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Report of the
Joint Subcommittee Studying
Restructuring of the Electric Utility Industry
To
The Governor and the
General Assembly of Virginia
Richmond, Virginia
1997

TO: The Honorable George F. Allen, Governor
and
The General Assembly of Virginia

I INTRODUCTION

Senate Joint Resolution 118 of 1996 (Appendix A) established a joint
subcommittee to study the potential for electric utility industry restructuring
within the Commonwealth. Virginia thus joined more than 40 other states and the
District of Columbia in asking whether deregulating the retail electricity market is
appropriate and in the public interest. Responding to intense nationwide interest
in this issue, legislators and public utility regulators are addressing an important
question: whether electricity customers should be permitted to choose electric

companies with the same ease telephone customers select their long distance
carriers.

Those favoring a deregulated retail market believe that electricity customers
are best served by an open market that includes the traditional players (such as
investor-owned utilities and electric cooperatives) plus a cadre of new entrants that
include independent power producers and power marketers. Competition
proponents assert that conventional delivery through franchised service territories
1s expensive and inefficient. However, others contend that in Virginia, electric

service 1s reliable and moderately priced. What is not broken, they say, does not
require repair.

) 2 handful of states, including New Hampshire, Pennsylvania and California,

have enacted retail competition legislation establishing pilot and other
experimental programs permitting retail customer choice. The key question before
this joint subcommittee was whether Virginia should join these states in laying the
statutory groundwork for business, residential and industrial customer choice in a
deregulated retail electricity market.



The following General Assembly members served on the joint subcommittee:
Senators Reasor of Bluefield, Holland of Windsor, and Norment of Williamsburg,
appointed by the Senate Committee on Privileges and Elections; and Delegates
Woodrum of Roanoke, Plum of Reston, J.C. Jones of Norfolk and Watkins of

Midlothian appointed by the Speaker of the House. Senator Reasor chaired the
joint subcommittee, and Delegate Woodrum served as its vice-chairman.

The joint subcommittee convened four meetings between the 1996 and 1997
Sessions of the General Assembly, three at the Capitol in Richmond and one in
Charlottesville. It devoted its meetings to learning about restructuring by
providing a forum for electricity market stakeholders. To that end, representatives
of investor-owned utilities, electrical cooperatives, independent power producers,
and municipal power system operators, together with representatives of business,
industrial, and residential electric power customers; natural gas distribution
companies; and environmental and consumer groups all appeared before the joint
subcommittee to share their views on retail competition and other facets of electric
industry restructuring.

Members of the Virginia State Corporation Commission’s (SCC) staff also
appeared before the joint subcommittee to summarize their conclusions and
recommendations to the SCC’s commissioners concerning electric utility
restructuring. The report followed an extensive study of restructuring by the staff
of the Energy Regulation and Economics & Finance sections within the SCC’s
Public Utilities division. The report observed that retail competition has gained the
most momentum in California and in Northeastern states where electric rates are
highest. Virginia’s electricity market is stable, reliable and moderately priced, the
report further noted and then concluded that Virginia’s electricity customers would
benefit most from a go-slow approach to restructuring with the SCC monitoring and
analyzing retail competition programs in other states.

One meeting was held in Charlottesville in conjunction with an SCC-
sponsored forum on restructuring. In addition to learning about recent SCC orders
related to restructuring, the joint subcommittee also received testimony about the
entry of regulated electric utilities into unregulated business activities. Owners
and operators of heating, air conditioning and ventilation (HHVAC) companies
appeared before the joint subcommittee to protest the anticipated entry of a
Virginia electric utility (through an affiliated company) into the heating and cooling
equipment service contract and warranty repair market. The Air Conditioning
Contractors of America (ACCA) and other HVAC industry representatives believe
the utility’s market power, coupled with direct access to a sizable customer base
(generated by its regulated activities), poses an anti-competitive threat to HVAC
companies, most of which are small businesses.

The SJR 118 joint subcommittee held its final meeting immediately prior to
the 1997 Session to discuss draft legislation continuing the study in 1997. The joint



subcommittee approved and the 1997 Session enacted Senate Joint Resolution 259
(Appendix B), which (i) continues the joint subcommittee’s examination of retail
competition and (ii) requests the Virginia State Corporation Commission staff to
provide to the joint subcommittee by November 7, 1997, its draft of a working
restructuring model, which may include experiments and pilot programs. The
resolution also directs the joint subcommittee to consider the effects of electric
utility restructuring on small business and residential consumers, and on the
environment.

The joint subcommittee also met during the 1997 Session to (i) review
proposed amendments to Senate Joint Resolution 259 and (ii) anticipating SJR
259’s passage, to establish a special task force to examine restructuring’s potential
1mpact on state and local tax revenues.

II. OVERVIEW

The principal issue before the joint subcommittee was whether conventional
methods of delivering electricity to residential and business customers in the
Commonwealth through franchised public utilities should be shelved in favor of a
deregulated, competitive market. The intense debate over electric industry
restructuring on state and federal levels originated in federal energy initiatives,
with the current round prompted largely by the federal Energy Policy Act of 1992
(EPACT).

Building on the Public Utilities Regulatory Policy Act of 1978 (PURPA),
EPACT authorized nonutility generators (producers of electricity having no
transmission facilities or distribution systems) to sell electrical power in the
wholesale market at unregulated market rates. PURPA had required utilities to
purchase power from nonutility generators, but at rates that reflected costs utilities
would avoid by purchasing power rather than generating it. PURPA and EPACT
together mandate nonutility generator access to public utilities’ transmission
networks to facilitate wholesale power sales. Moreover, utility charges for such
access must be reasonable and nondiscriminatory.

In 1996 and 1997, congressional public utility activity shifted from wholesale
to retail electrical power sales. Several bills were introduced that would preempt
_ state law on this issue, mandating customer choice nationwide. The federal bills
also address numerous ancillary issues such as generation facility emissions, utility
use of renewable energy sources, and utility recovery of stranded investments and
nuclear plant decommissioning costs. The “Electric Consumers Protection Act of
19977 (S. 237) is typical of such federal legislation. No consensus on restructuring
has yet developed, however, in the House Commerce or Senate Energy and Natural
Resources committees considering these bills.



Retail competition is also under legislative consideration by many of
Virginia’s sister states. Nearly all states are studying the issue, and several states,
including New Hampshire, California and Pennsylvania, have enacted legislation
authorizing retail competition on some level. In New Hampshire, for example, a
1995 retail choice pilot program will give way to full implementation for all
customer classes in 1998. California’s retail competition initiative is also scheduled
for full implementation in 1998.

The joint subcommittee noted that retail deregulation raises practical and
policy considerations in three distinct categories: (i) the opportunities and
challenges presented by “unbundling” electrical generation from transmission and
distribution; (ii) the potential for “stranded” utility assets; and (iii) competitive and
regulatory parity between utilities and nonutility generators in the emerging
deregulated market. An overarching issue is whether regulatory responses to these
issues should be enacted state by state, or in comprehensive federal legislation.

III. PERSPECTIVES: POWER PRODUCERS AND SUPPLIERS

A. INVESTOR-OWNED UTILITIES

Investor-owned utilities represent the current model for electric power
delivery throughout the U.S., exclusive of public power sources such as the
Tennessee Valley Authority (TVA). Electricity is delivered through franchised
service territories in which utilities are obligated to furnish retail electric service to
all consumers and businesses in those territories at regulated rates. In exchange
for the obligation to serve, utilities obtain the sole right to provide electric service in
these areas, to the exclusion of any other potential provider. Representatives of
investor-owned utilities, including the Edison Electric Institute (EEI), a trade
assoclation representing such utilities, appeared before the joint subcommittee to
present their views on restructuring. Virginia’s EEI members include Virginia
Power; American Electric Power; Virginia (AEP Virginia); and Potomac Edison (an
Allegheny Power operating unit).

Virginia Power (with retail electricity sales centered in the Commonwealth)
favors a state-based approach to the restructuring process, preferring the Virginia
State Corporation Commission to Congress as the principal forum for Virginia’s
restructuring debate (Appendix C). According to Virginia Power, the current
pressure for retail deregulation exerted by large industrial customers is premature

and unnecessary because electric service in Virginia is reliable and reasonably
priced.

A Virginia Power urged the joint subcommittee to consider carefully the
potential impact of retail competition, including system reliability, parity among



competing suppliers, the possibility of cross-subsidization and cost-shifting among
consumer classes, and the potential for stranded investments. The company
expressed considerable concern about retail competition’s potential to leave electric
utilities with stranded investments, i.e., service and facility investment costs
incurred and likely recoverable in a regulated structure that may not be recouped in
a fully competitive market.

Allegheny Power, on the other hand, expressed support for 50-state
uniformity and a preference for regional or national guidelines. Allegheny, with an
interstate service territory, advocates a deregulated, market-priced environment for
electrical generation in which electrical transmission and distribution would
continue to be regulated (Appendix D). AEP Virginia, a subsidiary of American
Electric Power, however, supports state-originated retail competition initiatives,
but emphasized the need for assured equal access to interstate markets, or some
form of state market reciprocity (Appendix E).

AEP Virginia favors retail customer choice for generation services. It
believes that fair and efficient competition, with customer access to a large body of
generating companies and resources, can best be accomplished by the creation of
independent system operators (ISOs). ISOs would assume independent operating
control, but not ownership, of the transmission systems of utilities within large
regions of the country. Transmission pricing would be simplified and cost based. In
effect, an ISO would define the boundaries of a regional market for generation
services.

B. INDEPENDENT POWER PRODUCERS

Nonutility generating companies, also known as independent power
producers (IPPs), with more than $3.7 billion in generating facilities in Virginia
advocate the swiftest possible route to retail competition. The Virginia Independent
Power Producers, an IPP trade association, reported that approximately 60 percent
of Virginia’s new generating capacity within the past 10 years has been provided by
IPPs. IPPs view federal support and endorsement of full, nationwide retail
competition as inevitable, and assert that a competitive market will be more
financially beneficial to Virginians than the current regulated system (Appendix F).

. C. ELECTRICAL COOPERATIVES

Virginia’s electric cooperatives favor a go-slow approach to electric market
restructuring. The co-ops were represented before the joint subcommittee by the
Virginia, Maryland and Delaware Association of Electric Cooperatives. With
distribution facilities in Virginia’s less densely populated areas, the co-ops
expressed concern about the fate of their residential customers if co-op industrial
customers (representing less than two percent of their customer base, but over 22



percent of their electrical sales) leave the co-op system. Furthermore, they contend
that stranded costs resulting from retail competition should be borne by those who
choose to leave their current supplier, and not by the remaining customers such as
the smail business and residential customers who comprise 98 percent of their
cusicmaer base (Appendix G).

S, MUNICIPAL POWER SUPPLIERS

5«. number of Virginia’s municipalities purchase electrical power from public utilities
for resaie to municipal residents. The cities of Harrisonburg and Blackstone are
typical of localities with municipal power supply systems. Their power system
managers appeared before the joint subcommittee to express concern about the
potential impact of retail competition on municipal power suppliers who rely on
electric utilities’ reserve generation capacity--a capacity that could easily be
eliminated in a highly competitive retail environment.

Without utility generating reserves, municipal power systems could find it
increasingly difficult to purchase affordable power for their customers. The
Harrisonburg and Blackstone power system managers also expressed concern that
their larger business customers could potentially abandon them for better deals
irom remote generators, leaving municipalities with the problem of recovering the
cost of distribution system improvements made for the benefit of business
customers. Thus, stranded costs were seen as a potential problem for municipal
vower suppliers as well.

V. SCC STAFF REPORT ON RETAIL COMPETITION

The Virginia State Corporation Commission’s public utility staff prepared a
report 1n 1996 on utility restructuring for the SCC commissioners, and summarized
tneir findings about retail competition for the joint subcommittee (Appendices H, 1
and J). 'The reasons for national interest in retail competition, the staff said,
inciude the development of low-cost, natural gas-fired units, an excess of base-load
capacity resulting in low cost power availability in the spot market, and sharp
rsgicnal price differences. Federal energy regulatory policies have contributed as
well, they said, citing Federal Energy Regulatory Commission (FERC) Order 888,
which reguires electric utilities to offer transmission services for the transport of
electricity. Members of Congress have also added momentum by introducing retail

competition bills, including a measure calling for retail customer choice by the year
2000C.

SCC staff recommended a measured, incremental approach to retail
tition 1n Virginia since residential electric rates in the Commonwealth are, on

(@)
5
;

W
3

3 M

0q 09 o
6] .
”‘
[

av , the 27th lowest in the U.S., while industrial customers are currently
paying the 15th lowest rates. Consequently, Virginia is unlike states such as



California and New York where utility rates are high, and thus the SCC staff sees
no immediate need to begin retail competition--on an experimental basis or
otherwise. However, the staff has recommended that the SCC monitor retail
competition experiments in other states to help answer some of the following
questions: (i) Will all customers benefit from retail competition? (i1) Will price
volatility be acceptable to all customers? (ii1)) What will become of the excess
capacity currently driving the market toward retail competition? (iv) How should
retail competition be structured to minimize stranded costs and benefits?

SCC staff concluded that Virginia’s electric utilities are furnishing reliable
service at moderate prices, and that there is little to gain by rushing into retail
restructuring. The staff did, however, recommend to the Commission several steps
Virginia could take in the meantime, including the following: (i) prices for all
utility services should be “unbundled” (separated into their component parts of
generation, transmission and distribution) for informational purposes, and “real
time” pricing should be explored; (ii) reserve margins for utilities should be
scrutinized and studied; (iii) utilities should seek to renegotiate high-cost contracts
with nonutility generators; (iv) an updated and thorough cost of services study
should be completed for each public utility; and (v) conservation and load
management programs should be reviewed. An SCC order dated November 12,
1996, incorporated these recommendations in directives to Virginia’s electric
companies and electric cooperatives (Appendix K).

V. ELECTRICITY CUSTOMERS’ VIEW OF RETAIL COMPETITION

Energy customers appeared before the joint subcommittee-to express their
views about electrical market restructuring and retail competition. The Alliance for
Lower Electricity Rates Today (ALERT), a coalition of industrial, business and
residential customers, favors moving forward expeditiously to retail competition.
ALERT representatives advocated doing more in Virginia than merely monitoring
retall competition activities in other states, and asserted that retail competition will
result in significant electric customer savings (Appendix L).

The Committee for Fair Utility Rates, an association of Virginia Power’s 20
largest industrial customers, told the joint subcommittee that the paramount issue
1s whether the Commonwealth will embrace retail competition or wait passively for
. Congress to enact federal legislation providing such choice. The Committee favors a
structured transition to customer choice, including (i) “hands on” experience with a
retail competition, (ii) study and development of rules for customer choice, and (i1i)
the implementation of customer choice when feasible (Appendix M). Hoechst
Celanese, a large AEP Virginia industrial customer also expressed its desire for
customer choice by the year 2000 (Appendix N).



The Virginia Citizens Consumer Council (VCCC) advocates residential rates
that are as low as possible and that assure the reliable, safe delivery of electricity.
However, a VCCC representative cautioned, residential customers are at great risk
if electric utility restructuring is done poorly without safeguards and protections.
The VCCC suggested that goals for a restructured electric industry should include
(1) restructuring and not cost shifting among customer classes, (ii) real price
benefits for consumers, including affordable electricity bills for low-income
customers, (iii) retaining price regulation of transmission and distribution to avoid
anticompetitive behavior, and (iv) maximum public participation (Appendix O).

VI. NATURAL GAS INDUSTRY PERSPECTIVES

A representative of Washington Gas, a large natural gas distributor, told the
subcommittee that competition will bring the benefits of greater choice and lower
rates to electricity consumers in Virginia (Appendix P). However, he said, if electric
utilities are permitted to sell natural gas to retail customers--as they are doing now-
-gas companies should be given a reciprocal right to sell electricity. Washington
Gas believes that the SCC staff's go-slow recommendations do not go far enough;
that it is not enough to merely develop unbundled prices for generation,
transmission and distribution for informational purposes. It proposes that the
General Assembly enable the opening of the retail electricity market, at least on a
pilot basis.

VII. ENVIRONMENTAL IMPACT OF RESTRUCTURING

According to the Southern Environmental Law Center, the potential
environmental impacts of restructuring are significant. If the electric utility
industry is deregulated improperly, a Center representative told the joint
subcommittee, deregulation will increase the environmental damage caused by
power production. Retail competition could, for example, create additional markets
for older power plants which enjoy an economic advantage because of depreciation
and relaxed environmental standards for such plants.

Exemptions in the federal Clean Air Act for older plants allow plants built
prior to 1977 to emit two to ten times the level of key pollutants as similar new
plants. If plants of this age are kept in service longer and run more frequently,
there could be dramatic increases in air pollution, a Center representative said.
The Center also advocates continued emphasis on utility investment in energy
conservation and load management and expressed concern that retail competition
will result in utilities focusing exclusively on short-term prices with less emphasis
on energy efficiency (Appendix Q).



VIII. ANCILLARY ISSUES: ELECTRIC UTILITY COMPETITION WITH
HEATING AND AIR CONDITIONING CONTRACTORS

Representatives of the Air Conditioning Contractors of America (ACCA)
appeared before the joint subcommittee to express the organization’s concerns about
competition from regulated electric utilities. The focal point of ACCA’s concern was
Virginia Power’s acquisition of a subsidiary for the purpose of entering the electric
appliance and equipment warranty repairs market. ACCA had formally opposed
the utility’s application for SCC approval of this affiliated relationship (Appendix
R).

In 1996 the SCC approved Virginia Power’s use of this subsidiary for
commercial and industrial warranty service, but the application for residential
service was withdrawn by Virginia Power before the SCC formally acted on it.
ACCA expressed concern that the residential market entry issue was far from
resolved, and that Virginia Power could take advantage of its size and a current
customer base of nearly two million to compete unfairly with small HVAC
companies for warranty and repair work. ACCA representatives cited Baltimore
Gas & Electric’s sale of nearly 40 percent of all appliances sold at retail in the
Baltimore area as an example of utilities’ potential market power in nonregulated
areas.

IX. CONTINUING THE RESTRUCTURING STUDY IN 1997

At its final meeting before the 1997 General Assembly Session, the joint
subcommittee recommended continuing this legislative study on restructuring.
Noting the Virginia State Corporation Commission’s orders designed to develop
data needed for the SCC’s internal study of restructuring, the joint subcommittee
concluded that continued legislative monitoring of these and other developments--
including those occurring at the federal level and in other states--was warranted.

Accordingly, the joint subcommittee approved and the 1997 Session enacted
Senate Joint Resolution 259 (Appendix B) which (i) continues the joint
subcommittee’s examination of retail competition and (ii) requests the Virginia
State Corporation Commission staff to provide to the joint subcommittee by
November 7, 1997, its draft of a working restructuring model, which may include
_ experiments and pilot programs. The resolution also directs the joint subcommittee

to consider the effects of electric utility restructuring on small business and
residential consumers, and on the environment.

[de]



Respectfully submitted,

Jackson E. Reasor, Jr., Chairman
Clifton A. Woodrum, Vice Chairman
Richard J. Holland

Thomas K. Norment, Jr.

Jerrauld C. Jones

Kenneth R. Plum

John Watkins
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APPENDIX A

SENATE JOINT RESOLUTION NO. 118

Esiablishing a joint subcommitiee to study restructuring and potential changes in the electric utility
industry in the Commonwealth.

Agreed to by the Senate, March 4, 1996
Agreed to by the House of Delegates, February 29, 1996

WHEREAS, electricity is a necessity for all individuals, industries, businesses, and municipalities
in the Commonwealth; and

WHEREAS, the generation and transmission of electric power and the sale and distribution of
electricity to consumers within the Commonwealth are affected by the public interest; and

WHEREAS, it is the policy of the General Assembly and this Commonwealith to support a
regulatory climate that ensures reliable electric services at reasonable prices for all consumers

considering the public interest; and
WHEREAS, markets for electricity are changing nationally and appear to be moving toward

increased competition; and

WHEREAS, changes in the electric utility industry could enhance the competitive position of
Virginia's businesses and industries, including Virginia's ability to compete more effectively in
business development; and

WHEREAS, there is a nesd for careful consideration of all issues involving customer choice and
the potential restructuring of, and competition in, the elecuic uulity indusuy and the system of
electnc utility regulation; and

WHEREAS, eleciric utilities have expressed the desire to have certain of their services
deregulated, to be able to negotiate special rates with individual customers, to enter competitive and
unregulated lines of business. and to offer a full package of energy services; and

WHEREAS, the Federal Energy Regulatory Commussion, and the legisiatures and regulatory
commissions of more than thirty-five states, either have implemented or are studying ininatives to
restructure and to increase competition in the electric utility industry; and

WHEREAS, the State Corporation Commission of Virginia (SCC) is currendy studying elecine
utifity industry restructuring and consumer choice issues in its pending investigation in Case No.

PUE950089: and
WHEREAS, the SCC's investigation will encompass an examination which includes, among other

matters, the following issues:

1. What services and other aspects of the clectric utility industry can best achieve their goais by
being subject 1o competition, taking into account factors such as reliability, price, profit, and rates.

2. What services and other aspects of the electric utility indusury can best achieve their goals
through regulation or a combination of regulation and competition.

3. With respect to those services and elements that should be subjected to competition, how those
services and elements may be monitored to ensure that there is, in fact, competition and that
competstion is achieving its goals.

4. With respect 1o those services and elements that should be regulated, what form the regulation
should take and how it will be determined whether or not such regulation is achieving its goals; and

WHEREAS, the interest of Virginia's citizens in a competitive electric utility industry warrants the
immediate attention of the General Assembly; now, therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That a joint subcommittes be
established to stwudy restructuring and potential changes in the clectric utility industry in the
Commonwealth and determine the need for legislative changes in order to promote the public interest
as determined by the work of the joint subcommittes.

As part of the study, the joint subcommittee shall consider the SCC's investigation in case number
PUES50089 and consult with the SCC regarding issues under considesation by the subcommittee.

The joint subcommitiee shall be composed of seven members representing the various geographic
areas of the Commonwealth as follows: three members of the Senate Committee on Labor and
Commerce, to be appointed by the Senate Committes on Privileges and Elections, and four members
of the House of Delegates with expertise in corporations, insurance and banking, to be appointed by

the Speaker of the House.
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The direct costs of this study shall not exceed $5,250. _ _
The Division of Legislative Services shall provide staff support for the study. Technical assistance

shail be provided by the public utilities staff of the Virginia State Corporation Commission. All
agencies of the Commonwealth shall provide assistance to the joint subcomrmncc'. upon request. 5
The joint subcommittee shall complete its work in time to submit its ﬁn@mgs_ an
recommendations to the Governor and the 1997 Session of the General Assembly as provided in the
procedures of the Division of Legislative Automated Systems for the processing of legislative
documents, . . o
Implementation of this resolution is subject to subsequent approval and ccx;uﬁcanon by the om;
Rules Committee. The Committes may withhold expenditures or delay the period for the conduct o

the study.



