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AGENCY NAME: Office of Regulatory Staff
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AGENCY’S DISCUSSION AND ANALYSIS

INTRODUCTION

The Office of Regulatory Staff (ORS) is charged with representing the public interest in utility regulation by taking
a balanced approach that equally considers the concerns of the using and consuming public, the financial
integrity of public utilities, and the economic development of South Carolina. Under this overarching mission,
the ORS established 5 strategic goals that are the touchstones for the agency’s annual strategic planning and
assessment of performance.

The ORS is responsive to the public.

The ORS promotes excellence in each regulated industry.

The ORS operations provide value to the citizens of South Carolina.

The ORS is alert and anticipates state and federal regulatory and industry developments and their
effects on South Carolina.

5. The ORS operations are marked by professional excellence.

hPwWwnNPE

This brief report covers highlights of accomplishments from FY 14-15 and a look ahead at major programs and
initiatives that will carry into FY 15-16 and beyond.

FY 14-15: HIGHLIGHTS

Settlements. From the agency’s inception through June 30, 2015, ORS efforts have resulted in 430 settlements
and agreements generating savings to consumers currently estimated at over $1.6 billion

ORS Surpasses 1.6 Billion in Settlement Dollars
(Totals for each fiscal year reported in millions)

FY 04-05 63.356
FY 05-06 95.475
FY 06-07 59.794
FY 07-08 114.662
FY 08-09 147.692
FY 09-10 198.992*
FY 10-11 233.461
FY 11-12 405.436
FY 12-13 83.097
FY 13-14 175.000
FY 14-15 45.983

TOTAL $1,622,948,169

* In FY 09-10, an upward adjustment in savings in the United Utilities Co., Inc. (UUC) ruling (from $409,876 to $437,964) was made after
certain year-end reports had been finalized. Hence, some of the reports indicate a total year-end settlement savings of $198,963,808
while others indicate a total for year-end of $198,991,896 — the difference being the $28,088 upward adjustment in the UUC ruling.
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Fiscal Year 2014-2015 was another impressive year in terms of settling cases. Of the aforementioned cumulative

totals occurring since agency inception, 27 settlements and approximately $46 million in savings occurred during
FY 14-15.

The breakdown of settlements by industry is illustrated graphically below:

FY 14-15
27 Settled Cases

Economic Development. During FY 14-15, the ORS Executive Director briefed representatives of national
investment firms, research groups, and trade publications on issues of interest to them in South Carolina,
including the State’s regulatory environment, the V.C. Summer nuclear construction, and the potential of solar
energy in South Carolina, among others. The agency provided 59 comment letters regarding requests by electric
and gas utilities for various financing options, special purchases, tariff modifications, or industrial incentives,
which generally aid in the recruitment of new industry, retention of existing industry, and the financial health of
South Carolina. Several of these letters directly pertained to economic development in the State. Examples of
major economic incentives supported include:

e Two new electric contracts (and amendments to existing ones) between SCE&G and Boeing. Boeing
announced in 2013 an expansion program in North Charleston involving a 737 Max Propulsion plant and
a Boeing Research and Technology facility. Boeing anticipates investing $1 billion and creating 2,000
jobs over the next decade.

e An electric contract between SCE&G and Green Link Wood Industries, Inc., a hardwood veneer
manufacturer in Bamberg County. The Company is a supplier to nationally known flooring retailers and
expects the approximately $1.2 million planned investment to create 44 jobs.

As mandated by the Base Load Review Act (BLRA), the ORS continued its oversight of the construction progress
and costs associated with SCE&G’s V.C. Summer Units 2&3. Nuclear construction at VC Summer continues to
make progress, with 38 of the 146 BLRA milestones remaining at the time of this writing.

As of the end of CY 2014, SCE&G had spent approximately $2.8 billion on this project. The cumulative amount
projected to be spent by December 31, 2015 is $3.7 billion. At present, the construction of these two nuclear
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units is creating approximately 4,100 jobs. In addition, it is forecasted that approximately 800 permanent jobs
will be added when the Units begin generating electricity.

In its 2015 BLRA nuclear update filing (2015-103-E) submitted in March of 2015, SCE&G sought to increase its
capital cost schedule and to amend the construction schedule for Units 2&3 at the VC Summer nuclear station.
SCE&G sought to add approximately $698 million to the 2007 budget excluding inflation adjustments and to
extend the substantial completion dates to June 19, 2019 and June 16, 2020 for Units 2&3 respectively. Further,
along with changes in escalation rates, this addition will increase the gross construction cost of the Units in
current dollars from $5.7 billion to $6.8 billion for SCE&G’s 55% share.

