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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
earners.

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
is expensive and inefficient. However, others contend that in Virginia, electric
service is reliable and moderately priced. What is not broken, they say, does not
require repair.

A 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 (HVAC) 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
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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
impact 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
1997" (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.
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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 (EEl), a trade
association representing such utilities, appeared before the joint subcommittee to
present their views on restructuring. Virginia's EEl 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 e). 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.

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

5



parcsnt of ::1:'2i~~ 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 sillall busi:less and residential customers who comprise 98 percent of their
C~.lstcm:2:'base (Appendix 0).

D. IVIUNICIPAL POWER SUPPLIERS

...4.. numbel' of Virginia's municipalities purchase electrical power from public utilities
fer resale t8 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.

Vvithout 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
from remote generators, leaving municipalities with the problem of recovering the
cost of distribution system improvements made for the benefit of business
C:.l.stomers. Thus, stranded costs were seen as a potential problem for municipal
pOViTer suppliers as well.

1\1. sec STAFF REPORT ON RETAIL COMPETITION

T1:.e "'virginia State Corporation Commission's public utility staff prepared a
:-e;:c~t in 1996 on utility restructuring for the SCC commissioners, and summarized
tn.e::' findings about retail competition for the joint subcommittee (Appendices H, I
end J). The reasons for national interest in retail competition, the staff said,
ir:ch.:de the development of low·cost, natural gas·fired units, an excess of base·load
capacity l~esultingin low cost power availability in the spot market, and sharp
:::egional pl·ice differences. Federal energy regulatory policies have contributed as
well, they said, citing Federal Energy Regulatory Commission (FERC) Order 888,
vlhich l·equires 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
2000.

sec staff recommended a measured, incremental approach to retail
cOI:l;J2tition in v"'irginia since residential electric rates in the Commonwealth are, on
a-y~81~a.ge, the 27th lowest in the U.S., while industrial customers are currently
p"aying the 15th lowest rates. Consequently, Virginia is unlike states such as
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California and New York where utility rates are high, and thus the sec staff sees
no immediate need to begin retail competition--on an experimental basis or
otherwise. However, the staff has recommended that the sce monitor retail
competition experiments in other states to help answer some of the following
questions: (i) Will all customers benefit from retail competition? (ii) Will price
volatility be acceptable to all customers? (iii) 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?

sec 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 see 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
retail 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
is 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 (iii)
the implementation of customer choice when feasible (Appendix My. Hoechst
Celanese, a large AEP Virginia industrial customer also expressed its desire for
customer choice by the year 2000 (Appendix N).
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The Virginia Citizens Consumer Council (YceC) advocates residential rates
that are as low as possible and that assure the reliable J safe delivery of electricity.
However, a VCCC representative cautioned J 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
(i) 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 0).

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 sec staffs 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 0'£ 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
"Nill result in utilities focusing exclusively on short-term prices with less emphasis
on energy efficiency (Appendix Q).
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VIII. ANCILLARY:SSUES: 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 sec'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.
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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

Establisning a joint subcommitt~~ ro sTudy r~srructuring and porential changts in rlu electric utiliry
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 Commonwealth to support a
regulatory climate that ensures reliable electric services at reasonable prices for all consume~

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 e1e::tric 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 need for careful consideration of all issues involving customer choice and
the potential restructuring of, and competition in. the eiec:.ric utility industry and the system of
electric utility regulation; and

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

'W'HEREAS. the Federal Energy Regulatory Commission. and the legislatures and regulatory
commissions of more than thirty-five states. either have implemented or are studying initiatives to
restructure and to increase competition in the electric utility industry; and

\li'HEREAS. the State Corporation Commission of Virginia (SeC) is currently studying eJecuit::
utility industry restructuring and consume: choic: issues in its pending investigation in Case No.
PUE950089: and

WHEREAS. the seC's investigation will encompass an e::::amination which includes, among other
mane:-s. the following issues:

1. \Vhat services and other aspec~ of the electric utility industry can best achieve their goals by
being subjec: to competition. taking into account fac:ors such as reliability, price. profit. and rates.

