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ABSTRACT

The U.S. Congress passed a law in 1978
that ordered electric utility companies
to cease burning oil or natural gas in
their power plants by 1990- and to build
no more base load facilities that use
these fuels. Except for those few regions.
of the country with unused hydro-electric
potential, that left only coal and
nuclear as central station options. The
regulatory commissions which set electric
rates are state, not federal, agencies,
many are not allowing utility companies
to increase their rates to levels needed
to recover capital costs associated with
building new plants. Utilities with
unrecovered costs are naturally reluctant
to build, or even plan, new generating
facilities. This leads many experts to
fear the United States will be facing a
capacity shortfall in some regions before
the end of the cenv.ury.

one tenet of the free enterprise
system, as practiced in the United States,
is that government should allow private
businesses to provide all but the most
basic public services, such as police
and fire protection. With some exceptions,
such as the Tennessee Valley Authority,
Washington has left electricity genera-
tion, transmission and distribution to
the private utility companies. These
private companies are given an exclusive
franchise to serve in a given geographic
area in return for an obligation to meet
all customer demands at all times. The
rates charged by the company are set by
a state agency at a level which is suppo-
sed to balance the interests of the cus-
tomers and the company.

When the federal government inter-
feres in the fuel selection process, as
it did in the late 1970s when Congress
passed the Fuel Use Act in reaction to

what appeared to be dwindling supplies
of oil and natural gas, the pri ate
utilities were forced to incur costs
that may or may not be recovered later
rrom their customers. The law, sig.ied
by President Carter in late 1978,ordered
utilities to cease generation with oil
or natural gas by 1990 and banned the
construction of new base load power
plants fired by these fuels. That left
only coal and nuclear as options in most
parts of the country to-meet increased
demand or to replace units that had
reached the end of their lives.

The portion of the law which prohi-
bited utilities from generating electri-
city with natural gas or oil after 1989
was repealed in 1981. Today, Congress is
on the verge of revoking the remainder
of the statute that forbids utilities
from building new gas- or oil-fired
generation.

In the past eight years many utili-
ties complied with the law and built
nuclear and coal plants. These companies
now find themselves in serious financial
difficulty because state regulatory
commissions are not allowing them to
increase their rates to levels needed to
recover the capital costs associated with
building the new generating facilities.
One of the most important lessons learned
in the 1970s and 1980s is that the U.S.
government must stop forcing electric
utility companies to spend millions, even
billions, of dollars for generating faci-
lities with no assurances that the state
governments will allow the utilities to
recover their costs.

The enormous financial, regulatory
and political problems confronting the
utility companies in the United States
today have had a negative effect on
plans for adding new generating capacity.
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As a result, some experts fear some areas
of the nation will be facing a capacity
shortfall in the next decade.

Nuclear power plants now in operation
and nearing completion in the United
States will play an important role in
assuring thai: the U.S. has a diversified
energy future that is not overly reliant
on only one of two sources of fuel. But
diversification has little meaning if
there is not enough capacity to meet
future demand.

While some regions of the U.S. have
more electric capacity than is needed at
the present time, the over-supply will
decrease with time until the nation is
faced with a demand for electricity that
it may not be able to meet. Most agree
that the consumption of electricity con-
tinues to increase in the united States,
however modestly. Should there be a 2.5
percent annual growth in electricity
demand in the United States from now
until the year 2000, the nation will need
10,000 to 20,000 megawatts of new capacity
each year . This is equivalent to 100 to
200 large new power plants between now
and the end of the century that would
require billions of dollars in new inve-
stment—investment the utility companies
are not now willing to make. No one source
of energy is capable of meeting the pro-
jected demand. It will have to be accom-
plished by a mix of all available energy
resources.

Ths future of the United States is
tied to the growing reindustrialization
of the nation's infrastructure, which is
being accompanied by an increase in the
use of electricity. While certain segments
of the population believe the trend in
the United States is toward de-industri-
alization, or a service economy which
needs less energy and electricity, this
is not supported by the facts. Today,
only 15 percent of the U.S. civilian labor
force works in the service sector and that
figure is projected to be only 17 percent
in 1995.

