law and the PUC's more
constructive action in its most recent major rate cases, we
recently raised our rating of Pennsylvania regulation from "below
average" to "slightly below average."

WGF

446 )72



Wokb i {0
N LUt sLap . Ker.ocn avao, Prztax /m.‘,,\.‘ : f.\
Incl.s8.T. Co sge  OF R2ginaing Coverage Approx. . ., ﬁ;!. -
Tot.Rev. Debt s % End of Year of Fixed Bff. PIT Fis.Cus i v,
Major Utiliti . s 1978 12/31/78 To ..Cap. Common Equity Charges Rate (Cents) :
in Pennsylva-ia ($Mil.) (3Mil.) 12/31/78 1977 1978 1977 1978 1978 1976 1977
ELECTRIC
Dugnesne Light $ 573 $ 1,795 32.2% 9.4% B.4% 2.,6x 2.3x 26 5y Y
Metropolitan Edison(a) 311 1,091 33.9 13.1 12,9 3.4 NA 20 4.5 4.9
tennsylvania Electric
Co. (a) 432 1,235 33.2 10.3 9.9 2.8 NA 31 4.1 4.5
Pennsylvania Power
Co. (b) . 119 422 35.6 9.0 71 2.2 2.0 9 4.1 4.0
Pennsylvania Power &
Light 789 2,975 33.0 14.3 11.7 3.2 2.9 25 3.6 3.9
Philadelphia Elec- :
tric 1,457 4,302 34.3 9.6 6.3 2.3 2.4 25 4.9 5.3 LS
W
West Penn Power Co. (c) 440 997 34.1 14.5 13.1 3.9 NA 39+ 3.3 3.4. '
GAS :
Equitable Gas Co. 194* 262* i4,.8* 11.9 NA 3.3 NA 39+ —-— --
National Full Gas 550 430 46.0 9.7 10.3 2.9 2.9 31 - =
Peoples Natural Cas(d) 227* 208 55.4* 8.6 NA 3.3 NA 41* - -
UGI Corp. 220* . 244+ 43.3* 10.6 NA 3.4 NA 38* -— -
~TELEDIONE
<Bell Telephone of S
Q$§\Pennsylvania 1,456* 2,935% 58.4 10.1 NA 4.3 NA 41% - ==
‘TGeneral Tel.of Pa. 118*% 267% 42.6* 11.8  NA 3.2 Na 41* - -
bN(a) A subsidiary of General Public Utilities
(b) A subsidiary of Ohio Edison
(c) A subsidiary of Allegheny Power
(d) A subsidiary of Consolidated Natural Gas
*1977 Results March 1279

[



Richard B. McGlynn

NEW JERSEY
October 1979

Regulatory Authority

New Jersey Board of Public Utilities

101 Commerce Street

Newark, New Jersey 07102
(201-648-2017)

The New Jersey Board of Public Utilities (BPU) consists
of three full-time mebers appointed by the Governor for over-
lapping six-year terms. Members must be approved by the Senate
before assuming office. Legisla“ion was enacted in 1977 creating
the Department of Energy (DOE). The Act created a new cabinet-
level department and transferred the old Department cf Public
Utiliites and its functions to the Board of Public Utilities,
which is a part of the DOE. The President of the BPU is desig-
nated by the Governor (with the consent of the Senate). Each
Commissioner it paid an annual salary of $49,000. The present
Governor, Brendan Byrne, (Dem.), is serving a second four-year
term, which will conclude in January 1981.

Became Term

Commissioners Party Ag: Commr. Ends Background
George H. Barbour Dem, 82 10/5/76 3715/79* State Assembly Ass't.
(President) Majority Leader,

State Deputy Atty.

Gen., pvt. law
practice.

Rep. 40 3/3/76 3/15/83 County Ass't. Prose-~

cutor, State Dep.
Atty. Gen., County

’ Dist. Court Judge.
Edward H. Hynes Dem. 33 3/16/78 3/15/81 Private law practice,
State Assemblyman.

*May continue to serve p2nding appointment and confirmation of successor.

