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the desired degree of reliability) as he determines is

[ S

appropriate; and

(4) providé on a formal or informal basis such
appropriate technical assistance as is requested by a
State regulatory authority, electric utility, or nonregu-
lated utility. ‘

S v b W

Rll‘he text of H.R. 6831 appears in part 1 of these hearings.]
r. OTTINGER. We are very pleased to have with us this morning
another man who has been deeply involved in this subject, as the
Environmental Commissioner for the State of New Jersey, and now
the Deputy Administrator of the Federal Energy Administration in
Washington, the Honorable David Bardin.

David, if you would introduce the two gentlemen you have with
you, one of whom looks quite familiar, we would be pleased to have
your statement. -

STATEMENT OF DAVID J. BARDIN, DEPUTY ADMINISTRATOR,
FEDERAL ENERGY ADMINISTRATION, ACCOMPANIED BY ROB-
ERT F. HEMPHILL, ASSISTANT ASSOCIATE ADMINISTRATOR
FGR CONSERVATION POLICY; AND ROBERT NORDHAUS, OFFICE
OF ENERGY POLICY AND PLANNING, EXECUTIVE OFFICE OF
THE PRESIDENT

Mr. BARDIN. Mr. Chairman, the stranger at my right, your left, is
Robert Nordhaus, member of the energy policy staff in the White
House. At my left, your right, is Mr. Robert Hemphill, the Associate
Assistant Administrator for Conservation Policy at the Federal
Energy Administration. They and other members of the staff who
are with me here in the room today have the expertise to supple-
ment as need be the remarks and information I am able to supply,
and answer to the committee’s questions.

It is indeed a pleasure to appear before this subcommittee and
you, Mr. Ottinger, because we appreciate the leadership that Chair-
man Dingell, the members of the subcommittee and you, have
exercised over the years in pointing out the problems we are
discussing today. Helping to find the way to new directions, to new
solutions, to growing, serious problems.

The electric utility industry, specifically the natural gas industry,
other utilities more generally, have problems today in the changing
economic climate which simply have to be addressed. The legisla-
tion we are dealing with is perhaps more than most geared to
enable the utility industry, and those who regulate the utility
industry at the State level, to perform at their best in solving the
problems by removing impediments.
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I will have a detailed statement covering the entire subject
matter of these hearings that the subcommiftee has scheduled
which I will submit for the record at the appropriate time.

Mr;i OrmiINGerR. Without objection, that will be included in the
record.

Mr. BarpiN. Today, I would like to provide an overview of those
asgects of the national energy plan that President Carter has
submitted which are directed at improving both the energy and
%:onomic efficiency of the natural gas and electric utilities of the

ation. ‘

I will not reiterate the need for a comprehensive national energy
program or the rationale for those specific proposals which are not
directly relevant to today's hearings. But, let me emphasize that the
pro, Is you have under consideration today are part and parcel of
and should be viewed in the context of the entire national energy
plan which President Carter has proposed.

For example, efforts to encourage increased enerfy efficiency and
coal conversion through tax credits and through selected regulatory
measures must be coupled with appropriate energy pricing and rate
structure reforms, which are those under discussion today, in order
to be fully effective.

Similarly, the insulation incentives which arise in other portions
of President Carter’s proposed legislation will work together with
the measures we are discussing today to help reduce the peak loads
that the electric utilities experience. Particularly the peak load in
the summer air-conditioning period.

So, the relationship among these proposals that President Carter
has made should always be taken into account.

The utility industry is our country’s largest, measured in terms of
capital investment. Historically, utilities have also been one of the
most rapidly growing industries and until very recently one of the
most stable industries in the United States.

It is worth thinking back. One hundred years ago there was no
electric utility industry, in this country. There was a gas utility
industry which was entirely different from what we have now. It
was a gas lightinf industry.

Over a series of decades a group of pioneers, geniuses, Thomas
Edison, and others, built up an industry from scratch. They built it
up through a combination of engineering and technological genius,
represented by Thomas Edison, and by acute financial acumen,
represented by his secretary, Samuel Insuli. They learned the
tricks, the techniques of how to market electricity. In doing it,
particularly around the turn of the century, they developed the
1gstit(;1tions of utility rate design which have been with us almost to
this day.

These institutions were a set of promotional rate devices which
were suitable to encourage greater use of electricity at a time when
expanding the usage base meant a chance to build more generation
on a larger scale, and a lower unit cost.

This kind of promotional exransion in the early days of the
utility industry was a successful effort to achieve economies, both
from the point of view of the profitability of the corporations
involved and either through competition or regulation, ultimately
regulation, for the benefit of the consuming public.

-
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For several decades in this century steady and, in much of the
century, declining real prices for electricity and natural gas com-
bined with convenience and cleanliness of use, as well as the
general economic growth of our economy, spurred increasing de-
mands for these electric and gas energy sources.

The share of the total national energy demand accounted for by
electricity and gas increased from 31 percent in 1950 to about 52
percent in 1975.

The conditions which prevailed until the start of this decade, and
which supported these historical growth trends, no longer prevail.
So, utilities are providing service in a changed economic environ-
ment. The country must move 3uickly to adapt to these changes if
we are to avoid dislocations and error :3' the inertia of continuing
to do business too long under outmoded methods.

The most important of the realities are these. Abundant domestic
supplies of low cost natural gas are a thing of the past, and no
longer available. Limitations of domestic production have forced
extensive_curtailments during the winter months when demand is
high. Winter is the k, the highest peak of the year for many
utility systems, for all the natural gas systems. It is a significant
peak even for those electrical systems which have their highest
peak in the summer.

The cost of imported oil has risen dranratically, and the risk of
supply interruption now concerns us. Some of our utilities have
already become degendent on imported oil sources.

Rising fuel costs have seriously affected electric utilities. This has
brought into sharp focus the way in which imbalances or inequity of
the rate structures impact upon electric consumers. Our constitu-
ents are aware as never before in recent memory, and they raise
questions and have doubts about the electric rate structure.

The costs of added base load generating capacity have more than
doubled in the past decade. It is no longer generally true that
utilities can lower their overall costs by building large, new
powerplants.

This is simply a fact, that the engineerinieprofession has appar-
ently squeezed out the economies that can squeezed out in the
per kilowatt per unit of capacity design of powerplants. We are now
at a point where each new unit of capacity, each new increment of
capacity, is costing more, and raising the average cost rather than
costing_less per unit as it has historically from Thomas Edison’s
time up to the very recent past.

Finally, peak loads have risen faster than total consumption,
stimulatinq.hthe need for new powerplants and prompting rate
increases. The average load factor, the ratio of average load exper-
ienced by utilities to peak load, has declined in the most recent

ears. The history of the electric utility business ever since Samuel
nsull identified high load factor shows the key to high profitability
has been to raise load factors.

For many years there had been success. Then the air-conditioning
revolution overtook this country. With it came a shift to a much

" faster rise in peak loads.

Interestingly, in the early period, when air conditioning first
came in, it brought an increase in load factors because it offset the
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winter peak by creating a second peak. This led to better utilization
systemwide and, therefore, increases in the economic profitability of
utility systems.

Now as this summer peak has overtaken the winter J>eak in
system after system, we have had a steady decline in load factor.
For example, in New Jersey utilities load factor has declined for
quite a few years—nationally, this is true for the most recent years.

To meet this peak demand, utilities have had to use less energy
efficient generators, which rely largely on natural gas and oil,
including the gas turbine peak generator, and simply the use of
older, less efficient oil burning plants.

Let me emphasize that these conditions are not temporary prob-
lems that can easily be overcome. Rather, they reflcct a fundamen-
tal change which has overtaken the economics of the utility indus-
try. This change is affecting every consumer of electric energy in
the country. Successful adaptation seems critical therefore to the
Nation’s energy future, and our economic well being. It will require
adjustments, extensive adjustments, in regulatory policies and prac-
tices governing the industry and, more important, in the operation
of the industry itself.

Forward looking State regulatory commissions have recognized
these problems. The{l have moved aggressively towards some of the
same solutions which we seek by the legislation before you today.
Thus, actions of New York, Wisconsin and California seem particu-
larly noteworthy. Moreover, certain utility corporations have been
in the forefront of experimenting with new rate forms.

Both the Los Angeles Department of Water and Power and the
Public Service Gas and Electric Company of New Jersey have
participated in rate reform demonstrations sponsored by the Fed-
eral Energy Administration.

The Wisconsin Public Service Company has moved on its own
toward time-of-use pricing. So-called peak load pricing encourages
the consumer to purchase more of his power needs off peak, by
offering him a rate incentive, and a choice. A choice which more
and more utilities have offered, at least to some of their customers,
a choice which we suggest ought to be offered across the board.

I would like to illustrate with just two demonstration materials
that we brought with us.

In the chart on the easel, we have graph data from two Cannecti-
cut sample groups, these are customers of Connecticut Light and
Power Company who are testing in their own home residential
applications—this is not fancy commercial or industrial situations,
but just in-home use—they are testing the concept of using more of
their electric appliances off peak.

The hours are shown on the bottom as running from 1 to 24; that
is, from midnight to midnight. The system peak would be in the
middle hours, around 10, 11, noon and going on to 3 and 4.

The black line—that is to say, the upper line on the bar greph—
represents the control group. The control grouY has no opportunity
to save money by charging the time it uses electricity. It is being
charged the same price per kilowatt hour morning, noon and night.
The lower line is the test group; that is the red line. They have the
opportunity to pay less if they use more of their power needs off

HHT O-TT-vol.1-6 5
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peak, if they run the dishwasher, the clothing unit, if they shift
their air conditioning use a little bit, so they run more of their
appliances off peak.

ou will see there is a substantial gap in the use. An actual shift
in load has taken place in the test group. The load is the kilowatt—
not kilowatt hours, not total energy—but the kilowatts. They are
now imposing demands on the generating facilities of the utility, at
different times of the day. The control group was buying under
ordinary circumstances, and are imposing their demands through-
out the late afternoon and evening hours. The test group are
imposing much less demand in those periods.

This makes space available, as it were, for the commercial cus-
tomers of that same utility to use electric power during the daytime
business hours, with a better overall load factor, a more efficient
utilization of the electric generating plant of that utility, Connecti-
cut Light and Power.

Now, you can ask, why don’t we do it ever{where. Let me just
show you something that to me illustrates why.

Here is a meter, a standard electric meter that has been sold for
years and years all over the country. It is mass manufactured by
one of the biggest companies in the business. You can see after-
wards its name on the name plate. It costs about $40. It has in it a
single set of metering devices which go 24 hours a day.

ere is an article of commerce which is available in small
numbers, but commercially available—you can get a price quoted—
for insertion in that same kind of meter, as a substitute for the
measuring device. You will see that the little insert has both red
and black meters. It is exactly the same technology for metering
that you use, except you alternatively meter on peak, which is red,
or off peak, which is black. It is attached to some kind of timing
device. It could be the little clock timer which people use to turn
fiigh_ts on and off in their homes automatically, or any other timing

evice.

Now, this little insert today is quoted by the manufacturer at a
price of $75, almost twice what the total meter costs. What is the
reason? It is very simple. We are not yet at the point where we are
manufacturing this little insert. Much less, are we at the point
where we are applying our technological capacity and know-how to
design a time of day metering s¥stem which is a better mousetrap.

After all, this mousetrap simg y takes the old thing and divides it
into two pieces with a switch hack and forth. When we apply our
technological genius, we will undoubtedly come up with something
which is entirely better.

Now, in my judgment, gentlemen, the legislation which is before
you today reflecting the efforts of this subcommittee and its chair-
map over many months, and the proposal of President Carter April
20, is simply enabling legislation, which will send the signal out to
America that we want that chanfe made, we want it made
innovatively, imaginatively, creatively.

Let's apply our technol across the country to do it in a cost
effective and efficient way. If you in the Congress send that signal
out, I truly believe that American technology, American utilities,
American state regulatory commissions, will follow through—each



- 73

a little bit differently—but will follow through to iranslate that
general signal into a cost effective action to make better use of our
electric utility plant.

The bill before you would stimulate consistent progress across the
Nation in the direction of need shown by the States and the
individual utilities that have gone ahead.

What would the bill do? It would require electric utilities to
abandon declining block rate structures. These discounts for the
largest use were initially instituted to encourage greater electricity
consumption during a period when expanding production actually
reduced overall costs.

These declining block rate structures made very good sense at one
time. Most students of the industry now realize that the changing
economic conditions of the industry, which I have described, mean
that costs do not decline with increasing consumption.

The bill would require that over a period of time all utilities
adopt rates which take account of costs that differ by time of use,
and that the rate structures thus generally reflect the actual costs
of service. Most major utilities have adopted some form of rates
which charge more during those times of the year when demand for
electricity is highest.

In New Jersey, for example, one utility as early as 3 years ago
offered this kind of feature at least for some of the big customers in
the industrial and commercial class. The utilities that have made
these reforms already have rate structures which better reflect the
actual costs of service. Time-of-use rates, which reflect the changing
costs of providing electricity on a daily basis, are potentially- even
more equitable than the ones that simply reflect the seasonal
differences, summer versus fall, winter versus spring.

When demand is highest, usually from late morning to early
evening—although that may vary with the utility and the region of
the country, geographic and economic E:rticularities, but when the
demand is highest—customers would charged a higher rate to
reflect the added costs of the peaking capacity required only to
serve demands during this period.

Similarly, those who used electricity from late evening until early
morning, when demand is less, would be charged a substantially
lower rate.

Another feature of the bill would direct utilities to make avail-
able time-of-use rates or load management devices, actual control
equipment, to all customers on a voluntary basis.

Time-of-use rates can be combined with a variety of techniques to
control or lower a customer’s use of electricity during times of peak
demand. Time-of-use rates, a peak load pricing technique, together
with selected load management practices, not only would more
equitably distribute the costs of electricity among all customers, but
would also reduce overall utility costs by lowering peak demand and
reduce the need for generating capacity.

Now, let me emphasize that there are factors at work on the
utility industry as a whole which are tending to raise their overall
costs, and forcing increases in rates. But, more efficient use of that
electric utility plant will slow down the incfease in rates, will tend
to check the increase in rates, will make a better economic use of
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wlhatt we as a country have in the way of investment in the utility
plant.

Further, the bill would provide general comprehensive authorit
for the Federal Power Commission to order interconnection, wheel-
ing, and power ling. These authorities are necessary to insure
competition, and economic efficiency in the bulk power market.
They would enable interconnection of those few systems not now
interconnected, providing access to bulk power for purchasers not
directly tied to sellers, and stimulating the use of centrally dis-
patched electricity on a regular basis—a mode which already covers
close to 40 percent of the electricity in the country, and could be
extended.

Centrally dispatched systems have the advantage of being able to
make the most ‘economically efficient use of all the generating
capacity available within a given system, group of utilities in the
power pooled area.

The bill further would provide authority for the Administrator of
FEA to insure that utilities buy and sell electricity at
nondiscriminatory rates to industries that could generate electricity
and provide authority to the Federal Power Commission to order
utilities to allow such industries to interconnect with the utility
system, and to wheel their excess power to other utilities when
necessary.

Cogeneration—that is to say, generation of both industrially
processed steam and electricity in the same facility, rather than in
two separate facilities—can double the efficiency of.separately
generating industrial process steam.and.electricity. The use of
cogeneration has been hindered by economic, institutional and
regulatory barriers which the proposed new authorities would
overcome.

The bill would direct that natural gas utilities replace their
declining block rate structures, their discounts to large volume
users, with other rates which more accurately reflect total cost. The
discount imbedded in declining block rate design was instituted
during a period when natural gas supplies were plentiful and there
was a need to spur demand to justify the high initial investment
costs of bringing natural gas to consumers. But, that period has
passed, as last winter so graphically demonstrated.

Now, these are truly significant and far-reaching reforms, Mr.
Chairman, and I believe that we share a widespread belief, both as
to the need for such reforms and the general direction they should
take. The question remains, should there be national legislation to
prod and stimulate towards those reforms.

In our judgment, national legislation is necessary, for several
interrelated reasons.

The individual State endeavoring to adopt these reforms is likely
to be subject to intense pressure from those benefiting from the
current Sf'stem. Many State regulatory commissions are deterred
from implementing rate structure reforms because of concerns that
the State will be thereby placed at a comparative economic disad-
vanta%e in relationship to industry attraction by other States.

If all States are required to move in an essentially consistent
fashion, that concern will diminish.
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Thank yofl very much. I would welcome any questions that the
committee has.

[Mr. Bardin’s prepared statement follows:]
STATEMENT OF DAVID J. BARDIN, DEPUTY ADMINISTRATOR,

FEDERAL ENERGY ADMINISTRATION

Mr. Chairman and members of the Subcommittee, it is a pleasure
to once again appear before you to discuss components of the
President's proposed National Energy Act. Today I would

like to provide an overview of those aspects of the national
energy plan that are directed at improving both the energy
and economic efficiency of the Nation's natural gas and

electric utilities.

I would like to emphasize that the proposals you have under™
consideration today should Lre viewed in the context of the
entire national energy plan as proposed by the President.

For example, efforts to encourage increased energy efficiency
and coal conJersion through tax credits and selected regulatory
measures must be coupled with appropriate energy pricing and
rate structure reforms. There is an important relationship
among the proposals the President has made in this regard

which should always be taken into account.

Prior to discussing the specifics of Title I, Part E of the
National Energy Act, which is the subject of today's hearing,
I would like to provide a brief perspective on the utility

industry.
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average cost of electricity generated from new plants is
higher than the average cost of electricity generated from
existing plants. Thus, rates that promote the increased
consumption of electricity, particularly during periods of
peak demand, will raise tﬁe average cost of electricity and
cannot be cost justified. One significant benefit of the
conservation aspects of this and other parts of the National
Energy Act is that reductions in electricity consumption
reduce the peed for new capacity which result in a reduction
of the average cost of eigctriclty below what it would have

been without the conservation measures.