Technology is already allowing this
country to produce goods with less energy
and fewer raw materials. in the not-too-
distant future, the increased use of
sophisticated equipment and computer
design and control will enable the U.S.
to produce goods with enough efficiency
to offset the advantage of cheaper labor
in other areas of the world. These oppor-
tunities largely involve the use of ele-
ctricity. Even the beleaguered steel
industry in the U.S. has benefitted from
electrification. New all-electric small

ŝ -?el mi.! Is are less expensive to build
and operate, can use high proportions of
abundant and cheap scrap metal and produce
less expensive steel than the old, very
large, inefficient mills. These mini-
mills, therefore, are able to compete
successfully with foreign suppliers.

In almost every major industrial
process today--chemical production, metal
cutting and fabrication and industrial
drying of all types — using electricity
results in reduced costs and improved
output.

A study being done by the Institute
for Energy Analysis in Oak Ridge, Tenne-
ssee, shows that the share of electric
energy used in every aspect of agriculture
in the country has increased over the
past decade, as it has in virtually every
sector of the chemical industry.

Electric consumption by residential
and commercial customers also continues
to rise and, as the economy grows, the
implications for electric demand are
obvious.

The consequences of the policy of
not building new generating facilities,
adopted by many power companies in the
United States, will need serious review
as the Gross National Product (GNP) grows.
The nation's GNP has increased by 31
percent, in inflation-adjusted terms,
since the early 1970s.

The nation also needs to increase
America's international competitiveness
by keeping manufacturing costs, including
energy costs, down. However, it is highly
unlikely that this will be accomplished
in a rational way without major reforms
by both the industry and its regulators.

If the U.S. is to enter the 21st
century with sufficient electric capacity,
the nation must have the cheapest sources
possible. The danger appears to be not
that solar and wind power, geothermal,
conservation and other new sources will
be ignored , but that coal and nuclear
power will not be allowed to play the role
in the supply mix that their economic
advantages indicate.

Another potential peril the U.S.
faces as electric demand increases is the
possibility the nation will be -forced to
turn to additional imported oil to gene-
rate electricity. This, however, could
prove to be one of the driving forces
for the revitalization of the nuclear
enterprise in the United States, unless
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this nation wants once again to be held
hostage by the Middle F.ast. Increased oil
imports, coupled with economic growth and
re-industrialization that demands more
electricity, should create overwhelming
pressures on U.S. lawmakers to work with
the utility industry to assure a safe,
reliable, cost-effective and strategica-
lly wise electricity supply which inclu-
des the nuclear option.

The safety of U.S. nuclear power
plants is an issue that must be addressed.
The accident at Chernobyl in the Soviet
Union caused a new wave of concern about
nuclear safety in the U.S.. But I am
confident of our ability to show that
there could not be a similar incident
in the United States because of the design
of our own nuclear power plants, I believe
the industry has demonstrated that its
"defense in depth," the multi-barrier
containment design used at all privately
built nuclear power plants in the nation,
as well as in most nations of the world,
provides adequate protection for the
public and the environment. The massive
concrete container with steel liners at
Three Mile Island certainly prevented
significant releases of radioactive
material.

Nuclear critics frequently point to
the large U.S. coal reserves as the
solution to the energy problem. Even
though more than half of all electricity
is generated from burning coal, there
exist problems not seen with nuclear.
Bad weather or labor problems, both at
the coal mine site and along the trans-
portation route, usually rail or river
barge, can interrupt the coal supply to
the power plants. The coal-fired plant
operated by Gulf States Utilities, for
example, uses Wyoming coal that must be
transported by two rail carriers more
than 2500 kilometers to Louisiana.

The United States and other major
industrialized nations are becoming
increasingly concerned about the effects
of coal plant emissions which are being
blamed for acid rain and the carbon
dioxide of the atmosphere.

Cogeneration is considered by many
as a solution to power demand needs in
the United States. This process, which
produces both electricity and steam,
is employed by large industrial concerns
that use the steam for their own manu-
facturing purposes and sell the excess
electricity to private utilities. The
utilities, by federal law, are obligated
to purchase the cogenerated electricity

whether they need the power or not. Since
the private cogenerator is not required
to provide a constant supply of electri-
city, utility companies cannot rely on
this source of power for their customers.