SENATE JOINT RESOLUTION NO. 259
Continuing the joint subcommittee examining the restructuring of the electric utility industry.

Agreed to by the Senate, February 20, 1997
Agrezd to by the House of Delegates, February 20, 1997

WHEREAS, more than 40 states now have under consideration restructuring in the electric utility
industry; and

WHEREAS, significant efforts involving retail competition are in various stages of study, planning
and implementation in the varicus states; and

WHEREAS, there are legislative proposals pending in the United States Congress directing the
implementation of retail competition for electricity by dates certain in the near future; and

WHEREAS, the General Assembly in 1996 approved Senate Joint Resolution No. 118 (1996),
establishing a joint legislative subcommittee that has commenced its study of such restructuring and
retail competition; and

WHEREAS, the joint subcommittee conducted public hearings to hear from the providers and
consumers of electricity; and

WHEREAS, the staff of the State Corporation Commission (SCC) has just completed its initial
overview of such restrucwuring of the electric utility industry and retail competition; and

WHEREAS, it is in the best interest of the residential, industrial, commercial and governmental
electricity consumers in Virginia to have reliable electricity at the most competiive cost while
protecting environmental quality: and

WHEREAS, the Commonweaith should be prepared for the potental of retail competition for
eleciricity in Virginia and have the necessary information to make decisions regarding such potential
competition; and

WHEREAS, the SCC and its staff possess the experise to develop a model plan for the
restructuring of the electric wtility industry in Virginia that will provide for reliable, compettive
electricity; and

WHEREAS, restructuring of the electric utility industry may have a significant impact on small
businesses and residential consumers within the Commonwealth; and

WHEREAS, the joint subcommittee study and the SCC staff examination should be continued and
coordinated both with each other and with the various impacted parties such as electricity suppliers
and electricity consumers in the Commonwealth; now, thersfore, be 1t

RESOLVED by the Senate, the House of Delegates concurring, That the joint subcommitiee
studying restructuring in the electric utility industry be continued. The joint subcommittee shall also
_study the impact that restructuring in the electric udlity industry may have on small businesses and
residential consumers in the Commonwealth.

The members appointed pursuant to Senate Joint Resolution No. 118 (1996) shall continue to
serve, and any vacancies shall be filled as provided in the resolution. Staffing shall continue to be
provided by the Division of Legislative Services.

The SCC staff is requested to provide to the joint subcommittee by November 7, 1997, its draft of
(i) a working model, which may also include experiments and pilot programs, most appropriate for
the Commonwealth of Virginia for the future structure of the electric utility industry to provide
reliable, competitive electricity and meet the demands of a changing industry while protecting
environmental quality, (i) any statutory or regulatory changes considered appropriate under such
model, and (iii) the appropriate timetable and transition for the model to be implemented. In
conducting its analysis and preparing its recommendations, the SCC staff shall work in a collaborative
fashion with representatives of electricity suppliers, consumers of electricity in the Commonwealth,
and other parties of interest in this issue.

All agencies of the Commonwealth shall provide assistance to the joint subcommittes, upon
request

The direct costs of this study shall not exceed $4,200.

The joint subcommittee shall complete its work in time to submit its findings and
recommendations to the Governor and the 1998 Session of the General Assembly as provided in the
procedures of the Division of Legislative Automated Systems for the processing of legislative
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documents.

Implementation of this resolution is subject to subsequent approval and certification by the Joint

gules Somminec. The Commitiee may withhold expenditures or delay the period for the conduct of
¢ study.



APPENDIX C

Remarks of R. E. Rigsby
Executdve Vice President — Virginia Power
Before the
Joint Legislative Subcommittee on Competition
July 2. 1296

Good morning, Mzx. Chairman and members of the subcommittee.

My name is Robert Rigsoy, and I am the executive vice president of Virginia
Power. I am here on behalif of our president and CEQ, Jim Rhodes, who is currently
out of the couniry.

Virginia Power first wishes 0 applaud this subcommirttee forits interest in
the important issues surrounding the debate on electric unility restructuring. We
especially want to express our appreciation for legislation passed during the recent
session of the General Assembly which gives the State Corporation Commission the
additdonal authority it needs to upnold the interests of Virginia's consumers... and
the flexibility to respond o0 the rapidly caanging conditions in the eleczic business.

We are privileged in this couztry to enjoy the worid's mos: dependable and
lowest-cost electric system -- a system thart has evolved over :he course of the last
six or seven decades under a mix of federal and state regulacion. This system has
the virtue of attracting private invesument to provide a valuable public service.

Virginia's citizens, unlike those in some other areas of the country, enjoy
reliable and reasonably-priced electic service that makes the Commonwealth an
attractive place to live and do business. Thart attracdveness is demonstrated by the
recent string of announcements from several major corporactions choosing to locate
new facilities in Virginia. Current efforts to restructure the electric industry are
most prevalent in states-and regions with the highest electricity costs -- California
and the Northeast, in partcular.

Virzinia Power believes that compettive energy markets could ultimately
provide some consumer benefits. Eowever. we also believe that reliable and
reasonably-priced electric service is too vital to the citizens of Virzinia and its
economy... to be fundamentally altered by federal or state legislaton before critical
and complex transitional issues are identified and addressed bv policymakers.
These issues include the following:

+ First, implementng the Federal Energy Regulatory Commission’s order on
transmission access. which Dave Owens has already discussed:

+ Second, the issue of fairness and equity among different customer classes.
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The introduction of competition should be structured so that large industrial
customers with market clout are not allowed to benefit at the expense of
residential and small business customers. Otherwise, the result will be
cross-subsidization and a shifting of costs among customer groups.

¥ Third, the issue of maintaining the reliability of the power system. With all
the changes occurring in the industry, it’s vital that the electric grid remain
dependable under all circumstances;

@ Fourth is the issue of stranded investment, or costs that were prudenily
incurred by utilities to serve their customers under the historic regulatory
compact. To be credible and fair, regulators and legislators must honor prior
commitments to eleciric utilities and their customers. The establishment of a
fair and workable-mechanism for the recovery of stranded costs is thus
essential to the development of efficient competition.

& The fifth issue is the creaton of a level playing field. or parity among
competing suppliers. If competition is to be fair and efficient, all compedtors
should play by the same rules. That includes investor-owned utlifies, public
and cooperative utilites, independent power producers, power marketers and
energy services companies.

Sixth, clarification of state and federal jurisdiction on matters related o
unlity regulation;

Seventh and last, resolution of the utility’s obligation to serve in a more
competitive environment. The question becomes, will the marketplace be
truly competitive in the sense that the customer can choose among various
suppliers and thesupplier can also choose among customers, based on
profitability or some other criteria? And if so, how will that marketplace
ensure that the corner grocer, the single mother and the elderly couple cn a
fixed income -- not just the big industrial users -- always receive the eleciric
seruvice they need?

Those are just some of many complex issues that must be addressed and
rzscived as we move toward competidon and deregulation in the electric industry.

Virginia Power believes the current pressure for comprehensive federal
ceregulation legislation coming from large industrial companies and others with
market power -- while understandable from their perspective -- is premature and
unnecessary at this time. Federal legislative proposals would efectvely preempt
longstanding state authority over public utlities, which would be wrong.
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In addition, Virginia Power remains somewhat skeptical about the enormous
consumer benefits being claimed by those advocating immediate open access. In
the cases we have examined, the projected dollar savings are greatly inflated
because they assume significant changes in electricity usage patterns that would
require highly unrealistic consumer lifestyle changes. They also overlook
iransmission costs and the impact of stranded investment.

The better approach, in our opinion, is for the General Assembly and the
State Corporation Commission to manage the transition process in an orderly
manner that benefits the interests of all of Virginia's citizens.

As vou know, the SCC is currently in the midst of a detailed investigation
mnto the pros and cons of increased competition. Virginia Power supports that
affort. We look forward to the completed study, and from there, to proceeding with
open and honest discussion. careful deliberation, and a measured, long-term plan of
acuon that best serves the interests of the Commonwealth.

Activides of this nature are currently underway in more than 40 states, the
real “laboratories of democracy,” as Chief Justice Brandeis once said. Virginia
Power believes that state-level retail wheeling pilot programs and experiments that
address local goals and concerns should be allowed to go forward in instances where
state utility commissions deem it appropriate -- without the interference of an
mnflexible, federally-prescribed approach. Pilot customer choice programs and
experiments at the state level are already revealing implementation problems and
issues that were not foreseen.

We believe the proper forum for the restructuring debate in Virginia is the
State Corporation Commission. After all, it is the SCC that is charged with
protecting the public interest of the Commonwealth’s citizens. It is the SCC,
therefore, that is most likely to craft solutions that make sense for all Virginians --
including residential and small business consumers -- those who are most likely to
suffer from a single, federally-imposed solution.

In short, we do not think a good case exists for Congress to override
Virginia’s prerogative to manage retail utility service within its borders. In the
rush to achieve lower electric rates, innovative, state-level experiments with
customer choice should not be short-circuited by Washington.

And here in Virginia, the General Assembly should proceed to work in close
cooperanon with the State Corporation Commission as vou have in the past to
acaieve an outcome that makes sense for the Commonweaith.

As Elizabeth Moler, Chairman of the Federal Energy Regulatory Commission
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has said, “States have jurisdiction over the service of delivering electric service to
end users.”

The road to deregulation may indeed be before us, but we need to proceed at
a reasonable pace and with caution. Reliable, reasonably-priced electric service is
too important to Virginia's citizens and its economy to act without fully
understanding what we're doing or where we're going.

In dosing, I'd like to summarize the three key points of my testimony:

+ First, electric service in Virginia is reliable and reasonably priced, unlike
some other areas of the country. Therefore, we don't need to fix what isn’t
broken with legislative mandates and timetables for restructuring the
electric power industry;

+ Second. the proper forum for the restructuring debate is the State
Corporation Commission. which you have already empowered o uphold the
public interest through forward-thinking legislatdon. The SCC and the
General Assembly should continue to work together to address complex
policy issues related to emerging competition and to craft solutions that meet
the energy needs of Virginia’s citizens;

+ And third, comprehensive federal legislation is unnecessary and could derail
ongoing, innovative state-level customer choice experiments and violate time-
honored state prerogatives regarding the retail sale of electricity. Ajter all,
states are like people. They come in all shapes and sizes and don't conjorm
readily to a one-size-fiis-all federal solution.

On behalf of Virgmia Power, I want to thank this subcommittee for the
opportunity to share my company’s views on competition and restructuring in the
electric industry. The issues we are grappling with are highly complex, and they
defy quick resolution. They also could have an enormous impacs on people’s
livelihoods and overall quality of life.

Again, we commend your efforts, Mr. Chairman and members of the
subcommittee, to be informed about these important matiers. We think it’s vital for
members of the General Assembly to be knowledgeable abour the issues shaping
today’s -- and tomorrow's -- electric utility industry. Virginia Power stands ready,
willing and able to provide you with any addidonal informadon yvou may need and

to participate in any further discussions you mayv wish to have.
*®Tx
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Good morning Chairman Reasor and members of the Joint
Subcommittee. My name is Thomas X. Eenderson. I am Vice
President, Legal of Allegheny Power. The Potomac Edison Company is
one of the Allegheny Power Operating Units. While Potomac Edison
will continue to be a legal entity, it will be doing business using

the name Allegheny Power, as will the other Allecheny Power units.

I appreciate the opportunity to present our comments on Senate

Joint Resolution No. 118.

I believe it is fair to say that the United Statas’ electric
utility industry is the envy cf the werld. Allscheny Power is
We have

proud of our histcry and of our role within that industry.

ost electric service to cur customers
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and have eazxrned =z sustained return for cur sharsholiders.

However, now the slectric utility industry is unmistakably

going through the greatesst periocd of change since the 1930’s. The

n

driving force behind this change is the idea of ccmpetiticn---
moving from a recime cf monopoly service providers to a regime of

customexr choice of supplier.

Allecheny Pcwer cperaztes in five states, incliuding Virginia,

ctivity ccncerming

and has experienced various levels of state a

competition. We applaud the Virginia lsgislatura and the State
Corporation Commissicn £for Dbeginnin their inguiries Into
competition. We believe that the guesticn is nct whether



.

competition will come, but when and how. Unless the states address
these issues, they will abdicate their proper roles to the federal

government.

Where does Allegheny Power stand? This is a very complex

subject with many details to be worked out. In the short time
allotted, I can only give you a very brief overview. In short,

Allegheny Power believes that, to properly address the issues, you
must separate the electric utility industry into two basic
components: first, the electric delivery business, the "wires"
business, which entails the wires themselves and the other services
and facilities necessaxry for the safe and reliable delivery of
electric service; and second, the electric energy business, or what
is delivered over the wires, together with any other services that
may enhance the value of the service or provide additional
benefits, but which are not essential for the delivery of the

service itsel?.

Keeping the above separate and distinct businesses in mind,

several fundamental principles must be observed.

(1) SERVICE RELIABILITVY MUST NOT BE COMPRCMISED. Custcmers

exrect and deserve the present high level of service reliability to
centinue in a2 more competitive environment. The transition to
ccmpetiticn must insure that proper funding exists for spinning

reserves, voltage suppcort, fuel supplies, and vegetation ccntrol,
- - - -p -
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just to mention a few. Funding for these services wculd best be

addressed in the wires charges.

ce of their electric

(2) 2l customers should have a choi

supplier as soon as vossible. The transiticn period to £full

ccmpetition should be as short as pcssible, consistent with

ensuring that necessary system changes ara accommodated.

(3) Uniform rules among the states ars reguired. We are an

advocate of states’ rights. But 50 or 51 sets of different rules

h

will only ensurs that the system will not work for everyone's

benefit. Some regional or national guidelirnes ars needed. This is
especially important to Alleghenv Power beczuse our retail service
territory stretches into five states.

-

(4) All generation, and we mean all utility and non-utilicy

generation, including PURPA purchases, should be deregulated and

riced by the markst as quickly as pessible.

(3) We zgree that the transmission and distribution portion
of the business, the "wires" business, shculd continue tc e
ragulated, but the regulation should maximize and not impede
competition. And what should be ragulated is the delivery system,
the wires, and not the energy delivered. New zpproaches are needed
that reward productivity and efficiency, and cost of service

sulation must be abandcned. Owners of distributicn facilitiss

Ih

are entitled to fzir compensaticn for the use of their facilities
and should be rewarded for efficiencies.
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(6) Social costs must be recognized and provided for.

Cbviously, there must always te a safety net for persons who cannot

h

afford electric service. The fairest method of funding low income
and universal-access programs is throuch a broad-based tax that

includes all ccmpeting energy markets, gas, electric and oil.

In order to achieve the above, utilities should functionally
dnbundle their generation, transmissicn and distribution functions.

Allecheny Power is alrsady well along the road to completing this

task. This functional unbundling is &ll that is necessary to
Separate the two basic businesses. The government should not

mandate any particular form of corporate organization to accomplish

this.

Once this unbundling is accomplished and after an apprcpriate
but brief transition period, the existing utilities, co-operatives
and municipals should continue to provide the regulated "wires"
dusiness in their existing service territories. However, energy

Sy services shcould be available to all custcmers from all

fu
a3
n
(]
3
(]
h

supplisrs in a competitive market. In order to allay fears that
Drice increases would result, it may be necessary to provide

customers with the option cf resceiving bundled service, as at

resent, Icr some finite period of time at prices that would not

'

ICrzase by more than some fraction of inflatiom.

1]
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Therse is a major concern in the generation market, which I
will briefiy address. All subsidies to all segments cif the
generation market must be ended in order to have effective and fair
competition. Scme subsidies may have to be dealt with by the
federal government, such as the mitigation of existing PURPA
contracts. But cthers, such as so called stranded utility assets,

should be addressed by the states.

Simply put, stranded costs are above market costs which ares

created in a zrsgulatory environment, but unrecoverable in a
competitive market. Potcmac Edison has, or will have, stranded

costs. However, our stranded costs will be significantly less than
others, primarily because we have no nuclsar units. Thers are

three major categoriss of stranded costs:

(1) Nuclezr generaticn assets rsfiecting the high capital
cost ¢f nuclesar units. These were incurred because oI

management decisions to use nuclear rather than other

(2) Costs for PURPA power plants imrosed by PURPA, which I've

—
(VY]
~

Deferred taxes not yet collected Ircm customers.

We believe that & true competitive soluticn would praclude
racovery of stranded costs, or at least those stranded costs thatl

wers nct the rasult of governmental rsguiresments.
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Furthex, zrescovery of stranded costs could subsidize the
operations of high-cost suppliers and delay the benefit of
competition and opportunities for lower costs to their customers.
High-cost utilities could also receive an unfair competitive
advantage by selling their high-cost power to new customers at less
than its total cost (capital and operating) while requiring their
existing customers to pay the unrecovered costs. This is not
unlike high tariffs and dumping in internatiocnal trade, where the
home market is prctected by high tariffs while exports are dumped
on the foreign market at whatever minimal price the market will

bear.

Eow is this so? It must be remembered that nuclear units have
very hich fixed costs (capital costs) and very low fuel costs.
Coal plants tend to have much lower capital costs but, relative to
nuclear, hicher fuel costs. Therefore, if the fixed costs of
nuclear units are protected as "stranded costs," they will be able
to undersell cozl-fired generation. To allow such a possibility is
unecconcmic and certainly contrary to fair competition. As I said

ors, it is not unlike high tariffs and dumping in international

th

be

trade. It must not be alleocwed to occur.

Sheculd it be thought necessary to provide at least some
recovery for utility stranded generating assets, the above should
be kept in mind and aporopriate limitations be maintained to
pravent the potential abuses and adverse impacts wupon the

establishment of a truly competitive marketplace.



Conclusion

I believe the above briefly and generzlly answers the
questions posed in Senate Joint Resolution No. 118. We believe
competition in energy and energy services will be beneficial, and
the challenge is to crsate a system which benefits customers as a
whele and in which winners and loéers ars detarmined by the market
rather than by governmental action such as raguirements applicable
to only scme markst participants but nct others, and subsidies Zor

some markat participants.

We wculd be hapry tc assist the subcommittee 1in any way

possible.

That completas my statsment. I apprecizts the oprertuniiy to

present these ccmments znd am available to answer any cuesticns.
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APPENDIX E

SJR 118 Joint Subcommittee Studying Restructuring And Potential
Changes In The Electric Utility Industry
Meeting of July 2, 1996
Comments of R. Daniel Carson, Jr., American Electric Power Co.

Geod moming, and thank you for the opportunity to participate in the

subcommittee’s meeting today and explain American Electric Power Company’s

position on retail competition.

| will first explain that AEP is an investor-owned, multi-state hoiding company,
which owns seven electric utiiity subsidiaries, one of which is Appalachian Power
Company. In Virginia, Appalachian serves customers in the area which can be

generally described as Lynchburg and Pittsylvania County, west.

Given the changes which have already occurred - and are expected — within
the industry, AEP and its subsidiaries were realigned organizationally to produce a
single company organization effective January 1 of this year. Legally and financially,
the operating subsidiaries continue to exist, but the organization which you and our

customers will ses from this point forward is AEP, which maintains its state office for



2
Virginia and Tennessee in Roanoke. We believe very strongly that our new singie

company identity and organizational structure will serve us well in terms of efficiency

of operation and comparatively low rates for our customers.

AEP has taken a position in support of retail competition and customer choice,

and is working deliberately in pursuit of an industry structure which would meet
~ ceftain parameters and goals which we believe are necessary and which | wil
describe. We don't have ail the answers yet, but we believe that retail competition

S inevitabie and that we have leamed a great deal from the revolutionary changes

of 1992 which introduced competition and its benefits to wholesaie supoliers and

customers (including the cooperatives and municipal utilities you will hear from later

this morning). The changes which this subcommittes is studying are complex and

have significant economic implicaticns for utilities and their custemers. We would

~submit, however, that competition is feasible technically — it is in fact here for the
wholesale sector of our business - and is a goal which shouid be pursued carefully,

vet aggressively.



When we speak today of competition in the electric utility industry, we're
speaking about the generation function, or the production of energy. The
iransmission and distribution of that energy should, as we see it today, continue to
be regulated, monopoly functions. A competitive market for generation has been
evolving for a number of years, and in fact for quite a few years prior to enactment

of the Energy Palicy Act of 1992.

The Energy Policy Act effectuated a competitive market for wholesale
customers and suppliers ... & wholesale customer being cne who buys power for
resale. The Act empowered the Federal Energy Regulatory Commission to require
utilities to open their transmission systems for use by these buyers and sellers &t

regulated, cost-based rates.
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Our experience with wholesale competition has been enlightening for
purpeses of considering a workable structure for competition at the retail level, yet
has not been altogether positive here in Virginia. |, for one, did not imagine that we
would lose sales to our wholesale customers by being undercut on price by another
utiiity, but it happened. We have since gained sales as well in this market - which
accounts for probably 10% of our business — and we have leamed some valuable
lessons: on the high importance of price to the customer, and on the need to be very
active in ensuring that the public policy results for retail competition are as fair and

equitable as possible for both customers and suppliers.

While the Energy Policy Act created a structure for competition at the
wholesale level, it left the question of retail competition to the States, and by our

count initiatives of ane form or ancther, including studies, are underway in 46 states.



Though a hands-off approach by Congress was implicit in its actions in 1392, some
of its leaders are today in the early stages of formally considering legislation which
wouid provide for retail customer choice. AEP is an advocate of allowing the
individual state initiatives to move forward independent of any federal action at this
time. An exception requiring federal attention in connection with retail customer

cheice wiil be the issue of assuring equal interstate access to markets, or reciprocity

by the states.

AEP supports retail customer choice — in generation services — in a structure
which provides that (1) the benefits of competition, and choice, are available to all
customers &t the same time, and (2) the playing field among suppliers of such
services is a level one. The commitment to a level playing field is necessary

-Decause of the tax and financing differences and preferences which exist among

investor-owned, government-owned, and govemment-subsidized providers of

generation today.