During the course of a day, the demand a utility is called

on to meet varies considerably. The utility meets the load o
by using essentially three different types of generating
equipment: peaking, cycling and baseload. As the name
implies, peaking equipment is operated over the short intervals
of time when the utility'’s load is the highest. Because

this generating equipment is only used a small fraction of

the time, utilitie§ tend to purchase peaking capacity that

has the lowest capital costs even .though it is least energy

efficient and is generally fueled by oil or gas.

In 1976, all fossil fuel plants that operated approximately
25 percent of the time or less consumed an average of 22
percent more fuel for each kilowatt hour they generated

than plants operating 50 percent or more of the time.

10
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Further, 76 percent of the kilowatt hours generated from

these plants were derived fram oil or gas.

Because the generators that satisfy peak are less efficient
.and use higher priced fuels than baseload generators and
must amortize their capital cost only over the limited time
they operate, the cost of generating electricity is higher
during peak hours than during the off-peak hours: For the
most part, present utility rate structures are not time
differeﬁciated, resulting in off-peak users subsidizing on-~

peak users.

By_charging higher prices at the peak when the costs of
generating are the highest, several important goals are
achieved. First, economic efficiency is increased by
eliminating the implicit subsidy for peak users in today's
rates. Second, some demand will be shifted from the less
efficient oil-fired peak generators to thé more energy
efficient predominately coal and nuéieax fueled baseload
generators. fhis yields a savings in total energy and ;ven
more savings in oil and gas consumption. Third, the utility
can hetter utilize its capacity and, therefore, would require
less capacity to generate a given amount of kilowatt hours
of electricity and, to the extent that the electricity is
generated wiéh coal or nuclear, the fuel costs would also be
lower. All of these factors combine to lower the average

cost of electricity;

M7 0-T-val.1-7 11
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by-product. That byproduct heat generally goes to waste,
since in almost every case the latent energy in the spe;:
steam exhausting from the turbines is not now productively
exploited. Because steam lines are expensive, this latent
energy usually cannot be economically used unless the place
where the electricity is generated and the place where the
spent steam can be used are in close proximity. Further,
maximum economies can only be realized if the time demand
for the steam and the electricity can be matched. The ideal
situation rarely exists within a given industrial plant.
Therefore, cogeneration is most economically attractive when
the industty can sell its excess electricity and buy additional
electricity when it is required. The energy efficiencies
of cogenerating process steam and electricity can double the

efficiency of separate generation. .

Industrial cogeneration of electricity and useful thermal
energy is not a new concept. It is rather a concept that,
because of changed energy economics, is ready for a re-
vitalization. In 1950, 15 percent of the electrical energy
was generated in conjunction with industrial processes, but
currently this figure is only 4 percent. Low fuel costs of
the past allowed utilities to aggresively promote rates
designed to lure industrial customers away from self-

generation.

12
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STATEMENT OF ROBERT W. FRI, ACTING ADMINISTRATOR

ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION

Mr, Chzirman and Members of the Subcomrittee:

I appreciate the opportunity to share with you some thoﬁghts on the

future use of electricity in this country.

Becauce it 1s so convenient and has so uany applications, the use

of electrcity in the U.S. has expanded dramatically throughout most of
this century. The Armerican utility system has respond?d to growing
demand by supplying services unexcelled anywhere in the world. And,
until the last few years, it has done so at a declining real price.

The combination of coavenience, excelleat service, and modest cost to the
consuner has had impressive results, for electricity has grown at about

twice the rate of total energy.

But now the winds-ave shifting. Even tlhough electzicity is clearly
convenlent from the users' point of view and is efficient in most

end-use devices. its generation encoppdses an inherent incfficiency.
When a single unit of energy is consumed, for example as electricity

in s stove, a light, cr a cctor, three units of energy must be burned

e

in an electric generating plant. Thus, for every Btu of electricity saved

at the using cnd, threz Piu's

Q

€ pricary fuel are saved back at the power
plant. It is thus aprzreat th:at the conservation of electricity can be

an impressive rultirilzr Zor the conservation of primary fuels.

Now it turns out that zw2 siucht fuels, oil and natural gas, produce some
35 percent of the elcczricity in this country. Since a major objective
of the National Fnergy Plan is to reduce their consumption, savings at

the power plant becozz partfcunlarly irpeoctent.

13
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More specifically, c¢il ard natural gas are the principsl fuels used in
generating peaking pover to mezt short Curatlon load demand. Peaking
power generators arc less efficient than base lead gonerators. Because
the capital cost should idnrally be amortized over the limited time they
operate, the cost of éenarating electrié&ty is higher during peak hours
than during off-pcak hours. But most electricity utiiity rates are not
tive-dependent, meaning that peak-load electricity consumers pay the

same as those who rely on off-peak or base lead pouer.

This situation is at the heart of the econnmic efficioncy problem faced

by utility operations. For one thing, renagers heve no means of coercing
their customers to take energy conservation measure and thus avoid the
requirement for additional generating capacity. Moreover, customers

lack the incentive to reduce peak demands because they are not required

to pay the real cost of the production of the electricity to meet them.

The President has addressed this problem in the National Euergy Plan by
proposing the enactmant of comprehensive utility reform legislation
requiring the phase-cuz of prcenotional declining blocﬂ and other utility
rates thut do not reilsst cests, Under the plan, electric utilities would
be required to offer Jzfly nif-peak rates. Differcntial off-peak and

high peak rates woulZ zcnsezuantly provide a strong incentive for customers
‘to shift from peak to cif-resk usage.

‘ihe President’s propaszl would shift deorand fron less efficient oil and gas
fired peak generators tn more efficitnt coal and nuclear base-load

generators,

14
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Not only would energy as a whole Le savad, tut nore importently, the
use of oil and natural gas would decline. The result of this would be
a flattening of utiljty load curves. The fletLer thess curves are,

the uore cfficiently utilities can operate and the less capacity they

rcquire to generate a given azcunt of electriczl power.

Another option for reducing peak denand is load manageient. The
ERDA Load Manzgement Progran eddresses both nc2y and long term systems
eftficiency. This cap only lLe accormpliched Ly analyzing the impact of

and combining the best features of direct &and indirect control, customer

ERDA is new working on the follouing projects within the load
Managenment Plan:
o Two demon=t:zticns of two-way compunictations systenms
vital to loz? ranazenent and system automation.
o Analys;s ci 2lract lcal contrcl for non-gencrating (usually
rural) ut!liziss,

o Impact of Iisrarze? genaration and storage on the electrical
delivers svs:iaz,

o Creating 2 =7 mcdz2l of the power distributicn lines to study

comaunicatizn alternatives using electric conductors.

o Moise énalysis of the poaver 1limes to dastermine frequency
cpectnuan. of existing noi2,
o Analysis of the Durorca. axperienie, on load maragement,

idontifying criginsl antivation, oo womics, effects, etc.
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COPY' AVAILABLE |




=i

109
Actions that rcduse peald derand and csucwrage the cogencration of elazctLricitv
and process Mt in industry will sesve te redace the future growth rate
of clectricity. It is estimated that the qrosth rale of electricity can
be veduced frovn the histeric 7% to a-ost 4 o 57 per year batween now and
1985. In the period from 1985 to 2070, the qurailr rate of electricity
is anticipated to declinc even more, to something hetireen 3% and 4%
per year.
Such-declining growth rales arise in part from neadiction that the use
of electricity will saturate more and more applications in the years ahead.
As this happens, demand grewth for electricity must eventually approach
that of total energy. W2 have always known this was going to happen
sametime, and it behooves us to recognize that this is happening and we
should account for it in our planning. In view of this likely decline
in-growth rate, we think it particularly important to expand the role
of utility industry, as provosed by the President, into additional energy
areas such as becaning a focal point for the localized introduction of
conservation technolngies. Indeed many utilities have already beqm
programs in this area. Already, we are beginning to, see a fundamental
change in the growth of electricity as we set about to al:ering our

total energy use patterrs.

Mr. Roger LeGassie, Assistant Adrinistrator for Planning, Analysis

and Fvaluation and I will te glad to answer eny questions.

Mr. DiNgeELL. Thank you.
Mr. Costle?

STATEMENT OF HON. DOUGLAS M. COSTLE

Mr. CostLE. I will make just veri;' brief remarks, Mr. Chairman.

We strongly support at EPA the National Energy Plan, and
particularly are pleased with the fuel emphasis of energy conserva-
tion, to accompany increased coal production.

One of the basic tenets of the plan is the increased utilization of
domestic fuels must be accompanied by strong efforts to both
conser;re energy and by stringent endorsement of environmental
controls.
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In addition to decreasing dependence on foreign sources of energy,
the conservation elements of the plan clearly imply more efficient
use of the resources that we will need to use, and just inherent in
that will be less waste, and, therefore, less environmental damage.

I think I arrived early enough to hear a great part of Mr. Bardin’s
testimony this morning, and he covered a lot of the points that I
would also make. .

I think load management is one of the real opportunities for
reform in this area, and while recognizing it is a difficult and
comli)lex issue, it is well worth pursuing all the way to an end
result.

I think with that, Mr. Chairman, with your permission, I will
submit the formal remarks for the record.

Mr. DiNGELL. I think that would be entirely appropriate.

[Mr. Costle’s prepared statement follows:]

TESTIMONY OF DOUGLAS M. OOSTLE, ADMINISTRATOR
OF THE U. S. ENVIRONMENTAL PROTECTION AGENCY
TO THE SUBCDMMITTEE ON ENERGY AND POWER
HOUSE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE
MAY 19, 1977

Mr. Chairman and members of the Subcommittee:

I am Douglas Costle, Administrator of the U.S. Environmental
Protection Agency. I am accampanied today by James M. Speyer,
Director of EPA's Energy Policy Staff. I am grateful for the
opportunity to appear before this Subcamittee during its consideration
of the proposed National Energy Act, an important piece of legislation
from the standpoint of envirommental protection.

In my testimony today I will discuss Part E of the Act, the
section containing proposed changes in requlatory policies affecting
electric and natural gas utilities. The changes in regulatory policies
suggested by this section are extensive and would affect utility
rate structures, energy use patterns, and the amount of fuel and
generation capacity that will be required in the future. 'I"he proposed
measures are designed to encourage conservation and to improve the
efficiency of energy use.

The U.S. Environmental Protection Agency strongly supports the
National Energy Plan, with its dual emphasis on conservation and

increased coal production. One of its basic tenets is that
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increased utilization of damestic¢ fuels must be accampanied by strong
efforts to conserve energy and by stringent enforcement of environmental
controls. We are therefore quite pleased with the conservation-inducing
features contained in Part E of this Act. \

In addition to decreasing dependence on foreign sources of energy,
conservation implies more efficient use of our resources and means
that we will suffer less environmental damage. Reduced energy use
allows us to do less strip-mining, subsurface mining, and oil drilling,
with their attendant negative consequences -—— soil erosion, siltation,
subsidence, and the generation of solid waste. Less mining activity
means there will be less acreage to be reclaimed and fewer waterways
to be cleaned up. Less mining and drilling activity also means that
there will be fewer tons of energy raw materials to transport. Thus,
there will be fewer oil spills and less opportunity for diversion
of nuclear material. 7

By restraining the growth of energy demand, there would be other
direct benefits for environmental quality. Less sulfur dioxide,
nitrogen oxide, and particulates would be emitted into the atmosphere.
Due to decreased chemical and thermal pollution, fewer rivers would
be spoiled for wildlife, recreation, and other purposes. The environmental
benefits from reduced energy use are very important because, even with
the best available controls, nearly all modes of producing, transporting,

and using energy can cause some environmental damage.
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Part E of the National Energy Act would pramote the efficient
use of electricity and natural gas through utility rate reform.
Conventional utility pricing policies discouragéconservation by
providing preferential rates to the largest consumers of energy.
Practices ‘'such as declining block rates are incentives to wasteful
patterns of energy use. The smallest users end up paying the highest
unit rates, while the largest pay lowe‘xT and lower rates as they
purchase more energy. The result is a rate structure that does
not reflect the true costs imposed on society by each category of
users——residential, commercial, and industrial. Some consumers
clearly pay less than -the true costs of generation, particularly
during times of peak energy use. This system results in incentives
to use more rather than less energy. It leads to unnecessary environ-
mental degradation and should be discouraged.

The proposed legislation-would require the phasing out of
promotional rates. It would lead to the establishment of rate structures
based on actual costs, reflecting differences in the cost of service to
different categories of users. Rates would also differ based on the
time of day and seasonal patterns of demand. The cost of an additional-
kilowatt-hour of electricity would be the same for large and small users.
Thus, the largest and smallest consumers in a given category would
have equivalent economic incentives to minimize their use of energy.

The bill would also require that master-metering — the use of a

single meter for a multi-unit building — be generally prohibited on new
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structures. Individual metering, which would be provided instead,
might be expected to lead to increased conservation, in some cases by
as much as 30 percent, as consumers would more directly bear the costs
of their energy use. This is another measure that we hope will be
adopted. '

The proposed legislation contains several additional features that
are designed to reduce energy waste and inefficiency. Utilities
would be required either o offer daily off-peak rates to each custamer
who is willing to pay the extra metering costs or to provide a direct
load management system. Such a system would enable users to draw
- energy during off-peak hours for use in peak times. Off-peax rates
would also encourage industrial and, to a lesser extent, residential
users ¢ shift their energy use to periods of lower energy demand.

The proposed legislation contains thrée additional measures that
wouid encourage better load management. First, electric utilities
would be required to offer lower rates to customers who are willing
to have their power interrupted during periods of peak demand. This
measure would have effects similar to off-peak pricing —- it would
enable a utility to perform sati§factorily with a lower level of
peak capacity than is now requi?ed and would encourage usgrs to shift
their energy use to periods when capacity is under_—utilized.

Se::ond, it would authorize the Federal Power Commission to order
individual utilities to establish interconnections and power pools

with other utility systems. This would allow utilities to take advantage
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of situations where same systems face peak demand during the summer
months while others face it during the winter. Greater use of
interconnection and power pools would also make the systems more
reliable, thereby reducing the need for back-up or reserve capacity.
The net effect would be to reduce the new capacity that these utility
systems would have to build in order to provide their customers with
an adequate and reliable supply of electricity.

The third measure that would encourage better load management
is increased reliance on cogeneration. Under the Plan, the FPC
would be granted rule-making authority to provide institutional
mechanisms for increased use of waste heat. It is estimated that
such measures could enable the United étates to increase substantially
the ‘amount of total energy from cogeneration. In the United States,
only 4 percent of the total supply of electricity is the result of
co—generation by industry, whereas in West Germany approximately
14 percent of electrical generation is due to cogeneration with
industrial facilities. -

The changes in requlatory practices contained in Part E, cambined
with the other conservation measures in the Plan, would be very

beneficial from an environmental point of view. Reduced energy
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response to our Order 383-4, tends to support that conclusion. Upon
publication we will submit the report to the committee.

Although projections of rate of increase of electricity usage show
a significant decline for the period 1977-86 from the rate of increase
experienced in earlier decades, projections of generating capacity
construction also show a decline.

The reFort concluded that additions to the bulk power supply
system planned by the Nation’s utilities will be adequate to meet
demand through 1985 only if electricity usage does not exceed the
reduced levels now projected, if the projected level of generating
capacity construction is attained, if fuel requirements are met, and
if no more than the normal contingencies are experienced.

However, we are not confident that the growth rate of electricity
demand can be contained within the next 4 or 5 years; we are not
confident that the problems of fuel supply can all be solved, and we
have good reason to doubt that generating capacity will be com-
pleted as needed.

This report, as I pointed out, was submitted and prepared finall{y
in January of 1977. So it precedes, of course, the President’s
proposal for a comprehensive energy plan, and it has to be viewed-
in that context. Quite obviously, the proposals the President has
made reflect recognition of that total overall problem, and has
specific proposals in an attempt to get a handle on it.

Although it is assumed that the national appetite for electricity
will be curbed by legislation now under consideration by Congress,
there are no data available to predict whether usage will indeed
decrease. There is no way to predict the magnitude of the reduction
in the growth rate of electricity use, if any.

Fuel supply sufficient for all existing and projected generating
plants is by no means assured. Hydroelectric facilities, which cur-
rently constitute 12.8 percent of the Nation’s generating capacity,
are subject to vagaries of the weather.

The drought condition existing in the Western States illustrates
the reduction in generating capacity that can occur with respect to
hlydro plants. The phasing out of natural gas as a fuel for steam-
electric plants not only reduces the fuel available for future gener-
ating units, but curtails the operation of existing plants that were
not des?ned for the use of fuels other than natural gas.

In addition to delays in generating unit construction caused by
“fossil” fuel problems, there looms the shadow of nuclear plant
curtailment.

Mr. Case already referred to the changes in regard to delays or
cancellation of nuclear plants that have occurred in the last year,
and there have been some additional reductions since the report I
referred to was prepared, which causes a greater problem or may
cause a greater problem.

The utilization of raw reserve capacity data is somewhat mislead-
ing because it fails to take into account the unavailability of
reserves at time of peak for scheduled maintenance, forced outages
and other “unavailable” situations. Our figures indicate the fact
that total ‘“‘usable” reserves during the winter 1976-1977 were
substantially less than the indicated installed reserve.