The ORS devoted a great deal of time and resources to this issue. Under the BLRA, SCE&G is entitled to these
modifications so long as the delays and cost increases are not the result of imprudence on the part of the
Company. Based on the ORS’ review, the ORS did not find a preponderance of evidence to suggest that
imprudence on the part of SCE&G was the cause. Approximately 77% of the request, or $539 million, was due
to delay and other contested costs. The additional costs are primarily the result of a delay in fabricating sub-
modules by Chicago Bridge & Iron at its Lake Charles, Louisiana facility.

The ORS analyzed this matter in line with its mission of representing the public interest as it is defined in Act 175
—i.e., balancing the interests of the consumer, economic development, and the financial integrity of public
utilities. For the latter, maintaining financial integrity is crucial so that a utility can raise the necessary capital to
invest in and maintain the infrastructure required to provide adequate and reliable service. Also, with today’s
technology, nuclear is the single greatest carbon-mitigation energy resource available.

Consumer Advocacy. In FY 14-15, the ORS continued its consistent record of providing consumers with a means
of informally resolving issues with regulated utilities, thus avoiding the more costly procedure of a formal hearing
at the Public Service Commission of South Carolina (PSC). The ORS Consumer Services processed approximately
2,517 complaints and inquiries and saved customers approximately $224,376. Three annually recurring savings
are included in this total. They are as follows: $102,972 (originating in FY 12-13) as the result of the ORS
recovering this amount for a sewer customer; $7,764 and $19,522 (originating in FY 13-14) due to resolution of
compilaints for two sewer customers.

In addition, the ORS brings together diverse interests and provides great value to South Carolinians, as
evidenced by the Senior Weatherization Fund that came to fruition in FY 14-15. As part of the negotiations by
the ORS in the Duke Energy Carolinas (DEC) last rate case, DEC agreed to make, at shareholder expense, a $1
million contribution under the direction of the ORS to support senior-citizen outreach. To assist in determining
the best use of these funds, the ORS Executive Director worked closely with the Lieutenant Governor’s Office to
select individuals experienced with issues facing seniors and appoint them to a Senior Citizens Advisory
Committee.

After months of consideration and review, the Committee determined that the majority of the funds ($750,000)
would be best used in weatherizing and rehabilitating homes for seniors. Many senior citizens live in homes that
are not properly weatherized. it becomes a vicious cycle for seniors who lack funds to weatherize their homes,
bear the burden of resulting high utility bills, and endure the discomfort of being too hot in summer and too
cold in winter. This program will add immeasurably to their quality of life.

The generosity of Duke’s contribution, the decision of the PSC to approve the settlement, the foresight of the Lt.
Governor’s Office, and the hard work of the ORS and Senior Citizens Advisory Committee came to fruition in
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creating this unique program to benefit seniors at no cost to tax payers or electric customers. The resuit
represents cooperation at its finest.

Inclement Weather and Emergency Management. In February 2015, a winter storm and record-low
temperatures threatened South Carolina and kept the ORS EMD (Emergency Management Division) team on
alert. Fortunately, South Carolina was spared the brunt of the storm with minimal damages and outages
reported, and power restoration occurred rapidly. The ORS worked closely with investor-owned electric utilities
(mostly Duke Energy for this storm), the electric cooperatives, the S.C. Emergency Management Division (EMD),
the S.C. Association of Municipal Power Systems, and the Governor’s Office in responding to power outages and
restoring power as quickly as possible. In a second incident of inclement weather that month, record-low
temperatures resulted in the electric IOUs and Santee Cooper breaking their all-time peak demand records. The
ORS coordinated with the electric suppliers to plan for the peak demand and to issue proactive communications
to customers on how to conserve energy so that all the companies were able to meet the demand.

Comments on EPA’s Clean Power Plan (Proposed Rule EPA-HQ-OAR-2013-0602). The ORS engaged in a year-
long effort with the DHEC Bureau of Air Quality Stakeholders Group (including representatives of DHEC,
conservationist groups, and utilities) to anticipate and examine issues related to the EPA’s Clean Power Plan,
also known as Proposed Rule 111(d). Issued on June 2, 2014, the Proposed Rule pertains to the reduction of
greenhouse-gas emissions from existing fossil-fuel-fired generating units. it has been estimated that the Rule, as
proposed, could cause substantial increases in the rates and bills for electricity in South Carolina with the
potential to also adversely affect the reliability of electric service. The ORS prepared comments and contributed
to others’ comments, all of which were filed in December 2014. These comments recommended several
modifications to the Proposed Rule that would make it more workable for South Carolina.