Natural gas — forbidden to utilities
for base load generation--is the primary
fuel source in a cogeneration operation,
but if supplies dwindle or the price of
natural gas rises, electricity from this
source becomes even more unreliable.

Nuclear energy technology offers
three million times more energy per pound
of fuel material than does fossil fuel.
It uses less land, there is virtually no
air pollution, it does not contribute to
acid rain or excess carbon dioxide which
causes the so-called "greenhouse effect,"
nor does it cover or strip vast amounts
of land or demand large quantities of
water.

Ironically , the Oil Producing Expor-
ting Countries (OPEC) that brought the
United States to its knees in the 1970s
are very well aware that nuclear power
could sound their death knell.

In 1986, according to Energy Daily,
OPEC officials complained that nuclear
energy throughout the world robbed the
cartel of about six million barrels a
day, or about a third of OPEC's loss in
sales.

At the time of the Arab oil embargo
in 1973, nuclear energy provided about
4.5 percent of the electricity in the
United States, while oil accounted for
about 17 percent. More than a decade later
those numbers are very different. In 1985,
nuclear represented 15.5 percent of tn
nation's electric generation and oil,
4.1 percent.

Nuclear power is even more importai
to some regions of the nation. New York,
for example, got 21.6 percent of its 198L
electricity from nuclear power plants
while Vermont, South Carolina, Maine,
Virginia, New Jersey and Connecticut
depended on nuclear-generated electricity
for more than half of their power needs.

By forcing down the price of oil,
the OPEC nations put most alternative
energy sources out of business. But as
oil prices begin to rise, nuclear econo-
mics start making better sense.

During 1986, with oil and gas prices
at their lowest levels in 13 years, the
U.S. government and consumers apparently
forgot the problems wrought by high prices
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of the 1970s and early 1980s. From the
oil shocks of 1973 and 1979 the United
States should have learned not to base its
energy future on oil. Nearly half the
energy used in the United States in 1979
was oil, and more than 43 percent of that
had to be imported.

We learned that if other energy sour-
ces could do the job, don't burn oil.

We learned that we should rely more
heavily on our own plentiful energy
sources—uranium and coal.

By the late 1970s, the United States
began adding significant amounts of coal-
and nuclear-generated energy and developed
new technologies. Today, this nation is
curtailing development of new energy
sources, adding still more obstacles to
the use of nuclear power and rapidly
increasing its dependence on foreign oil.

Oil imports to the U.S. today are
up nearly one billion barrels a day to
levels equivalent to 1973. Natural gas
reserves in this country are expected
to drop precipitously this.year. Nearly
two-thirds of the domestic oil and natu-
ral gas contract drilling firms have gone
bankrupt and domestic oil production has fallen
by half a million barrels a day. The
question is not whether the United States
will face another energy crisis, but when.

This February, U.S. Interior Secre-
tary Donald Hodel warned that a new oil
crisis will almost certainly strike the
country within the next five years. He
predicted the new oil crunch would occur
because of the sharp reduction in Ameri-
can oil production and the nation's
greater dependence on foreign oil. He
advised consumers to enjoy the low oil
and gas prices now, because he does not
expect them to continue. U.S. Energy
Secretary John Herrington agreed with
Hodel, but he thinks the crisis could
come as soon as two years.

The nuclear industry says that Con-
gress, the Nuclear Regulatory Commission
or the administration will determine the
future of nuclear power, but I believe it
rests primarily with the utility regula-
tory commissions in the states. Yes, fe-
deral regulation is a quagmire of techni-
cal and environmental issues and badly
needs an overhaul, but it is the state
regulators, by their restrictive rate-
setting policies, who have imposed a de
facto moratorium on all new power plant
construction, not only nuclear.

New orders for power plants in the
U.S. fell from 94,000 megawatts in 1974
to between 3,000 lnd 8,000 megawatts from
1970 to 1981. Today, new orders are
virtually non-existent.