In my experience, this reserve margin is a misunderstood statistic
which a lot of us have used. One of the difficulties we have is that
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the reserve margin figures used are usually nationwide figures.
That does not mean that any particular regional situation may not
be operating at close to 100 percent. In fact, last winter, in the
period January, February, and March where we had critical energy
supply problems, because of the publicity given to the natural gas
shortage situation, it was less evident, I believe, to the public, the
very severe strain that was put on our electric supply system, and
particularly in the Northern, Midwestern parts of the country.

In fact, the Southeastern area was using well over 100 percent of
their capacity, there was no reserve. Electricity was transmitted
from the Northeast power pool, which was in relative surplus at
that time and there were, in fact, voltage reductions in many of the
cities throughout the country.

= I think that is a point overlooked when we use terms such as
there is a “reserve margin” of 30 percent or 25 percent, or some
other fact like that. It does not take into account that these reserves
are not always available because of outages, down times for mainte-
nance and various other factors of peak demand caused by either
the weather or other factors.

The legislation before you proposes remedies by increasing the
efficiency of energy resource use in the generation and transmission
of electric power, and the reliability of electric service,-through
greater use of interconnection, wheeling, economic dispatch and
cogeneration.

These remedies will be helpful in assuring effective use of re-
sources on a regional and interregional basis, but by themselves
they will be inadequate to assure sufficient, continued, reliable
power supplies.

Carefully planned transmission arrangements within individual
systems, interconnections between systems and interconnections
between regions are certainly of great value for the economic
utilization of all generating capacity, for utilization of load diversity
and for transfer of power in emergencies.

However, an increase in transmission facilities cannot make up a
long-term large-magnitude capacity deficiency and our view is that
such,_deficiency. could well come_about.

While it is important not to overlook any sources for additional
supply of electric energy, the magnitude of capacity that could be
ma ﬁ available at the present time from cogeneration sources is
small.

This is not to say this is not an important element, because each
ingredient of additional supply that can be made available through
increased._efficiency, through 'cogeneration, through many other
relatively small supplies, is important and very important at the
margin. They are not in themselves the total answer.

As another remedy to the potential electric energy supply and
demand problem, both the National Energy Act and the Electric
Utility Act of 1977 seek to promote conservation of electric energy
and improved system load factors by prescribing minimum stan-
dards and national policies with respect to electric rate designs.

Both bills require consideration of marginal costing in cost deter-
mination methods for setting utility rates. Such rate design stan-
dards if successful may reduce the peak load demand and improve
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system load factors and should be encouraged, but much more
evaluation of data is necessary in order to quantify just how much
we can count on dampening peak demands through rate design.

However, to the extent that changes in rate design can assist in
cutting peak demand growth, it is a potential tool in our ability to
meet our future electric growth in the most economical way

possible.

As a solution to any overall supply and demand inadequacies, the
proposed legislation appears in the main directed towards reduction
of electric power use, encouragement of transmission facility con-
struction and the use of cogeneration as methods of meeting the
need for reliable power supply.

These approaches are certainly useful, but they may not give
sufficient attention to the major problem, a potential lack of suffi-
cient generating capacity.

Thank you. That concludes my remarks.

[Mr. Dunham’s prepared statement follows:]
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STATEMENT OF
RICHARD L. DUNHAM, CHAIRMAN
FEDERAL POWER COMMISSION
HEARING BEFORE THE
SUBCOMMITTEE ON ENERGY AND POWER
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE
UNITED STATES HOUSE OF REPRESENTATIVES

May 19, 1977

Mr. Chairman and Members of the Committee, the pur-
pose of this morning's testimony is to provide an overview
of energy supply and demand and the proposed energy legis-
lation before your Committee.

In April of 1976 I directed the Commission's Bureau of
Power to make a comp;ehensive study of the projected ade-
quacy of electric power supply for the United States in the
period 1980-85. 'The most important conclusion of that report
was that regional shortages of generating capacity and
electric energy were distinctly possible in the 1979-1985
period. 1/

Although projections of rate of increase of electricity

usage show a significant decline for the period 1977-86

1/ A nearly completed report which will be published shortly,
based on information filed with the Commission on April 1,
1977, in response to our Order 383-4, tends to support
that conclusion. Upon publication we will submit the
report to the Committee.
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from the rate of increase experienced in earlier decades,
projections Of generating capacity construction also show

a decline. The report concluded that additions to the bulk
power supply system planned by the Nation's utilities will
be adequate to meet demand through 1985 only if electricity
usage does not exceed the reduced levels now projected, if
the projected level of generating capacity construction is
attained, if fuel requirements are met, and if no more than
the normal contingencies are experienced. However, we are
not confident that the growth rate of electricity demand
can be contained within the next four or five Qears, we are
not confident that the problems of fuel supply can all be
solved, and we have good reason to doubt that generating
capacity will be completed as needed.

Although it is assumed that the national appetite for

electricity will be curbed by legislation now under considera-

tion by Congress, there are no data available to predict
whether usage will indeed decrease. There is no way to
predict the magnitude of the reduction in the growth rate

of electricity use, if any.
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Fuel supply sufficient for all existing and projected
generating plants is by no means assured. Hydroelectric
facilities, which currently constitute 12.8 percent of the
Nation's generating capacity, are subject to vagaries of
the weather. The drought condition existing in the western
states illustrates the reduction in generating capacity
that can occur with respect to hydro plants. 2/ The phasing
out of natural gas as a fuel for steam=selectric plants not
only reduces the fuel available for future generating units,
but curtails the operation of existing plants that were not
designed for the use of fuels other than natural gas.

From the viewpoint of national interest, the continued

large scale use of o0il to produce electricity is questionable.

2/ The continuing drought in the West has reduced the
capability of systems with a large proportion of hydro-
electric facilities. Although there is enough equipment
installed, without water for operating hydro units, the
effect is insufficient generating capacity.

To meet the crisis, interruptible loads have been largely
curtailed (creating some unemployment), voluntary con-
servation programs have been attempted, and thermal gener-
ating capacity has been operated in excess of normal use.
Because there is some doubt that these measures will be
sufficient, a "Northwest Electric Task Force" has been
established by the Governors of Orégon, Washington, Idaho,
and Montana. The Task Force has proposed a program having
two stages of voluntary coordination and three stages of
mandatory conservation.

27



Lol

134
-4 -

For 1980, it is projected that some 800 million barrels
of o0il will be needed to produce about 18% of our national
electric energy requirements. The high cost of this liquid
fuel, our dependence on foreign sources for much of it,
and competing industrial uses indicate that its use for
electricity generation may be constricted as time goes on.
Coal is the fuel that provides the largest single component
of electric power supply, 2nd is our most abundant fuel source.
However, environmental opposition to the use of coal, and
even to the mining of it in some circumstances, imposes
restrictions on the planning and construction of generating
capacity. The time lag between initial planning of a mine
and the attainment of full production, and transportation
difficulties, also operate to frustrate rapid completion of
coal-fired generating units.

In addition to delays in generating unit construction
caused by "fossil" fuel proﬂlems, there looms the shadow
of nuclear plant curtailment. Adequacy of power supply in
the decade 1977-86, even given the reduced load growth of
about 5.8% now projected, is contingent upon annual increases

in capacity at the rate of about 5%. This rate would result
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in a net increase of generating capacity, from 1977 through
1986, of some 283,000 ﬁegawatts._”Nuclear units, as projected
by the Regional Electric Reliability Councils, should com-
prise about 128,000 megawatts of the total to be added.
However, data published by the Nuclear Regulatory Commission
indicates that we may reasonably expect only some 84,000
megawatts of nuclear units to be completed by 1986. The
possibility of a 44,000 megawatt shortfall is distirbing,

as it would reduce the 1986 summer reserve margin to 14.5
percent, a value below that which is considered needed for
reliable national power supply.

The utilization of raw reserve capacity data is some-
what misleading because it fails to take into account the
;navailability of reserves at time of peak for scheduled
maintenance, forced outages and other "unavailable" situations.
The following table illustrates the fact that total "usable”
reserves during the winter 1976-1977 were substantially less

than the indicated installed reserve.

94-9970-77-vol. 1 -10 29
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UTILIZATION OF RESERVES

WINTER 1976-1977

CONTIGUOUS UNITED STATES

Megawatts
Installed Capacity, December 31, 1976 529,620
Winter Peak Demand, January 1977 345,782
Installed Reserve 183,838
53.2%
Use of Reserves
Full Forced Outage 42,928
Scheduled Maintenance 42,018
Other Unavailable */ 24,171
Total Unavailable 109,117 )
Usable Reserve 74,721 = 21.62 of peak
Total "Reserve" 183,838

*/ Includes partial derating; capacity unusable
because of fuel burning restrictions; low
water in hydro systems; frozen coal in some
.areas; capacity unusable because of transmission
facility outages.
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The legislation before you proposes remedies by in-
creasing the efficiency of energy resource use in the
generation and transmission of electric power, and the
reliability of electric service, through greater use of
interconnection, wheeling, economic dispatch and m
These remedies will be helpful in assuring effective use of
resources on a regional and intgr-regional basis, but by
themselves they will be inadequate to assure sufficient,
continued, reliable power supplies. Carefully planned
transmission arrangements within individual systems, inter-
connections between systems and interconnections between
regions are certainly of great value for the economic utili-
zation of all generating capacity, for utilization of load
diversity and for transfer of power in emergencies. However,
an increase in transmission facilities cannot make up a
long~term large-magnitude capacity deficiency and our view
is that such deficiency could well come about.

While it is important not to overlook any sources for

additional supply of electric energy, the magnitude of
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capacity that could be made available at the present time
from cogeneration sources is small. 3/
2s another remedy to the potential electric energy

supply and demand problem, both the National Energy Act

and the Electric Utility Act of 1977 seek to promote con-
servation of electric energy and improved sy;tem load
factors by prescribing minimum standards and national poli-
cies with respect to electric rate designs. Both bills
require consideration of marginal costing in cost determina-
tion methods for setting utility rates. Such rate design
standards if successful may reduce the peak load demand
“and improve system load factors and should be encouraged,
but much more evaluation of data is necessary-in order to
quantify just how much we can count on dampening peak
demands through rate design. However, to the extent that
changes in rate design can assist in cutting péak demand

growth, it is a potential tool in our ability to meet our

3/ A preliminary study of the 14 western states indicates
that as of today the total utility capacity therein
(owned by the Federal Governm:snt, the privately-owned
sector, state and local ccvernment agencies and by
cooperatives) might be augmented by about 1% if all
existing industrial generating units in those states
were to be operated on a cogenerational basis.
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future electric growth in the most economical way possible. 4/
As a solution to ‘any overall supply and demand inade-
quacies, the proposed legislation appears in the main directed

towards reduction of electric power use, encouragement of
transmission facility construction and the use of cogeneration
as methods of meeting the need for reliable power supply.
These approaches are certainly useful, but they may not give

’

- sufficient attention to the major problem, a potential lack

of sufficient generating capacity.

4/ In this regard it should be noted that such rate design
standards and policies should nc! be looked at as an
answer to customer complaints as to the high cost of
electricity. 1If such pricing is successful, then it may
help keep system costs below what they would otherwise
be but such pricing will not return costs below the levels
we are experiencing today and in fact, costs can be ex-
pected to continue to rise. It should also be noted that
large numbers of individuals within customer groups may
well experience even higher electric bills undef rates
designed consistent with the national standards due to
such customers' particular use patterns. This does not
mean that such changes are undesirable, it is just a word
of caution that the proposals should not be looked at as
-the answer to the higher cost of electricity we have
recently experienced. Although in recent years the rate
of increase in residential electric bills has been some-
what greater than the rate of inflation, namely, 165.6%
versus 133.8% (using 1972 as a base of 100%), the percentage
increase in the cost of electricity since 1934 has been
only 50% whereas the rate of inflation since that time
has been 383%.

Mr. WirtH. Thank you very much.

Mr. Stockman?

Mr. StockmMaAN. Thank you, Mr. Chairman.

Mr. Bardin, in your statement I think you made the important
point that there has been a differing growth rate between base load
capacity and peak load capacity over the last decade and a half or
50. :
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Mr. MATTHEWS. The present amount of installed generating ca-
pacity in the United States is higher than is necessary or than was
planned, but this excess exists because of the small increases in
peak load demands in the last three years as the Nation has
suffered a rather severe recession. New generating units which
were near completion were brought into commercial operation
which in turn permitted a significantly more efficient operation
because the older and less-efficient generating units did not need to
be operated as frequently. :

The basic problem that faces the electric utility industry is the
continually increasing lead times required to bring new generating
capacity into operation. While conditions vary in different areas of
the United States, in the recent past it has required about 10 years
for nuclear plants to go through the licensing and construction
process. Now it seems clear that to undertake and complete a new
powerplant, even a coal-burning powerplant, the lead time could
stretch out to 13 years. About 8 of these 13 years are devoted to
preconstruction requirements.

Clearly; this Nation must revise the licensing process, including
the environmental investigation procedures and decisions, to drasti-
cally reduce the lead times required to complete new generating
units. The growing overlap between and among Federal and State
agencies involved in siting, regulatory, licensing, and environmental
decisions creates uncertainties which inhibit the industry from
executing the most efficient construction programs.

While it is quite often difficult to arouse interest in a problem
likely to be 4 years hence, the matter of such importance as an
adequate and reliable electric power supply for this highly industri-
alized Nation requires immediate attention because of the long lead
times involved. In this case, the future is now.

It is urgent that all possible effort be devoted to the solution of
these problems to protect the health and welfare of this Nation and
even its security.

That concludes our statement. Mr. Dingell, we will be very happy
to answer any questions if the panel has any later on.

Mr. DINGELL. Our next panel member.

STATEMENT OF JOHN J. KEARNEY

Mr. KEARNEY. My name is John J. Kearney. I am a senior vice
president of the Edison Electric Institute, the principal national
association of investor-owned electric utility companies. The mem-
ber companies of EEI serve some 99 percent of all customers of the
investor-owned segment of the electric utility industry, and 77
percent of the Nation’s electricity users. We appreciate this oppor-
tunity to present our views on the electricity supply and demand
aspecis of H.R. 6831 and H.R. 6660.

y prepared paper provides forecast figures for electric generat-
ing capability and peak load demand for 1980, 1985, and 1990.
Suffice to say that the Institute expects peak load demands to
increase between now and 1990 at an annual rate of approximately
5 1/2 percent.
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Conservation efforts can indeed dampen the Nation’s need for
electric energy although their impact cannot be fully known until
the new programs are put into effect and consumer response is
determined. On the other hand, there are many other factors which
will tend to increase the use of electricity. Among the more impor-
tant considerations is the use of electricity in support of jobs and in
improving the standard of living for an expanding population;
environmental improvement; stimulated interest in electric vehicles
and the possible substitution of electricity for natural gas and oil. In
addition, efforts to substitute the use of domestic fuel resources,
coal_and nuclear, to decrease our dependence on potentially
unreliable foreign fuel resources should lead to the greater use of
electricity.

As Mr. Matthews has pointed out, the ability to finance the
construction of necessary facilities to meet increased electricity
demand is of paramount importance. This, in turn, requires prompt
and adequate rate relief. Actions and inactions on the part of
government, at both the Federal and State levels have a significant
impact on the scheduling of needed generating capacity.

Lastly, the availability of a reliable and adequate fuel supply at a
reasonable price also has a significant impact on electricity supply.

Part F of H.R. 6831 mandates the use of coal in both new and
existing electric generating plants which are capable of burning
coal. It does not expand electricity supply and in the case of existing
plants, the requirements of the act can actually decrease available
electric generating capacity during the period of plant conversion.

Both H.R. 6831 and H.R. 6660 include provisions regarding time-
of-day J)ricing and load management programs which if successfully
applied could impact on both peak _load demands and energy re-
quirements. These bills also foster cogeneration which could result
in more efficient use of fuel provided, of course, electrical and heat
processing load characteristics are compatible and equitable ar-
rangements between the utility and a cogenerating industrial com-
pany are possible. Lastly, H.R. 6831 promotes an energy conserva-
tion program for existing residential buildings.

Electricity supply would be affected by title II and section 105 of
H.R. 6660. Title II prescribes a mandatory method to plan area bulk
electric power supply systems which is duplicative of current elec-
tric system efforts through area electric reliability councils and the
National Electric Reliability Council and which takes away from
electric utility systems the basic responsibility for planning—an
action which is not warranted in view of the performance of utility
management.

The preconstruction antitrust review mandated by section 105 of
H.R. 6831 is not required since there are ample legal opportunities
to challenge any anticompetitive actions of a utility under existing
law and also experience with a similar provision of the Atomic
Energy Act of 1954 demonstrates that this procedure can result in
unnecessary delays.

Neither bill does enough to encourage electric energy production
which the Institute believes will be necessary in view of increasing
electricity requirements. H.R. 6831 recognizes the need to empha-
size the use of coal, our most plentiful domestic fossil fuel resource,
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The Dow Chenmical Company - Gerald L. Decker

2 g

¥ritten Response to Questions on Cogeneration

Submitted Before the
Subcamittee on Enargy and Power
of the
Coomittee on Intexstate and Poreign Commerce

3.1(a)a(d) - The wording of HR 6831, Section 522 (a) states that the
‘Adcinistration may issuve rules exempting Qualifying cogenerators
from the Pedexal Power Act, the Public Utility Rolding Campany Act,
and from various state laws and regulations, 1In the nea'nti.me,
punitive user’'s taxes on gas and oil will force rapid replacement
of exiasting industrial gas and ofl dburning facilities wi-h coal
fired units. Coggneration must be installed as a unit, If co-
generation is ever to take phco,"indust:h!s nust be assured
immediataly of exemption from the burdensome regulations currently
imposed on public utilities, or they will merely go alNaad with
their replacement schedule and irretrievably forego the cogeneration
opportunity. Wwhile HR 6660, Section 107 (e) specifically exempts
cogenerators from the Fesderal Power Act, it does not address the
Public Utility Holding Company Act or any existing state regu-
lations which would tend to inhibit a privately owned coopany
f£rom attenpting to sell electricity. (The existing ragulations
which tend to prohibit electricity sales by private industrisls
are so cowplex that positive and specific exemptions fxom utility
regulations are necessary to entice an industrial f£irm to even
attenpt an electric power sale. 1In this connection it would be
highly desirable to amend HR 6660, Section 3 (4) and HR 6831,
Section 502(a) (4) to reuwd as follows:

The tera “electric utility* means any psrson, State

agency, or Pederal agency, which sells elettric ensxgy,
except that this terz shall not apply tp a cogonorition
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facility which is owned or controlled by a person not
primarily engaged in the generation or sale of electric
energy.