AEP believes that a goal of fair and efficient competition, with customer
access to a large body of generating companies and resources, and with the
substantial coordination and planning that will be required for maintaining reliable
operations, can best be accomplished by the creation of Independent System
Operators (or 1ISOs). Conceptually, ISOs would assume independent operating
~ control, but not ownership, of the transmission systems of utilities within very large
regions of the country — encompassing multiple states and multiple systems. Pricing
for the transmission of energy within the region from generators to customers would
be simplified and cost-based. An ISO could thereby, to a large degree, define the

boundaries of a regional market for generation services.
AEP is tcday working with several other utilities which have joined together on

a strictly voluntary basis in attempting to form an IS, establishing objectives and

negotiating to resolve the many issues and questions which surround it.
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To complement the 1S, we further envision the establishment of a Regional
Power Exchange (cr RPX) which would be independent of all buyers and sellers of
energy, and into which generators would offer their supplies and buyers would
commit their purchase needs on an hourly basis. The RPX would facilitate a spot
market fbr generation with price determined by supply and demand. It would aiso
facilitate bilateral transactions — or transactions between individual buyers and
sellers — which could be expected to be numerous. Small retail customers --

~nomercial and residential — could be served by local distribution companies or
marketers which would purchase generation potentially from a mix of sources

including the spot market and individual generators.

AEP believes that the 1SO, and RPX solutions are both technically feasibie
and desirable for achieving the goals of a fair and workable competitive market and
the opportunity for participation in such a market by customers of all sizes.

Consensus and much work would serve to make these solutions realities.
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Understandably, there are concems about the price and quality of service in
a competitive regime, and in this regard it is worthwhile to examine the experiences
of other industries where similar transitions have been made. | am making available
to the subcommittee a paper by Dr. Jerry Ellig of George Mason Uriversity which
speaks to the price benefits derived by customers in connection with the introduction
of competition and reguiatory reform in the natural gas, telecommunications, airiine,
railroad, and trucking industries. Among other things, Dr. Ellig notes that price
decreases were generally accompanied by improvements in service reliabilify and

the expansion of services avaiiable to customers.

As with other industries regulated since their origin, cross-subsidization of
some classes of customers by others exists in the pricing of electric utility services.
in our case, the Virginia Commission has taken an eniightened position on cost

allecation, attempting to correct major cross-subsidies, though they continue to exist



with smaller customers as the beneficiaries. | mention this because cross-
subsidization affects prices and the mechanism for subsidies of this sort can be
expected to disappear with the advent of a competitive market. We advocate that

as much progress as possible toward the elimination of such subsidies be made as

the transition to competition takes place.

The final issue that | will touch on is that of stranded investment (or stranded
costs), which among others things may inciude investments in generating facilities
whose book value excesds market value in a competitive regime, or in generating
facilities which were built for the sole purpose of serving the now-departing
customer. Stranded investment is one of the most difficult issues to be invoived with
the deregulation of the generation function, and we believe that it is an issue best

dealt with by the state public service commissions. A number of mechanisms,
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including charges for access to a competitive market, for recovery of stranded
investment or costs, have been suggested. The difficuity lies, however, in the
determination and application of stranded cost remedies, because what is
considered stranded today may be a short term condition (market price and market
value are difficult to predict), and significant differentials in the costs being recovered

by individual utilities could create competitive advantages, and disadvantages, in

gaining or retaining customers.

That conciudes my remarks. Thank you for this opportunity to address the
subcommittee. AEP looks forward to working with you in any way that you would

consider helpful.



Date: 7/11/96 at 15:410:48 August Wallmeyer
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Jnd. Power Producers

Remarks of
August Wallmever
Executive Director, Virgmia Independent Power Producers, Inc.
Betore the Joint Legislauve Subcommuttee Studying Industry
Resuucturing

July 2, 1996
Richmond, VA

Introducton of VIPP

Independent power generators have invested more than $3.7 billion
In generating facilities in Virginia. Independents have added about 60
percent of new generating capacity in Virgimia in the last ten vears.
Independents generate at wholesale and seil electricity o public utilities
such as Virginia Power.

Independent generators produce about 14 percent of the electricity
sold by Virginia Power 1o its customers—about 10 billion kilowatt-hours
vearly.

VIPP's members and other independents are precluded by existng
Virginia law from selling electricity at retail.

VIPP members do sell steam and other thermal products to
Virgiia industries such as Hoechst Celanese, DuPont, Sonoco,
Burlington Industries, Hercules, Allied Signal, Aqualon and the Lane
Company, among others. We have very good relatonships with Virgima
industries, who have used inexpensive steam to become and remain more
compeutive in world markats. Many of our thermal customers have
eXpanded their manufacturing operatons in Virginia.

Movement Toward Derezulation

There appears 10 be an unstoppable movement at the federal level
to deregulate the electricity industry and 1o provide all electricity
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Va’ind. Power Producers Date: 7/11/96 at 15:11:42 August Wallmeyer

customers with competitive choices. Two weeks ago, I was in

Washingron and spoke with Congressman Tom Bliley, Chairman of the
House Commerce Commitiee. According to Congressman Bliley,
Washington has now moved bevond the question ot whether to deregulate
the industrv. That quesuon has been answered ‘yes.” Now, the questions
are "when" and “how.® Congressman Bliley said, “As Republicans, how
can we justify continuing the [electricity] monopoly? We say we're for

the free market.”

While in Washington, [ was also fortunate to speak with US
Energy Secretary Hazel O Leary, who said “Orderly rapsition [to a freely
compeutive market] does not mean [a] slow [transition].”

Thus, two nauonal figures at the vortex of the deregulation debate,
one a ranking Republican chairman, the other a2 Democratic Cabinet
Member, agreed that deregulation will happen, sooner rather than later.

Virginia Movement Toward Deregulation

As vou well know, Virginia, too, is grappling with the many
complex issues mmvolved. |

A host of utility legislation was passed by the 1996 Virginia
legisiature, most of it sought by the public utilities and most of it opposed
by virmailv all utility customers. _

The Virginia State Corporaton Commission is engaged in a
comprehensive mvestigauon of the 1ssues. The Staff report is due out in
abour nwvo weeks. Afterwards, expectation is the SCC will convene a
formal hearing and investigation later this Summer or Fall.

Complexities

Deregulation is a very complex undertaking. This likelv will be the
largest, most comprehensive deregulation ever undertaken in history,
Billions of dollars, hundreds of millions of customers’ bills, and many
thousands of jobs are involved.

()
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The effects are alreadv bemng felt. Here i1 Virginia, one utilitt’s
workforce has been reduced nearly 235 percent, largely, [ believe, as a
direct response 1o the threat of emerging competition.

Electric utiliues evervwhere are struggling to cope with the con:u'ng

cnanges, as are independent energy producers.

In light of all this, it is reasonable 10 ask “why bother? Why mal\e
such a fundamental, unsettling change?”

The answer, I believe, 1s that an unregulated market will provide
more tangible. financial benefits— more pocketbook savings--tor the
citizens of Virginia and the US than has the existng svstem of utility
regulaton.

I think we must believe and now admut that the svstern of uulity
regulation has proven 1 be an madequate substitute for free market
torces. [ sav this with no ill will whatsoever for the utilitv regulators here
m Virginia. The SCC here is composed of extremelv bright, extremely
capable, extremely well-intentioned persons. The failing is not theirs, the
people at the SCC--the failing is the svsiem of regulation itseif.

For proot, I suggest vou ask the customers what they think.

Customers Want Comperition

Customers are clamoring for competition, precisely because they
believe that being able t0 deal and negouate with multiple, competing
suppliers will reduce their prices.

Contrarv to popular belief here--at least during the legislative
session--the customers who are demanding the svstem be changed are not
only the largest, most sophisticared customers. Medium-sized customers,
and very smail customers, residentia! users, are in favor of change. And
suppliers are verv mnterested in selling to bous medium and smaller
residenual customers.

["d like to cite vou just a tew examples.

First, recently [ received a verv interesting, unsolicited telephone
call from the Council of Independent Colleges in Virginia.
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The Council wanted to know the current status of the deregulauon debate.
And the Council wanted to know if the independent generators would
come 1o speak to the Chief Financial Officers of the colleges, along with
several utility comparnues. The Council wants to start thinking about
shopping for the power needs of its members, because they realize there is
a potential w save significant sums of money, perhaps in the millions of
dollars per vear. B

This group of customers has a historv of similar experiences, as
they have used competition in the telephone industry to lower their costs
significantly, and as they have used competition in the insurance indusuy
to lower their costs significantly.

Residental customers, likewise, are demonstraung a healthy
appetite for compettion, and contrarv 10 some popular beliefs, suppliers
are verv interested 1n serving residential customers.

The Citv of Peterboro, New Hampshire, recently tested the
marketplace, by freeing a group of 17,000 customers to competition. Of
the 17,000, 15,000 are residenual customers. Thirty companies competed
head-to-head ror the residential business, otfering lower prices, consurmer
rebates and other sales incentives. The winning bid, 2.29 cents per
Kilowatthour, plus distribution and transmission charges, will save
residential consumers betwveen 23 and 30 percent. There are other,
similar examples around the Nation.

So, I'd like to pur to rest the incorrect notion that the deregulation
debate is all about the largest industrial customers uving 1o save money,
and that no one cares about the residential customers.

That noton is incorrect, as demonstrated by the numbers:

In Virginia Power’s service territory, there are 1.9 million electricity
customers. 1.7 million of them are residenual customers.

True, residential accounts are tvpically smaller than industrial accounts.
But there are so verv many more residential accounts, a remendous
volume of potential business.. .

Power marketers and brokers are eager to aggregate and
accumulate residental accounts, and to serve them.
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Power Producers Date: 7/14/96 at 15:14:53 August Walimeyer

Conclusion

Customers. large and small, are demanding competition, and 1t
appears 1 be coming--sooner rather than later.

Much is at stake--restructuring has to be done carefully, and it has
to be done right. The legislature’s job should be to help shape a market
that operates fairlv and freely, without artificial constraints, without any
preferences. '

Doing it wrong, stopping short of full, actual, viable competition,
will have remendously negative consequences for economic development
n Virgmia. [f large customers don’t get true choice and competition 1n
Virginia, they will go somewhere else to get it. If smaller customers
don't get rue competition, they will be tinancially penalized.

"1l be happv 1o respond to vour quesuons.

7
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fr. Chairman, members of the joint committee, I am Greg White, Vice President of the Virginia,
Maryland and Delaware Association of Electric Cooperatives representing 12 cooperatives
located throughout Virginia. Virginia’s electric cooperatives appreciate the opportunity to share
our views with you on competition and the possible deregulation of the electric udlity industry.
Collectively, Virginia's electric cooperatives are owned by over 300,000 primary member-
consumers, and provide over 750,000 Vlrgm.tans with reliable, affordabie electicity. We serve
all classes of consumers-—indusxria-l, commercial and residential—in 64 of the state’s 95 counties.

Approximately 98% of those meters are for residential and small business (under 1000 KVA)

consumers, located in the less densely populated areas of the Commonwealth.

Pural electric distibution cooperatives are consumer-owned, not-for-profit, state-chartered

clecuic udlities regulated by the State Corporation Commission. Old Dominion Electric

Cooperative is a generation and transmission cooperative which provides power to 10

distribution cooperatives in Virginia, as weil as one in Maryland and one in Delaware. Old
-

Dominion owns 11.6% of the North Anna Nuclear Power Station in Louisa County, Virginia and

50% of the Clover Power Plant in Halifax County, Virginia. Old Dominion is regutated by the

Federal Energy Regulatory Commission.

These two generating stations in which it has an ownership interest provide about 535 percent of
the energy needs of Old Dominion’s 12 member cooperatives. Old Dominion purchases the

balance of its members’ needs from other utlities, including Virginia Power and AEP-Virginia.



The electric udlity ind@ in the United States increasingly is being motivated and influenced
by a new force — cqmpetition, either real or assumed to be imminent. Federal legislation, most
notably the Energy Policy Act of 1992, created competition at a wholesale level several years
ago. In fact, Old Dominion was one of the first utilities in the nation to take advantage of
wholesale competition when it began purchasins_.,; 150 megawatts of electicity in 1995 from
Public Service Electric & Gas of New Jersey, displacing this purchase for reasons of economics
from traditional supplier Delmaﬁ.ra Power. Yet let’s remember that wholesale competition is
decidedly NOT the same as retail competition would be, especially as it could relate to the
residential consumer. Wholesale competition has very little “down side” for anyone, save the
unlity that isn’t abie to produce competitively priced power. Retail competition, on the other
hand, could have a MAJOR down side to thousands, perhaps millions, of residential consumers
and small businesses. We must be certain that structural changes we make protect the small
consumer - and remember over 98% of our electricity consumers are small businesses and
residences. The cooperatives, however, cio serve induswial consumers (> 1000 KVA) as well.
Although, they represent only 2 % of our consumer base, these members represent 22% of our
energy sales. Any drastic departure by industrial consumer-members from our system (without
substantial compensation for stranded costs, including fumure revenue loss) would have a
significant adverse effect on our remaining residential and small business consumers. Therefore,
we need to be delibera:e_ in studying the issue, allow members of the public ample opportunity to
voice their views, and not assume that the priorities of other states should necessarily be our

priorities. Surely, not even large electricity users want to benefit at the expense of small users.

(1N ]
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Very recently, the Federal Energy Regulatory Commission’s Orders 388 and 8389 havé called for
virally unrestricted wholesale wheeling. The Energy Policy Act of 1992 and the resulting
FERC order, however, do not address retail access. Jurisdiction of retail consumers have
traditionally been under the purview of state commissions. Now there additionally are calls by
large users of electricity for government to take swift action to promote more competition within
the electric utility industry and allow retail consumers to choose their power supplier. Obviously,
their goal is to lower their purcha;s-e price for electricity. While that is a logical and laudable aim,
the means to achieve that result must be very carefully weighed to review the consequences for
ALL stakeholders -- not just large power consumers. Questions and debate on this invoive
several issues, including: options availabie for industry deregulation, “retail wheeling,” stranded
mvestment, impact on small business or residential consumers, a utility’s obligation to serve its
consumers, territorial integrity, and timing. What is in the “public interest” and what changes, if
any. are nesded for us to fulfill our ultimare goal of providing safe, reliable and reasonably priced

power to our consumers? These fundamental issues and questions are what bring us all here

today.

The cooperatives believe thar these issues are important and worthy of study. We urge, however,
that the subject at hand be viewed in perspective and on a regional basis. What is good or
immediately necessary in California or New England may—or may not—be in the best interest of
the citizens of the Commonwealth at this time, or perhaps at all. Our primary agenda~indeed our

ONLY agenda—should be to improve electric service overall to the citizens of Virginia. Period.

(V3]
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We believe that it is pa?ticula.rly important to listen to the views of the residential consumer as
restructuring moves forward. The cooperatives conducted focus groups with our members last
year to learn how they felt about the cooperatives’ service and the possibility of competition in
the electric utility industry. The results of these sessions indicated that individual consumers are
casting a wary eye to elecwicity deregulation, based on their experience with telephone
deregulation and with airline dereguiation. It is our recommendation thar this joint committee
include as a part of its process a method t0 hear from these individual consumers. We would be
pleased to share the resuits of our 13 focus groups, along with the methodology we followed, as a

possible blueprint for this committes to follow in seeking out and ascertaining the views of

Virginia’s citizens on this important issue.

Let’s not forget that, currently and for the foresesable furure, Virginia enjoys power prices that
are competitive both on a regional and indesd on a narional basis. We thankfully do not need to
take any sudden or drastc actions ar this time. It is the cooperatives’ position that Virginia
should take a measured, methodical approach to integrating the benefits of competition into the
electric utility business, to ensure that all consumers in the Commonwealth enjoy these benefits.
Virginia should allow the compettive wholesaie market to continue to develop, while providing
for innovative rate structures which will enable electic urdlites in the state to be more

. Competitive where there are alternative choices such as self-generation.

Once the wholesale market has fully matured and all partes have had the opportunity to assess

the benefits of FERC Orders 388 and 839, the commission, the General Assembly, the utiliues,
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and consumer representatives should work—deliberateiy, determinedly, and above all together—to
determine if there are any additional steps which need to be taken in Virginia If there are
changes needed ar the retail levei, then those changes should be done in a way that provides a
smooth transidon, protectng the interest of al stakeholders. We must also continuously evaluate
any additonal actions which may be nesded to promote competition in the industry and ensure

the continued flow of safe, reliabie and reasonably priced power to Virginia's businesses and

citizens.

The cooperative’s mission, regardless of the business environment, has always been to deliver
safe, reliable and reasonably priced power to our consumers, all our consumers. In fact, the
uitimate barometer of whether we're doing our job right has always besn in answering this
question: how well are we serving the person at the end of the line? This has been our core
mission from the inception of electric cooperatves 60 years ago, when the cooperatives
responded to rural Virginia’s nesd for electic service. We stil believe our core mission is
appropriate, not only in today’s changing times, but also that it’s appropriate for all udlities. For
in serving all our consumers well, electric udlities of all types can mest their underlying goal: for
investor-owned udlities, to ean a profit for their stockholders; for elecwic cooperatives, to

provide the lowest priced power to our consumer-members, who of course are aiso our owners.

From our perspective, it’s never taken competition or the threat of it to spur us to control cosis
wherever possible; after all, that’s part of fulfilling our goal for our member-owners. In addition,

many of Virginia’s cooperatives are restructuring their already-lean workforce and creating new



and more efficient ways to deliver eiectric and other services. The cooperatives; however, do not
believe that the goal of this committee, the commission or our industry should be competition
and deregularion for the sake of change or ideclogy. We believe our mission applies to all parties
present here today. If, after analysis of hard data and careful study of consequences, expanding
competition or reducing regulation are eventually seen as the best means to improve electric

service to Virginians, then cooperatives will warmly embrace such measures.

The cooperatives believe that several core principles should be kept in mind when examining

options promoting competition and deregulation of the electric industry. These principles have

been adopted by the nation’s 1,000 electric cooperatives, and apply to your task as outlined in

Senate Joint Resolution 118 and by the investigarive order issued by the State Corporation

Commission last Fall. These principles are:

* Any changes must be thoughtfully considered and in the public interest of all stakeholders
after careful consideration of reiiab[é data - pot simply changing for change’s sake or for
reasons of ideology.

e All electric consumers should have accsss to safe, reliable electric service at a reasonable cost.

¢ All classes of electric consumers should be treated equaily, not just those with special interests
or influence.

* All energy providers should be subject to the same standards.

- @ Safety and reliability of electric service must be protected.

- . - . - - Of
* Exclusive delivery service areas should be maintained to avoid expensive duplication

facilities and equipment.



e The financial securi& of all-requirement contracts must be protected to avoid catastrophic
repercussions in the financial markets.

* Stranded costs should be borne by those who choose to leave their current supplier, not by the
remaining consumers (probably small business and residential).

e We oppose any form of “retail wheeling” which is detrimental to the best interests of electric
cooperative consumers.

The cooperatives further believe that the federal government should allow the state commissions

the flexibility to take actions regarding retail consumers. This has historicaily been in the

purview of state regulators, as recognized in the Energy Policy Act of 1992. Many of the issues

being discussed here today have different regional components which should be considered

accordingly.

In closing, let’s remember that everyone needs and relies on electricity. Many say—not
inappropriately—that access to reliable, reasonably priced power is a moral obligation, 2 human
need as basic as food, clothing and shelter. We cannot and should not forget that many
Virginians rely on our industry not just for life’s luxuries, but for life itself. Let’s not forget those
on fixed incomes, or those who depend on electrically powered medical equipment, or those who
live in areas which have traditionally been viewed as not profitable to serve. In short, let’s not
. forget the guy at the end of the line. Many of these men and women are cooperative cOnSUMETS
and will be adversely impacted if the federal government, this committee or the commission act

in haste, or without full knowledge of the consequences of their decisions.
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Unlike our counterparts in California or the Northeast, Virginia has the luxury of time, to study
all our options, gather and analyze data, learn from others and take the “go siow” approach. To
this luxury of time, let us be sure to add the gift of wisdom for all involved in this process: to
take great pains to carefully consider the needs of ALL classes of customers, to make certain that
the results of our efforts is better service or lower prices for the electricity so vital to Virginia’'s
present and future. We’ve got a good situation currently. Let’s make sure that we only méke it

better for all, and not simply bow to the narrow desires of a powerful few.
Virginia’s electric cooperatives appreciate the invitation to speak to you today and welcome the

opportunity to work with the commirtes as you study these very important issues. [ would be

happy to answer any questions you have at this time.
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Good morning, my name is Bill Stephens and I
represent the Commission's Division of Energy Regulation.
We are here today to provide an overview and summary of
the July 31, 1996, staff report on restructuring of the electric
utility industry. Mr. Richard Williams, Director of our
Division of Economics and Finance Division, will provide
that summary. I will offer some bfief introductory remarks.

Let me begin by noting that the 400-page document
and Appendices filed on July 31 of this vear cover a wide
array of topics and were the work of a number of our Senior
Staff members. As a result, some of those Staff members are
here today to assist in responding to specific questions vou
may have relative to the report. I would like to take a
moment to introduce those folks. First, as [ have already

-mentioned Richard Williams is the Director of our Division
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of Economics and Finance, James C. Dimitri is Senior
Counsel in our Office of General Counsel, Cody Walker is
the Deputy Director of the Division of Energy Regulation,
and Tom Lamm is an Assistant Director also in the Division
of Energy Regulation. The package Fhat I have provided
you contains the names, titles and phone numbers of these
individuals; and I can assure ybu they stand ready and
willing to provide you with any assistance we can offer.

As | mentioned, the staff report was filed on July 31,
1996. Throughout last week comments on that report were
filed by a number of individuals and organizations. As can
be expected, there is some agreement with the Staff's
analysis and some disagreement, with the most notable
disagreement being the speed at which Virginia should

embrace restructuring. As you may recall, the Staff
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recommended a cautious approach. While the Staff has
reviewed most of those comments, we have not yet had an
opportunity to conduct a detailed analysis since they have
been in hand for about a week. Even so, as can be expected,
we already have concerns, some serious, with statements of
fact and conclusions reached in several of those documents.
I can tell you we do not know witﬁ certainty what the impact
of competition would be in Virginia. We have stated in our
report and Mr. Williams will reiterate we are concerned that
a rate levelization may occur and in some instances Virginia
consumers could suffer. Some of the comments to the staff
report indicate that this is unlikely while others
acknowledge that it is a distinct possibility. We have
reviewed the rationale and presentation of facts by those that

believe that rates will only come down and we are
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uncomfortable with some of the opinions and facts used to
support those conclusions. In any event, we will continue
our analysis and will offer any input you might require
relative to the staff report or to the comments filed on the
staff report.