Distributed Energy Resource (DER) Program Act (Act 236). In FY 14-15, the ORS spent considerable time and
effort on energy efficiency initiatives that will affect the economic climate in South Carolina for years to come.
The passage of Act 236 in late FY 13-14 created a distributed energy resources program for South Carolina. This
law produced new long-term responsibilities for the ORS. Subsequent to the signing of Act 236, the ORS
requested (and was granted by the PSC) a generic proceeding to establish the net-metering methodology for use
by the electric utilities. As encouraged by Act 236, the ORS retained a consulting firm, Energy and Environmental
Economics, Inc. (E3), to assist the ORS and interested parties in a collaborative approach to establishing a net
metering methodology. The ORS and E3 sent a survey to the sixteen other intervenors in the net
metering proceeding requesting their feedback on items to include in the net metering methodology calculation.
In addition, the ORS gathered data from the electric IOUs to be used when calculating potential benefits and
costs of net metering. Stakeholder meetings were held, and the ORS served as the facilitator to resolve disputes
and issues.

The 17 total intervening parties included the ORS, the electric 10Us, conservation groups, solar advocates and
developers, industrial customers, and small businesses. Through an intensive collaborative effort among the ORS
and all parties that spanned several weeks, a draft methodology proposal was developed, agreed upon, and
signed by 14 of the 17 parties. The remaining three parties did not oppose the methodology. The settlement
that was reached encourages renewable energy in South Carolina while honoring the intent of Act 236.

As a next step in the process, the ORS facilitated settlement agreements with the three major electric IOUs in
developing their DER programs. These settlements were the result of intensive efforts that included many hours
of negotiations, discussions, and meetings with all parties. Settlements were reached for the DER programs of
Duke Energy Carolinas (DEC), Duke Energy Progress (DEP), and SCE&G. For the DEC and DEP settlement
agreements, all parties signed except the Sierra Club who, while they did not sign, said they were not opposed
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to the settlement terms. For the SCE&G DER program, a settlement was filed on May 26, 2015. The Sierra Club,
the Electric Cooperatives of SC, and Central Electric Cooperatives did not sign; however, all three stated they
were not opposed to the settlement terms.

Act 236 aiso charges the ORS with the oversight and administration of third-party leasing of renewables. FY 14-
15 was devoted to establishing the groundwork to administer this program.

Looking Ahead

Energy Office and State Energy Plan. As mandated by restructuring legislation, the Energy Office became part
of the ORS effective July 1, 2015. The creation of a State Energy Plan is a major priority and will be a multi-year
process; efforts to develop the Plan are already underway and include stakeholder input. The State Energy Plan
will, among other things, describe the current status of the energy infrastructure, resources, and consumption in
South Carolina. It will contain a forecast of changes in these elements over a five- and ten-year time horizon. In
addition, it will offer recommendations regarding appropriate policy changes needed to meet future energy
needs in the most economical fashion possible.

Clean Power Plan, also known as 111(d). On August 3, 2015, the EPA issued a notice containing the final rule on
the Clean Power Plan, also known as 111(d); the rule is pending publication in the Federal Register and becomes
effective 60 days after its publication. A next step is the development of a State Implementation Plan (SIP). At
the time of this writing, collaboration with stakeholders on drafting the SIP has already begun and will continue
well into FY 15-16.

Act 236 — Net Metering and DER Programs. The ORS will continue to fulfill responsibilities arising from Act 236.
The three main components of the Act are the net metering methodology, DER programs, and third-party
leasing of renewables. In FY 14-15, the ORS achieved a settlement in establishing the net metering methodology
and then achieved 3 additional settlements in establishing DER programs for the 3 major electric I0Us. As of this
writing, seven proceedings related to Act 236 have been filed and completed before the PSC. There were as
many as 17 parties to each case. In every case, the ORS was able to facilitate a consensus among the parties
such that there was not one contested issue for the PSC to decide.

As a result of the net metering rates being approved, the DER programs of DEP, DEC, and SCE&G are ready to be
implemented and third-party leasing of renewables takes effect in FY 15-16. A renewables leasing company will
be required to register with the ORS every facility installation within 30 days of completion. The ORS continues
to develop the facility registry as required by Act 236. We anticipate many questions from a variety of
stakeholders as we enter this new era for South Carolina.

Additional responsibilities arising from Act 236 include the review of DER costs in each electric IOU’s annual fuel
review. Also, Act 236 mandates that the interconnection standards of the electric 10Us be revised, and it is
anticipated that the utilities will file revised interconnection standards in 2015. At the time of this writing, the
ORS has begun working with all stakeholders in an attempt to achieve consensus in drafting the revised
standards. In addition, the ORS is gathering data in preparation for upcoming reports required by Act 236,
including a cost-shifting report that is due December 31, 2015.
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