During the last decade, and particu-
larly in the last few years, state regu-
latory commissions have refused, for
various reasons, to set rates at levels
needed to pay for new electric power
plants. As a result, utility companies
have completed plants that are generating
electricity for their customers, virtually
free of charge, because the utilities are
not being allowed to recover their capital
costs through the rates charged customers.
Disallowance of large portions of the cost
of a new plant because of imprudency is
the most popular means of keeping part of
the costs out of the rate base. To accom-
plish this, state regulators decide that
some expenses were needlessly incurred,
or that some management decisions were in
error, and therefore imprudent. The asso-
ciated costs are therefore ineligible to
be included in the rate base.

There are other methods being used
to delay the day of reckoning. For example,
my company, Gulf States Utilities, built
a nuclear plant that has produced power
for its customers since early December
1985 and reached full power in May 1986.
Historically, utilities in Texas could
file rate cases in anticipation of new
generating units being completed. But the
rules were changed as Gulf States' River
Bend nuclear power plant neared comple-
tion.

A case filed in the fall of 1985.
seeking to reflect the new facility in
base rates was dismissed. The company was
then unable to file a new case until late
1986 because the regulatory commissions
in the two states we serve, Texas and
Louisiana, delayed declaring the plant in
commercial operation. Gulf States informed
the Texas commission in mid-1986 that, as
of June 16, the plant had met all criteria
for commercial operation, but there was
no hearing until September. In November,
the commission staff member assigned to
the commercial operation issue reported
to the Public Utility Commission of
Texas that he felt he needed more evidence
which would further delay filing a rate
case. However, the commission rejected .
his report and, in mid-November declared
the plant in commercial operation as of
June 16.

In other words, the regulators effe-'
ctively blocked my company from even
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filing a rate case that included costs
for this new facility for more than a
year.

It will not be until sometime this
summer or fall, 1987, that Gulf States
will have decisions from the two state
regulatory commissions about including
the plant in the rate base--a year or more
after the facility went into commercial
operation. During the period from June
1986 until the final decision on cost
recovery is made, the company will reco-
ver no costs of operating a plant which
will provide about 25% of all electricity
produced for our customers.

Unfortunately, this same scenario
is being played out in many other states.
Utilities are not committing to new gene-
rating capacity because they have no
assurances that the regulators will allow
them to recover their investment when
the unit is finished.

Regulatory commissions in a number
of states have ordered rate base reduc-
tions—Gulf States has also experienced
this—and declared recently completed
plants unnecessary, and therefore not
eligible for inclusion in the rate base.
On the surface, these measures appear to
benefit consumers, but, in the long run,
this will not prove to be so. Punitive
rate making does not lift the financial
burdens from the utilities that built for
the future. All it does is force the
utilities to adopt this short-sighted,
no-build, planning perspective.

If, as a utility executive, I believe
my service area will need added capacity
in 10 years, I could build coal or nuclear-.
But under current conditions, I do not
know how much the plant is going to cost;
I do not know when it will be finished;
and 1 do not know if I will be able to
recover its costs in rates.

On the other hand, if I do not build
new capacity and my projections on growth
were right, I might be short of capacity.
Certainly, there will be a public outcry
over possible power shortages, but I will
not have risked my company's capital; I
will sell all the electricity my company
can produce; and my company will make
money.

This is the environment in which
the U.S. utility executives operate. To
build new plants means risking enormous
capital expenditures without sufficient
reason to believe there would be a
reasonable return.

Not building invokes minimal risks.
But in today's economic and political
climate, it appears to be an intelligent
business decision.

For the past decade, federal policies
on nuclear power have been uncoordinated
and ineffective. The entire regulatory
and licensing process must be made more
rational and reasonable. No one is happy
with the present situation. Perhaps now,
while nuclear power is in a hiatus in
the United States, the opportunity exists
to solve some of the problems before the
next generation of nuclear power plants
is ready to operate.

Standardization of nuclear power
plant design and construction could be
one part of the solution. Contrast the
United States with many other nations
which have one state-owned electric
utility and usually only one or two plant
vendors with a few standardized reactor
designs. In the U.S. there are about 10
architect/engineering design firms that
have worked with about 60 utilities in
the last 15 to 20 years and there are
four reactor vendors with about 10Ü
different designs.

Modularization and factory constru-
ction of nuclear plants that minimize
field labor and improve quality control
would halp reduce the cost of nuclear
plants, making them more attractive to
the utility executive.