Now, let me next take a moment to remind you of our
upcoming Electricity Forum spoﬁsored by the SCC at the
Boar's Head Inn in Charlottesville. That conference will be
held on November 13-15 and will cover an array of topjcs

including.

- Advantages/Disadvantages of Competition
Transmission Issues
Models for Retail Competition
Alternatives for Retail Competition, and
A session on the Best Approach for Virginia.
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We expect this to be a lively and informative dialogue
and we encourage you to join us in Charlottesville next
month.

Finally, I thought it migh£ be helpful to give you an
update of what other states, particularly our neighbors, are
up to. I will refer vou to the color handouts that have been
provided. These are essentially- status reports; they were
extracted from a September 18, 1996, issue of Regulatory
Focus put together by Regulator Research Associates of
New Jersey. We have super-imposed these status reports
onto a rate comparison document. If you will bear with me
for 2 moment, I think you will find this information useful.

First, 49 states are listed in order of increasing average

electricity rates. For example, the first page shows that
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Idaho has the cheapest overall average rates with New
Hampshire having the most expensive; Virginia ranks 20th.
Likewise, the second page shows that for residentials
Tennessee has the lowest rates with New York having the
highest. Virginia ranks 27th. Tuming to the next page, for
commercial customers [daho is again the cheapest and New
York maintains the highest honors. Virginia ranks 12th.
Finally, for the industrials Idaho is again the cheapest with
Hawaii being the most expensive. Here Virginia ranks 15th.
Now if you will turn back to page 1, let us look at the
color coding key at the bottom of the first page. Tier 1 or
the red states have adopted restructuring plans. They
include California (No. 43) and Rhode Island (No. 44). The
Tier 2 states have ordered their utilities to file restructuring

plans or legislation has been enacted. Those include No.
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36-Michigan; No. 40-Vermont; No. 42-Massachusetts; No.
47-New York; and No. 49-New Hampshire. The green code
represents states where a legislative investigation IS
underway that is likely to lead to a restmcmring plan. The
light blue states including Virginia have studies underway or
have legislation pending. These states are still addressing
the many issues associated wﬁh restructuring prior to
leaping forward. Finally the dark blue states have no
substantial activities underway. This information is also
presented on the map at the end of your handout. As you
can tell by the key, the orange states (again Rhode Island
and California) have adopted restructuring plans. The rose
states in the northeast have substantial restructuring
activities underway. The green states have Commission or

legislative actions underway, the yellow states (including
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Virginia) have a fact finding workshop or study underway
and the blue states primaﬁly in the southeast have no
substantial activity underway. So in summary, the rose,
orange and green states are the most proactive and with few
exceptions they fepresent the 13 most expensive states
depicted on the earlier charts.

This is to be expected sincé those states are facing in.
some cases enormous pressure because of their very high
cost of electricity. Since we want to provide our consumers
with the lowest cost of electricity with acceptable levels of
reliability, we are certainly interested in the actions taken by
these states and we are currently reviewing their initiatives,
including their retail wheeling experiments to determine

what future activities may be appropriate for Virginia.
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With those comments, I will respond to any questions
or comments you might have and I would like to re-
introduce Richard Williams who will proceed with a

summary of our staff report.
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1 Idaho

2 Wyoming

3 Tennessee

4 Kentucky

5 Montzna

& Oregon

7 Oklahoma

8 Utah

9 indiana
10 West Virginia
11 Minnesota
12 Wisconsin
13 South Carolina
14 ‘Nashingion
15 _cuisiana
16 Alabama
17 Ncrth Saketa
18 Caiorace
19 lowa
20 Virginia
21 North Carolina
22 Texas
23 South Dakota
24 Georg:a
25 Missouri

Average Rates
All Customers

$ 0.0385
3 0.3400
$ 0.0433
$ 0.0446
0.0421
2.04¢7
0.0810
g.2812

A .“.C‘!S

o v -

$ 0.05829
$ 0.0632
S 0.0544
$ 0.0547

§ 0.23<8

Uy VY Y Y W

$ 0.0608
§ 0.0617
$ 0.0624
5 32.082¢

$ 0.0632

26 Nevada

27 Kansas

28 Mississippi
29 Arkansas
30 Ceiaware
31 New Mexico
32 Ghio

33 Fionda

34 Maryland

35 District of Columbia

36 Michigan
37 Pennsyivania
38 lllinois

. 39 Arizona

40 Vermont

41 Maine

42 Massachusetts
43 Califormia

44 Rhode Isiand
45 New Jersey

46 Connec:icut
47 New York

48 Hawaii

49 New Hampshire

Tier | Statewide restructuring plans have been adopted.

Tier Il Companies have been ordered to file restructuring plans or generai

legislation requiring restructiuring has been enacted.
Tier lIl A Commission or legisiative investigation is underway that is likely to
lead directty to the adoption of a restructuring plan.

Tier IV An informaticnal or fact-finding workshop or study is underway. or

legisiation is pending.
Tier V No substantial activity.

$ 0.0632
S 0.0635
5 0.0836
$ 0.0660
$ 0.2682
$ 0.0533
$ 2.0675
$ 0.0689
$ 0.0700
$0.9712
$ 0.0740
$ 0.0769
$ 0.0782
$ 0.0824
$ 0.0¢39
$ 0.0957
$0.1033
S 0.1044
$ 0.1081
$ 0.1062
$0.1071
$ 0.1082
$ 0.1106
$ 0.1170

Note: September 18, 1996, Regulatory Focus, Regulatory Research Associates,
Inc. used as source for restructuring information.

A-5]

APPENDIX I



Average Rates

Residentials
1 Tennessee $ 0.0495 26 Kansas $ 0.077
2 Kentucky $ 0.0513 27 Virginia $ 0.0730
3 Idaho $ 0.0526 28 Florida $ 0.0782
4 Cregon $ 0.0881 29 Texas $ 0.0789
§ Washington $ 0.0538 30 Maryiand $ 0.0843
6 Montana $ 0.0535 31 Arkansas $ 0.0856
7 Wyoming $ 0.0532 : 32 New Mexico S 0.0857
8 North Dakota $ 0.0607 33 lowa $ 0.0862
9 West Virginia $ 0.0646 34 Michigan $ 0.0873
10 Oklahoma $ 0.0833 35 Ohio 59.0832
11 Indiana $ 2.2879 36 Delaware $ 2.0¢03
12 Alabama $ 0.0693 37 Pennsyivania S 0.0969
13 Wisconsin $ 0.0697 38 Arizona S 0.0981
14 Nevada s 0.06¢9 39 lllinois $ 0.1058
15 Utah $0.07C | 40 Vermont $ 0.1061
16 Louisiana 30.2745 " 41 Rhode Isiand $ 0.1161
17 Missouri $ 0.0744 42 Massachusetts 5 0.1469
18 Minnesota $ 0.0745 43 New Jersey $ 0.1290
19 South Carolina $ 0.0747 44 Connecsicut $ 0.1223
20 Mississippi 3 0.7 45 California ' $ 0.1224
21 South Dakota $ 0.0752 - 46 Maine $ 0.1261
22 District of Columbia § 9.0752 47 Hawaii $ 0.1311
23 Colorado S 0.3752 _ 48 New Hampshire $ 0.1349
24 North Carolina $ 0.0765 49 New York $ 0.1433

25 Georgia 3 0.0758

Tier | Statewide restructuring plans have been adopted.

Tier Il Companies have been ordered to file restructuring pians or general
legislation requiring restructuring has been enacted.

Tier Il A Commission or legisiative investigation is underway that is likely to
lead directly to the adoption of a restructuring pian.

Tier IV An informationai or fact-finding workshop or study is underway. or
legisiation is pending.

Tier V No substantial activity.

Note: September 18, 1996, Reguiatory Focus, Regulatory Research Associates,
Inc. used as source for restructuring information.
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Idaho
Wyoming
Kentucky
Tennessee
Cregon
Montana
Oklahoma
Wisconsin
Utah

West Virginia
Indiana
Virginia
North Carolina
South Carolina
Florida
Missouri
North Dakota
Minnesota
Kansas
South Dakota
Washington
Texas
Alabama
Nevada
Louisiana

Average Rates

Commercials

$ 0.0430 26
$ 0.0480 27
$ 0.0434 28
$ 0.0499 29
$ 0.0518 30
$ 0.2519 x|
S 3.083 32
$ 0.0580 33
S 2.053C 34
$ 0.0584 35
% 0.5236 36
5 0.233¢9 37
$ 0.0610 38
$ 0.0621 39
$ 0.0623 40
$ 0.0627 . 41
5 0.0827 42
$ 0.0632 43
S 3.0823 44
$ 0.0655 45
S 0.0632 46
$ 0.0662 47
$ 0.0668 43
$ 0.0678 49
$ 00832

Arkansas
lowa
Delaware
Maryiand
Mississippi

District of Coiumbi

Georaia

Ohio

linois

New Mexico
Michigan
Colerado
Pennsylvania
Arizona
Vermont
Massachusetts
Rhode island
New Jersey
Maine
Connecticut
Califomia

New Hampshire
Hawaii

New York

Tier | Statewide restructuring plans have been adopted.

Tier I Companies have been ordered to file restructuring plans or general

legisfation requiring restructuring has been enacted.
Tier Il A Commission or legisiative investigation is underway that is likely to
lead directly to the adoption of a restructuring plan.

Tier IV An informarional or fact-finding workshop or study is under~ay. or

legisiation is pending.
Tier V No substantial activity.

$ 0.0685
$ 0.0637
S 0.0637
$ 0.0630
$ 0.0793
$ 0.0715
€ 2.9728
$ 0.9775
$ 0.0789
5 0.0739
5 0.0824
s 0.082¢
$ 0.0841
$ 0.0881
$ 0.097

S 0.0938
§ 0.1022
§ 0.1022
$ 0.1031
$ 0.103¢
$ 0.1092
$ 0.1131
$0.1195
$ 0.1221

Note: September 18, 1996, Regulatory Focus, Regulatory Research Associates,
Inc. used as source for restructuring information.
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Average Rates

Industrials

idako . $ 0.0277 28 Colorado S 0.0453
Wyoming $ 0.0328 27 South Dakota $ 0.0461
Kentucky $ 0.0345 28 Mississippi S 0.04€3
Tennessee $ 0.0348 29 North Carolina $ 0.0468
Jtah S 0.0385 30 Missouri. $ 0.0469
Oklahoma S 0.0369 31 Kansas $0.0474
Oregon $0.0380 32 Florida $ 0.0481
iowa $ 0.0390 33 Chio $ 0.0488
Wisconsin $ 0.0391 34 Arkansas $ 0.0510
Louisiana $ 0.92¢1 35 Michigan $ 0.0522
Texas $ 0.0393 36 lilinois $ 0.0545
Montana $ 9.0400 37 Nevada $ 0.057¢
West Virginia $ 0.0403 38 Pennsyivania $ 0.0530
Alabama $ 0.0406 39 Arizona $ 0.0603
Yirginia S 0.048 40 Maine $ 0.0651
indiana 5 5.240¢ 41 Vermont $ 0.0670
Maryland $ 0.0412 42 California $ 0.0732
South Carolina $ 0.0417 43 New York S 0.077
New Mexico 5§ 0.0422 44 New Jersey $ 0.0819
Minnesota 3 0.0425 45 Connecticut 3 0.3829
Cistrict of Columbi S 0.5436 46 Massachusetts $ 0.0848
‘Mashington 5 0.043 47 New Hampshire $ 0.0879
Defaware S 0.04244 48 Rhode isiand $ 0.08938
North Cakota S 0.02=3 ’ 49 Hawaii $ 0.0902
Georgia 5 0.048

Tier | Statewide restructuring plans have been adopted.

Tier Il Companies have been ordered to file restructuring plans or general
legisiation requiring restructuring has been enacted.

Tier Il A Commission or legislative investigation is underway that is likely to
lead directly to the adoption of a restructuring pfan.

Tier IV An informational or faci-linding workshop or study is underway, or
legislation is pending.

Tier V No substantiai activity.

riote: September 18, 1996, Regulatory Focus, Reguiatory Research Associates,
Inc. used as source for restructuring information,
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Tiei | Statewide restracturing plans have been adopled.

Tier B Companles have been ardered to fite restructuwing plans or general

legislation requiring restructuring hias becn enactud,

l lllm Il A Counnisstun or legistative linvestigation is underway that is tikely 10

lead directly (o the adoplion of a resbructaring plan.

l |Iie| IV An Infonmattonal or tact-finding workshop or study is underway, or

fegisfation Is pending.

[:j Tter V No substantia) activity. "
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APPENDIX J

SUMMARY OF STAFF RESTRUCTURING REPORT
GENERAL ASSEMBLY JCINT SUBCOMMITTEE
OCTOBER 2, 1996

In preparing its report on the restructuring of the electric industry the Commission
Staff had a goal of providing an objective view of the possibilities and challenges
inherent in a competitive electricity market. We believe that, when feasible, competition
govermns markets more effectively than regulation.

For instance, our Commission and the General Assembly have allowed Virginia
to be a leader among states in introducing competition in the telecommunications
industry. But the electric utility business is quite different from the telephone utility
business. The focus of the electric restructuring debate shouid not be conceptual
arguments about free markets versus regulation, but practical discussions of whether
and how competition will benefit our electric system. -

During the Staff analysis of restructuring issues, the protection of the public
interest was our foremost thought. We are concemed about the effect of a restructured
e'ectric market upon all customers, large and small, upon investor-owned electric
companies and electric cooperatives, upon eccnomic development and other social
oojectives. Maintaining a wide perspective added levels of complexity to our study.
Parties with a more narrowly defined focus are often more certain about the benefits or
dangers of restructuring to their panticular interest There are only two entities in
Virginia that must view the perplexing issues of restructuring from the broad perspective
cf the public’s interest, the Commission and the General Assembiy.

As a first step in our study, we examined why the electric industry has been
regulated in the first place. One reason has been the belief that the electric industry is
a natural monopoly, whereby a single firm can produce a desired leve! of output at a
lcwer total cost than two or more firms. In addition, allowing one firm to serve a
franchised area prevented the cumberscme and inefficient dupiication of facilities, such
as several power lines sarving a neighborhood. The generation of electricity is no
longer considered a monopoly, although most believe that the transmission and
distribution of electricity maintain their monopoly characteristics.

The electric industry has unigue cperational complexities. Electricity cannot be
stored effectively, it must be generated at the time it is needed. Customers’ usage
pattens vary during the day and by season, but the utiiity must be prepared to meet its
customers demand even on the hottest or coidest day of the year. Tnis causes the
need for generating capacity that may sit idle for many hours of the year.



Perhaps the main reason the electric industry has been reguiated is that electric
-.vice is essential for our economic and social well-being. There is a long history of
economic regulation, and many activities have been regulated not because they were
monopolies but because of their importance to the public. -

There is a public need for reliable and efficient electric service that is
incomparabie to other services and products.

There are social benefits and social costs which must be considered that do not figure
into conventional economic analyses.

The pubiic interest is best served by an efficient, reliable, cost-effective and
reasonably priced electric system that is environmentally sound. For decades,
raditional reguiation has been able to provide reliable electric service at stable and
reasonable rates. Recently the efficiency and cost-effectiveness of our regulated
giectric industry have justifiably been questioned.

There are several factors that have added strength to the call for a restructured
slectric industry. In particular, the basic economic argument that market forces can
control an indusiry more effectively than regulation is hard to debate. Often cited by
"@structuring prcconents are the successes in deregulating cther industries in cur
~~untry and the aiectric industry in other countries.

In examining other industries that have been dereguiated, our belief is that due
‘0 the unique characteristics of the eleciric industry there is no existing biueprint for
successful restructuring.

Perhaps the most frequently mentioned comparable industry is natural gas. _
However, the structure of the natural gas industry was more conducive to dereguiation
since it was nct vertically integrated like the electric industry. In addition, the naturai
gas industry is not as capital intensive and the product can be stored. The flow of gas
:n a pipeline can be controlled, uniike electricity flowing through transmission lines
according to the laws of physics. In general, the restructuring of the natural gas
industry was not as complex or controversial as the electric industry will be.

We alsc examined the experiences of some foreign countries that have
deregulated their electric industries to varying degrees, in particular Britain, Norway,
Chile and Argentina. Each of these countries has privatized what was formerly 2
government-owned electric system. This is a major distinction from the United States’
glectric system which is already predominately privately owned. In addition, except for
Britain, these countries have a great amount of hydroeiectric power. Norway, in fact,
gets 98% of its energy from hydropower.
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Our study of Britain's restructuring experience indicated that British electric
prices have fallen at a slightly faster rate than U.S. prices in recent years. Upen further
review, however, it appeared that the decline in British electric prices is at least pariially
attributable to reduced fuel prices that may not be associated with increased
competition. There are indications that reforms have increased productivity in the
British electric system. However, it is hard to detemmine if this productivity increase is
related to the change from a government-owned system. A common criticism of the
British mode! is that it established only two private sector generators and did not allow
significant competition in the power supply market. :

The British model provides limited support for electric industry reform in the U.S.
Ferhaps the most important lesson to be learned from Britain is that rushed or poorly
managed attempts at restructuring may have undesirable consequences.

We also analyzed how the average United States electric prices compared with
cther countries. Our research showed U.S. electric prices to be competitive and stable
compared to other countries. In particular, our average industniai prices in 1994 were
- the fourth lowest of 20 countries studied.

Events here have precipitated increased competition in the wholesaie electric
market and the current push for retail competition.

Technological innovations in the electric industry have not approached the
advances seen in telecommunications. However, improvements in generating
aquipment have enhanced the opportunity for competition to develop in the electric
industry. Economies of scaie used to prevail in the generation of electricity making
“bigger and better” the approach to building new capacity. Now small, efficient gas-fired
units with low-installed costs have reduced the capital requirements for constructing
new generation and, as a resuit, have reduced the barmiers to entry in the generation
market.

Because of an excess supply of base-load capacity, low-cost power became
available in the spot and wholesaie markets creating a desire in customers, particularly
industrial users, for access to cheaper electricity. Sharp differences in electric prices
can be found between regions and within regions of the country. Customers in high-
cost areas have been at the forefront of the restructuring debate.

In April of this year the Federal Energy Reguiatory Commission (FERC) issued
its Qrder 888 which requires electric utiiities to offer transmission services for the
ransport of wholesale power. Historicaily FERC's authority has been over the
wholesale segment of the electric market, about 10% of the total market. Aspects of
Order 888 have increased FERC's influence to a larger porticn of the market. There
zre several state commissions, including ours, that have requested a rehearing of Order
388 in the belief that FERC has exceeded the scope of its statutory authority.
Nevertheless, the Order is one more in a series of events that have fueied the
restructuring debate.



There is now considerable activity at the state level regarding restructuring and
the introduction of competition. The greatest movement has come in those states that
have the highest retail rates — particularly California, New York and some New England
states. The activities in these states range from experimental retail wheeling programs
to plans to begin open access within a definite time frame.

Bills have been introduced in Congress aimed at deregulating the electric
industry. Perhaps the most visible proposal has been that of Representative Dan
Schaefer named the Electric Consumers’ Power to Choose Act of 1996, which calls for
retail customer choice by 2000. How this wouid be accompiished and the potential
impacts are not addressed in the proposal.

All of this activity has certainly gained the attention of the electric utilities. They
have responded to increased competition by cutting costs, discounting rates, merging,
reorganizing and entering new businesses. The increased competition at the wholesale
:evel and threat of competition at the retail level have caused moves toward efficiency
in the electric industry that decades of reguiation was never able to muster.

In the midst of all of this activity, the Staff issued its report at the end of July and
recommended that the Commission and Generai Assembly be cautious in their
decisions conceming the electric industry. We advised that a massive restructuring of
he industry was inadvisabie at this time. We stated that Virginia appears to have little
to gain and much to lose by being a leader in the restructuring movement.

Why do we offer such a seemingly unpopular opinion?

It's not because we think reguiation is or has been perfect. Reguiation must
continue to change.

If retail competition in this industry can {ruly work, can maintain or improve
reliability, can lower prices and offer ail customers choices, of course we will be in favor
of it.

The reason we advise caution is that there are too many unanswered questions
as to how the currently discussed restructuring proposals can achieve those ends. Our
concerns go directly to the issue of public interest | discussed earfier. We need a high
ievel of assurance that our vital electric industry can operate effectively uncer any new
pian.

One basic question that is yet unanswered is what model will be used to try to
develop competitive power markets? There are a number of pessible models inciuding
regionai power poois, bilateral contracts, independent transmission operators, retail
wheeling or a combination of these aiternatives. Even the advocates of competition
disagree about the appropriate model for the future. Furthermore, many of the details
about the operation of those modeis have not yet been well defined. The ultimate
success or failure of a competitive power market will depend heavily on its structure.
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Can restructuring be accomplished without providing existing utilities market
power arising from their control over transmission access and large blocks of
generation? In other words, will a deregulated market necessarily be a competitive
market? This concern is heightened with the recent merger activity in the electric
industry.

Will all customers benefit from retail competition? The large industrial and
commercial customers have the know-how and clout to fend for themselves. Our fear is
that the best deals will be taken before residential users get a choice, leaving smail
customers with options that are more expensive than what they have today. Can this
be prevented? '

Will the volatility of prices that may arise from a competitive market be
acceptable to most customers? We expect that electric prices will be highest during
peak periods when the heating or air-conditioning requirements are greatest on
residential consumers. This may lead to a twofold impact on customer bills — the
highest rate applied to the highest usage period.

Traditionally utilities have had an obligation to serve all customers in their retail
franchise territory. It seems unfair to require utilities to make the financial ccmmitments
to provide power supplies to customers who have the option to receive their power from
another provider. Who will be responsibie for serving customers that may not have
alternatives offered?

In a competitive environment, utilities will no longer pian to meset future
generating capacity needs. Supposedly the market prices will send signais that let
developers know when and what type of capacity is needed. Can we be assured that
the price signals will be adequate and timely? If they are not, the result will be
inadequate supply to meet demand and corresponding shortages and price increases.

Considering the high capital costs and long lead-times invoived with constructing
base-load capacity, who will ever build a coal plant in the future? Will we become
dependent upon natural gas-fired facilities? If our electric market becomes too
dependent upon the price of natural gas there couid be a great deai of price volatility.