-The sale of steam by & utility to an induvstrial firn is desiradle.

BRowsver, in practice, such sales are unlikely to occur, Stean

can generally not be transported more -than five niles. Thus,

a utility must be close to a potential industrial customer and
rust also ba prepared to supply stean on a continuing, round-the-
clock, non-seasonal basis. Such opportunities are relatively rare.

Section 522 (b) (2) (B) of BR 6831 and Sectlion 107 (b) (2) (B) of
HR 6660 both require the owner or operator of a qualified co-
generation facility to offer the 'eamtcted utility the oppartunity ‘ ]
to construct and operate the facility. While there may be cases
vhere such constxuction and operation by the utility is mutually
desirable, a mandate to an industrial firn to of!or. tht opportunity
will in many ‘cases be roason enough for industrials to not consicder
cogeneration. I strongly recoamend that t.bza provision be raemoved
from the definition of a “qualifying cogenexation facility,” so '
that the tern simply “means a cogeneration facility which the
Adrsinistrator deteraines meets such requirements (including
requirerents réspecting minioum size and fuel efficiency) as the
Adninistrator, by xule, prescribes.” ‘

There is some measure of implication in both HR 6660 and BR 6831
{especially the former) that the benefits from cogeneration are
associated with the sale of electric energy to an electrig utility
by an industrial cogensrator. This is true only to a minor extent.
Most of the benefits, in terms of energy conservation from greater
fuel efficiencies, will result from industrial plants generating.
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slectric energy for consumption internally--electric energy which
they now purchase fronm an electric utility. (This will also free
up scne electric utility g ating capacity to help meet increas-
ing utility loads and postpone or eliminate impending generating
capacity shortages. 1In order to minimize the possibility that

HR 6660 could discourage this desirabla result, I recommend that
HR 6660, Section 107(a) be amended to read as follows:

Sec. 107. (a) COGENERATION RULES.-
Not later than 1 year after the date of enactment of this
Act, the Cocmission shall, after consultation with rep-
resentatives of Stats regulatory authorities, and after a

. remsonable opportunity for other interested persons to ’
subnit oral as well as written data, views, and argunents,
prescribe rules requiring electric utflities to offor to
sell electric energy to the owner or operator of a qualifying
cogensration facility and to offer to purchase electric
energy from such owpier or operator. B8uch rules shall insure
that rates for such sales and purchases are just, reasonhble;
in the pudlic interest, and provide incentives to encourage
cogeneration. Such rules shall include--

(1) rules which specify the reliadility of emexgency

electric energy service available to the qualifying
cogeneration facilities;

~-and, in those cases in which a qualifying cogeneration

facility has contracted to sell electric energy to an
electric utility, such rules shall also include--

(2) rules for allocating costs of a qualifying co-
genexation facility between those incurred in generating
electric energy and thox incurxed in generating other forms
of energy;
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(3) zules respsoting the interconnection of a quali~
£ying cogeneration faoility to the distrihution systen of
any eleotric utility or to a centrally dispatched power
pool as defined in section 202(b) {3} (B) of the Pederal
Power Act:

(4) rules respecting the responsibility of the ownex
or operator of a qualifying cogeneration facnity during
periodas of electric shortage; ’

(8) rules respecting the minimus reliability standarxds
for the gualifying cogeneration facility.

Section 522 (c) of BR 6831 and Saction 107 (c) of ER 6660 calls
for enforcement of the cogeneration provisions as rulas under the
Federal Power Act. B8ince tha desirability of cogeneration is more
in the area of enerqgy savings and efficiencies as opposed to a
wethod of, per se, producing oore electricity, cogeneration would
be better treated as a conservation method and acministered by an
organization responsible for such activities and aware of the ’
special problems inherent in cogeneration, whether in the FEA or
within sone other arn of the proposed Department of Enexgy.

3.2-The PPC should ct_mtinue its function as a collector and dis-

seminator of electricity data. Bowever, to entice industrials
to consider selling by-product electricity, such industrials
must be assured that they are not to be burdened with the regu-
lations and xeporting requirenents currently imposed on the

‘utilities. Pew industrials are at this point in tine very

receptive to the prospect of nore govemasnt intervention and
regulation of their business, and in the case of ooqon'oxatiun A
even the possibility of being treated 1like a utility could cause
industrials to forego the opportunity.
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factor of the ugili;y which has been supplying electric energy
to the industry. It élso depends very much upon the extent
to which the ﬁtility has taken cogeneration into account in
its consﬁruction planning, and upon the future impact on load
distribution of peak load pricing, interruptible power rates,
and similar measures. A categorical answer i1s not possible,
therefore. It seems likely, however, that there could be
numerous situations in which industrial cogene;ation might
result in a slightly lower load factor for a utility. Never-
theless, 1f electric rates are truly based on cost of service,
this slight lowering of load factor would not raise rates to
non-industrial customers of the utility. Also, the over-ail
load factor (utility plus industrial cogenerator) would not

be lowered.
(b) - Yes.
(c) - Yes.

3.8 - An additional investment tax credit is an obvious enticement
- for proceeding with cogeneration. However, the punitive use
taxes currently proposed for industrial oil/gas users but not

imposed on utilities far exceeds any benefit from the ITC.

3.9 - Al11 of the institutional and legal harriers to cogeneration
involving a sale of poweﬁ by industry to utilities or other

industry are not covered. See discussion under 3.1.

3.10 - See study - Energy Industrial Center Study

Mr. SuArp. If I might just interrupt at this point, it is our
impression that the way the administration’s bill is written you as a
cogenerator would not face the tax until the schedule of the util-
ity—you fall into the definition—I am talking about the fuel that
goes into your cogeneration now. The fuel tax would be on the
schedule for that purpose as it would be for the utility, and not on
the schedule that it would be for a major user. -

Mr. Decker. I talked to Rich- about this at lunch a little bit. If
that is the interpretation, which was different from the way our
people interpreted that, I think that would correct that point.
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Mr. Roca. This is on page 218, lines 18 through 22.

tl\ld{ SHARP. It is in the definition of who counts as an electric
utility. ) ,

Mr. DiNGELL. I would ask at this time our panelist, in the light of
the comment just made by the Chair, have an opsortunity to review
that and give his thoughts and suggestions; and also not only the
gentleman who made the comment, but his associates on the panel,
to have an opportunity to give us their suggestions, with perhaps
regard to language which might correct or adjust the problems
referred to. -

~  Mr. SHARp. Thank you.
Mr. Wiliams?

STATEMENT OF ROBERT H. WILLIAMS

Mr. WiLLiaMS. Mr. Chairman, I am pleased to have the opportu-
nity to participate in this panel on industrial cogeneration. My
name is Robert Williams. I am from the Center for Environmental
Studies at Princeton University.

I wish to focus my comments on the problems of phasing in new
cogeneration capacity in the face of two constraining factors: A
large electric utility excess reserve margin that is likely to remain
with us for some time and the stated U.S. policy of shifting indus-
trial boiler fuel from oil or gas to coal.

The pioneering studies on cogeneration conducted by Dow Chemi-
cal Company and Thermo Electron Corporation have shown that,
depending mainly on the technology used, the overall economical
gotential for electricity production via cogeneration in the United

tates in 1985 could range from 10 percent to 756 percent of the level
of 1975 electricity production. It is unlikely that a high fraction of
the economical potential will be developed in the course of the next
10 years, however. :

Demand for new cogeneration capacity will probably not develop
on a large scale in this timeframe simply because of a serious
problem of excess central station generating capacity at the a
national level. I don’t mean to refer here to the situation in every
region because in some areas there won’t be an excess reserve
generating capacity. - ‘

In 1975 the average utility reserve margin was 35 percent. Be-
cause 80 many new central station plants are already under con-
struction, the excess reserve margin has been projected by the
electric utility industry to drop to the 15 to 20 percent range which
utilities prefer no earlier than the mid-1980s, if electricity demand
ggrvs {ai the average rate of 5.8 percent per yéar in this period. [See

e . . i R LA -

Because of the recent reversal of the long-term trend of rapidly
falling electricity prices [see figure 1] and the expectation that real
prices will be increasing for a good number of years, I believe that
electrical load growth will probably average considerably less than’
5.8 percent per year over the next decade, : ’

In particular, the administration i8 now projecting a load growth
averaging of about 4.5 percent per year over the next decade. Thus,
the excess reserve margin problem may well be even more serious

a1
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than the industry forecasts suggest. With the same installation rate
for new geueratmg.'cagacity, the -excess reserve margin would be
over 30 percent in 1985, with 5 percent annual growth in peak
demand, and it would be about 45 percent if the peak load growth
averaged 4 percent per year. - ’ ‘ .

Under these circumstances, I think it would be difficult in the
near term to obtain utility cooperation on cogeneration projects in
many parts of the country. ‘

A related concern I have is that the national policy to shift
industrial boilers to coal from oil and gas may result in the loss of a
considerable fraction of the. potential savings from cogeneration, if
the shift is made too rapidlgé -

If forced to shift to coal before advanced coal technologies are
commercially available and while we have a national excess reserve
margin problem, many firms, unable to work out satisfactory agree-
ments with utilities for the sale of excess power generated on site or
for the purchase of back-up power, may either install low pressure
coal fired boilers—that can’t be converted later for cogeneration—
or they may install steam turbine cogeneration systems. In the
former case, the cogeneration potential would be entirely locked up.
for many years. :

In the latter case, where coal is used in steam turbine
cogeneration systems, the potential fuel savings from the displace-
ment of new central station power generation would be only a
fraction of what it could be with technology now being developed.
This situation arises from inherent differences between gas turbine
and steam turbine based cogeneration. ‘ ‘

The technological and economic advantages of gas turbine tech-
nology over steam turbine technology are considerable. For a given
industrial process steam load the overall fuel savings potential is
typically about three times as large with gas as with steam
turbines. Also capital costs are markedly lower for gas turbine
systems. The fact that only 8 to 15 percent of the total fuel
consumed in a steam turbine based cogeneration system is con-
vérted to electricity, compared to more than 25 percent in a gas
turbine waste heat boiler system, in itself is a good indicator of the
technological superiority of gas turbine systems.

Of course, gas turbines today,_re%téire liquid or gaseous fuels,
while steam turbine systems can coal fired. However, this
constraint could well be relaxed within a decade if coal fired gas
turbines used with fluidized bed combustors are commercialized in
this timeframe. ) - .

It seems to me that, the appropriate course for public policy in
light of the utility reserve margin problem and the Nation’s coal -
conversion policy is to steer a flexible enough course so as to
maximizé the long run gain. ) . - C

Over the next 10 years the focus of public policy should be (1) to
work out the myriad of institutional problems associated with
cogeneration in a’ large number of institutional’ demonstration.
projects carried out wherever there is a true need for new electric
generating capacity and where there aré substantial steam loads; (2)
to speed up R and D on advanced technologies for coal fired.

cogeneration; and (3) to maintain enough flexibility in our coal
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conversion policy to ensure that the ‘‘cogeneration resource base” is
preserved.

In regard to this last point I am heartened by a very important
provision in “The National Energy Plan” that _

Industrial firms and utilities which invest in cogeneration equipment could be
~ exempted from the requirement to convert from'oil and gas in cases where an
exemption is necessary for cogeneration. ‘

I would argue for an -even stronger exemption because
cogeneration is a very efficient use of oil and gas and because with
gas turbine cogeneration systems the full range of institutional

. issues would arise in “institutional demonstration projects.” This

arises because in the case of gas turbine technology more electricity
would often be produced than could be consumed on site at a given
industrial site. :

In contrast the problems associated with the sale of excess power
often do not arise with steam turbine based technology. An empha-
sis on gas turbine technology in institutional demonstration projects
should not result in a large surge in demand for gaseous and liquid
fuels in this timeframe, simply because the excess reserve margin
problem will limit the growth in cogeneration capacity over the
next 10 years. ‘

In conclusion, I feel that if the Nation ¢ould steer an appropriate
course through these constraining influences over the near term,
cogeneration could become the major source of new electric generat-
ing capacity during the last 15 years of this century.

e information referred to follows:]
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Mr. Suarp. Thank you very much, Mr. Williams.
Mr. Hatsopoulos?

STATEMENT OF GEORGE N. HATSOPOULOS, PH.D.

Mr. Hatsorouros. Mr. Chairman, I appreciate this opportunity to
testify at these hearings on the administration’s energy pro .
My name is George Hatsopoulos. I am president of Thermo Electron
Corporation. Our company has been conducting studies on energy
conservation, particularly as regards U.S. industry, and we have as
part of that done quite a bit of work on the one prospect for
conservation which has to do with cogeneration.

I have submitted a written statement today, as well as two
supporting reports that summarize some of the findings we have
made.' | just want at this point to make some key points taken
from my statement.

First, I would like to say that, as many on this panel know, and
members of this committee as well, electricity may be produ
cogeneration at an incremental fuel rate which is about half of that
required to produce electricity through central power stations. So, it
is definitely a very attractive device for conserving fuel:

Second, I would like to state that the capital costs for
cogeneration capacity, including investments in fuel sttngfly facili-
ties, are about 60 percent of the corresponding capital costs of
central power stations, plus the corresponding fuel supply facility,
which means that not only cogeneration saves fuel, but it is cost
- effective. .

The third point I want to make is the projection of what can be
achieved realistically in this country with regard to cogeneration in
a timeframe, say, about 10 years from now.

Our studies have indicated that what can be accomplished in
practice could raﬁe anywhere from a minimum. of about 7,000
megawatts installed capacity to all the way u {) to about 10 times as
much, 70,000 megawatts. This is a big range. I would like to address
the point of where are we egoin to end up within that range,
depending on what is provided by legislation because this I think is
the key issue. '

There are two major difficulties that would prevent cogeneration
from accomplishing its potential in the next 10 years. One is
economic considerations, and the other one is institutional
considerations.

The situation as far as economic considerations essentially boils
down to this: The cost of capital, as we know it now, available for
cogeneration in industry is much greater than the cost of capital
that is available for central power stations. This is a distortion of
our economic system which slows down the potential for

eneration.
cog'here are three components that cause that distortion. First, it is
a matter that has been discussed rather extensively in the previous

panel, the difference between average price of electricity and the
marginal incremental cost for new supply. The second component

' The reports referred to may be found in the subrammittee files.
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which .has to do with shortage of capital at reasonable rates of
return to industry causes a payback requirement by industry for
discretionary investments which is much greater than the payback
requirement or return on investments for investments that relate
giiaecttly to the primary or mainstream business of any given
industry.

Basically, this stems from the fact that industry has only a
limited amount of capital available at reasonable cost, and beyond a
certain point the capital cost increases tremendously. It goes up to
probably over 30 or 40 percent. So that anything that is discretion-
ary, such as cogeneration in an industry that makes aluminum, or
that makes something else, is judged based on the higher price of
cost of capital rather than the immediate capital available.

The third point has to do with the fact that industry, because it
runs in a competitive environment and assumes much larger risks,
ias to require a higher rate of return on investment than regulated
monopolies such as utilities. This also causes a distortion.

Unless we address these issues quantitatively, through either tax
incentives or taxes or pricing regulation of the cost of electricity,
and we do it in a way that will be commensurate to the distortion
that exists, we are not goingeéo get much cogeneration capacity
above the minimum I described.

In this point, I fully agree with Mr. Decker, that what is the
proposed investment tax credit by the administration of an addi-
tional 10 percent—our calculations, whic¢h by the way are outlined
in the reé)orts I gave you, show that the effect will be minimal, and
will yield only a small fraction of the total potential.

I just want in closing to say something about the two bills that
you are considering, H.R. 6831 and H.R. 6660. These two bills are
similar_in_many_ respects. They tend to address quite well the
institutional barriers, which is the other side of the difficulties that
coesneration would face.

e tend to favor H.R. 6660, simply because it has more of a
reference to efficiency incentives as well as regional planning,
which I think will be quite useful in implementing the desire of the
program.

In this connection, we believe that considering efficiency quanti-
tatively, rather than considering (‘ualitatively certain desirable
practices is something essential for all of the conservation program,
and I am afraid the administration’s bill does not address the
question of efficiency in a quantitative way which we feel is essen-
tial if we are going to meet any fraction, reasonable fraction of the
potential.

These are some of the key points that 1 wanted to make.

Thank you very much.

Mr. SHARP. Thank you. We appreciate having that information.

Mr. DeLoss, welcome back.

[Mr. Hatsopoulos' prepared statement follows:]
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Because a large number of energy saving measures will involve
cogeneration, and because such measures can be adequately evaluated by
using the efficiency index discyssed earlier, we recoomend the enactment
of a program of -additional tax credits that are scaled to the efficiency
index for the particulsr process or equipment being'consideréd. Such tax
credits should vary from zero to as much as 30 percent for the most efficient
cogeneration installations.