General Information

“he staff of the BPU consists of approximately 230
members and its budget for fiscal 1980 is roughly $6 million.
Funds for the budget are raised by a maximum one-sixth of one
percent assessment against the revenues of all regulateu utilities
in the state. Most of the members of the staff are selected on
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the basis of Civil Service examinations. AS a result of 1378
legislation, hearings in contested cases are now conducted by
Administrative Law Judges (ALJ's) assignec by the state Office
of Administrative Law. If no BPU action is taken on an AlJ's
proposecd order within 43 days of issuance, then the proposed
craer becomes final. The Commissioners sit in on some portion
of special cases and elso hear oral arcument on particular issues.
During 1379, all three Commissioners heard the entire Jersey
Central Power & Light Company case. They did so because of the
urgency of the matters in the case, which was related to the
Three-Mile~Island incident. £Staff members, from time to time,
appear as witnesses and present testimony in certain proceedings,
and the staff regularly furnishes the Board with positicn papers
on major lssues.,

In addition to gas, telephone, and electric utilities,
the BPU has jurisdiction over private water companies, sewage and
solid-waste disposal companies and cable TV companies. Regular
Board conferences are generally held on Thursday mornings and
major cdecisions are usually issued following these meetings. All
Board meetings are now open to the public.

Court of Review

BPU decisions may be appealed to the Appellate Division
of Superior Court of the State of New Jersey and then to the New
Jersey Supreme Court. By and large, state court decisions have
upheld the Board on most major issues. On September 29, 1977,
the Appellate Division issued a decision which essentially called
on the Board to issue its rate decisions more promptly. The
Appellate Division order came in a ruling on a case filed by
Lambertville Water Company on June 28, 1974. A final decision
was not issued in that case until March 25, 1576, with rates to
become effective May 1, 1976. The Court ruled that the new rates
should have become effective as of May 1, 1975, in line with
state statutes providing that rate cases must be acted upon
within eight months. The BPU appealed this decision, was granted
certiorari and, on May 7, 1979, the State Supreme Court ruled
that the oricinal BPU action was appropriate and it therefore
reversed the Appellate Division ruling. This action means that
Lambertville Water will not be permitted to collect the rate
increase retroactively. The Court ruled in this way because the
final Board action was taken following a company request for
reconsideration. It noted that the initial Commission order had
been issued in a timely fashion, considering the company consent
to a 30-day extension. The Court noted that as long as the Board
has @ rational basis for its action, its decisions will be con-
trolling. The Court action leaves unclear whether a utility may
be permitted to collect a rate increase retroactively if the BPU
fails to act during the prescribed :uspension period.

. During 1978, the New Jersey Superior Court's Appellate
Division upheld a 1976 decision of the BPU that had denied, in
its entirety, New Jersey Bell Telepnone's request for a permanent
rate hike of $157.8 million. The Court held that the company had
not demonstrated that the Commissioners were irresponsible in the
way they carried out their duty. Also during 1978, the New
Jersey Supreme Court ruled that the Board had exclusive juris-
diction concerning consumer fraud complaints against Tlf?),tm)/S
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utility company. The Court noted that the company's cost of
capital would rise if indivicual customers were permitted to sue
the utilities and collect damages from them, thereby increasing
the cost of service to all other customers over the long run.

te in 1977, the Supreme Court .ssued a decision in
the Redi-Flow case, wnich tended to guestion the legality of
fuel-adjustment clauses in the state. There were no further
challenges to fuel-adjustment clauses for a couple of years,
since the Board began holding hearings under the procedures of
the levelized fuel-adjustment clause. However, the Division of
Rate Counsel has challenged Atlantic City Electric Company's
recent bid for a fuel-adjustment increase, contending that it
does not fulfull the necessary conditions of the state statutes
authorizing rate increases. The Rate Counsel reqguested the BPU
to dismiss the fuel-adjustment regquest, but the Board denied this
proposal. The Rate Counsel appealed the Board action, and it may
be finally adjudicated in the State Supreme Court. In this
particular instance, the issue is not so much whether the company
should be entitled to collect revenues to offset higher fuel costs,
but the timing of the revenue collection.

Legislative Information

The New Jersey legislature is bicameral, with the
Governor having veto power. It meets annually and the normal
meeting days throughout the year are Mondays and Thursdays. The
makeup of the Assembly is 53 Democrats, 26 Republicans, and there
is one vacancy; that of the Senate is 27 Democrats, 12 Republicans,
and there is one vacancy. During 1977, a number of utility bills
were introduced, discussed and not adopted. However, a si<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>