From an operating standpoint, generation and transmission are interdependent.
The operation of the electric system requires a delicate coordination of these two
functions. If generation is to be separated from transmission, we wonder how the
eiectric system will be efficiently operated and planned. For example, transmissicn
congestions can be relieved by installing new generation or an altered dispatch of
existing units. In an environment where generating decisions are made based on
market prices and transmission decisions are made by an independent system
operator, how can these be coordinated?
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The reliability of our electric system has been the envy of the world. We are
concerned that refiability may decline with restructuring. Our transmission system was
not built to handle massive transfers of power from region to region. In August there

‘as a blackout that affected several Western states that was caused by a transmission
une problem. As a contributor to the incident, the manager of PacifiCorp’s transmission
grd said, “We are running the system a lot harder than we have in past years.”

With a restructured electric system it is not clear who will be responsible for the
planning, siting and construction of transmission faciiities. There may be an
independent system operator planning a transmission system on the basis of bulk
power requirements, not on the basis of local needs. The siting of transmission
facilities can have a tremendous impact on a large number of people and their property.
Transmission siting should be a local matter. What will be the role of state
commissions in this process and how will local versus regional interests be balanced?

We are concemed that the low-cost offers of electricity available today that have
helped create the clamor for competition will not be availabie on a sustained basis.
Cver the long-term, the excess capacity that contributes to the current cheap price of
power should disappear as supply and demand reach equilibrium. In the short-term, if
(e industry is restructured so that generation assets are divested, there may be an
immediate increase in the offered price. There are two components to the price of
power, energy and capacity. Current excess utility owned capacity is in that utility’'s
ratebase. Therefore, ratepayers are paying the capacity component of the price of
those units’ power. The utility can offer power on the wholesale market that just covers
‘he price of energy. !f that generation is removed from ratebase by divestiture, both the
energy and capacity portions of cost need to be recovered from the wholesale market.

Some existing generating capacity has been largely depreciated. Customers
‘hat have supported this depreciation through years of rate payments may, with
restructuring, have to pay a higher, market-based rate for that same capacity.

A transition from the embedded-cost pricing of traditional regulation to market-
based pricing may cause significant reductions in the value of assets. This is the
stranded cost issue. On the other hand, some assets may increase in vaiue resuiting in
siranded benefits. In effect, the stranded cost/stranded benefit issue invoives
determining the aporopriate transfer of weaith which shouid resuit from changing the
rules of the game.

This is a huge policy issue with no clear answer. A reguiatory compact has been
'n existence for decades under which utilities have been provided exclusive retail
service franchises. The utility charges reguiated rates which allow for the recovery of
prudently incurred costs. In exchange, the utility has an obligation to provide reliable
service at a reascnabie rate to ail custcmers in its service territory.
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If the rules change now, should stockholders be forced to bear the cost of
devalued assets that were prudently developed to serve their franchise? Opponents of
stranded cost recovery argue that equity investors assume the risk of losses in
exchange for equity returns. How should stranded costs and benefits be calculated and
allocated? We conclude that it is too early to address this issue and flexibility should be
maintained. Current estimates of stranded costs are speculative and will be until a
comprehensive market structure has been defined.

In Virginia, the most significant threat to stranded cost exposure is the presence
of high-cost contracts with non-utility generators. We recommend that every effort be
made to renegotiate these contracts to reduce their effect upon current rates and
minimize the potential for stranded costs.

This has been a partial list of the unanswered questions and concems raised in
our report. We do not claim that all uncertainties must be resolved before restructuring
is possible. An endless study wouid not remove ail doubt. But basic questions reiating
to the operation of a complex electric system should be worked out first. Otherwise we
are taking a leap of faith. ‘

We have recommended in our report certain actions that may be taken to
position the Commonwealth for retaii competition if further review proves it to be
acceptable. We recognize that traditional rate of return regulation is not suited for
competition. There may be altemative reguiatory plans that provide a better transition
o competition. Current methodologies for the allocation of costs shouid be reviewed.
Prices for the generation, transmission and distribution of electricity shouid be
separated. Improved price signals should be sent to cusiomers. Deferred accounting
mechanisms, such as fuel factors, should be reconsidered. We recommend that
regulatory flexibility be sought for the approval of merchant power plants and the ability
of non-utility generators to construct energy facilities for large users.

| mentioned that some states have implemented retail wheeling experiments.
We feei it is premature to begin such a program in Virginia simply for the sake of having
a similar experiment. Instead, we propose to monitor the programs in other states to
cetermine how they are being conducted and what lessons they leam.

In fact, we have aiready begun an information gathering process on cother states’
experments and thus far we have been disappointed with the design of some of these
programs. In particular, current experiments may provide customers with flawed
knowiedge of both the cost and reliability implications of retail wheelfing. There are few
residential customers that have real-time meters to determine their hourly consumption,
a critical determinant of cost. Also, experiments are structured so that the distribution
company will be responsibie for service interruptions during constraints, so the reliability
a customer experiences will not reflect the reliability of the power supplier.



We recognize that federal legislation may transfer the decisions of the
appropriate future of the Commonwealth’s electric system from the Commission and
General Assembily to a federally-controiled industry framework. | mentioned the
Schaefer bill that is now receiving wide attention. Advocates of that bill cite as support
a study commissioned by the Citizens for a Sound Economy Foundation. That study
concludes that retail wheeling will increase our Gross Domestic Product by $131 billion,
lower prices and increase employment. We have reviewed the study and discussed it
with its authors. In our report we describe several very dubious assumptions contained
in the study that, in our minds, makes its dependability worthless. Unfortunately it may
be used to propel federal policy regarding a drastic overhaul of our electric system.

We encourage the Commission and the General Assembly to seek tc preserve
state jurisdiction over retail electric service.

You will hear that retail wheeling is inevitable and restructuring will benefit
everyone. We beg you to ask for details, not concepts. If the answer you receive is
‘Don’t worry, the free market will take care of it”, beware. As wonderful as our free
market system is, remember that competition creates winners and losers. Ccmpetitive
prices may not be stable, they are dependent upon supply and demand.

With the lack of detail regarding the form of a restructured electric system
1d how it would operate, are you ready to allow the reliability and pricing cf our
<lectric service to be governed by competitive markets? That is the fundamental issue

.facing you and our Commissioners.
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APPENDIX K
COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION 9 61 1 3 OO 8 5
LOCUMENT CONTROL AT RICHMOND, NOVEMBER 12, 1996
gg oy 12 PH 258
COMMONWEALTH OF VIRGINIA, ex rel.
At the relation of the

STATE CORPORATION COMMISSION CASE NO. PUESE008S

ExX Parte: In the matter of

reviewing and considering Commission
Policy regarding restructuring of and
competition in the electric utility
industry

ORDER

By Order entered September 13, 19985, in this proceeding, the
Commission directed the Staff to continue and expand its
investigation of current issues related to potential
restructuring in the electric industry and to file a report on
its observations and recommendations. All investor-owned
electric utilities and electric cooperatives were made parties to
the proceeding and directed to respond to the Staff's regquests
for information. Interested parties were invited to file written
comments and requests for oral argument in response to the Staff
Report.

The Staff filed its report on July 31, 1996. Comments have
been received from a number of parties, filed both before and

after filing of the Staff Report, and several parties regquested
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oral argument. However, as the Staff Report comnstitutes only the
initial stage of what will be an extended evolutionary process,
and the scope of the issues addressed herein is limited, oral
argument is premature at this time.

We believe that significantly more evaluation is necessary
to determine what, if any, restructuring may best serve the
pﬁblic interest in Virginia. To facilitate such evaluation,
Staff made various recommendations that will require
consideration of utility-specific data relevant to potential
changes in the electric industry.

Accordingly, we are establishing by separate orders new
dockets directing certain investor-owned electricvutilities to

provide information relevant tc Recommendations Nos. 1, 2,

3, 4,
€ and 13 of the Staff Report. The requested information and
analyse; adpress: cost-of-service studies; illustrative tarifis
reflecting unbundled rates for generation, transmission and
distribution functions; means of improving price signals to
customers; determining reserve margins, future incremental
capacity needs and capacity solicitation processes; and
conservation and lcad management programs. In addition, all

investor-owned utilities were directed to file with the

Commission copies of any filings made with federal or other state
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regulatory bodies that relate to any of the recommendations in
the Staff Report or to alternative forms of regulaticn.

Although we are not instituting sépérate proceedings for
electric cooperatives at this time, similar proceedings may be
required of cooperatives in the future. Moreover, any
cooperative proposing an alternative form of regulation should be
prepared to address the Staff recommendations outlined above.

In addition to the data to be filed by certain companies in
the above-referenced proceedings, all investor-owned electric
utilities and cooperatives that have non-utility genefation that
impacts their Virginia jurisdictional rates are di:ected to file,
by June 1, 1997, a report detailing their efforts to restructure
contracts with non-utility generators ("NUGs") to mitigate their
potentially negative effect on current and future ratesf Each
utility shall also subsequently file quarterly reports defailing
its continuing efforts in this area.

Staff recommendations also stated the need for monitoring
certain aspects of the electric industry to better assess
particular resﬁructuring and competition issues. Areas
identified by Staff warranting closer inspection include
developments in the wholesale power market, retail wheeling

experiments of other states and electric utility service gquality.

A-6€



We believe that the infermation derived from monitoring such
activities will be valuable in considering possible restructuring
alternatives. Staff, therefore, is directed to monitor
developments in the wholesale power market and evaluate wholesale
competition and its impact and potential impact on Virginia's
utilities. Staff shall file a report of its findings by June 1,
1997, and shall file reports thereafter as necessary.

Staff is further directed to prepare a report by
September 1, 1997, con the results of retail wheeling experiments
and activities in other states. Staff shall make appropriate
recommendations based upon its study.

Also, Staff shall report by July 1, 1997, on whether, and if
so, how to increase monitoring of electric utility service
quality. Staff's recommendations should address whether the
Commission should establish service quality standards.

Accordingly, IT IS ORDERED THAT:

(1} On or before June 1, 1997, each investor-owned electric
utility and electric cooperative that has non-utility generation
-that impacts its’Virginia jurisdictional rates shall file a
report on its efforts to renegotiate its NUG contracts as

appropriate and shall thereafter file similar reports quarterly;
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(2) The Commission Staff shall continue to monitor
developments in the wholesale power market and file a report as
outlined above on or before June 1, 1997. Staff shall file
reports thereafter as necessary;

(3) On or before September 1, 1997, Staff shall file a
report on the retail wheeling experiments of other states and
make appropriate recommendations;

(4) On or before July 1, 1997, Staff shall file a report
recommending whether, and if so, how to increase monitoring of
_electric utility service quality; and

(5) This matter shall be continued generally until further
order of the Commission.

AN ATTESTED COPY of this Order shall be sent by the Clerk of
the Commission to: all Virginia Electric Cooperatives and
Electric Utilities as set out inAAppendix A to this Ordér; the
additional service list attached as Appendix B to this Order:
Philip F. Abraham, Esquire, Hazel & Thomas, P.C., P.O. Box 788,
Richmond, Virginia 23206; John A. Pirko, Esquire, lLeClair Ryan,
4201 Dominion Boulevard, #200, Glen Allen, Virginia 23060;
Donald R. Hayes, Esquire, Washington Gas Light Company, 1100 H.
Street, N.W., Washington, D.C. 20080; James L. Dobson, CFA,
Donaldson, Lufkig & Jenrette, 140 Broadway, New York, New York

10005; James E. Franklin, Cogentrix Energy, Inc., 9405 Arrowpoint
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Boulevard, Charlotte, North Carolina 28273-8110; Lisa J. Gefen,
Allied Signal, Inc., 6 Eastmans Road, Parsippany, New Jersey
07054; Michael A. Stosser, Esquire, Heller, Ehrman, White &
McAuliffe, 895 15th Street, N.W., #610, Washington, D.C. 20005;
Eric R. Todderud, Esquire, Heller, Ehrman, White & McAuliffe,
200 S.W. Market Street, #1750, Portland, Oregon 97201; Jean Ann
Fox, President, Virginia Citizens Consumer Counsel, 114 Coachman
Drive, Yorktown, Virginia 23693; Edward L. Petrini, Esquire,
Office of the Attorney General, Division of Consumer Counsel,

900 East Main Street, Richmond, Virginia 23219; Dennis R. Bates,
Esquire, Office of Fairfax County, 12000 Government Center
Parkway, #549, Fairfax, Virginia 22035-0064; Wayne S. Leary, Peat
Energy, Inc., P.0O. Box 14309, New Bern, North Carolina 28561-
4309; Frederick H. Ritts, Esquire, and Vincent P. Duane, Esquire,
1025 Thomag Jefferson Street, Suiﬁe 800, Washington, D.C; 20007;
Andrew Gelbaugh, C.C. Page Resources, 4375 Fairlakes Court,
#2000, Fairfax, Virginia 22033; Jim O'Reiily, McKinsey & Company,
Inc., 1101 Pennsylvania Avenue, N.W., Suite 700, Washington, D.C.
"20004; S. Lynn Sutcliffe, Sycom Enterprises, 1010 Wisconsim
Avenue, Suite 340, Washington, D.C. 20007; Allen C. Barringer,
Esquire, Potomac Electric Power Company, 1900 Pennsylvania

Avenue, N.W., Room 841, Washington, D.C. 20068; Frann G. Francis,

A-69



1050 17th Street, N.W., Washington, D.C. 20036; David B. Kearney,
Esquire, City of Richmond, 900 East Broad Street, Suite 300,
Richmond, Virginia 23219; Steven W. Ruback, The Columbia Group,
Inc., 785 Washington Street, Cantdn, Massachusetts 02021; Dee
Tagliavia, Executive Director, Mid-Atlantic Independent Power,
105-A E. Holly Avenue, Sterling, Virginia 20164; Jeffrey M.
Gleason, Esquire, Southern Environmental Law Center, 201 W. Main
Street, Suite 14, Charlottesville, Virginia 22902; Douglas D.
Wilson, Esquire, Wilson & Associates, P.C., P.O. Box 8180,

. Roanoke, Virginia 24014; Joe Lenzi, Energy Engineer, CEK
Consulting Engineering, P.O. Box 907, Mechanicsville, Virginia
23111; Carter Glass, IV, Esqguire, Municipal Electric Power
Association, P.O. Box 1122, Richmond, Virginia 23218-1122;

James H. Gentry, Tennessee Valley Authority, 1101 Market Street,
Chattanooga, Tennessee 37402-2801; Louis R. Monacell, Esquire,
and John D. Sharer, Esquire, Christian & Barton, 909 East Main
Street, Suite 1200, Richmond, Virginia 23219-3095; Eric M. Joffe,
President, Ultimate Lighting Systems, Inc., 2136 Great Neck
Square, #402, Virginia Beach, Virginia 23454; David X. Kolk, PHD,
Power Resource Managers, L.L.C., 1233 Shelburne Road, #200, South
Burlington, Vermont 05403; Dasil R. Sizemore, System Council U-1,

IBEW, P.O. Box 6537, Richmond, Virginia 23230; Sarah D. Sawyer,
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Legal Assistant, Bracewell & Patterson, L.L.P., 2000 K Street,
N.W., Suite 500, Washington, D.C. 20006-1872; Gary T. Piacentini,
Esquire, Maloney, Barr & Huennekens, 1111 E. Main Street, Suite
800, Richmond, Virginia 23219-3103; Karen Sinclair, National
Renewable Energy Lab, 1617 Cole-Boulevard, Golden, Colorado
80401; Albert J. franceSe, Esquire, 6597 Rockland Drive, Cliftonm,
Virginia 22024; Pamela Johnson, Esquire, Virginia Electric &
Power Company, P.0O. Box 26666, Richmond, Virginia 23261; Legal
Environmental Assistance Foundation, 1115 N. Gadsden Street,
~Tallahassee, Florida 32303-6327; Glenn J. Berger, Esquire, Union
Camp Corporatioﬁ, 1440 New York Avenue, N.W., Washington, D.C.
20005-2111; Norman D. Reiser, Director, D.C. Public Service
Commission, 450 Sth Street, N.W., Washington, D.C. 20001; Richard
Silkman, Richard Silkman & Associates, 163 Main Street, Yarmouth,
Maine 04096; Robert Blohm, 3 Dovér Road, Hamilton, New 3ersey
08620; James R. Kibler, Jr., Esquire, Mezzullo & McCandlish, P.C.
Box 796, Richmond, Virginia 23218; Sarah Hopkins Finley, Esquire,
Williamsg, Mullen, Christian & Dcbbins, P.O. Box 1320, Richmond,
‘Virginia 23210; Josh Flynn, KPMG Peat Marwick, 8200 Greensboro
Drive, #400, MclLean, Virginia 22102; Donald A. Fickenscher,
Esquire, Virginia Natural Gas Company, 5100 E. Virginia Beach

Boulevard, Norfolk, Virginia 23502; Allen Glover, Esquire, and
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Michael J. Quinan, Esquire, Woods, Rogers & Hazlegrove, P.O.
Box. 14125, Roanoke, Virginia 24011; and to the Commission's

Divisions of Energy Regulation, Economics and Finance, and Public

Utilicy Accounting.

Mdi‘



Electric Cocperatives

A&N Electric Cooperative
Mr. Vernon N. Brinkley
Executive Vice President
P.O. Box 1128

Parksley, Virginia 23421

B-A-R-C Electric Cooperative
Mr. Hugh M. Landes

General Manager

P.O. Box 264

Millboro, Virginia 24460-0264

Central Virginia Electric Cooperative
Mr. Howard L. Scarboro

General Manager

P.O. Box 247

Lovingston, Virginia 22949

Community Electric Cooperative
Mr. J. M. Reynolds

General Manager

Post Office Box 267

Windsor, Virginia 23487

Craig-Botetourt Electric Cooperative
Mr. Gerald H. Groseclose '
General Manager

Post Office Box 265

New Castle, VA 24127

Mecklenburg Electric Cooperative
Mr. John Bowman )
General Manager

Caller 2451

Chase City, Vvirginia 23924-24531

Northern Neck Electric Cocperative
Mr. Charles R. Rice, Jr.

General Manager

Post Office Box 288

Warsaw, Virginia 22572-0288
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Northern Virginia Electric Cooperative
Mr. Stanley C. Feuerberg

General Manager

Post Office Box 2710

Manassas, VA 20108-0875

Powell Valley Electric Cooperative
Mr. Randell W. Meyers

General Manager

Post Office Box 308

Church Street

Jonesville, VA 24263

Prince George Electric Cooperative
Mr. Dale Bradshaw

General Manager

Post Office Box 168

Waverly, VA 238950

Rappahannock Electric Cooperative
Mr. Cecil E. Viverette, Jr.
President

Post Office Box 7388
Fredericksburg, VA 22404-7388

Shenandoah Valley Electric Cooperative
Mr. C. Douglas Wine

Executive Vice President

Post Office Box 236

Route 257

Mt . Crawford, VA 22841-0236

Southside Electric Cooperative
Mr. John C. Anderscn
President and CEO

Post Office Box 7

Crewe, VA 23930

Electric Companies in Virginia

Appalachian Power Company

Mr. R. Daniel Carson, President
Post Office Box 2021.

Roanoke, VA 24022-2121
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Delmarva Power & Light Company

Mr. R. Erik Hansen

General Manager, Pricing and Regulation
800 King Street

Post Office Box 231

Wilmington, Delaware 19899

Kentucky Utilities Company

Mr. Robert M. Hewett

Vice President, Regulation and Economic Planning
One Quality Street

Lexington, Kentucky 40507

The Potomac Edison Company

Mr. R. A. Roschli, Vice-President
10435 Downsville Pike

Hagerstown, Maryland 21740

Virginia Electric and Power Company

Mr. Edgar M. Roach, Jr.

Senior Vice President-Finance, Regulation
and General Counsel

Box 26666

Richmond, VA 23261

A-T2



APPENDIY

- ADDITIONAL SERVICE LIST

Allied-Signal, Inc.

Edward R. Pruitt

P.O. Box 2006R

Morristown, New Jersey 07960

Appomattox Cogeneration, Ltd.
Hopewell Cogeneration, L.P.
Wythe Park Power

Enron-Richmond Power Corporation
Cogentrix of Virginia Leasing
Mark J. LaFratta, Esquire
McGuire, Woods, Battle & Boothe
Cne James Center

Richmond, Virginia 23219-4030

CRSS Capital, Inc.
Timothy R. Dunne, Esquire
P.C. Box 22477

Houston, Texas 77227-2427

Virginia Hydro Power Association
Chesapeake Paper Products Company
c/o Zdward L. Flippen, Esquire
Mays & Valentine

P.C. Box 1122

Richmond, Virginia 23208-1122

Dan River Mills

K.W. Parrish

Director of Engineering and Utilities
P.O. Box 261 :

Danville, Virginia 24523

American Lung Association of Virginia
Stephen M. Ayres, M.D.

P.O. Box 7065

Richmond, Virginia 23221-0065
Celanese Fibers, Inc.

Robert Gribben
Narrows, Virginia 24124

Corning Glass Works

7 Hooker W. Horton

Purchasing Manager-Energy
HP-ME-1-10
Corning, New York 14831

Department of Energy

Lawrence A. Gollomp

Assistant General Counsel for

Regulatory _
Interventions and Power Marketing

Room 64-033

1000 Independence Avenue, S.W.

Washington, D.C. 20585

Du Pont/Conoco

Steven A. Huhman
Coordinator-Regulatory Affairs
CH1002

P.C. Box 2197

Houston, Texas 77252
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cment of Environmental Quality
. Griffith, Env. Review Coordinator
!9 East Main Street, é6th Floor
{chmond, Virginia 23219

vens-Brockway Glass Container, Inc.
>hn Wesolowski

le Seagate

>ledo, Ohio 43604

:rshey Foods

. A. Hornung

lergy Affairs Officer

} East Chocolate Avenue

:rshey, Pennsylvania 17033-0819

-I Americas, Inc.

)d Davies, Energy Specialist

>rporate Purchasing

: ‘are Corporate Center One
.wington, Delaware 19897

:mmworth E. Lion, Esquire

\ckson, Pickus & Associates

'01 West Broad Street, Suite 100
.chmond, Virginia 23235

\bisco Brands,
:nry Riewerts
J0 DeForest Avenue

0. Box 1911

1st Hanover, New Jersey 07936

Inc.

itural Resources Defense Council
mmiel Lashof

150 New York Avenue, N.W.
\shington, D.C. 20005
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Ford Motor Company

F. C. Corley, P.E.

Energy Efficiency and Supply Dept.
15201 Century Drive, Suite 602 CPN
Dearborn, Michigan 48120

Griffin Pipe Products Co.