In addition to tax credits, the proposal to restructure electricity
rates should be implemented. [n his energy message io the Nation on
April 18, President Carter established the principle that "Prices should
generally reflect the true replacement cost of energy. We are only cheating
ourselves if we make energy artificially cheap and use more than we can
really afford,” )

We are in total support of this principle and feel t'hat it must be
applied to all forms of energy. This change involves the elimination of
promotional, declinfng, and other rates for electricity that do not reflect
cost incidence. Unless this problem is eliminatéd, the tax on petroleam
and the higher gas prices will precipitate a disastrous shift toward
electricity use in industry. Excessive growth in electricity demand from
central stations must be avoided if we are to prevent an enormous waste
of both energy and capital.

LK 2 2N 2% 4

STATEMENT OF GARRY DeLOSS

Mr. DeLoss. Thank you, sir. It is nice to be here again. I will try
to summarize my statement.

The surprising news about cogeneration is not that it can save
energy and money and provide environmental benefits, but that
cogeneration of electricity has been increasingly displaced in recent
years by less energy efficient and less economically efficient central
powerplants. The declining use of cogeneration by industry in this
country can be traced directly to the antagonism of the electric
utility companies. They have virtually strangled cogeneration by
offering artificially low discount rates to large industrial users of
electricity, by charging discriminatory backup rates to customers
who cogenerate, and either refusing.to buy excess electricity
from cogenerators or offering an unfairly low rate.

The history of the substitution of central powerplants for
cogeneration in this country is a classic case of private interests
encouraging energy waste and economic waste because they benefit
from guiding investment into central powerplants, while larger
public interests in energy efficiency and economic efficiency suffer.

What is good for electric utility companies is not what is good for
the country. Clearly, the anti-efficiency policies of the electric
utility companies must be offset by government intervention to
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guide investment into cogeneration facilities instead of central
powerplants.

The National Energy Act is a step in the right direction. My
major objectién to the act involves its definition of a ‘“qualifying
cogeneration facility.” The act would require a cogenerator to offer
an electric utility to which the cogeneration facilit}\; “is, or will be,
directly connected an opportunity to operate such facility terms
which are agreed upon by the parties.” There is simply too much
deference to utility company interests built into this language.
Access to the incentives for cogeneration in the act should not
conditioned on utility company involvement.

The qualifying language “‘on terms which are agreed upon by the
parties” may permit a cogenerator to qualify for the Federal incen-
tives after refusing a utility company offer to operate the
cogeneration facility, but the mere existence of the requirement
that utilities be offered a chance to operate the cogeneration facility
creates ambiguity. .

Can utility companies whose offers have been rejected challenge
the access of would be cogenerators to Federal incentives on the
%:)und that they have rejected fair offers by the utility companies?

is issue should be clarified, perhaps by dropping subsection (B)
entirely.

Another way to promote cogeneration is to encourage public
ownership of cogeneration facilities. In its study of the potential for
cogeneration in New Jersey, the New Jersey Public Interest Re-
search Group has suggested that municipal, regional or State
cogeneration authorities be permitted to finance cogeneration facili-
ties through the sales of tax-exempt bonds. The Internal Revenue
Code presently permits such use of tax-exempt bonds by municipal
authorities only under limited circumstances and makes no provi-
sion for such a use of tax-exempt bonds by regional or State
authorities.

While amendments to the Internal Revenue Code to encourage
cogeneration are beyond the jurisdiction of this committee, mem-
bers who are interested in cogeneration incentives might want to
investigate this option further. In the words of the New Jerse
report, “the reluctance of utilities or industries to propose suc
projecis might...l:e circunvented by creation of public cogeneration
authorities.”

I might add another ible suggested policy change here in light
of the comments of Mr. Williams on excess capacity providing a
barrier to CO%eneration. Perhaps in the utility regulation section of
the National Energy Act there should be some provision that
penalizes utilities in some way for promoting the construction of
excess capacity. Obviously if it is in their interest to create barriers
to the use of cogeneration, one way to do it is going to be construct
excess capacity.

In summary, consumers and the national interest in energy
efficiency and economic efficiency have been injured by the success-
ful opposition of electric utilities to cogeneration. e National
Energy Act’s provisions to encourage ccgeneration are a step in the
right dilx"ction, but they should be strengthened in several respects.

ank you.
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Senator JuuNsTON. Senator Jackson.

STATEMENT OF HON. HENRY M. JACKSON, A U.S. SENATOR-
FROM THE STATE OF WASHINGTON

The Cuamman, Mr. Chairman, I want to commend you for the
hard work you’ve done in preparing the energy conservation pro-
visions of the President’s bill for markup by the full committee.
We should report those provisions this week. Senator Johnston has
played a very important role in connection with our energy hearings
this year and I want to commend him most highly.

The matter that is before us is very complex and obviously the
impact on the economy could be verfy reat. It is the function of
these hearings and those which will ol%ow after the August recess
to delineate this impact.

We will be engaged in an educational exercise of substantial pro-
portions for our jurisdiction over these issues is new. Members of
the Committee on Energy and Natural Resources have not had exten-
sive experience with this policy area. We are, however, a committee
which knows how to move legislation.

We will report a bill addressing the issue of utility rate reform in
September in time for consideration of the issue by the Senate well
in advance of the scheduled October recess. We intend to be respon-
sive to the President in his request for a national policy, but we also
intend that those who are to be affected by this legislation have ade-
quate opportunity to have their views heard and (fiscussed.

Senator JounsToN. Thank you, Senator Jackson.

This morning we have—Senator Hart, I see is in the back of the
room. We are very glad to have the distinguished Senator from
Colorado.

The CHairMAaN. You arrived just in time. You got here 1 minute
ahead of us.

Senator Harrt. Is Senator Brooke here?

Senator JoHNsTON. Senator Brooke is not here. He will-be here a
little later.

STATEMENT OF HON. GARY HART, A U.S. SENATOR FROM THE
STATE OF COLORADO »

Senator Harr. Mr. Chairman, today you are considering legisla-
tion pertaining to the regulation of electric utilities. Energy in the
United States%las been so inexpensive until recently that our waste-
ful use of energy was not considered a problem.

Industries found it cheaper to let waste heat escape unused than
to recover and recycle it. Instead, the heat wasted by industry could
have been used to %enerate electricity, and the heat wasted By electri-
cal generators could have been used to heat businesses, homes and
farm operations.

Over the years, our institutions have become so accustomed to
wasting energy that neither public utilities nor private firms work
together to use heat energy wasted by the other. These attitudes can
and must be modernized.

25-473 0-78 -9
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I want to compliment this subcommittee for undertaking this task.

The legislation before you today is designed to encourage both
industries and utilities to work together to make économic use of
waste heat. This use of energy, which takes a byproduct of one
process to perform useful work in another process, is called co-
generation. And I am offering a legislative proposal, S. 1363, as a
substitute for the administration’s cogeneration provisions in S. 1469,
section 522.

I will briefly summarize the most important similarities and dif-
ferences between my bill and the administration’s provisions.

Both S. 1363, which is my bill, and the administration’s provisions
have a similar economic incentive for industry to purchase cogenera-
tion equipment. This is a 10 percent investment tax credit.

The important difference lies in their respective approaches for
getting firms and utilities together so that cogeneration is economi-
cally practical. My approach is to give economic incentives and dis-
incentives to firms and utilities.

Firms will get tax credits, public utility regulators will get grants
to study ways of changing regulations to foster cogeneration, and
utilities will lose tax credits only if they unreasonably refuse to
RIurchase electrical power generated as a byproduct by private firms.

o parties are required to do anything. I feel that regulatory require-
ments may be counterproductive, as I will explain later.

The administration’s provisions contain regulatory requirements
which may cause firms to avoid cogeneration. For example, a firm
must offer the utility company the opportunity to operate the firm’s
cogeneration equipment.

Also, the administration’s provisions would require utilities to
conneet with industrial cogenerators, and the Federal Government
could set rates in advance. These sorts of provisions could take local
contrel away from the firms, the utility companies, and the public
utility regulators.

Because of this, I fear that these provisions could cause the affected
parties to shy away from cogeneration, rather than be attracted to it.

My bill and the administration’s provisions are similar. They each
attempt to remove the economic and institutional barriers to co-
generation. My proposal differs substantially from the administra-
tion’s in that it is specifically designed to replace institutional bar-
riers with cooperation between industry and electric utilities.

There is a great need for legislation to promote the use of waste
heat. We waste, as I am sure the subcommittee knows, the equivalent
of 8 million barrels of oil every day, more than we import. We can
save much of that amount by cogencration.

Both my proposal and the administration bill are aimed at achiev-
ing the enormous_benefits of waste heat recovery. The Library of
Congress states that within 10 years, the bill that I have in-
troduced will stimulate enough cogeneration to: first, substitute for
the capacity of 10 to 14 large nuclear powerplants, cutting projected
plants by 13 to 20 percent; second, reduce the country’s total fuel
consumption by 5 to 10 percent; third, cut oil imports by 18 to 37
percent ; and, fourth, reduce electric utility bills by about 10 percent.

One of the reasons we are not achieving these cogeneration savings
today is because our artificially low energy prices distort the real
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value of conservation. This problem eventually will be solved. Mean-
while, we have to use other measures to ensure that the benefits of
cogeneration are reflected on corporate balance sheets. Industry
should be provided either incentives for conserving or penalties for
not conserving.

Both the agministration bill and my proposal offer financial in-
centives for industry to cogenerate. Both would provide an addi-
tional tax credit of 10 percent to industries for the purchase of
cogeneration equipment and facilities.

o be eligible for the tax credit in the administration’s proposal,
however, private industry must offer the utility company the oppor-
tunity to olf)erate the firm’s cogeneration equipment. It I were the
president of a firm, Mr. Chairman, I would not necessarily enjoy
the idea of turning over control of part of my plant to a utility
company.

S. 1363, on the other hand, provides an investment tax credit with
no strings attached. All firms need to do is cogenerate. In fact,
S. 1363’s tax credit is also refundable, meaning that a firm would
receive a payment if the tax credit exceeded its tax liability.

The most immediate and inhibiting barriers to cogeneration are
institutional. State and local regulatory authorities discourage co-
generation and waste heat recovery. Many private utility companies,
fearing change, unreasonably refuse to purchase cogenerated power
at fair rates.

In the administration’s bill the Federal Government would require
utilities to connect with industrial cogenerators, and would fix rates.
I am concerned that these provisions will discourage cogeneration
because they take autonomy away from industry and utilities.

My bill substitutes a financial incentive for the administration’s
requirement that utility companies connect their electrical grid to
cogenerators. A utility company would lose its standard investment
tax credit if it unreasonably refused to purchase power from a
cogenerator.

It also provides for grants to State utility commissions to assist
them in modernizing their regulations and procedures to encourage
waste heat recovery. This aid would encourage the three parties to
negotiate a cogeneration strategy without fear that the purchase of
equipment means a future loss of autonomy.

Further, the administration’s proposal would give the Federal
Energy Administration the authority to set new policy before we
know just which new policies are needed. At this time, the Federal
Government does not have the knowledge to prescribe a single set of
regulations to deal fairly with the generation of electric power by
private industry.

The fundamental regulatory problems raised by cogeneration and
waste heat recovery should be resolved carefully by Congress and
after study, as S. 1363 allows, rather than by the Federal Energy
Administrator, as the administration’s proposal would mandate.

For this reason, my bill calls for a series of studies to recommend
specific actions to eliminate barriers to cogeneration at the national
level. The goal of these studies is to design several approaches to a
national waste heat recovery policy—different actions and approaches
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from which Congress and the President can choose in 2 or 3 years.
Consequently, Mr. Chairman, S. 1363’s interim economic incentives
automatically terminate within 3 years. This would be at a time when
the Congress can then resolve which of the several approaches sug-
gested by the study should be adopted.

The Energy Research and Development Administration currently
has money to develop new fuel-burning technologies for improved
environmental protection and efficiency, but not for achieving the
unique opportunities presented by waste heat recovery.

Consequently, S. 1363 provides specific statutory direction for an
applied research program to improve ways to recover and use waste
heat energy. The state of the art already allows us to achieve the
substantial savings I have already described. But industrial engi-
neers Eredict that this research will develop new ways to recover
waste heat with quadrupled savings in 4 to 7 years.

For these reasons, Mr. Chairman, I would strongly urge the sub-
committee to substitute the provisions of S. 1363 for the relevant
sections of the Administration bill.

At this point in the record, Mr. Chairman, I would like to submit
several statements that support this proposal to substitute the Co-
generation and Waste Heat Utilization Act for section 522 of the Ad-
ministration’s proposal.

The first is written testimony by Senator Sasser. In that testimony
he notes that the area of energy consumption addressed by S. 1363
is roughly 15 percent of all the energy consumed by the entire planet,
and that the Cogeneration and Waste Heat Utilization Act offers a
coherent and comprehensive approach to industrial energy conserva-
tion, one which will result in far greater savings than section 522 of
the Administration’s bill.

Second, the written testimony of the National Rural Electric
Cooperative Association. The rural electrics excellently serve the
electric needs of most of our Nation’s rural areas. They conclude
that the mandatory requirements imposed on electric utilities by
the Administration’s provisions to purchase cogenerated power are
unworkable.

On the other hand, they state that my proposal, S. 1363, is a pru-
dent legislative approach which will permit the purchase of co-
generated power in an economic and efficient manner after a careful
evaluation and balancing of all adverse and beneficial impacts.

Third, Mr. Chairman, is a letter from the Governor of Tennessee,
Ray Blanton. Governor Blanton states that he fully supports this
bill, S. 1363, and urges the Energy Committee to do all in its power
to see that it is properly addressed and expeditiously enacted into law.

And fourth, a statement by Drs. Beno Sternlicht and Donald
Colosimo, brilliantly explaining the crying need for the specific
statutory authority and direction which S. 1363 Provides for develop-
ing better ways to recover and use our Nation’s waste heat energy
resources.

And, finally, Mr. Chairman, a study of the predicted effect of this
bill on cogeneration by the Congressional Research Service. The
study concludes that by 1987, S. 1363 will encourage enough co-
generated power to replace the need for up to 20 percent of the
nuclear powerplants presently projected.
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ATTACHMENT 1

This attachment is a compilation of the most frequently
asked questions, with answers, relating to the provisions
of Title I, Part E of S. 1469. The questions and answers
have been divided into sections.

1.
2,
3.
4.
5.

Ratemaking

Bulk Supply of Electrical Power
Coganeration

Supply and Demand of Electriéity
Gas Utilities
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3.0 COGENERATION

3.1(a) (b) Q. Please comment on the cogeneration provisions of
S1469.
A. (a) o S1469 places ;otponsibilittol in connection

with cogeneration in the FEA.

o 81469 exempts qualifying cogenerators
from the Public Utility Holding Company
Act, to State laws and regulations
respecting public utilities.

] S1469 defines a "cogeneration
facility” as one that will be owned
by a person not primarily engaged
in generation or sale of electric
power.

o §1469 does not permit the use of
declining block rates in the sale
of electricity by utilities.

3.2(a) A. The bill exempts certain types of cogeneration
from certain State and Federal utility laws and
regulations. To what extent do you think this
is necessary to encourage cogeneration?

A. Cogeneration will probably not develop as an
important source of electrical and other energy
unless cogeneration facilities are exempted from
certain State and Federal utility laws and
regulations. Therefore, it is vital that some
method of exemption from such laws and regulations
be included in Federal cogeneration legislation.
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3.9 (a)Q.
A.

3.9 (b)Q.
. A.
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both the tax credit and the industrial elimination
of declining block rates, FEA estimates that
industrial expenditures of approximately $4.5
billion for cogeneration would result. The
additional tax credit would, it is estimated,

result in a decrease in Federal tax revenues of
about $570 million. This includes revenue decreases
resulting from those companies adopting cogeneration
because of the additional credit and those that
would have installed cogenerating equipment even

if the additional credit were not allowed.

It is estimated that cogeneration energy savings
resulting from the legislation would reach about
200,000 harrels per day of oil equivalent by 198S.

Are all the institutional and legal barriers to
cogeneration addressed by either of the two bills?
If not, what additional provisions are needeé?

.

S1469 addresses the major legal harrier which
we believe, on the basis of our, present knowledge,
to be significant. -

What is the potentidl effect of c8generation on
the energy and capital resources required to
provide electric service?

It is estimated that industrial cogeneration
capacity added as a result of this legislation
would be equal to less than 2 percent of total
electric utility capacity in 1985. The energy
savings would be the equivalent of approximately
200,000 bblg/day.

How much of this potential can reasonably be
expected to occur and in what time frame?

It is reasonable to expect that our estimates will
be attained by 198S.
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master-metered apartments are converted to individually metered
apartments, the building be brought up to an energy conservation
building standard such as the AS%‘IRA 90-75.

Those are my main points concerning the overall philosophy of
this approach and, as Ipmentioned, mang of the specifics are in my
written testimony. We would be pleased to help the committee in
any way and answer questions and work with the committee over
the next month as you gea] with this issue.

Senator HANSEN [presiding.] Thank you very much, Mr. Levy.

[The prepared statement of Mr. Levy follows:]

STATEMENT oF Paur F. LeEvy, DEPUTY DIRECTOR, MASBACHUBETT8 ENERGY
Poricy OFFICE

Mr. Chairman, I thank you for this opportunity to testify in favor of Presi-
dent Carter’s electric and natural gas rate reform proposals. As we have sald
before other Congressional committees, we in Massachusetts have a few
changes to suggest in the President’'s energy plan, but we have absolutely no
quarrel with the philosophy and goals of his proposal.