Another possible solution is the
creation of federal power authorities,
like the Tennessee Valley Authority or
the New York'Power Authority, that would
build the power plants and sell the ele-
ctricity to private utilities for distr-
ibution. This would, however, shift the
problem of who pays for construction from
the utilities to the federal government.

The federal government does play
a role in the future of nuclear power.
It must be involved in nuclear waste dis-
posal, licensing, research and develop-
ment and nuclear fuel supply. These are
not areas that can be left to the market
place.

The Department of Energy in January
submitted to Congress its revised mission
plan for the high-level waste program
which pushed back the date for the first
repository from 1998 to 2005. The revision
did not meet with the approval of the
Senate Energy Commiittee or the American
Nuclear Energy Council, which said imple-
mentation of the program "is an important
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national effort whose timely implementa-
tion is required for the safe disposal
of both defense and civilian nuclear
waste. The five year delay is unfortunate
and is a concern to the nation's nuclear
utilities who are financing the program,
at no cost to the government."

The federal government is obligated
to bagin accepting spent fuel from
nuclear utilities by January 31, 1998,
and the Energy Department is contractu-
ally obligated to begin accepting spent
fuel from the states by that date.

Licensing of nuclear plants is ano-
ther area receiving increased attention
in the nation's capital.

Appropriately, the federal govern-
ment has traditionally maintained exclu-
sive responsibility for licensing nuclear
power plants and ensuring that they are
built and operated safely. But now there
is a growing effort to get the individual
states involved in the licensing process.

Early this year, legislation was
introduced in Congress to remove the
federal pre-emption. The State Nuclear
Power Safety Participation Act would
authorize individual states to establish
regulations to "protect the public health
and safety from the* radiological hazards
associated with nuclear power production";
veto the issuance of operating licenses
for new nuclear plants; and order the
decommissioning of nuclear power plants
before their licenses expire.

Anti-nuclear activists also have
been trying to gain the National Gover-
nors' Association's (NGA) support for a
variety of restrictive emergency planning
and state "veto" bills in the current
Congress.

Obviously, these so-called states'
rights efforts are subtle attempts to
kill the nuclear option. Although the
nuclear industry does not always agree
with the approaches or philosophies of
the federal Nuclear Regulatory Commission,
there is no question that it performs its
role responsibly and professionaily with-
out having to worry about political pres-
sures. In addition, the NRC ensures that,
all nuclear power plants, regardless of
their location, are subject to the same
rules and regulations. Giving each state
a role in licensing and'-safety matters
would be chaotic, to say the least, and
would be an additional impediment to the
construction of nuclear plants in the
future.

No utility would want to build a
plant that would be governed by state
licensing or safety rules that could
change whenever a new governor took
office. The federal regulatory process
provides continuity and stability free
from political pressures.

In a more positive vein, Congress
this session may be addressing, as it has
in the past, needed reforms for the
nuclear power industry. I think we can
look for proposed legislation specifically
in the areas of standard designs for new
plants, procedures for early site appro-
vals, combining the construction and ope-
ration permit procedures and limiting
Nuclear Regulatory Commission-ordered
design modifications to those that would
result in substantial improvement in the
overall safety of operations. But even
if these reforms are established, the
nuclear option will not be revived with-
out regulatory reforms at the state level.

There is no scientific, engineering
or economic reason why nuclear power
cannot contribute to future energy supp-
lies in the United States. With these
and perhaps other reforms, if and when
electric utilities are ready to resume
development of future capacity, nuclear
power will be ready to play a vital role.

I believe that in the not-too-distant
future, people in the United States will
wonder why so much controversy surrouded
nuclear issues in the 1980s. The risks
look small, as they are by comparison
with any other major technology. The
debate raging today will probably make
as nuch sense 20 years from now as some
of the issues of the 1960s do today.
About three decades ago, the introduction
of electricity in this nation sparked
heated arguments about the alleged dan-
gers of electricity in health, economic
and social terms.

The attitude toward nuclear power
in the United States must be turned
around. Our critics are vocal and they
are available to speak out anytime conde-
mning this source of energy. We must be
as vocal and as available. We must make
the business interests of utilities
compatible with the national interests.

But I must remind you. The issue
is not just the future of nuclear energy;
It's the future of the United States'
electricity supply that is at stake.
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