John Keenan

Director, Purchasing and Traffic
1400 Opus Place, Suite 700

Downers Grove, Illinois 60515-5700

Home Builders Association of Virginia
Eric M. Page, Esquire

316 West Broad Street

Richmond, Virginia 23220

Intermet Foundry

S. Reid Vass .
Corporate Energy Department
P.0O. Box 11589

Lynchburg, Virginia 24506-1589

Metro Machine Corporation
Charles Garland

Imperial Docks

P.O. Box 1860

Norfolk, Virginia 23501

National Independent Energy Prod.
c/o Karen A. Tomcala, Esquire
Latham & Watkins

1001 Pennsylvania Avenue, N.W.,
Washington, D.C. 20004-2505

#1300

Piedmont Environmental Council
28-C. Main Street

P.O. Box 460

Warrenton, Virginia 22186



Old Dominion Electric Cooperative
Ronald W. wWatkins

President and Chief Exec. Officer
4201 Dominion Boulevard, Suite 300
Glen Allen, Virginia 23060

Plantation House

J. 3. Hall, Jr.

1108 East Main Street, Suite 700
Richmond, Virginia 23219

Rock-Tenn Company

Al sSmith

P.C. Box 4098

Norcross, Georgia 30051

Sierra Club - Virginia Chapter
William B. Grant, Chair

Enerzy Conservation Subcommittee
803 Marlbank Drive

Yorktown, Virginia 23692-4353

Union Camp Corporation

Edward C. Minor, Assoc. Gen. Counsel
Route 58 East

Franklin, Virginia 23851-0178

Virginia Cogen

David C. Pace

P.C. Box 34652
Ricamond, Virginia 23234

Virginia Citizen Action
153 ‘West Main Stre=st, 2nd Floor
Richmond, Virginia 23220

Vircinia Council Trout Unlimited
DuBcse Egleston, Jr., Chairman
P.O. Box 838

Naynesboro, Virginia 22980

Reynolds Metals Company
Kenneth A. Berry, Esquire
Law Department, EXC-21
P.O.  Box 27003

Richmond, Virginia 23261

Rural Virginia, Inc.

Richard D. Cagan, Registered Agent
Virginia Council of Churches

1214 West Graham Road, #3
Petersburg, Virginia 23220-1409

Va. Assn. of Non-Utility Power Prod.
August Walimeyer, Exec. Director
700 East Franklin Street, Suite 701
Richmond, Virginia 23219

Virginia-Maryland-Delaware Assn.
Charles C. Jones, Jr.

Executive Vice President

4201 Dominion Boulevard, Suite 200
Glen Allen, Virginia 23060

Virginia Coop. Extn. Service

VPI and State University

Lori Marsh

Assistant Professor and Extension
Agricultural Engineer

Blacksburg, Virginia 24061-0512

Energy Consultants, Inc.

William D. Kee, Jr., President

1439 Great Neck Road, Suite 202L
Virginia Beach, Virginia 23454-1347

Loral Federal Systems

David M. Karle, Advisory Engineer
9500 Godwin Drive

Manassas, Virginia 22110

SEI Birchwood, Inc.

Douglas L. Miller, Esqguire

600 Peachtree St., N.E., Suite 5200
Atlanta, Georgia 30308-2216
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1¢* maco Corporation

ohn J. Carrara, Esquire
3 Park Avenue
w York, New York 10171

.ectric Generation Association
irgaret A. Welsh

.01 L Street, N.W., #405
shiangton, D.C. 20037

owning-Ferris Gas Service
ilip F. Abraham, Esguire
zel & Thomas, P.C.

0. Box 788

chmond, Virginia 23206

irfax County Board of Supervisors

nnis R. Bates, Esquire

000 Government Center Parkway, #549
iX, Virginia 22035

1lip Morris, Usa

aderick H. Ritts, Esguire

25 Thomas Jefferson Street, #800
shington, D.C. 20007
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APPENDIX L

Remarks of Reginald N. Jones
On Behalf Of
ALLIANCE FOR LOWER ELECTRICITY RATES TODAY
to the Joint Subcommittee Studying the Restructuring
in the Electric Utilities in Virginia
October 2, 1996

Chairman Reasor, members of the Joint Subcommittee, thank you for this opportunity
to appear before you. On behalf of Bill Axselle and myself, I am pleased to advise you of a
new coalition being formed known as ALERT, which is the acronym for Alliance for Lower
Electricity Rates Today in Virginia. ALERT is an alliance of electricity consumers who are
uniting to pursue competitive electric rates for all residential and business consumers of v
electricity; and I emphasize all. The Alliance is open to membership by all residential,
commercial and indusirial customers.

Alert is in its formative stage and will be signing up members throughout the fall and
winter. We are pleased with the base of members who have come together to initiate this effort
and welcome all who support its stated principals.

Bill Axselle and I look forward to working with this commines, the General Assembly,
the Administration and the State Corporation Commission as we move towards retail competition
for electricity in Virginia.

In 1776, Adam Smith wrote in his Wealth of Nations:

"A monopoly granted either to an individual or to a trading company has the
same effect as a secret in trade or manufactures. The monopolists, by keeping
the market constantly understocked, by sever fully supplying the effectual
demand, sell the commodities much above the natural price, and raise their
involvements, whether they consist in wages or profit, greatly above their natural
rate.”

This is the foundation on which our competitive markets for the past 220 years has been

built, i.e. costs of goods and services based upon supply and demand pricing - perhaps the most
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imporant principle of our free enterprise System.

ALERT believes that consumers, all consumers, of electricity will benefit by competition
i.e. paying the "natural price”. The Virginia General Assembly and the State Corporation
Commission have implemented, or are in the process of implementing very successful transitions
in demonopolizing other regulated services that we thought would always remain under
monopoly control. The cost of long distance telephone service has reduced by as much as 55 %,
according to some reports, since 1984 when competition in the inter-LATA market was codified
in Virginia. Additionally many new telecommunications services and products have besn
developed and offered to the consumers in response to competition.

In the 1994 Session of the General Assembly you passed legisiation authorizing local

change telephone competition with certain guidelines for the SCC to consider in implementing
the law. Virginia was a leader in local exchange deregulation. We didn't wait for Congress 10
act. Now is the time to tumn our attention to retail competition for electricity.

Bill Axselle and 1, on behalf of ALERT, look forward to working with you to insure that
Virginia remains a leader in deregulation. We are confidant that the Virginia General Assembly
will provide the leadership for passage of retail competition not a day before we have a plan
that will be in the best interest of all consumers of electricity, but not a day later than necessary,
since each day we delay means Virginia consumers are most cerainly paying more for electricity
than they would in a competitive market.

I have given each of you a copy of the "Statement of Principles® of ALERT. I believe
you will find that these principles are consistent with what you believe Virginia consumers
should expect in reforming the electric utility industry in Virginia.

I would like to tumn the podium over to Bill Axselle for some remarks on behalf of

ALERT. A-81



ALERT

Alliance for Lower Electricity Rates Today in Virginia

STATEMENT OF PRINCIPLES

ALERT is an alliance of electricity consumers who are working to achieve competitive electric
rates for all residential and business customers. ALERT members believe that restructuring the
electnic utility industry and bringing consumer choice and competition into play will resuit in
lower electricity prices and improved service. Competitive sources of electricity are essential to
the continued economic development of Virginia and the well being of its citizens. Individual
consumers will benefit through lower prices, and so will Virginia’s economy.

Free enterprise and customer choice are the foundation of a dynamic, responsible snergy polif:y
for Virginia. ALERT advocates the following principles for reforming the electric utility
industry in Virginia:

1.

(9%

(9]}

9.

All consumers should be able to freely choose their electricity suppliers.

All classes of customers should have the opportunity to benefit from competition
during the same time frame.

Generation, transmission and distribution services should be available on a separate
basis to all customers. Customers should also be free to receive “bundled” (i.z,
distribution, transmission and generation) service from utilities based on established
cost-of-service principles.

To the fullest extent possible, electricity prices should be determined by buyers and
sellers, that is, by the marker.

Competitive market forces will achieve fair pricing for all customers, and will send
frue economic signals.

Transmission and distribution services should be available and provided io all buyers
and sellers of electricity on a non-discriminatory basis.

As long as transmission and disiribution facilities are operated by monopoly
providers, prices for these services should remain under regulation based on
embedded cost-of-service principles.

Utilities should be required to provide transmission and distribution services to afl
other parties thar are comparable in guality, scope and price 1o the services they
provide themselves.

Service reliability should be maintained

10. Issues concerning the transition to full competition should be identified and

356631

expeditiously resolved by the State Corporation Commission in a manner that is
equitable 10 all stakeholders and promotes the public good
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WiriaMs, MULLEN,
CHristiaN & DOBBINS

ATTORNEYS & COUNSELORS AT LAW

REMARKS OF RALPH L. "BILL" AXSELLE, JR.
ON BEHALF OF

ALLIANCE FOR LOWER ELECTRICITY RATES
TODAY IN VIRGINIA (ALERT)

TO THE JOINT SUBCOMMITTEE STUDYING
RESTRUCTURING IN THE ELECTRIC UTILITY INDUSTRY

OCTOBER 2, 1996

Let me follow up on the remarks regarding the Alliance
for Lower Electricity Rates Today by Reggie Jones.

Our message on behalf of electricity customers in the
Commonwealth is fairly simple: (1) Virginia residential and
business consumers want lower electricity rates. (2) While
Virginia may not be a high electricity cost state, it is not
truly a low cost state either. (3) There are considerable
disparities in electric rates for customers within different
parts of Virginia today. (4) Virginia electricity consumers
should have a choice of electricity generation. (5) Such
competition will result in lower electric rates and less
disparities in rates around the state. (6) These benefits must
be available to all Virgiriia citizens and businesses, and in the

same time frame.
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It might be helpful at the cnset to see how our
preference for retail competition compares with the positions of
a number of Virginia utility companies based on their comments at
your July 2 meeting. On behalf of American Electric Power
Company whose Appalachian Power serves much of the western part
of the state, Dan Carson stated "AEP has taken a position in
support of retail competition and customer choice", "retail
competition is inevitable™ and finally that competition "is a
goal which should be pursued carefully, yet aggressively." We
agree.

Cn behalf of Alleghany Power whose Pctomac Edison
Company serves parts of the ncrthern portion of the Commonwealth,
Tom Henderson statad that "We believe that the guestion is not
whether competition will come, but when and how." He stated
unequivocally that "All customers should have a choice of their
electric supplier as soon as possible. The transiticn period to
full competition should be as shcrt as possible, consistent with
ensuring that necessary system changes are accommodated." We
agree.

Even Virginia Power, while expressing several
reservations, stated through Robert Rigsby that "Virginia Power
believes that competitive energy markets could ultimately provide
some consumer benefits®" and spoke of a "transition process in an
orcderly manner that benefits the interest of all of Virginia’s

citizens." We agree.
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While Greg White for the Virginia, Maryland and
Delaware Association .of Electric Cooperatives expressed
opposition to retail competition, August Walmeyer for the
Virginia Independent Power Producers called for immediate
implementation of competition and customer checice. In so deing,
he quoted Republican Concressman Tom Bliley about the decision in
Washington being no longer whether to deregulate, but "when" and
"how", stating his party’s difficulty in justifying continuing
the electricity moncpoly as they are "for the frze market", and

1sc Democrat U.S. Znergy Secretary O’Leary who said "Crderly

s

transition {to a freely competitive market] does not mean [a]
siow [transition]."

It is thus clear that most of the industry recognizes
that allowing competition in the procurement of electricity
generation will benefit Virginia consumers. The issﬁe then is
net whether we should go to a competitive, market-based
structurs, but "when" and "how".

From the perspective of Virginia electricity consumers,
the answer to "when" is also simple: as soon as the Commonwealth
can put in place a system that assures that all classes of
electricity consumers benefit from retail competition. No socner
... but definitely no later ... than such a comprehensive system
can be implemented. And, we need to start in an orderly fashion
to that gecal now. While we do not want the Commonwealth to be so

on the leading edge that it undertakes a risky restructuring, we
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also do not want it to be so cauticus it takes no action because
of a too measured a respcnse.

Over 40 states ncw have underway some examination of or
implementation cf restructuring of the electric industry, with
most of those involving scme form of restail competition. For
Virginia to delay beyond what is rsasonable is to postpcne the
benefits of consumer choice for our residents and to ultimately
put our Virginia businesses at a competitive disadvantage.

Regulatory reform in other business areas has led to
enhanced competition that has resulted in lower prices, expanded
cutput and either improved or unchanged quality of service.
Significant lesscns can be ls2arned from the experiences of
competition in the gas and telecommunications industries. In
each instance, there has been a significant reduction in cost o
consumers when rstail comperition is allowed.

While we understandably focus on cost rsduction to
consumers, there are other benefits. As noted by the SCC staii
in their recent report, Virginians today pay widely differing
electric rates dependent simply on where they live. Recent
comments by a consultant Jeffry Pollock filed with the SCC
indicate the residential customers in eastern Virginia are paying
about 60-77% more than similar residential customers in the
western part of our state. Likewise, there are variantes of 50-
80% on rates paid by Virginia industrial and commercial users

among those same regions. Why should any electric customer in
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irginia pay that much difference simply because of the arsa in
which they reside?

Competition and consumer choice will reduce what are,
relative to other parts of the state, excessive rates in certain
areas.

Competition will also likely improve service to
customers. I note the article last Friday (September 27)
regarding Virginia Power's commendable announcement of a $100
million customer service improvement program e.g., answering
phones faster, reading meters automatically, upgrading their
network of lines, etc. The newspaper article stated "The aim is
CO cut cost and improve service so that the utility will ke able
0 compete better if the electricity market opeas up.* (Richmond
Times Dispatch, September 27, 1996) This is evidence of how
competition ... even the potential of competition ... may bring
better customer service.

Parenthetically, I should note that a number of
utilities serving Virginia, such as Alleghany Power and Virginia
Power, are already preparing for that competition, and properly
so. They and several other utilities are already working
together in managing high-voltage transmission lines "to make it
easier for outsiders to ship across the grid" of different

companies. (Virginia Power Planning Mamager Glenn Ross, Richmond

Times Digpatch. June 20, 199%¢€)
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Perhaps even more interestingly, a number of utilities
in Virginia are already vigorously competing where permitted.
They should be doing likewise here in Virginia.

I have always found it ironic thact the utilities, when
procuring théir electricity, do so in a competitive fashion
and yet, when they sell that same electricity to their customers,
those customers do not have a competitive choice.

In a nutshell, the industry knows retail competiticn is
ceming as a market force. What we collectively need to do now is
Put in placs a regulatory system that allows such competition in
an approoriate fashion.

While there may be disagreements among different
utilicies about how we rsach that desired result and even
different perspectives among some customers, there should not be
any hesitancy by the Commcnwealth to provide its citizens with
the benefits of retail competition as soon as possible. Whether
it be a residential custcmer in your district or whether it be a
manufacturing plant, a local retailer or a govermment facility in
your districc, they all should have the ability to choose their
electric generation in a competitive free market as soon as
pessible.

The estimated savings from retail competition vary by
prognosticator, area of the country and class of customer: 20-30-
40% savings ... $80-100 billion or gzgg'higher in savings

nationwide. Those details can be debated at another time. What
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s clear is that almost everyone recognizes that thers wil_. &=

fh

raduction in cost to the end users of electricity if a
comprehensive system of competition is put in place.

Lower rates obvicusly help Virginia residents. They
also help Virginia businesses by allowing them to be more
competitive, leading to enhanced economic development, Lusiness
2xpansion and job creation benefiting all Virginians.

It is freguently stated that the large industrial users
are those who will primarily benefit from retail competition and
thus are its major advocztes. While it is true that they seek
abandonment of our current monopolistic system and the benefits
of competiticn, thcse benefits are not and cannot ze limited to
manufacturers. They must be equally applicable to all classes of
custcmers ... residential, commercial, governmental and
industrial ... and all within the same time frame.

It shculd be noted that, in fact, delay in implementing
censumer choice may actually hurt the residential custcomers more.
Scme observers percesive the start of a trend somewhat like what
tock place with natural gas before its deregulaticn. Because of
the cost of electricity being higher than they feel appropriate,
scme large industrials across the country are beginning to by-
Dass the current systam by self-generation, joint ventures and
censtruction of privately-owned transmission lines to more

competitive generation sources. Some are also negotiating

- P -

special rates because of their large electricity consumption. A
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few large retailers are also sesking to by-pass by procuring from
a2 single energy supplier and negotiatiqg for energy through their
trade organizations. Likewise, there are local governments
across the country exploriﬁg the formation of member-owned, non-
private purchasing cooperatives to realize savings through
competition.

The point is that it is the industrials, commercial and
governmental consumers who may, at least, have some options
through size and structure to interject scme competition ... but
not the residential customers. ALERT favors all customers having
options of competition. If large users leave the system,
negotiate special rates or tuild plants in states that are mcviag
to retail ccmpetition, it is the rsmaining residential customers
who will get hurt if we do not zave true comprehensive customer
retail cocmpetition for all consumers.

Regrettably, thers will be entities that will try to
delay this process to protec:t their market share as long as they
can; they fear competition will decrease the profits for their
companies and their sharsholders. While that is understandable,
it is not right. There will be entities that will try to shape
the restructuring in the electric industry in a fashion that
replaces their monopoly with other government protections that
again are designed simply to preserve market share and their
bottem liggf Again, understandable, but not right. Yes, there

R

may even be segments of the consumer community that would want
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the restructuring to conclude in a format that benefits them to
the detriment of other consumers. Likewise, understandable, but
>t right.

This is not an unusual situation in which you will find
yourself: listening to the impacted, "special interests" properly
lcoking out for themselves, while evaluating the issues based ...
not on what any utility or business may tell you ... but on what
is in the best izterest of all our citizens.

None cf this is to say that seme utilities will not Dde
impacted. Those that have operational costs toeo high or
operational efficiencies toc few will be impacted ... as they
should. Those £fziling to respond to customer choices will be
impacted ... as they should. These impacts may be reflected in
reduced profits and stock prices, but is that not what business
's all about? Moest respectfully, it should be aoted that the
investor-owned utilitiss in Virginia are for-profit businesses
designed to make a profit for their shareholders ... just like
other Virginia ccmpanies. They should not have immunity from
competition.

As your deliberations continue, we will share in the
future our thoughts on "how" retail com?etition should take place
in Virginia. Without going into those details at this time, let
me make a couple general comments. |

Simply put, the "how" of implementing consumer choice

will involve both considerable analysis and a good, comprehensive
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plan. The "what to do" --- move towards providing lower electric
rates for Virginians through retail competition --- and. the
"when" to do it ~--‘as soon as practical --- are clear. The
"how" admittedly involves some very important decisions so that
the restructuring put in place in Virginia is consistent with
providing for all Virginians reliable éafe electric service at’
reasonable rates.

Thers are, in fact, numerous serious issues that will
need our collective attention. There is public policy duty for
the Commonwealth to assure both reliable electric service and the
lowest cost practical. Neither can be sacrificed during
restructuring.

All this will not be an easy undertaking. Fortunately,
we have a gocd State Corporation Commission and General Assembly
that recognize both their.duties to provide reliable electric
service and the lowest practical costs, and which have the
abilities to have such a system in place in the near future.

What we cannot do is accept these legitimate issues as
excuses. They are opportunities, not obstacles. While there is
a degree of difficulty to this assignment, it is commensurate
with the rewards that await all Virginians. The staff at the SCC
has outlined some of those issues. Now working together, we need
to move aggressivély through those cvportunities in a fashion

that concludes with a restructured electric industry in the
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Commonwealth that provides, in a comprehensive fashion, all of
our citizens retail competition and consumer choice.

We need to do more than monitor. We may not want to
"lead the way", but we do need to "move fcrward" expeditiously.
In this instance "standing still"™ will rssul: in Virginia "losing
ground” competitively.

ALERT, Reggie and I look fcrward to working with you
and the SCC in putting in place that system as soon as possible.

Thank you.
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APPENDIX M

CHRISTIAN & BARTON, L.L.P. )
ATTORNEYS AT LAW

809 East Mafh .Street. Suite 1200
Richmond, Virginia 23219-3085

TELEPHONE 804-67-4100 : " FACSIMILE 804-697-4112 -

WRITER'S DIRECT DIAL NUMBER: 804-697-4120
imonaceli@cboiaw.com

REMARKS OF LOUIS R. MONACELL
ON BEHALF OF
THE VIRGINIA COMMITTEE FOR FAIR UTILITY RATES

TO THE JOINT SUBCOMMITTEE STUDYING
RESTRUCTURING IN THE ELECTRIC UTILITY INDUSTRY

OCTOBER 2, 1996

=~

The Virginia Committee Zor Fair Utility Rates is an
association of twenty large industrial customers of Virginia
Power. It has existaed since the early 1970s and regularly
participates in proceedings befors the State Corporaticn
Commission on matters pertaining to regulaticn of Virginia Power.

I appreciate the opportunity to address the overriding
issue that the Commonwealth faces regarding restructuring and
competiticn in the electric utility industry. The issue is not
the steps that are needed to prepare for the restructuring and
competition that is alresady occurring, and that will continue to
develop. The Commission Staff, customer representatives, and the
regulated utilities are in significant agreement that certain
stens ars needed to adapt and to get ready. The State

Corporation Commission -- the expert regulators - should, and,
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~1RISTIAN & BARTON, L.L.P.

October 2, 1996
Page 2

under existing authority, for the most part can, determine and
implement these steps.
Instead, the paramount issue is whether, on the one

nand, the Commonwezlth is to embrace customer choice of

lectricity suppliers and be proactive, or, on the other hand,

1)

2arful of competition, it will passively observe experience in

th

cther states and wait until the United States Congress enacts
Zfederal legislation giving customers the ability to choose their
slactricity suppliers.

On this overziding issue, although some are scill
isarning and not yet decided, nonetheless the battle line alrsady
5as been drawn. Arrayed on cne side of the battle line ars those
smeracing customer choice and encouracing proactive steps. These
interests include three of Virginia's investcr-owned utilities --
AZP/Appalachian Power, Allegheny Power, and Delmarva Power -- &S
well as independent power producers, marksters that want to sell

2lectricicy in Virginia, and customer representatives such &s

-

ALZRT and the Virginia Committee for Fair Utility Rates. On the

other side of the battle line, we find those who fear the
Dcssible conseguences of granting of choice to customers ia the
Commcnwealth. These include the Commenwealth's largest investor-
owned utilicy -- Virginia Power -- as well as representatives of

-1e electric cocperatives in Virginia and of electric municipal

L

istributors in Virginia.
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Page 3

No one in Virginia, to our knowladge, advocates a flash
cut to customer choice, as opposed to a planned and measured
transition. The modest proposal we present to you today is for
the Commeonwealth to try "hands on”" experience with customer
choice in the Commenwealth.