Unlike others who may have appeared before you on this issue of utility
rate reform, I am addressing this topic from the point of view of a policy-
maker and not a state regulatory official. In many utility-related matters,
regulatory decisions can have significant energy policy implications. It is pri-
marily to these matters that I will direct my comments.

The philosophy behind this testimony is that Massachusetts advocates more
efficlent use of energy wherever economically feasible. A key factor in pro-
moting energy efficiency is to establish price structures for the various energy
forms—whether they be electricity, natural gas, oil, or coal—in a fashion that
reflects the true cost to soclety of producing and distributing these resources.
It is clear that the commonly used methods of pricing electricity and natural
gas do not satisfy this criterion. The legislation you are considering goes a
long way towards ensuring that such pricing schemes become national policy.

ELECTRIC RATE DEBIGN POLICIES

Massachusetts supports the provisions of the bill that would require state
regulatory authorities to prescribe methods for determining costs of service
and that require those methods to reflect differences in cost-incurrence attribut-
able to daily and seasonal time of use. We are concerned, however, that Parts
(b) (1), (2), and (3) of Section 512 will be construed to mean that regulatory
authorities must adopt long-run incremental cost (LRIC) pricing. While LRIC
may be a useful concept in some cases, there are many situations in which
it 18 not warranted. I do not think it {8 necessary to make a change in the
language of the bill, but it would be appropriate if the legislative history of
the bill showed that it was not intended that the LRIC method be mandatory.

We strongly support the provision prohibiting declining block or other pro-
motional rate structures. I understand that in the House version this was
amended to include an exception something on the order of ‘“except where
demonstrated to be based on cost of service”. We would oppose such an excep-
tion. While this might seem somewhat contradictory to my earlier remarks
concerning cost-based rates, we feel it should be a matter of policy that pro-
motional discounts be prohibited.

We also support Part 2(A) of Section 518 requiring utilities to offer time-
of-day rates and load management systems if the customer is willing to pay
for metering costs. We would not want this to be interpreted to mean, how-
ever, that only customers who want time-of-day rates will get them. Regula-
tory authorities clearly should have the authority to mandate time-of-day
rates for certain customer classes and to place the associated costs in the
rate base. We understand that this section is included so that small users
may take advantage of time-of-day rates.

We support the provision prohibiting master metering in new construction.
We have evidence that master metering results in wasteful use of electricity.
An internal Boston Edison study, for example, compared the use of air con-
ditioning in individually metered versus master metered apartments. During
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a typical summer hot spell, air conditioners were left on during the day in 87%
of the unoccupied master metered apartments. In individually metered units,
only 109 of the air conditioners were left on while the residents were out
for the day. Boston Iidison estimates that over 29,000 kilowatts of electricity
is being wasted during the period of critical peak demand. This results in
excess costs to the utility—and to all the ratepayers—of over $3 million.

Another study by the Midwest Rsearch Institute estimated that consump-
tion by master metered tenants can be predicted to be 219 higher than for
individually metered tenants.

We would recommend adding another provision to this section. This would
stnte that if existing apartments are converted from master metered to indi-
vidually metered apartments, the apartment units must be brought up to
comply with an energy eficiency standard, such as the ASHRAE Standard
90-75. We are beginning to find indications that some landlords are converting
units to reduce the utility costs associated with poorly built structures. These
costs are in turn borne by the tenants. While we support the idea of individual
metering, we feel that it should take place within efficient structures, so that
tenants are not faced with exraordinarily high utility bills.

BULK POWER SUPPIY

We support the provisions of Subpart 3 of this bill, and are especially
pleased to see incentives given for cogeneratlon facilities. We feel that this
type of facility has great potential for improving the energy efficiency of the
country, and we think that these provisions will help to remove some of the
institutional barriers to their construction.

NATURAL GAS RATE DEBSIGN POLICIES

As in the case of electricity rates, we support the provisions of this section,
although we would make some changes. We would add a part (3) to Section
544(b) stating that such proposal shall be accompanied by an analysis of
the effect, if any, on revenue stability and financial health of the gas utilities.
I believe that Mr. Edward Berlin, of the New York State PPublic Service
Commission, addressed this point during his testimony before this Committee
and so I shall not go into detail on this matter.

We have some concerns with the schedule put forth in this Subpart of the
bill. Section 5148(2) (A) calls for the state regulatory authority to report within
two years on progress towards the policies and rules set forth by the Admin-
istrator. Yet, according to Section 545, these rules are not to be established
before two years have passed. In short, the state must satisfy rules during
the same period in which the rules are being written. If this approach of
having a federal oversight is adopted, the reporting and review schedule should
be made consistent.

This point raises a larger question, however. This is whether the federal
government should be involved in the oversight of the provisions put forth
in this bill, both in the natural gas and the electricity sections. Alternative
methods have been proposed for ensuring that the rate policies adopted in this
legislation are carried out, but without creating the need for an extensive
federal review process. The House version of this bill, as well as the Brooke
and Durkin bills before this Committee, provide for the right of individuals
and state agencies to intervene in state regulatory proceedings concerned with
these issues. It is our opinion that this form of self-enforcement is preferable
and we would recommend its inclusion in the bill.

8. 1300

Turning now to Senator Durkin’s bill, §. 1300, some of the provisions are
similar to the President’'s bill, but I would iike to mention some of the others.

Section 203 (A) (5) (C), requiring a comparison of current consumption with
consumption during the same billing period the previous year, would be a
very effective stimulus to energy conservation. We recommend that this provi-
sion be included in the Committee's report.

We also support Part 6 of the same section, prohibiting promotional, political,
and institutional advertising. These are clearly inappropriate costs to be
charged to customers. While utilities have a constitutional right to expression,
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PROCEEDINGS AND DEBATES OF THE O §*» CONGRESS, FIRST SESSION

SENATE—Monday, August 1,

(Legislative day of Tuesday, July 19, 1977)

The Senate met at 3 p.m., on the ex-
piration of the recess, and was called to
order by Hon. RoserT C. BYRbp, a Senator
from the State of West Virginia.

PRAYER

The Chaplain, the Reverend Edward
L. R. Elson, D.D., offered the following
prayer:

The effectual fervent prayer of a right-
eous man availeth much.—James 5:16b.

Let us pray.

Eternal Father, whose we are and
whom we serve, at the opening of a new
week we pray fervently to qualify us for
the tasks before us. Where we are weak,
make us strong. Where we lack wisdom,
impart to us Thy higher wisdom. Where
we are lacking in righteousness, set us on
the righteous course that in and through
Thee we may avail much. Grant us Thy
grace that we may exert our best effort to
complete the American Revolntion, fulfill
the vision of the Founding Fathers, and
advance Thy kingdom on Earth. And to
Thee shall be the praise and thanksgiv-
ing. Amen.

APPOINTMENT OF ACTING PRESI-
DENT PRO TEMPORE

The PRESIDING OFFICER. The clerk
will please read a communication to the
Senate from the President pro tempore
(Mr. EASTLAND) .

The second assistant legislative clerk
read the following letter:

U.S. SENATE,
PRESIDENT PRO TEMPORE,

Washington, D.C., August 1, 1977.
To the Senate:

Under the provisions of rule I, section 3,
of the Standing Rules of the Senate, I hereby
appoint the Honorable DoNnaLp W. RIEGLE, a
Senator from the State of Michigan, to per-
form the duties of the Chair.

JAMES O. EASTLAND,
President pro tempore.

Mr. RIEGLE thereupon assumed the
chair as Acting President pro tempore.

RECOGNITION OF LEADERSHIP

The ACTING PRESIDENT pro tem-
pore. The Senator from Tennessee is rec-
ognized.

THE JOURNAL
Mr. BAKER. Mr. President, I ask unan-
imous consent that the Journal or the
proceedings of Friday, July 29, 19717, be
approved. )
CXXIII——1625—Part 21

The ACTING PRESIDENT pro tem-
pore (Mr. RIEGLE) . Without objection, it
is so ordered.

Mr. BAKER. Mr. President, I yield back
my time under the standing order.

Mr. ROBERT C. BYRD. Mr. President,
I am prepared to yield back my time.

PUBLIC FINANCING OF SENATE
ELECTIONS

The ACTING PRESIDENT pro tem-
pore. The question recurs on S. 926, which
the clerk will state by title.

The assistant legislative clerk read as
follows:

A Dbill (S. 926) to provide for the public
financing of primary and general elections for
the United States Senate.

The Senate resumed the consideration
of the bill.

ROUTINE MORNING BUSINESS

Mr. ROBERT C. BYRD. Mr. President,
I ask unanimous consent that there be a
brief period for the transaction of routine
morning business.

The ACTING PRESIDENT pro tem-
pore. Without objection, it is so ordered.

PUBLIC FINANCING OF SENATE
ELECTIONS

Mr. BAKER. Mr. President, as one of
the primary participants in the effort to
defeat S. 926, a bill to provide partial
public financing, I was particularly
pleased to read the Washington Post
editorial printed yesterday. The Post edi-
torial emphasized many of the same
points that have been made repeatedly
on the floor of the Senate in the past
week of debate and speaks for itself.

Mr. President, I ask unanimous con-
sent that a copy of the editorial be
printed in the RECORD.

There being no objection, the editorial
was ordered to be printed in the Recorbp,
as follows:

CAMPAIGN MONEY AND PUBLIC TRUST

President Carter used familiar and fash-
ionable language the other day in endorsing
S. 926, the pending bill for partial public
financing of Senate campaigns. He said the
bill would *“help restore the public's confi-
dence and trust in officials’ by removing "‘the
appearance of obligation to special inter-
ests.” Now, that sounds soothing—but this is
no time for the Senate to relax. There is
more than cosmetics involved here, and the
effects of this legislation in its present form
might not be as restorative as the advertis-
ing suggests.

1977

Consider the matter of “special inter-
ests,” which has become shorthand for cor-
ruption. Any two people could argue all day
about which dinterest groups—bankers or
doctors or unions or whatever—are “special’
ip the pejorative sense, and what their po-
liticel role should be. Regardless of where
one comes out, two points seem clear to us.

First, the most corrosive kinds of interest-
group money, the huge, often covert dona-
tions such as those revealed in recent years,
either have been illegal for decades or were
curbed by the disclosure rules and contribu-
tions limits enacted in 1974.

Second, the role of political-action com-
mittees and big donors would not necessarily
be reduced a whit by S. 926. Public matching
of small private gifts would give Senate
nominees less need to court big contribu-
tors. But the bill does not cover primaries,
where some elections are settled and early,
big donations can have the greatest effect.
Moreover, as the Supreme Court emphasized
last year, the First Amendment gives indi-
viduals and groups the liberty to spend as
much as they want on independent, parallel
campaigns for candidates. Last fall, while
Mr. Carter's election drive was being pub-
licly financed, labor unions were spending,
by one estimate, over $11 million inde-
pendently on his behalf. So when Mr. Carter
says that public financing for presidential
campaigns ‘worked very well last year
[pause . . . laughter|"” without any of the
candidates ''being obligated to anyone,” we
get the joke—but not the argument.

The advocates of public financing also

claim that it would open up the system and,
in Mr. Carter's words, “help enable deserving
candidates to run for office even if they are
not rich.” This also sounds good—but also
raises large questions about the nature of
political competition and the proper role of
government.
. It's true that competition is inhibited by
the high and rising cost of getting political
mescages into the marketplace at all. If a
candidate can't afford advertising, voters have
no way to gauge whether he is “'deserving" of
support. Especially in primaries, one can
justify more public-service broadcasts, pub-
licly financed mailings and perhaps modest
matching grants. But public-financing’s ad-
vocates have much more in mind. They want
to assure challengers not just basic access
but equal funds. S. 926 would promote parity
by setting spending limits as a condition of
public aid. And if one candidate foregoes that
aild and exercises his right to spend more in
private money, his opponent would get extra
subsidies.

Wihiat's wrong with this? For one thing, it
reflects a simplistic view of the role of money
in campaigns. More, dollars don't always
mean more votes. In the past five years, 17
men have come to the Senate the hard way,
by beating incumbents; nine of those 17 won
even though they were outspent. Beyond
that, S. 926 would legislate a value judgment:
Big spending is bad. But if a candidate with
wealth or access t05 e sums does spend
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provide suitable alternative work for log-
gers and others who may lose their jobs—
in light of further study and what may
be developed at Senate hearings. Senator
ABOUREZK, chairman of the Parks and
Recreation Subcommittee, has assured
me that hearings will be set in September
and that these hearings will focus pri-
marily on how best to enhance job op-
portunities. I completely agree with him
that they should, and I have urged that
hearings be set as early in September as
possible so that final action can be
achieved on this legislation before Octo-
ber adjournment.

ADDITIONAL COSPONSORS
5. 79

At the request of Mr. HELMs, the Sena-
tor from New Mexico (Mr. SCHMITT)
was added as a cosponsor of S. 79, relat-
ing to gold clause contracts.

S5.1297
At the request of Mr. MaTsuNaGa, the
Senator from New Mexico (Mr.

ScumiTT) was added as a cosponsor of
S. 1297, to guarantee that individuals
receiving both veterans’ pension and
social security not suffer reduction of
either benefit because of cost-of-living
increase in the other.

S. 1540

At the request of Mr. ToweR, the Sen-
ator from New Mexico (Mr. ScHMITT)
was added as a cosponsor of S. 1540, to
amend the Davis-Bacon Act.

S. 1644

At the request of Mr. Packwoop, the
Senator from Delaware (Mr. RoTH) was
added as a cosponsor of S. 1644, to give
tax equity to parents without partners.

S. 1692
At the request of Mr. MELCHER, the
Senator from New Mexico (Mr.

ScumiTt) was added as a cosponsor of
S. 1692, to reform the Postal Service.
S. 1868
At the request of Mr. MELCHER, the
Senator from Louisiana (Mr. JOHNSTON)
was added as a cosponsor of S. 1868, the
National Crude Oil Supply Act of 1977.
S. 1923

At the request of Mr. RoTH, the Sena-
tor from Oregon (Mr. HATFIELD) was
added as a cosvonsor of S. 1923, to
amend the Consolidated Farm and Rural
Development Act.

S5.1935

At the request of Mr. RoBerT C. BYRD
(for Mr. JacksoN), the Senator from
Wyoming (Mr. HansenN), the Senator
from Colorado (Mr. HaskeLL), and the
Senator from New Mexico (Mr. Do-
MENICI) were added as cosponsors of
S.l.15335, to provide emergency drought
relief.

——— R ——

AMENDMENTS SUBMITTED FOR
.. PRINTING

NATIONAL E—EERGY POLICY—
S. 1469

AMENDMENT NO. 746
(Ordered to be printed and referred to
the Committee on Energy and Natural
Resources.)

CONGRESSIONAL RECORD — SENATE

Mr. PERCY. Mr. President, since the
turn of the century, electric companies
have given the public more reliable serv-
ice and ever-lower rates by building
larger electric grids and generating sta-
tions. They have provided electric serv-
ice unmatched in the world, and have
fueled the growth of this Nation’s econ-

omy.

In the last 5 to 10 years the economies
of scale in the utility industry have end-
ed. To expand production of electricity
costs up to twice as much as the average
cost of power. Central generating tech-
nology gives us a choice among expensive
new oil imports, pollution problems with
coal, or possible safety dangers from the
atom.

We may be at the beginning of a new
era in electric power production. There
now exists an array of promising new
small energy-producing technologies, all
of which would supply electric power in
small amounts, be operated locally, and
be owned by individuals or small com-
panies instead of by central electric util-
ity companies. Preliminary assessments
indicate they will have minimal environ-
mental and safety problems. The systems
include small-scale hydroelectric dams,
cogeneration of industrial process steam
and electricity, wind, and solar power.

Dow Chemical Co. and others calcu-
late that cogeneration could by 1985 pro-
vide generating capacity equal to 40 to 60
large coal or nuclear powerplants. Exist-
ing dams could provide the equivalent of
up to 2 dozen such plants, according to
the Federal Power Commission. Mr. Pres-
ident, I ask that the full text of an article
from the Chicago Tribune dated July 22,
1977 on the small hydroelectric work of
Dr. David Lilienthal be printed in the
REcorp at the end of my statement.

There is one institutional difficulty
which could impede the implementation
of these small technologies. Small dams,
windmills, and other systems cannot re-
place central electric grids. Traditional
utilities are needed to complement on-
site power by providing backup power
and by purchasing surplus power.

Some electric utilities, unfortunately,
are uneasy about this new source of
competition. Many are worried about
the effects that technically unreliable
equipment might have on their systems.
Some fear solar generators would re-
quire expensive backup arrangements
for critical peak periods, while eroding
demand most of the time. For these rea-
sons some utility companies refuse to
interconnect with small power systems,
or charge prohibitive electric rates. The
most vivid recent example occurred in
New York City. The State public service
commission needed to issue a special
order to Consolidated Edison Co. to con-
nect with a windmill.

The Public Utility Holding Company
Act and the Federal Power Act both
make it difficult for a firm to sell elec-
tricity as a sideline to its main line of
business. Moreover, the burden and cost
of paperwork associated with filing as a
public utility before State and Federal
regulatory agencies could be prohibitive
for many small power producers.

The Carter administration has taken
note of these difficulties in its National

August 1, 1977

Energy Plan legislation, S. 1469. The
President’s bill provides suitable rem-
edies for these problems for one type of
small-scale technology: the cogenera-
tion of industrial process steam and
electricity. I commend the administra-
tion for its foresight in this area.

Unfortunately, cogeneration is only
one of several frontier electric technol-
ogies. Protection must be given to the
full array of new small-scale systems
now being tested, lest unreasonable bar-
riers block economically and technically
effective technologies from commercial
application. Our deteriorating energy
situation mandates that we encourage
all possible solutions.