What are the "pros" for adcpting this proposal? There
are at least four.

First, Virginia's citizens are paying widely disparate
rates depending upon where they happén to reside in the
Ccmmeonwealth. I draw your attanticn to Attachment I TOo my
Trepared remarks.

Second, thers is significant rocm for improvement in

Third, if Virginia stands still, it inevitably will
lose vis-3a-vis other statss that improve the structure and

industries.

2CcTIl

0

(B

competitiveness cf their respective 2

s until it is

wa

4
(g

Fourth, Virginia loses if
compelled to act by federal fiat or industry developments in
other states. If the Commonwealth must act under compulsicn, it
will do so with less flexibility than the states that ars already
gaining experience with rstail competition initiatives. Virginia
alsc will be lower on the learnming curve than these sister

statss.
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What are the "cons"? Two are cited most often: a fear
that Virginia's rates may incrsase, and a fear that reliability
will suffer. There is, however, no proof that either fear would
materialize.

Included in the Committse's comments submitted to the
State Corpcraticon Commission (which prsviously have been
distributed tc members of this Subcommittee) are the comments of
JefZry Pcllock, an expert cn electric fegulatory matters. He
concludes, based on his economic analysis of the cost of

>erating current generation and the cost of new gemeration, that
Virginia's rates arz likely to decrease and ars not likely to
increase.

Furthermeore, in the natural gas industry, reliability

did not suffer when the interstate pipelines wers completely

—— -

. . o s p
unbundled and gas transportation customers were given a choice of

suppliers.

Mcore importantly, concerns of reliability and price --
which can lead to endless theorstical discussicns -- should nct
keep Virginia from starting to obtain pragmatic, hands on
eXperience with customer choice. This is because the State
Corporation Commissicn can manage pricing and reliability
concerns as the Commonwealth is gaining hands on experience with
customer choice. The Commission can manage these concerns, for

example, by determining the size and speed of the transition, and
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through continued rsgulation of price and reliability factors for
so long as necessary.

What should the General Assembly do? We submit that it
should determine, as a matter of state policy, that customer
choice for all electricity consumers -- residential, commercial,
governmental, and industrial -- is in the best intersst ci the
Commonwealth, its citizens, and its economy. Thersfore, the
General Assembly should direct the Commission to try hands on
experience with custcmer choicse, s:uéy and develop the rulss, and
implement choice when feasible.

The Virginia Ccrmmittee and its members lock forward to

working with you in addressing these issues. Thank you.

4358527
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Attachment 1

HOW VIRGINIA’S RATES COMPARE

Average 1995 Electric Bills rcents/kWh)!

National and Recional Averages

Unitted States 7.16¢
South Atlantic 6.35
(DE, MD, DC, VA, WV, NC, SC, GA, FL)
Middle Atlantc (NY, NJ, PA) 9.53
East So. Cenmal (KY, TN, AL, MS) 5.56
East No. Cenmral (OH, IN, IL, MI, WI) 6.82
Virginia's Utilities
Virginia Power (67.8% of VA) 6.37
APCO/AEP (16.5%) 4.63
Cooperanves/ODEC (10.6%) 8.1
Potomac Edison/APS (2.7%) 6.08
Kentucky Utilinies (1%) 4.99
Delmarva Power (.3%) 8.22
7.5

Cooperarnives/Other (.9%)

3587226

! . Data s from Staff Report on the Restructuring of the Electric Industry. State Corporation Commission Case
No. PUE950089. Vol. L. Table [V-A2 (July 1996). The percentages shown are the percentages of Virginia's retail
customers served by each supplier as reported in the Staff Report, page 161.
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APPENDIX N

Hoecnst Ceianese

=cecnst Celanese Cergeraticn

SO Ecx Z2414 .

Chancrie, NC 28232-8973
October 2, 1996 704 $3¢ 20CO

Testimony before the Virginia General Assembly Subcommittee on Electricity
Restructuring

Thank you for the oppermunity to present information on the issue of Elecmcity

Restrucuring.

My name is James W. York, and [ represent Hoechst Caianese. My ttle is Purchasing
Manager fcr the Fibers Group in Chadotte, North Carolina, with responsibiiites for
energy procurement.

Cur division of Hoechst has seven piants in North and South Carolina, and one &clify m
Narrows, Virginia [ am here o0 present the positicn on the issue of slecmicity
restructuring on behaif of the Narows plant, which direcdy empioys 1900 people at this
site. The Narrows facility is a customer of American Slecwic Power of Virgnia.

Amexncan Slecaic Power has trovided a relizbie supply of power at a prce lower than
other Virginia utiities. However, our company is most supportve of the movement
towards restructuning of the elecmiciry marker, which will provide for custcmer choics.

Electicity is the only commodiry that our company purchases for which thers are no
compenuve opuomns. However, customer caoice connotes issues of importance other than
Just the right 10 purchase slecmciry at the retail level Current reguiations do not provide
an opporwuruty to se=k other providers for elecTicity, but they also severely restrict the
ability of the Narrows facility 1o maximize its total energy balance. This situation for
Nammows and other energy intensive companies can lead {o mereased fizel usage,
environmental issues, and impacts total costs and cormpetitiveness.

The “Report on the Restructuning of the Electic Indusiry™ issued by the Staff of the State
Corporation Commission, summarized many of the key points that should be considered.
While recognizing the complexity of the iscues, and the need to procs=d cautiously, it is
our request that the General Assembly Subcommittee mgate the eForts to begin the
prccess. While the i1ssues are compiex, there are solutions to the obstacles that will allow
the benefits of Customer Choice to be achieved by all customer classes in Virginia . The
potental economic benedt to all slecTicity customers is too graat to delay starting the
process.
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Meechst Calanese Corocravch
PO Eox 32414 ~
Charotte. NC 28232-5973
704 354 2000

It is the recommendation of Hoechst Celanese that the General Assembly pass legislation
that would ensure the enactment of Customer Choice for all customner classes not later
than January 1, 2000.

The period until this date would allow for identified concems to be addressed. Concerns
relating to electricity restructuring that have been presented include:

1. Ensuring that all customer classes can benefit
2. No cost shifting to other customer ciasses

3. Recovery of stranded costs

4. Ensure system reliability

5. Rectprocity within and betwesn states

6. Social concems

7. Environmental concems

These points and others have besn mentioned as barders to implementation. Hoechst
Celanese does not have the answer to all of the issues, but strongly believes that the
General Assembly can bring together resources from all concemed parties to develop a
plan that will allow for restructuring.

In conclusion, Hoechst Calanese is fully supportive of the efforts to restructure the
electricity industry to remove its monopolistic position. The real issue is one of faimess to
provide electricity customers with the same opportunity for choice that exists m all other
markets. The General Assembly must address the issues expressed, but conversely should
not allow the fear of change to preclude the opportunity for all citizens and industries of
Virginia to pursue the benefits of choice.

Respectfully submitted,

DNeie Wb gl

Jameés W. York :J
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APPENDIAL

CCC\

VI R G I N
CITIZENS CONSUMER COUNCIL

Joint Subcommittee Studying
Restructuring in the Electric Utility Industry

* : October 2, 1996

Remarks
Jean Ann Fox, President
Virginia Ciuzens Consumer Council

Mr. Chairman, members of the committee, thank vou for inviting me to discuss
restructuning of the electric utility industry from the perspective of residential electric customers.
Earlier this year, VCCC members and representatives from low income, housing, and senior
citizen organizations met with the SCC siaff during the preparation of thetr report to outline
principles important to protecting residential customers in a transition to 2 more competitive

electric industry. This morning, [ will expand on those principles with vou.

Competition or "customer choice” in the electric market is not an end in itself. A change
in the structure of the electric utility industry should only be done if and when benefits to society
are improved. All classes of customers must see a direct benefit for change to be acceptable. In
a transition, we should not lose ground on the faimess of electric rates, the quality and reliability

of service, protection of the environment, or public health and safety.

Powerful interests are pushing for their economic gains:
Large industrial customers are seeking lower rates.
Independent power producers want access to new markets.
Incumbent utilities want deregulation of their profits while maintaining their market

power.
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What do residential customers want? Rates that are as low as possible. Reliable, safe
Jelivery of electricity. Access to customer service staff who us fairly and with dignity. Prompt
restoration of power after storms. Air that is breathable. If a change in the structure of the
industry makes it more likely that those goals will be met, customers will favor that change. If
change leads to higher rates for residential customers, unreliabie service, confusion, rip-offs and

market abuses, and groups of customers that nobody wants to serve, change will be a disaster.

As elected representatives, you can make sure that any change in the electric industry
delivers benefits to the less powerful members of our society, notably residential customers.
Residential electric customers are at great risk if electric utility restructuring is done poorly

without safeguards and protections. We concur with the staff recommendation that changes be

made in a thoughtful and measured fashion.

vals for a restructured electric industry:

1. Restructuring, Not Cost Shifting. Any restructuring of the electric utility industry must
provide for rate faimess. All classes of customers must benefit equitably. Large utility
Customers must not benefit at the expense of smaller business and residential customers. When
utilities talk about "pricing flexibility,"” they mean the ability to offer discount rates to favored

users. The key question is who pays for those discounts: The utility or non-favored customers?
2. The Residential Consumer Should Come First...but definitely not last. Competition for

residential customers must occur no later than for other customers. They must have equivalent

access to all the benefits of competition, if there are any.
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3. Price Benefits and Affordability. Any restructuring of the electric utility industry should
result in real price benefits to consumers, including affordable bills for low-income customers.
Utilities want performance-based ratemaking plans. Price caps and other alternate regulatory
plans should not be adopted until there is effective competition for all customers. When it is
appropriate to change from traditional regulation, "going-in" rates must be fair and reasonable.
Getting the right level of reguiation at the right time is going to be tricky. The hardest task wiil
be to balance between letting new competition in and withdrawing controls on prices. If the
controls are removed before competition is effective, the utility has a bonanza: it holds
monopoly power but is constrained neither by competition nor by regulation. The opposite error
is to let competition in but keep rigid controls on the original firm. Getting the timing nght 1s

essential.

4. Fair Allocation of the Costs of Past and Current Decision. The costs resuiting from past
and current decisions on plant investments must be fairly bomne by the stakeholders after the -
Commission has carefully determined if thére are any legitimate transition costs. Stranded cost
recovery will be a very contentious issue in the transition. Some thoughts to bear in mind:
Utilities are not entitled to full recovery of all prudently incurred costs. Utilities are only
entitled to an opportunity to earn a fair rate of return on investment. Utilities are not entitled to
recover misreported costs, misallocated costs, excess profits, inefficiently incurred costs,
strategic investments or outrnoded costs. In Virginia, plants must be "used and useful” to be

included in charges to customers.

You and I did not sign 2 "regulatory compact” with our electric unlity. Even if costs
were prudently incurred, but not vet recovered, utilities are not entitied to indemnification
against technological or market change. Utilities earn a risk premium in the:r allowed rate of
return. Investors have alrea&y been compensated for all risks, as the Atorney General's

comments to the Commission reflect.
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If incumbent utilities are allowed to recover broadly defined "stranded investments," they
will have an anti-competitive advantage over any new entrant which does not have access to
captive ratepayers' pockets. If recovery of justified "stranded investment" is handled incorrectly,

the result could very well delay implementation of effective competition.

5. Fair Competition. Seif-dealing on generation of electricity should be prohibited.
Transmission and distribution should remain monopolies with prices regulated by the SCC.
The National Association of Regulatory Utility Commissioners Principles to Guide the
Restructuning of the Elecric Industry state that consumers shouid be protected from anti-
competitive behavior and undue discrimination, with regulatory processes continuing where
effective competition is absent and where monopolies and other forms of market power remain.

iarket power concems are parricularly relevant, NARUC says, when considering electric utility

mergers and acquisitions.

6. Universal Service. Universal service is the availability to all Virginians of a reasonable level
of electricity service at prices that do not strain household budgets or result in excess profits for
elecmicity suppliers. The concept of universal service has traditionally rested upon a
commitment by a single provider to ensure that service will be available. This obligation to
serve commitment in the franchise monopoly environment must be transformed into an effective
and equitable carrier of last resort arrangement in a competitive environment. No consumer

should be left in the dark

Electricity service is vital for health, safety and economic opportunity. NARUC lists
niversal service as a comerstone of the public interest. Virginia does not now have a universal
service policy or program for electric customers. We have no lifeline rates or equivalent to the

program that makes modest telephone service affordable to low-income consumers. We know
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of no study that quantifies the number of Virginia households who do not have electric service or
the proportion of households who sacrifice necessities of life just 10 keep the power on. As we

move ahead, we must not leave our poorest citizens behind.

7. Customer Service and Consumer Protection. Relaxed regulation and greater competitive
pressure will give electric utilities a disincentive to provide customer service to a class of
customer without real choices. The SCC should revisit its 20-year old customer service rules

that apply to billing and collection, adverse weather disconnects, compiaint handling, payment

plans, deposits and pay-by periods.

Since urility companies are exempt from the Virginia Consumer Protection Act, the
Commission must include prohibitions against unfair and deceptive acts and practices along with
a dispute resolution system. In a competitive market, consumer abuses are more likely, such as
unauthorized switching of providers. In long distance service, this is called "slamming.” When

1T happens with electric companies, [ guess .we'll call 1t "shocking."

Consumers will have to learn how to comparison shop for electricity in a more
competitive market. How will we compare prices, service quality and reliability, special offers.
[ understand that the retail wheeiing experiment in New Hampshire is very confusing for
customers who are being bombarded with offers. Many of us lived through the break-up of
AT&T when consumers had to learn how to shop for long distance service. That was a picnic
‘compared to the amount of education and assistance that consumers will need to fare well in a

new electric market.

8. Public participation. The Commission staff report is just the opening curtain in the
restructuring of Virginia's electric utility industry. It will be challenging to involve all segments
of the communiry in addressing the issues and participating in public policy decisions, but the
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pubiic must be informed and invoived for changes to be politically acceptable and beneficial to
all customer classes. Residential customers are not as well organized as the industrial group.

And, we are not a homogeneous lot. Extra effort will be required to bring all interests to the

table.

We look forward to participating in the public discussion of how all of Virginia's
consumers can benefit from an improved electric industry. Thank you for permitting us to share
our concerns at the outset with this committee.

elecdoc. wps
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- : APPENDIX P

OUTLINE OF COMMENTS OF JOSEPH M. SCHEPIS
SENIOR VICE PRESIDENT
WASHINGTON GAS LIGHT COMPANY, INC.
INTRODUCTION

® Washington Gas believes that competition will bring the benefits of greater choice
and lower rates to electricity consumers in Virginia.

® [f electric utilities will sell gas, gas companies must_be permitted to sell electricity.

L] Unbundled prices for generation, transmission, and distrit.:ution should be
developed and implemented on a controiled, pilot program basis.

WHOLESALE COMPETITIVE DEVELOPMENTS

® Developments at the Federal level have given the utilities- greater _and more
economic choices in securing energy supplies to serve their local customers.

®  For gas utilities, the developments inciude:
- Wellhead natural gas markets are fully dereguiated, and as a result of.FEF\C Ofder
No. 636, wellhead sales are made to upstream interstate pipeline delivery points

in a highly competitive market.

- Interstate pipeline transportation and storage services are fully unbundled and have
been for aimost three years.

- Unregulated.city gate service providers have emerged which are providing
competitive alternatives to pipeline transportation services.

L] For electric utilities, the developments include:

- Wholesale power is being soid in competition with investor-owned wholesale
power transactions.

- FERC has mandated open access and is seeking to establish a competitive
wholesale power market.

RETAIL COMPETITIVE DEVELOPMENTS

¢ Pilot programs are in operation in other states that reflect pervasive retail
unbundling of natural gas markets and limited electric retail wheeling programs.

® Gas and electric end use markets are now merging with oil marksts into energy
service markets.
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Merger activity is picking up once again, and taking a turn toward combined
energy companies.

Utilities are beginning to offer different types of services to customers.

RELEVANCE TO VIRGINIA

In Virginia, only on the gas side have these competitive developmepts been
cascaded to provide some retail gas customers equally significant choices, and
Washington Gas expects shortly to expand customer choice to more customers.

An electric utility already supplies the natural gas for certain retail customers
within the Washington Gas franchise area.

Only the electric utilities are in a position to offer (indeed, are already offering)
total energy services to energy consumers, while their markets remain closed and
protected from competition.

This head start wiil have a significant bearing on the outcome of the competition.

IESPONSE TO THE STAFF REPORT

Washington Gas is concerned that Stai{’s "go slow" recommendations do not go
far enough.

The market is changing rapidly. Much like the Staff repor:, Maryfand conciuded,
only one year ago, that the state benefitad from low cost slectricity providers and
that no action was appropriate. Since the Virginia Staff report was issued,
Maryland announced that it would revisit thesz findings.

Unbundled prices for generation, transmission, and distribution should be
developed and implemented on a pilot program basis.

Staff’s "go slow" approach continues to place gas companies at a signfﬁcant
disadvantage in the emerging competitive market and confers a significant
advantage upon the electric utilities.

iEQUESTED REMEDIES

Washington Gas proposes that the legisiature encourage the opening of the
electricity market, at least on a controlled, piiot program basis.

Customers will benefit from the increased competition when gas companies can
sell electricity in the same way electric companies can sail gas.
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COMMENTS OF JOSEPH M. SCHEPIS
SENIOR VICE PRESIDENT
WASHINGTON GAS LIGHT COMPANY, INC.

NTRODUCTION

-
Las

1y name is Joseph M. Schepis. | am a Senior Vice President of ‘Vashingtion
ight Company (Washington Gas or Company), the natural gas locai districution
ompany that provides natural gas service to approximately 300,000 customers in
orthern Virginia. | commend the Joint Subcommittee Studying Potentiai Changes in
lestructuring the Electrical Utility Industry. | am pleased to be before you 16 express
Vashington Gas’ viewpoint.

Vashington Gas believes that unbundled prices for generation, transmissicn, and
istribution should be developed and implemented on a pilot program basis. By doing
o, you will help to bring the benefits of competition to the residents and businesses
1 Virginia and ensure a level playing field for participants in the energy markets in
/irginia. But you must also ensure that resulting competition is fair: If electric utilities
re allowed to sell natural gas (as they are now doing}, gas utilities shouid be ailewed
o sell electricity.

Av comments focus on why Washington Gas believes this to be so. They are

tured into six sections. ‘Il discuss recent activity in the wholesale energy
.arkets. Retail competition activities are described next. This is followed by 2
iscussion of the relevance of these activities to Virginia energy consumers. My
omments next briefly address the Virginia State Corporation Commission Staff Report
n _the Restructuring of the Electric_Industry. Washington Gas has already filec
omments on this report with the Virginia State Corporation Commission, which [ am
naking available to Subcommittee members today. | believe that this report wiil iikely
arve as a major input to any industry restructuring in the Commonwealth, and
herefore warrants a careful review and evaluation. A section on requested remesdies
nd a conclusion end my remarks.

VHOLESALE COMPETITIVE DEVELOPMENTS

‘ne delivery of natural gas by natural gas utilities and the delivery of electricity by the
lectric utilities to end use customers in Virginia are both regulated, and the nature ot
oth have been profoundly affected by developments at the Federai level reiating tc
lectric generation, electric transmission, natural gas production, and intsrstate
ipeline transportation and storage markets. These interstate developments have given
as and electric utilities greater and more economic choices in securing eneragy
upplies to serve their local customers.

s:thead natural gas markets are fuily deregulated, and as a resuit of FERC Order No.
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636, wellhead sales are made to upstream interstate pipeiine delivery points in a
highly competitive market. Interstate pipeline transportation and storage services
have been fully unbundled for aimost three years. With capacity release, unregulated
city gate service providers have emerged which are providing competitive alternatives
to pipeline transportation services. Independent market based storage providers and
market based LNG peaking service providers are emerging. In addition, market based
pipeline capacity options have emerged as have market based secondary capacity
cptions.

in interstate electric markets, market based wholesale power sales are being made in
competition with investor-owned wholesale power transactions. In addition, the
Federal Energy Regulatory Commission (FERC) has mandated open access, unbundled
wholesale and ancillary service tariffs in Order No. 888 and is seeking to establish a
ccmpetitive wholesale power market. Market based transmission pricing in secondary
markets is also being explored and electronic information system standards for both
gas and electric markets are in place.

RETAIL COMPETITIVE DEVELOPMENTS

irtrasiate energy markets are also becoming increasingly competitive as evidenced by
ciiot programs in other states reflecting pervasive retail unbundling of interruptibie and
firm natural gas markets and limited electric retail wheeling programs. Gas and
electric end use markets are now merging with oil markets into energy service
markets. Future competitors in these markets will include current natural gas utilities,
slectric utilities and combination utilities as well as natural gas and power marketers,
coth independent and affiliated with interstate pipelines, and other utilities.

These activities are also evident in the recent merger activity among energy utilities,
zs has been recently confirmed in Electric Intelligence, the on-line service of Power &
Analytic Resources, Inc. There, it is reported that, "The pace of electric utility
restructuring activity is picking up once again, and taking a noteworthy turn toward
combined energy companies.” This report cites the recently announced or rumored
mergers of Enron and Portland General Electric, Houston Industries {parent of Houston
Lighting & Power, HL&P), and CiNergy and either Williams Cos. or PanEnergy.
Evidence that the recent wave of merger activities is headed toward the creation of
combined gas and electric suppliers can also be found in EnergyCnline, September 26,
1388, "Electrics eventually are expected to seek merger opportunities that will create
national companies with ties in both electricity and gas markets.”

Utilities are aiso beginning to offer different services to customers. Some of the more
likely services that will be offered include: (1) design/build services, (2) engineering
assistance, (3) energy information, and (4) provision of multiple fuels. Washington
Cas believes that utilities will continue to focus on the provision of these types of
services, and probably others that have not yet been fuily developed.
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Regardless of the evolution of these other services, however, the primary economic
activity of utilities will continue to be the provision of different forms of energy. It has
been and, in all likelihood, will continue to be a core competency of utilities. 'T'he
provision of energy has historically accounted for about 80% of the business activity
of utilities, and this is not likely to change in any significant way in the future. A
recent announcement by New Jersey Resources Corp., indicating their long term
businéss focus to involve a greater emphasis on gas sales and fuel management,
rather than making long-term investments in gas-fired generating facilities underscores
this point.'