For these reasons, Mr. President, I am
submitting today an amendment to the
National Energy Plan, S. 1469, which
provides for all small electric power pro-
ducers the protections which the Presi-
dent recommends for cogenerators. It
also guards the interests of existing elec-
tric utilities.

My amendment contains the following
provisions:

First. Electric utilities are required to
provide power to small power producers,
and purchase surplus power. The Secre-
tary of Energy will establish rules gov-
erning these sales;

Second. Cost of service is mandated
as the criterion for rates. This explicitly
establishes that special treatment of
small-scale power producers is permitted
when electric companies can justify rates
based on cost;

Third. Small-scale power producer is
defined as any small electric facility
whose owner is not primarily in the elec-
tric energy business. Technologies in-
clude, but are not limited to, cogenera-
tion, small-scale hydroelectricity, solar
electric systems, windmills, solid-waste
facilities, and electric storage operated
in conjunction with any of the above;

Fourth. The Secretary of Energy is al-
lowed to exempt small power producers
from provisions of Federal and State
public utility law as is necessary to en-
courage these technologies;

Fifth. The Secretary of Energy is re-
quired to prescribe technical standards
for small power systems. This protects
electric utilities against poorly designed
or unreliable equipment;

Sixth. The administration’s require-
ment that small power producers allow
the electric utility to operate the facility
is deleted. This may be anticompetitive,
and does not significantly add to the
technical standards protection;

Seventh. The amendment extends to
all small power producers a guarantee—-
which is in the administration plan for
cogenerators—that electric utility com-
panies will transmit their power to third
parties.

I note that this legislation will not pre-
empt the authority of State regulators
once the new regulations are promul-
gated. Case-by-case implementation of
the rules will proceed on the State level.
My amendment merely sets minimum
standards, as do the other administra-
tion utility provisions; it shifts the bur-
den of proof in rate discrimination cases
from the small producer to the electric
utility company.
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I'd like te take a mement te talk abeut eur differences in this reem when it cemes
te energy pelicy. As eur President said in his State of the Unien address te the Cen-
gress last week, “feur years ef debate is eneugh.” In recent menths we have seen
the spet market for il reach abeve $55 a barrel. Just three weeks age the spet price
for natural gas in the Nertheast went as high as $45 per MCF. We de net want
te meve frem energy crisis te energy crisis. Threugh cemprehensive energy legisla-
tien, we will take the steps te make sure America dees net face energy ratiening
as we did in the late 7@’s. That crisis dreve dewn jebs, transpertatien and equality
of life. We will take the steps te pretect against regienal energy crises like these
faced recently in Califernia. That crisis diminished the Califernia ecenemy. Cen-
strictien en energy fer the U.S. means less of jebs, a weaker ecenemy, greater de-
pendence en unstable regimes, a weaker Natienal defense and a lewer quality ef
life. We must take the steps new te centrel eur jebs, quality ef life, and eur Natienal
and ecenemic security.

Teday we are geing te hear frem a series of individuals representing agencies of
the United States Gevernment and varieus industry greups. I thank yeu all fer yeur
time. I knew we have several panels of witnesses, all with expertise in yeur respec-
tive areas. We welceme all of yeur views with respect te this legislatien and espe-
cially yeur guidance with respect te issues facing yeur industry as they relate te eur
natien and eur peeple’s energy security.

Mr. BeucHER. Thank you very much, Mr. Chairman. I appreciate
your organization today’s hearing, and assembling 3 excellent pan-
els of witnesses to inform the subcommittee during the course of
this day.

Chairman Barton earlier this week circulated a discussion draft
of comprehensive energy legislation, which is largely identical to
the conference agreement that was achieved during the 108th Con-
gress. Given the passage of time since the consideration of the bill
last year, and the formation of that conference agreement, it is ap-
propriate that we conduct these hearings to examine the need for
legislation through the lens of the current energy market, and I ap-
preciate the indication by the chairman that this will be the first
of two hearings on the energy measure.

supportedg passage of comprehensive energy legislation during
the last two Congresses, and I continue to believe that the adoption
of legislation is desirable. While I don’t support all of the provisions
of the conference report, there are a number of sections of the re-
port that I think will, in fact, improve significantly our Nation’s en-
ergy policy. The conference report from last year contains a number
of non-controversial items, such as improvements to energy con-
servation, permanent authorization of the Strategic Petroleum Re-
serve, and the Northeast Home Heating Oil Reserve, and a number
of research and development provisions. Of particular interest to
me are sections which promote the use of clean coal technologies.

With natural gas prices at unprecedented highs, homeowners
who heat with natural gas and a broad range of American indus-
tries, from agriculture to aluminum manufacturing, are feeling the
effects. In my view, one of our most urgent items of business is tak-
ing the legislative steps required to incent electric utilities to lessen
their reliance on gas in the new generating units they will be con-
structing.

And there is an obvious answer. Coal is the Nation’s most abun-
dant fuel, with reserves sufficient for the next 250 years. Coal gen-
erates electricity at less than one half the cost of the fuel alter-
natives, and consumers get the best prices when they consume
electricity that is generated through the combustion of coal. New
technologies such as integrated gasification combined cycle enable
coal to be used for electricity generation in a manner that is as
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clean as the combustion of natural gas. I commend the provisions
and the draft legislation that would accomplish the goal of
incenting coal use, and thereby relieving, to some extent, the pres-
sure on natural gas prices.

With regard to the electricity title of the conference agreement
and the draft legislation, I remain concerned about the total repeal
of the Public Utility Holding Company Act without ensuring that
adequate consumer safeguards, with strong Federal oversight re-
main in place. In addition, I have not been convinced that there is
a need to give the Federal Energy-Regulatory.Commission-author-
ity to cite transmission lines. I am pleased, however, that during
the last Congress, we were able to reach a compromise regarding
the application of PURPA, and the legislation contains the non-con-
troversial and much-needed section that would make transmission
reliability standards both mandatory and enforceable. I think we
need to learn more about the practical effect of the change to that
section that is made in the discussion draft, which would cap the
spending allowed for implementation of the reliability standards.

Today, we are hearing from 3 distinguished panels. They will be
covering a wide variety of topics related to national energy policy.
I welcome them, and thank you, Mr. Chairman, for assembling
them.

Mr. HALL. Thank you. At this time, we recognize Chairman Bar-
ton, Energy and Commerce Committee, for as much time as he con-
sumes.

Chairman BarTeN. Well, thank you, Chairman Hall. I appreciate
you holding this hearing. Today and next week, a fair number of
the audience will have testified by the time we get through with
it. We are really reaching out to get a lot of perspective on the bill.
I see my good friend, the former Senator from Alaska, now the
Governor, Mr. Murkowski, in the audience. I remember sitting in
his office 4 years ago with former Chairman Tauzin, trying to fig-
ure out how to get that energy conference bill out of the conference.
So we are starting the process today, and especially my friends on
the Democratic side of the aisle, I want to encourage them to lis-
ten. I am strongly, strongly, strongly thinking about doing a very
open markup. I would love to improve this bill and take it to the
floor, with strong bipartisan support, and a lot of what we hear in
the next two—this hearing and the next hearing—is going to make
a determination whether we do a markup, and how we structure
it. But this is like the Energizer Bunny commercial. This is the bill
that will not die, and this is the year, and this is the Congress that
we are going to pass comprehensive energy legislation, so I would
strongly encourage all my friends on both sides of the aisle, not
just the Democratic side, to really participate in these hearings, be-
cause you know, I think an open process is the better process, and
I would love to have a markup where we can improve last year’s
work product, and then take that product to the floor.

With that, Mr. Chairman, I appreciate your leadership, and look
forward to the hearings today and next week.

[The prepared statement of Hon. Joe Barton follows:]
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PREPARED STATEMENT OF HeN. JoE BArRTON, CHAIRMAN, COMMITTEE ®N ENERCY
AND COMMERCE

I want te thank Chairman Hall fer helding this hearing teday en the Energy Pel-
icy Act of 2005. I alse want te welceme Geverner Murkewski ef Alaska, Chairman
Carrille of the Texas Railread Cemmissien, Chairweman Shewalter of the Wash-
ingten Utilities and Transpertatien Cemmissien and Assistant Secretary Garman.
Chairman Hall has been able te assemble seme very distinguished panels teday.

This is the secend of eur scheduled hearings te address this impertant legislatien.
Yesterday we heard frem Secretary Bedman en the energy bill. Beginning teday, we
will hear frem elected efficials and stakehelder greups. As I stated yesterday, many
of us in this reem, Republicans and Demecrats alike, have werked very hard en the
previsiens centained in the cenference repert en whichhweswillitake testimeny teday:
The bill befere us is net perfect, but it’s balanced. It has been epen te the public
since Nevember 2003, has been passed by the Heuse with large majerities twice and
received 58 vetes in the Senate. Se there must be a lot of geed pelicy in it.

Teday we will hear testimeny en the electricity and energy efficiency previsiens.
Beth titles received a large ameunt ef suppert frem pelicy-makers and experts. Our
invester-ewned utilities, public pewer, the pewer generaters, and the ce-eps—all
these whe previde electricity te eur natien’s industrial, cemmercial and residential
users—supperted the electricity title. In fact, it’s the first electricity title supperted
by all these greups.

The energy efficiency previsiens likewise received wide suppert frem pelicy-mak-
ers, experts, and these in the business of making mere effective and efficient use
of energy. Few peeple disagree with the need te censerve and save energy where
apprepriate.

Se teday, we invite yeur cemments and suggestiens en these previsiens. All
changes will be censidered carefully and fairly. We must recegnize that any changes
made must impreve the chances eof the bill beceming law. I agree with eur Presi-
dent, feur years is leng eneugh fer an energy bill.

One additienal cemment en eur effert te centrel cests eof the bill. As everyene in
this reem knews, we rely en CBO sceres te determine the cest of the bill—whether
we agree with the scere or net. In fact, we wrete a letter te the CBO pretesting the
scere of beth the reliability previsiens in the electricity title and the Energy Savings
Perfermance Centracts in the energy efficiency title. We tried te cap the scere at
$500 millien each te address the scere enly—net because we think we need a less
reliable electricity grid er that savings te eur gevernment frem lewer energy cests
sheuld be limited.

Finally, we need te recegnize access te energy supplies is a critical cencern areund
the werld. China, India, and Brazil are all using greater and greater ameunts ef
ceal, eil and gas. Dependence en fereign seurces of these fuels is beceming riskier
and mere dangereus te America’s dynamic ecenemy. This energy bill is vital te the
centinued presperity of the United States. It will allew America te take centrel ef
its energy future and ensure that all Americans have access te abundant supplies
of clean, afferdable energy te pewer their hemes and jebs. I leek ferward te the com-
ments of these testifying teday.

Mr. HaLL. Thank you, Chairman Barton. At this time, I recog-
nize the Dean of the House, the longtime, venerable Chairman of
this Committee, Dean of the House, but not the oldest Member in
the House, John Dingell, for as much time as he consumes.

Mr. DINGELL. Thank you, Mr. Chairman. I will respect the limits
of the time of the committee. First of all, thank you for recognition.
Second of all, I am pleased to see we are moving toward developing
a comprehensive energy policy for the committee and for the coun-
try.

We are faced with pressing energy issues. It is very appropriate
that this committee, with its expertise in these matters, should be
the starting point for all discussions. Unfortunately, by starting
with last year’s failed conference report, we are sending the signal
that the Congress is not serious about developing a sensible energy
plan, but rather intent upon peddling the same tired special inter-
est laden bill that the Senate rightly rejected last year.
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While not within this committee’s jurisdiction, EEI also supports
inclusion of several important tax provisions in an energy bill that
will help increase investment in and strengthen our energy infra-
structure, and promote the development of new technologies, in-
cluding renewables.

We do have concerns with a couple of budget-related limitations
that appear in the reliability and energy efficiency sections of the
discussion draft, which were not included in last year’s conference
report. We look forward to working with you and your staff to re-
solve those issues. And in conclusion, we commend you for getting
the ball rolling again on energy legislation. The need for a bill is
greater now than ever, and we certainly look forward to working
with the committee on this important issue.

[The prepared statement of Thomas R. Kuhn follows:]

PREPARED STATEMENT OF THOMAS R. KUHN N BEHALF OF THE EDIS®N ELECTRIC
INSTITUTE

Mr. Chairman and Members of the Subcemmittee: My name is Tem Kuhn, and
I am President of the Edisen Electric Institute (EEI). EEI is the asseciatien ef U.S.
sharehelder-ewned electric utilities and industry affiliates and asseciates werldwide.
We appreciate the eppertunity te testify en energy pelicy legislatien. The Heuse En-
ergy and Cemmerce Cemmittee deserves a great deal of credit fer its years of effert
te preduce legislatien te address this natien’s leng-term energy needs.

EEI supperted the energy bill cenference repert appreved by the Heuse of Rep-
resentatives in the 108th Cengress, and we urge the Heuse te appreve a similar bill
again as seen as pessible this year.

We recegnize that every stakehelder weuld prebably change semething in last
year's H.R. 6 cenference repert, which we understand will serve as the basis for the
Heuse bill this year. Hewever, the cenference repert is the preduct ef years of hear-
ings, debate and negetiatiens. While we centinue te talk abeut energy issues, high
energy prices centinue te be a heavy burden en American censumers and busi-
nesses. We need an energy bill new mere than ever. The mest impertant thing new
is for Cengress te meve ferward and finish the job as seen as pessible.

PROMOTE FUEL DIVERSITY

Fuel diversity sheuld be a cernerstene of eur natienal energy pelicy. Having a
bread array ef fuel reseurce eptiens available—including ceal, nuclear, natural gas,
hydre, and renewables—is an impertant hedge against supply disruptiens and price
velatility, thus benefiting censumers, the ecenemy and the envirenment. It is criti-
cally impertant te eur industry te have all of eur fuel reseurces as viable, afferdable
eptiens. The H.R. 6 cenference repert will premete the full range of energy supply
eptiens, se it sheuld be supperted.

Ceal is a fuel seurce for mere than 50 percent ef the electricity generated in the
United States. It is abundant, afferdable, and increasingly clean, with significant
imprevements in pre- and pest-cembustien emissien reductien technelegy. Clean
ceal technelegy develepment and maintaining ceal’s ability te cempete en cests are
key drivers te eur future ability te use ceal, and the bill includes impertant previ-
siens te help achieve these geals.

Nuclear energy prevides 20 percent ef this natien’s electricity and effers the envi-
renmental advantage eof being emissien free. The cenference repert’s previsiens en
Price-Andersen reautherizatien and advanced reacter develepment are ameng these
that will help maintain the viability ef the nuclear pewer eptien fer decades te ceme.

The electric utility industry shares the cencerns that many have abeut the cest
and availability ef natural gas. Reughly 18 percent ef tetal current electricity gen-
eratien is gas-fired, and in the past decade 88 percent ef new plants have been gas-
fired. Gas effers several advantages fer generatien, including lewer emissiens than
other feossil fuels, and lewer capital cests and regulatery barriers fer plant siting and
censtructien. The H.R. 6 cenference repert included several impertant incentives for
increased demestic gas expleratien and preductien, and we understand this year's
bill will be updated with additienal measures te premete adequate supply.

Renewables, where available, can alse play an impertant rele in fuel diversity.
Their mest attractive feature is their ebvieus envirenmental benefits. While capital
cests are currently high, electricity generatien frem renewables typically depends en
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OTHER ELECTRICITY REFORMS

PURPA Reform

The mandatery purchase ebligatien ef the Public Utility Regulatery Pelicies Act
(PURPA) sheuld be refermed. Mest significantly, PURPA has subjected censumers
te higher electricity prices. Utilities are required te purchase pewer preduced frem
PURPA qualifying facilities, regardless of whether that pewer is needed er whether
it is mere expensive than alternative pewer supplies. PURPA’s mandated, leng-term
centracts are cesting electricity censumers natienally nearly $& billien a year in
higher electricity prices.

PURPA alse has failed te achieve its ebjective te premete the use of renewable
energy. Teday, appreximately 8@ percent ef all pewer preduced by PURPA facilities
is generated using natural gas, ceal er eil. Fessil fuels, net renewable energy re-
seurces, have been PURPA’s primary beneficiaries.

In additien, significant abuses have eccurred under PURPA, particularly with re-
spect te cegeneratien facilities. There is ne requirement under FERC’s regulatiens
that a cegeneratien facility’s thermal eutput be useful er ecenemic. As a result, what
are essentially exempt whelesale generaters have been allewed te masquerade as
PURPA qualifying facilities in erder te have a guaranteed market for their pewer
at gevernment-set prices.

The PURPA referm previsiens in the H.R. 6 cenference repert represent a delicate
cempremise that is the result of loeng, difficult negetiatiens ameng the majer PURPA
stakehelders. EEI centinues te suppert these previsiens, as it expects ether stake-
helderste de.

FERC Lite

EEI believes that e/l transmissien-ewning utilities, ne matter what their ewner-
ship type, sheuld be subject te the same level of FERC regulatien te assure fair,
epen access for all market participants te the transmissien grid. After all, electrens
meve on the grid accerding te the laws ef physics, witheut recegnizing changes in
ewnership type. Thus, we believe FERC rules sheuld apply te all users of the grid.

While they are weaker than we weuld prefer, the “FERC lite” previsiens ef the
H.R. 6 cenference repert represent a step teward this ultimate pelicy geal and
sheuld be included in any energy bill.