RELEVANCE TO VIRGINIA

In Virginia, only on the gas side have these competitive developments been cascaded
ic provide some retail gas customers equally significant choices. And only on the gas
side, are initiatives being undertaken to increase such choices. These developments
Nave even progressed to the point where electric companies are currently pro.viding
natural gas to major customers within the franchise areas of natural gas local
distribution utilities. For example, an electric company aiready supplies the naturai gas
for certain retail customers within the Washington Gas franchise area. Whiie
‘Nashington Gas cautions that it is important that this business not be subsidized b_y
utility operations, Washington Gas welcomes fair and honest competition because it
provides choice to our customers.

Tnese developments are significant and germane to issues of electricity restructuring
in Virginia because development of energy service markets is now skewed in favor of
single, combination utility providers and electric utilities with natural gas marketing
sffiliates. This implies that only the electric utilities are in a position to offer total
energy services to energy consumers. Absent an open access retail electric wheeling
tariff that is available to both the electric utility and to other electric energy providers,
including Washington Gas, the energy service market will remain stunted and closed.
This is not in the public interest.

Furthermore, while their markets remain closed and protected from competition,
electric utilities can learn the gas business while their basic market {electricity) is
protected. These "virtual” combination utilities are aiready exploiting the advantage
of their position. Common sense dictates that this head start will have a significant
bearing on the outcome of the competition. Further consequences of this tilted
playing field include larger players in a protected market competing against smalier
players in bitterly competitive markets. The difficuity of monitoring and regulating
these markets so that benefits are captured for citizens of the Commonwealth are
exacerbated because some of the markets will be regulated and some will be
competitive.

1

EnergvOnline, September 26, 1995.
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RESPONSE TO THE STAFF REPORT

By all accounts, Staff’s position relative to the introduction of competition to the
electricity industry is a cautious one, and it urges a "go slow" approach.? Washington
Gas believes that the problem with such an approach is that it presents a serious
impediment to entities (such as Washington Gas) who have a business interest in
bringing the benefits of choice and competition to customers.

Washington Gas is concerned that Staff’s recommendations do not go far enough.
Specifically, Washington Gas believes that it is not enough merely to develop
unbundled prices for generation, transmission, and distribution, for informational
purposes. Rather, such prices should be developed and implemented on a
controllable, pilot program basis. Washington Gas believes that Staff’s "go slow”
approach continues to place it at a significant disadvantage in the emerging
competitive market and confers a significant advantage upon the electric utilities.

REQUESTED REMEDIES

Washington Gas proposes a workabie remedy to the problems outlined in the above
discussion. The Company proposes that the legisiature encourage the opening of the
electricity market, at least on a pilot program basis. Such a proposal may even be
philosophicaily more in line with Staff's go slow approach, which provides significant
protections for the electric industry.

In proposing this remedy, Washington Gas is mindful of the need to avoid making
chaotic changes that could have significant consequences on the citizens of Virginia.
However, the pilot program structure will allow ail interested participants the
coportunity to explore ways of bringing the benefits of competition to the
Commonwealth, while at the same time guarding against the justifiable concerns
raised by the Staff report, and other informed parties in the debate:

® The ability of a competitive market to send accurate price signals

to spur new construction. Washington Gas is mindful of the need

to ensure an adequate and reliable supply of electricity, and would

regard any effort at retail competition that did not provide such

" assurances as an abysmal failure. However, the pilot program

approach is designed precisely to address these types of
concerns.

¢ "SCC report urges caution, Says state should move slowly in effort to
restructure electric power business.” The Richmond Times-Dispatch, 8/2/86.
"Virginia Regulators Want to Go Slow on Electric Deregulation.” EnergvOnline,
August 8, 1996.
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CONCLUSION

The ability_of all customers to participate in the combetitive

market. Having developed and implemented pilot crograms to

introduce retail competition in Maryland, Washington Gas has
structured its programs to encourage and ensure broad
participation. This concern, however, relates to the design of the
pilot program rather than any philosophical deficiency of retail
competition.

Customer’s rights to universal service and the utilities’ obligation
to serve. Again, Washington Gas is mindful of the need to ensure
universal service, and would regard any effort at retail competition
that did not provide such assurances as a failure. The pilot
program approach can be designed to address these types of
concerns.

The rates. rules, and conditions governing a competitive market.
It seems obvious that the rates, rules, and conditions governing
a competitive market will evolve as experience is gained. This
evolution cannot occur in a vacuum and if it is to occur in any
meaningful way, the participants in the electricity market in
Virginia must get experience. The least disruptive way for the
participants to gain this experience is through a pilot program of
retail competition.

The treatment of stranded costs. Retail access does not have to
occur at the price of stranded costs. Under all models of
increased retail competition, the Virginia State Corporation
Commission will still reguiate the distribution system, which
serves as the final interface between the competitive generation
market and the end-user. Stranded cost recovery can therefore be
assured through delivery service rate designs, regardless of the
mechanism used to recover the costs.

Virginia has little to gain and much to lose from retail competition.
This appears to Washington Gas to be speculative. What is clear
however, is that inaction will ensure that the potential benefits of
competition are never realized. It is also painfully clear to
Washington Gas that the gas utilities in Virginia have little to gain
and much to lose from closed electricity markets and open natural
gas markets.

n conc.igsion, Washington Gas strongly urges the legisiature to encourage retail
“ampetiticn in the Commonwealth. The Company favors a go slow approach in the
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form of a pilot program, in contrast to Staff's approach under which little meaningful
experience would be gained. It acknowledges Staff’s concerns if retail comgetition
were encouraged, but Washington Gas believes that these issues can be adequately
addressed through appropriate pilot program design. It also attempts to redress the
balance: electric utilities are already selling natural gas to end users; natural gas
utilities should be afforded the same opportunity.
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APPENDIX Q

Joint Subcommittee Studying
Restructuring in the Electric Utility Industry

October 2, 1996
Remarks of

Trip Pollard
Southern Environmental Law Center

Mr. Chairman, members of the committee, I thank you for the
opportunity to present these remarks.

As the initial meeting of this committee and the remarks
you've heard so far today indicate, one of the few things clear
about electric utility restructuring is that it's an extremely
complicated issue with very high stakes. I'd like to say a few
words this morning about another significant area of complexity

urrounding this issue -- the environmental impacts of
restructuring.

Often, restructuring is depicted as a struggle between
industrial users seeking cheaper electric rates and utilities
seeking to protect monopoly profits. This is too simplistic.

The General Assembly needs to be aware that electric utility
restructuring is a serious environmental issue, and that the
potential environmental -- and accompanying economic -- impacts
of. restructuring afe tremendous.

As the State Corporation Commission noted in its order
establishing its restructuring investigation, the possibility of
fundamental change in this industry carries profound implications

‘or consumers, including impacts on the environment.
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Electric utility restructuring presents both an opportunity
and a threat to environmental quality. Although the Southern
Environmental Law Center supports increased competition in the
electric utility industry, and believes it can lead to both
economic and environmental benefits, these benefits will only be
realized if competition is implemented prbperly. If done
improperly, deregulation will increase the environmental damage
caused by power production.

In crder to promote a cleaner, more sustainable energy
future, electric utility restructuring must provide net
environmental benefits and include specific elements such as

Zunding for energy efficieﬁcy and renewable energy.

Pollutioh‘Impacts

I'd like to focus first on pollution impacts.

EPA has found that fossil fuel-burning power plants account
for most air pollution in the United States, releasing
approximately 70% of-the sulfur dioxide (S0,), 33% of the
nitrogen oxides (NO.), and 35% of the carbon dioxide (CO,)
emitted.

Byproducts of these emissions include acid rain, reduced
visibility from smog, ground-level ozone, and global climate
- change, which harm natural areas in Virginia. For example, air
quality in Shenandoah National Park is among the worst in the

country -- summertime visibility is less than one-quarter the
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natural range, agquatic life has disappeared from streams due to
.cid rain, and ozoné pollution damages native plants.

In addition to fossil fuel plant impacts, nuclear power
plants produce a substantial amount of both high and low level
radicactive wastes.

Given these impacts of the electric industry, it is readily
apparent that any changes in the structure or incentives
governing this industry could have significant environmental
impacts.

As SCC staff's restructuring report recognizes, ensuring
that the electric system is operated-in a manner that protects
the environment is a central issue which must be examined to
ensure that any restructuring is in the public interest.

Of particular importance, restructuring will influence the
type cf power plants built and operated, and thus may have a
major impact on air emissions.

Exemptions in the Clean Air Act for older plants allow
Plants built prior to 1977 to emit two to ten times the level of
key pollutants as similar new plants. Substantial emissions
reductions will result if competition leads to cleaning up or
retiring older plants. However, competition may create
additional markets for older plants, which enjoy an economic
advantage because of depreciation and laxer environmental
standards. If so, these plants may be kept in service longer and

run more frequently, dramatically increasing air pollution.
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Parts of this battle may be fought out at the federal level,
but this subcommittee should be aware of, and look more closely
at, the significant financial impacts for Virginia.

In addition to direct environmental costs, these impacts can
increase health costs -- for example, ozone pollution has been
known for some time to decrease respiratory function and cause
acute respiratory distress, particularly for children, elderly,
and those suffer from chronic lung disorders such as asthma.

Fine particulate matter poses an even more serious health threat,
linked to reduction in lung function and premature death.

There are alsoc a number of economic impacts of power
production. For one thing, the health impacts noted above result
in'direct costs to employers and consumers.

Also, pollution can hurt some of Virginia's largest
industries, such as aqriculﬁure and forestry. For example, ozone
pollution impacts plant growth in rural areas. Studies have
shown that ozone decreases yields of crops such as peanuts,
soybeans and tobacco, and it also retards growth of loblolly
pine, all valuable products in the state.

Pollution also may hurt tourism -- another major industry in
Virginia. For example, it can spoil the scenic beauty that is a
major Virginia attraction.

Power plant pollution can also put increased financial
burdens on businesses and hinder the ability to attract new

business to non-attainment areas under Clean Air Act or areas
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close to being classified as non-attainment areas.

A further area of impact restructuring could cause is the
environmental degradation, économic impact, and intense political
controversy it will spur if it leads to the need for increased
construction of power lines and power plants.

The National Association of Regqulatory Utility Commissioners
(NARUC) has recognized the need to consider the environmental
impacts of restructuring. In July 1996, they adopted a
resolution on industry restructuring principles which calls for
environmental quality to be maintained or improved as a result of
any changes to the electric industry.

The General Assembly similarly should carefully consider the
pollution impacts of restructuring proposals and ensure that
industry restructuring is guided with an eye toward environmental

protection.

Impacts on Energy Efficiency and Renewable Baergy

The second primary area in which restructuring may affect
the environment is investment in energy efficiency and renewable
energy.
. One of the best, most cost effective ways to address adverse
impacts of power plant pollution is energy efficiency. This
doesn't mean freezing in the dark. New technologies offer the
same level of comfort and services -- such as heating, cooling

and lighting -- as conventional measures, but use far less
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energy. For example, high efficiency industrial motors use 50%
of the energy of standard equipment.

Experience and studies show that one-quarter to one-third of
our energy use can be eliminated by installing cost-effective,
high-efficiency technologies and improving building design and -
construction practices.

Let me be clear -- these technologies are all available
today. Why aren't they used? Because market barriers hinder
purchase and use of these technologies, such as higher up-front
cost and limited availability'of such equipment.

For years, SCC has strongly encouraged utility investment in
conservation and load management -- as the Commission has stated
‘cost effective CLM programs are essential components of the
balanced resource portfolio that utilities must achieve to
provide energy to Virginia consumers at fair and reasonable
rates.” (Commonwealth of Virginia, At the relation of the State
Corporation Commission, EZX Parte: In re, Investigation of
Conservation and Load Management Programs, Case No. PUES00070,
Final Order; March 27, 1992).

Here are a few of the reasons why this is true -- for one
thing, efficiency could significantly reduce the pollutants which
harm our environment and our health, and it could alsc reduce
utilities' present and future environmental compliance costs,

thus cutting our utility rates.
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Energy eificiency improverzents can also recuce OUr uwiililty
~-1s by cutting individual consumption and by lowering the total
Cost cf the electric system we must pay for, since improving the
efiiciency of ccnsumption is often cheaper than building cr
buying power to meet consumers' electric demand.

What will be the impact of restructuring on utility
investments in energy efficiency?

As the SCC staff report observes, a potential impact of
industry restructuring is that utilities will abandon programs
promoting conservation and energy efficiency. (Report, p. 345).

Quite simply, utility investments in energy efficiency are
in jecpardy as competition increases in the electric industry.

Utilities have begun to focus exclusively on short-term

.ces, slashing energy efficiency and renewable energy
investments and focusing on promoting increased electric use.

A prime example of this trend is Virginia Power. Virginia
Power has reduced its planned energy savings by more than $0%.

Even worse, utilities increasingly are focusing cn programs
tc promote customer electricity use. These promoticnal efforts
harken back to the 1960's, when utilities pushed all-electric
homes which lacked any efficiency measures, regardless of the
impact of these sales on the environment or on customer bills.

Although these actions may result in short-term cost
savings, the long term costs of abandoning energy efficiency

efforts -- in terms of increased pollution, risk of further
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environmental regulation, and increased costs to consumers -- are
staggering. These actions are clearly contrary to the public
interest.

The National Association Qﬁ Regulatory Utility
Commissioners' restructuring principles call for the maintenance
of investment in energy efficiency and renewable energy.

The General Assembly, like the Commission and NARUC, should
recognize the importancé of these investments and ensure that

they are not lost during restructuring.

Conclusion

Restructuring is a cocmplex issue which may come before the
general assembly in various forms for years to come. I commend
you on establishing this subcommittee to carefully study and
develop a knowledge base on this critical issue.

I urge you to keep the environmental impacts of
restructuring in mind as you build this knowledge base and as you
evaluate restructuring proposals. I also urge you to ensure that
the public interest is protected by considering the impact of
restructuring proposals on polliutien levels and on funding of
energy efficiency and renewable energy. Promoting environmental
protection and maintaining or improving environmental gquality
should be ensured in any form of restructuring in Virginia.

I thank you for the opportunity to present these remarks.
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ENVIRONMENTAL IMPACTS
OF ELECTRIC UTILITY INDUSTRY RESTRUCTURING

* Electric utilities are the most polluting industries in the
United States. Thus, proposed changes in the regulatory
standards and incentives gquiding this industry are likely to
have significant environmental impacts.

- . ; it

* Electric power plants release approximately 70% of the
sulfur dioxide (S0O.), 33% of the nitrogen oxides (NO,), 35%
of the carbon dioxide (CO.), 32% of the particulate matter
(PM), and 23% of the mercury emitted in the country.

* Power plant emissicns are a primary contributor to acid
rain, reduced visibility from smog, ground-level ozone,
global climate change, and other serious problems.
These pollutants harm air and water gquality, forests,
and wildlife -- as well as our quality of life.

* For example, in Shenandoah and Great Smoky Mountains
national parks, summertime visibility is less than one-
quarter of natural visage, aquatic life has disappeared
from streams due to acid rain, and native plants show
signs of foliar damage due to ozone pollution.

* Other adverse environmental impacts of electric utilities
include harm to ecosystems caused by building and operating
power plants and transmissiocn lines,' as well as production
of high-level radioactive wastes by nuclear plants.

* Whether electric utility restructuring will help or harm our
environment remains to be seen. Numerous alternative models

of restructuring have been proposed, and the environmental
impacts of these models differ significantly.

* One possibility is that an open and competitive industry
will hasten the replacement of older, dirtier fossil fuel
Plants with cleaner generation sources which must meet more
rigorous environmental standards.
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Restructuring also may allow customers to choose from
whom they buy their power. Public opinion surveys
consistently show that, given the choice, consumers
want to purchase power from clean, ‘green” sources.
Should this occur, restructuring would produce
significant envircnmental benefits.

On the other hand, our environment could suffer if

restructuring evolves so that existing utilities continue to
be the dominant electric power generators and disparities in
emission standards for new and old plants are not addressed.

®

Older plants would have a cost advantage over new
plants if they continue to be held to a laxer pollution
standard and if their capital costs have already been
paid for by ratepayers over the years. As a result,
companies could have new incentives to keep older,
dirtier plants running and to increase the output of
these plants, dramatically increasing air pollution.

* For example, a study of the American Electric
Power Company found that restructuring could
result in additional emissions of up to 35 million
tons of CO, and 85,000 tons of NO, per year above
what was otherwise projected.

Further, if utilities are allowed to ignore the long
term costs of pcwer production, environmentally-sound
alternatives such as energy efficiency and renewable
energy may not be developed. Although these clean
sources are cheaper in the long run, they have higher
up-front costs. ~

* Many Southeastern utilities have already slashed
their energy efficiency programs as they pesition
themselves for competition.

Addzgssjng the Environmental Inpacts of Egstxng:nrj ng

*

The following principles must be part of any plan to

restructure the electric utility industry:

*

Restructuring should provide environmental benefits and
must not result in increased pollution.

Markets must not favor dirtier power plants. Options
to prevent this include requiring that all sources of
electric generation meet the same environmental

standards, offering incentives for cleaner resources,
and requiring companies to offset increased emissions.

Investments in energy efficiency and renewable energy
resources must be increased.

FOR MORE INFORMATION, CONTACT JEFF GLEASON OR TRIP POLLARD

AT SELC, (804)977-409¢C
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Remarks of Mark Rubin
on behalf of the Air Conditioning Contractors of America
The Virginia Chapters
Before the Subcommittee Studying Electricity Deregulation Issuss
October 2, 1996

Thank you, Mr. Chairman. I am Mark Rubin on behalf of the three Virginia
Chapters of the Air Conditioning Contractors of America.

The Air Conditioning Contractors of America, or ACCA, would like to bring to
the attention of the Subcommittee several issues related to the possible dereguiation of the

electricity industry in Virginia.

The three ACCA chapters in Virginia have more than 150 member companies and
represent more than 4,000 employees working in the heating, ventilation, and air
conditioning trades. The ACCA chapters are concerned about the entry of regulated
utility companies into private business lines.

As the electricity industry prepares for deregulation, one reaction by monopoly
utility companies is to consider broadening their base of business into fields which are
somewhat related to their core business of supplying electricity or natural gas.
Specifically, Virginia Power has announced its intention to enter into the energy services
business in a way which would directly compete with private contractors such as the
ACCA chapters. We are also aware that at least three other regulated utilities in Virginia
have similar plans to enter into energy services businesses, and are nearing announcement

dates.

At the outset, the ACCA chapters would like to make it clear that they are not
concerned with the entry of additional competitors into their businesses. The observation
that more than 4,000 individual heating and cooling companies currently compete for
customers’ business in Virginia indicates that the ACCA members are used to a
competitive environment and capable of surviving and thriving in a competitive
environment.

The crux of the ACCA members’ concemn, however, is that the entry of regulated
monopoly utility companies represents not just the entry of another competitor, but rather
the entry of a competitor who has unique advantages that confer an unfair competitive
edge and whose actions may also threaten the interests of ratepayers .

For example, the ACCA members have been aware for some months that Virginia
Power plans to enter the energy services business and has in fact purchased another
company, A&C Enercom, to achieve its business purposes. One of the business activities
that Virginia Power plans to engage in is to offer homeowners in Virginia the opportunity
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to purchase appliance warranties from the utility. Virginia Power and its subsidiary, A&C,
late last year filed an application for approval of certain affiliate transactions with the State
Corporation Commission. The ACCA members became aware of that application and
filed a Protest, specifying their concerns about Virginia Power’s ability to compete unfairly
by using its monopoly status and assets gained from monopoly operations for more than
60 years. In response to that Protest, Virginia Power subsequently withdrew the home
appliance warranty portion of its application from active consideration at the Commission,
while the remainder of its application remains active. When it withdrew the home
appliance warranty program, however, Virginia Power clearly indicated that it did still
intend to enter this line of business and that it would re-file that portion of its application
at a future time.

Again, I would like to emphasize that the ACCA members do not object to the
entry of another competitor. Rather, it is the entry of a competitor with monopoly
advantages that give it an unfair edge that is of concern to the ACCA dealers.

In particuiar, the ACCA members are concerned that, for example, Virginia
Power--and only Virginia Power—has information about its customers which wouid be
extremely usefui in marketing an appliance warranty program. The information includes
customers’ rate of electricity usage, trends in electricity usage, the make and model of
heating and air conditioning equipment customers own, customers’ payment history and
credit history and so forth.

Armed with this information, Virginia Power has indicated that it wiil use other
monopoly advantages to promote its business, by mailing advertisements offering its
warranty service to its 1.9 million electricity consumers in the same envelope with the
monthly electric bill. These are significant advantages available only to Virginia Power
and the basis for ACCA’s assertion that Virginia Power would be an unfair competitor.
These advantages exist for Virginia Power dnly because it has enjoyed monopoly
protection for 60-plus years. Use of monopoly utility assets also poses the potential risk
of inappropriate cross-subsidization between a utility’s core business and its other business
activities, to the detriment of utility ratepayers.

The ACCA members are concerned that operation of such a warranty program by
a regulated utility may be anti-competitive. Some members indicate they have been told
by Virginia Power that to participate as qualified contractors in the Virginia Power
warranty program they would be prohibited from participating in any other warranty
program offered by any other company or utility.

These are just some of the important issues raised by the potential entry of
regulated monopolies into new business lines. And it is important to note that under
virtually all the deregulation models currently being discussed, these issues will not go
away once deregulation and competition occur in Virginia. After deregulation, there will
still be a local electricity distribution company operating as a monopoly to provide retail



electric service to home owners. Therefore, the concerns of the ACCA members will not
be addressed by simply waiting for deregulation and competition to occur.

The State Corporation Commission’s Staff, in its Report on Industry
Restructuring, recognized many of these problems when it wrote, on Page 394,

“Competition in unregulated activities must be fair, however. Utilities still
have monopoly power that can be abused. At the present time, the
utilities’ competitors cannot sell electricity to end users, a significant
disadvantage because only the utility can offer a full “energy package.”
The allowance of participation by an electric utility in the energy services
business must, therefore, be tempered with regulatory oversight to prevent
abuses.”

And, on page 395:

“When utilities undertake energy service activities through affiliates, the
powers and responsibilities in the Affiliates Act will need to be maintained
and perhaps strengthened to allow effective and fair competition. It is
possible that a great deal of regulatory oversight in the firture will shift
from cost of service, rate case reviews to the monitoring of affiliate
transactions and the separation of monopoly and competitive activities to
help maintain a level playing field.”

The ACCA groups are hopeful of continuing discussions with Virginia Power to
resolve the many problems inherent in that utility’s venture into the energy services
business. However, we welcome the chance to make the Subcommittee aware of these
problems today, so that should it become necessary to seek legislation in 1997 you will be
aware of this problem affecting thousands of smail businesses across Virginia.
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