FERC Refund Authority

The Califernia energy crisis clearly demenstrated that retail electricity censumers
weuld be much better pretected by making all electricity suppliers, net just share-
helder-ewned utilities, subject te FERC refund autherity. This weuld ensure that
prices charged fer whelesale electric pewer sales, regardless of the seller, must meet
FERC’s “just and reasenable” standard. EEI supperts language in the H.R. 6 cen-
ference repert autherizing FERC te erder refunds frem the largest gevernment-
ewned utilities for shert-term sales.

FERC Merger Authority

Mergers ameng electric utilities and with ether energy cempanies can lewer eper-
ating cests, diversify the preducts and services cempanies are able te effer te cen-
sumers, and increase efficiencies. However, electric utility mergers are ameng the
mest heavily regulated ef all industries, and the federal merger review precess is
cestly, time-censuming and duplicative. EEI supperts measures te streamline
FERC’s current merger review precess te eliminate duplicative federal review and
bring it mere in line with the precess used fer ether industries. The H.R. 6 cen-
ference repert’s previsiens clarifying FERC merger autherity, expediting the Cem-
missien’s review precess, and directing DOE te study additienal ways te eliminate
duplicatien and impreve the precess are censistent with this geal.

Native Load Protection

Under the Federal Pewer Act (FPA), FERC is respensible fer preventing the exer-
cise of market pewer in cempetitive whelesale markets and develeping the rules for
such markets. Hewever, any FERC analysis of market pewer in whelesale markets
sheuld take inte acceunt existing cemmitments and ebligatiens under state law and
state pelicies relating te service ebligatiens, reseurce precurement, reseurce ade-
quacy, fuel supply cheices and envirenmental aspects of generatien.

Federal regulaters sheuld recegnize the retail service ebligatiens ef utilities and
premete pelicies censistent with these state-impesed ebligatiens. The native lead
service ebligatien previsien in the H.R. 6 cenference repert assures transmitting
utilities helding firm transmissien rights that giving prierity te serving this “native
lead” dees net censtitute undue discriminatien under the FPA.
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tion to repeal. We also strongly oppose limitations placed on the ex-
ercise of FERC’s merchant review authority.

Finally, instead of Congressional directive identifying and pro-
hibiting a specific electric trading practice, as is contained in the
conference report on H.R. 6, we believe the Commission should be
authorized to undertake a rulemaking proceeding to identify all
practices intended to manipulate the wholesale market, and Con-
gress should then authorize the Commission to levy significant
penalties, including the withdrawal of the privilege of selling power
at market-based rates for entities that are engaged in these prac-
tices.

Tlilat concludes my summary, Mr. Chairman. Thank you very
much.

[The prepared statement of Alan H. Richardson follows:]

PREPARED STATEMENT OF ALAN H. RICHARDS®N, PRESIDENT AND CEO, AMERICAN
PusLIiC POWER ASSeCIATI®N

Chairman Hall, Ranking Member Beucher, and members of the Subcemmittee,
my name is Alan Richardsen, and I am the President and Chief Executive Officer
of the American Public Pewer Asseciatien (APPA). Thank yeu fer the eppertunity
}o appear befere yeu teday te discuss APPA’s views en cemprehensive energy legis-
atien.

APPA is the service erganizatien fer the natien’s mere than 2,000 cemmunity-
ewned electric utilities that serve ever 43 millien Americans. The utilities include
state public pewer agencies, municipal electric utilities, and special utility districts
that previde electricity and ether services te seme of the natien’s largest cities such
as Les Angeles, Pheenix, Seattle, San Antenie and Jacksenville, as well as seme of
its smallest tewns. Indeed, the vast majerity ef these utilities serve small and me-
dium-sized cemmunities in 49 states, all but Hawaii. In fact, 75 percent ef publicly
.W{led electric utilities are lecated in cemmunities with pepulatiens ef 10,000 peeple
or less.

Public pewer systems were created by state or lecal gevernments te serve the pub-
lic interest. Mere than 500 public pewer systems have, er by the end ef this year
will have, celebrated their 100th anniversary. One of the mest fundamental values
that all APPA members share is lecal centrel. Like public scheels, pelice and fire
departments, and publicly ewned water and waste water utilities, public pewer sys-
tems are lecally created gevernmental institutiens that address a basic cemmunity
need: the previsien ef an essential public service at a reasenable price. Public pewer
systems share the cere missien and ebligatien te previde reliable and lew-cest elec-
tric pewer te their retail and whelesale requirements custemers, censistent with
geed envirenmental stewardship, and te de se year in and year eut. Because they
are lecally centrelled, the interests of public pewer systems are aligned with the
leng-term interests of their respective custemers and cemmunities.

Publicly ewned utilities alse have an ebligatien te serve the electricity needs ef
all their custemers. They have maintained this “ebligatien te serve,” even in states
that have intreduced retail cempetitien. Public pewer’s engeing cemmitment te its
service ebligatien in these lecal cemmunities requires it te pay attentien te leng-
term infrastructure needs. Because infrastructure is se critical te the future ef the
electric industry in general, and public pewer systems specifically, APPA can enly
suppert legislative initiatives that belster eur members’ commitment te maintain ex-
isting infrastructure and te enhance their ability te develep needed new infrastruc-
ture. Witheut adequate transmissien and generatien infrastructure, public pewer
cannet meet its service ebligatiens.

APPA has censistently supperted a cemprehensive appreach te energy pelicy.
APPA has centinually asserted that there are a number of areas where the Adminis-
tratien and Cengress sheuld act te enhance the viability ef traditienal fuels used
te generate electricity, premete the cemmercializatien of new, alternative seurces of
electricity, increase energy censervatien, and previde adequate energy assistance te
lew-inceme heusehelds.

The 109th Cengress is new underway and the debate en cemprehensive energy
legislatien is set te be renewed. The Cenference Repert for H.R. 6, 108th Cengress,
will serve as the feundatien fer the upceming debate en energy legislatien in the
Heuse of Representatives, while the ether bedy is taking a step back frem legisla-
tien previeusly censidered te determine whether the prepesals advanced in the last
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and grewth strategies. Public pewer systems are willing and able te invest in trans-
missien facilities previded they receive the cencemitant leng-term transmissien
rights. APPA weuld urge Cengress te explere avenues te enceurage jeint ewnership
of new transmissien facilities by all lead-serving entities in a regien, be they public
or private.

Voluntary Transmission Pricing Plans (Sec. 1242)

Cemmenly knewn as the “participant funding” previsien, this sectien of the H.R.
6 Cenference Repert enables invester-ewned transmissien ewners, RTOs and ISOs
te prepese transmissien pricing plans fer transmissien upgrades that FERC must
appreve. While the sectien is very cenveluted (which is in itself a preblem), the prac-
tical effect is that virtually all transmissien facilities deemed te be needed for “ece-
nemic” purpeses (rather than “reliability” purpeses) weuld be funded by the party
requesting transmissien service, even if many ether transmissien custemers weuld
benefit frem these same facilities.

APPA remains strengly eppesed te this previsien ef the Cenference Repert. APPA
believes that this pricing scheme sheuld net be mandated and that Cengress sheuld
respect the diversity and flexibility ef each regien te address this issue as it sees
fit. %ERC is allewing each RTO te develep, threugh a regienal cellaberative precess,
the pricing plan fer new transmissien facilities applicable in that regien. A ferm ef
participant funding is, fer example, being used in PJM, while the New England ISO
has adepted a very different methed, and the Seuthwest Pewer Peel RTO is devel-
eping yet a third appreach. Hence, this mandate is beth unnecessary and petentially
ceunterpreductive. It ceuld alse stall the develepment of new transmissien facilities,
thus petentially impacting the everall reliability ef the bulk electric pewer system.

Amendments to PURPA (Subtitle E)

This subtitle centains language that addresses the terminatien of mandatery pur-
chase and sales requirements. The previsiens direct FERC te issue a rulemaking,
within 180 days frem enactment, revising the criteria fer new qualifying cegenera-
tien facilities seeking te sell electric energy. They mandate that this rulemaking
shall insure the thermal energy eutput is used in a preductive and beneficial man-
ner, as well as meeting ether criteria, and direct state regulatery autherities and
electric utilitiesstermake available, upen resquest, real-time pricing and net-metering
servicesi APPA believes these previsiens have been carefully crafted and suppert
their inclusien in future legislatien.

Repeal of PUHCA (Subtitle F)

The Public Utility Helding Cempany Act ef 1935 (PUHCA) is repealed twelve
menths after the date of enactment of the bill. APPA strengly eppeses repeal ef
PUHCA unless FERC is simultaneeusly given the autherity te address the prebable
censequences of repeal.

Oppenents of the Helding Cempany Act have been calling fer its repeal ultimately
since its enactment 70 year age. Teday, PUHCA repeal is advanced, in part, te ad-
dress the perceived needs of a disaggregated and restructured industry that was en-
visiened in the almest eupheric deregulatien climate of the late 1990s. PUHCA was
enacted te pretect investers and censumers frem abusive and market manipulative
activities and te ensure effective regulatien ef utility helding cempanies centrelling
vertically integrated utilities. A few years age it was believed that the vertically in-
tegrated utility medel of the past weuld seen be displaced by a multitude of partici-
pants, each with a different fecus—transmissien, generatien, distributien, market-
ers, etc. As a result, the need fer PUHCA weuld disappear. Hewever, the envisiened
industry transfermatien has net eccurred and indeed public utilities are new pur-
suing a “back te the basics” strategy, which includes a return te the vertically inte-
grated structure of past decades. In ether werds, the industry structure is precisely
the structure PUHCA was created te regulate in erder te pretect the interests eof
investers and censumers.

Advecates of PUHCA repeal alse characterize the Act as an impediment te invest-
ment in the industry. A repert a year age frem Standard & Peer’s neted that this
argument “dees net seem te held much water after the pewer generatien market im-
pleded.” S&P went en te nete that investers have a selid appetite fer cempanies
with stable, regulated revenues.

A peint en which almest all agree is that PUHCA repeal will premete further cen-
selidatien within the industry. Censelidatien and a reductien in the number of in-
dustry participants will net premete a mere cempetitive market.

Ameng the previsiens that sheuld be censidered te accempany PUHCA repeal, if
repeal is still deemed geed public pelicy, are: explicit autherity fer FERC te review
transfers of generatien assets, utility helding cempany mergers and censelidatien ef
natural gas and electric utilities; enhancement of FERC’s existing merger review au-
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The following pages contain relevant excerpts from the “conference
agreement” that Mr. Boucher refers to on page 4 and that Chairman
Barton refers to on page 6 of the hearing excerpts.

The purpose of including these excerpts from the 2003 bill is to
demonstrate that the “delicate" (EEI) and “carefully crafted” (APPA)
compromise provisions referred to in the 2005 hearing transcript
include the final enacted version of PURPA section 210(m)(1).
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108TH CONGRESS REPORT
1st Session HOUSE OF REPRESENTATIVES 108-375

ENERGY POLICY ACT OF 2003
NoveMBER 18 (legislative day, NoveMBER 17), 2008.—Ordered to be printed

Mr. Tavuzin, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 6]

The committee of conference on the disagreeing votes of the
two Houses on the amendment of the Senate to the bill (H.R. 6),
to enhance energy conservation and research and development, to
provide for security and diversity in the energy supply for the
American people, and for other purposes, having met, after full and
free conference, have agreed to recommend and do recommend to
their respective Houses as follows:

That the House recede from its disagreement to the amend-
;nloint of the Senate and agree to the same with an amendment as
ollows:

In lieu of the matter proposed to be inserted by the Senate
amendment, insert the following:

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(@) SHORT TITLE.—This Act may be cited as the “Energy Policy
Act of 2003,

(b) TaBLE oF ConTENTS.—The table of contents for this Act is
as follows:

TITLE I-ENERGY EFFICIENCY

Subtitle A—Federal Programs

Sec. 101. Energy and water saving measures in congressional buildings.

Sec. 102. Energy management requirements.

Sec. 103. Energy use measurement and accountability.

Sec. 104. Procurement of energy efficient products.

Sec. 105. Energy savings perfgrj')mme contracts.

Sec. 106. Energy savings performance contracts pilot program for nonbuilding ap-
plications.

Sec. 107. Voluntary commitments to reduce industrial energy intensity.

Sec. 108. Advance. Bui{dinggﬂiriemy Testhed.

Sec. 109. Federal building performance standards.

Sec. 110. Increased use of recovered mineral component in federally funded projects
involving procurement of cement or concrete.

90300
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(i) PRIOR STATE ACTIONS REGARDING SMART METERING STAND-
ARDS.—

(1) IN GENERAL.—Section 112 of the Public Utility Regu-
latory Policies Act of 1978 (16 U.S.C. 2622) is amended by add-
ing at the end the following:

“le) PrRiIOR STATE AcTioNS.—Subsections (b) and (c) of this sec-
tion shall not apply to the standard established by paragraph (14)
of section 111(d) in the case of any electric utility in a State if, be-
fore the enactment of this subsection—

“(1) the State has implemented for such utility the standard
concerned (or a comparable standard);

“(2) the State regulatory authority for such State or rel-
evant nonregulated electric utility has conducted a proceeding
to consider implementation of the standard concerned (or a
comparable standard) for such utility within the previous 3
years; or

“(3) the State legislature has voted on the implementation
of such standard (or a comparable standard) for such utility
within the previous 3 years.”.

(2) CROSS REFERENCE.—Section 124 of such Act (16 U.S.C.
2634) is amended by addz'ng the following at the end thereof:
“In the case of the standard established by paragraph (14) of
section 111(d), the reference contained in this subsection to the
date of enactment of this Act shall be deemed to be a reference
to the date of enactment of such paragraph (14).”.

SEC. 1253. COGENERATION AND SMALL POWER PRODUCTION PUR-
CHASE AND SALE REQUIREMENTS.

{a) TERMINATION OF MANDATORY PURCHASE AND SALE RE-
QUIREMENTS.—Section 210 of the Public Utility Regulatory Policies
Act of 1978 (16 U.S.C. 824a-3) is amended by adding at the end
the following:

“tm) TERMINATION OF MANDATORY PURCHASE AND SALE RE-
QUIREMENTS.—

“(1) OBLIGATION TO PURCHASE.—After the date of enact-
ment of this subsection, no electric utility shall be required to
enter into a new contract or obligation to purchase electric en-
ergy from a qualifving cogeneration facility or a qualifyving
small power production facility under this section if the Com-
mission finds that the qualifying cogeneration facility or quali-
fving small power production facility has nondiscriminatory ac-
cess b

“(A)(i) independently administered, auction-based day
ahead and real time wholesale markets for the sale of elec-
tric energy; and (ii) wholesale markets for long-term sales
of capacity and electric energy; or

“(B)(i) transmission and interconnection services that
are provided by a Commission-approved regional trans-
mission entity and administered pursuant to an open ac-
cess transmission tariff that affords nondiscriminatory
treatment to all customers; and (ii) competitive wholesale
markets that provide a meaningful opportunity to sell ca-
pacity, including long-term and short-term sales, and elec-
tric energy, including long-term, short-term and real-time
sales, to buyers other than the utility to which the quali-

fving facility is interconnected. In determining whe;}wr a
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meaningful opportunity to sell exists, the Commission shall

consider, among other factors, evidence of transactions

within the relevant market; or
“(C) wholesale markets for the sale of capacity and
electric energy that are, at a minimum, of comparable com-

petétzl'%e quality as markets described in subparagraphs (A)

an .

“(2) REVISED PURCHASE AND SALE OBLIGATION FOR NEW FA-
CILITIES.—(A) After the date of enactment of this subsection, no
electric utility shall be required pursuant to this section to enter
into a new contract or oglz'gatz'on to purchase from or sell elec-
tric energy to a facility that is not an existing qualifying cogen-
eration facility unless the facility meets the criteria for quali-
fving cogeneration facilities established by the Commission pur-
suant to the rulemaking required by subsection (n).

“(B) For the purposes of this paragraph, the term ‘existing
qualifving cogeneration facility’ means a facility that—

“i) was a gualifving cogeneration facility on the date
of enactment of subsection (m); or

“(ii) had filed with the Commission a notice of self-cer-
tification, self recertification or an application for Commis-
sion certification under 18 C.F.R. 292.207 prior to the date
on which the Commission issues the final rule required by

subsection (n).

“13) CoMMISSION REVIEW.—Any electric utility may file an
application with the Commission for relief from the mandatory
purchase obligation pursuant to this subsection on a service ter-
ritory-wide basis. Such application shall set forth the factual
basis upon which relief is requested and describe why the con-
ditions set forth in subparagraphs (A), (B) or (C) of paragraph
(1) of this subsection have been met. After notice, including suf-
ficient notice to potentially affected qualifying cogeneration fa-
cilities and qualifying small power production facilities, and an
opportunity for comment, the Commission shall make a final

termination within 90 days of such application regarding
whether the conditions set forth in subparagraphs (A), (B) or
(C) of paragraph (1) have been met.

“(4) REINSTATEMENT OF OBLIGATION TO PURCHASE.—AL an,
time after the Commission makes a finding under paragrap
(3) relieving an electric utility of its obligation to purchase elec-
tric energy, a qualifying cogeneration facility, a qualifying
small power production facili?é a State agency, or any other af-
fected person may apply to the Commission for an order rein-
stating the electric utility’s obligation to purchase electric energy
under this section. Such application shall set forth the factual
basis upon which the application is based and describe why the
conditions set forth in subparagraphs (A), (B) or (C) of para-
graph (1) of this subsection are no longer met. After notice, in-
cluding sufficient notice to potentially affected utilities, and op-
portunity for comment, the Commission shall issue an order
within 90 days of such application reinstating the electric util-
ity’s obligation to purchase electric energy under this section if
the Commission finds that the conditions set forth in subpara-
graphs (A), (B) or (C) of paragraph (1) which relieved the obli-
gation to purchase, are no longer met.
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