2. What services and other aspectS of the electric utiliry indusuy 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
competition is achieving its goals.

4. With respect to those servic:s 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 warrams the
immediate anention of the General Assembly; now. therefore. be it

REOL\TED by the Senate, the House of Delegates concurring, That a joint subcommine: be
established to study restructuring and potential changes in the c:Jectric 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 subcommittee.

As pan of the study. the joint subcommittee shall consider the sec's investigation in case number
PUE950089 and consult with the SCC regarding issues under consideration by the subcommittee.

The joint subcommittee shall be composed of seven membe~ 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 Comminee on Privileges and Elections. and four members
of the House .of Delegates with expe:-tise in corporations., insurance and banking. to be appointed by
the Speaker of the House.
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1 The direct costs of this study shall not exceed S5,250.
2 The Division of Legislative Services shan provide staff support for the study. Technical assistance
3 shaH be provided by the public utilities staff of the Virginia State Corporation Commission. An
4 agencies of the Commonwealth shall provide assistance to the joint subcomminee, upon request.
S The joint subcommittee shan complete its work in time to submit its findings and
6 iecomrnendations to the Governor and the 1997 Session of the General Assembly as provided in the
7 procedures of the Division of Leglslative Automated Systems for the processing of legislative
8 documents.
9 Implementation of this resolution ;s subject to subsequent approval and certification by the Joint

10 Rules Committee. The Committee may withhold expenditures or delay the period for the conduct of
11 the study.
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SE~ATE JOINT RESOLUTION NO. 259

Continuing the joint subcommittee e:wmining the restructuring of the elearic utiliry industry.

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

'NHEREAS, more than 40 states now have under consideration restrUcturing in the electric utility
industry; and

\1IHEREAS. significant efforts involving retail competition are in various stages of study, planning
and implementation in the various states; and

VlHEREAS. 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

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

\VHEREAS. the joint subcommittee conducted public hearings to hear from the providers and
consumers of electricity; and

'NHEREAS. the staff of the State Corporation Commission (SeC) has just completed its initial
overview of such restructuring of the electric utility industry and retail competition: and

VlHEREAS. it is in the best interest of the residential. industrial. commercial and governmental
electricity consumers in Virginia to have reliable electricity at the most competitive cost while
protecting environmental qua1ity~ and

\VHEREAS. the Commonwealth should be prepared for the potential of retail competition for
elecaicity in Virginia and have the necessary information to make decisions regarding such potential
competition; and

\VHEREAS. the sec and its staff possess the expertise to develop a model plan for the
restructuring of the electric utility industry in Virginia that will provide for reliable. competitive
electriciry: and

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

WHERE.~S. the joint subcommittee study and the sec staff examination should be continued and
coordinated both with each other and with the various impacted paIties such as electricity suppliers
and electricity consumers in the Corrunonwealth; now, therefore, be it

RESOLVED by the Senate. the House of Delegates concurring. That the joint subcommittee
studying restructuring in the electric utility industry be continued. The joint subcommittee shall also

.study the impact that restructuring in the electric utility industry may have on small businesses and
~sidentia1 consumers in the Commonwealth.

The members appointed pursuant to Senate Ioint Resolution No.1] 8 (1996) shalJ 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 Semces.

The sec 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. (ii) 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 reconunendations. the sec staff shall work in a collaborative
fashion with representatives of electricity suppliers, consumers of electricity in the Commonwealth,
and other panics of interest in this issue.

All agencies of the Commonwealth shall provide assistance to the joint subcommittee. 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

~ommendations 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 cenification by the Joint

Rules Committee. The Committee may withhold expenditures or delay the period for the conduct of
the study.
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APPENDIX C

Remarks ofR. E. Rigsby
Executive Vice President - Virginia. Power

Before the
Joint Legisla.tive Subcommittee on Competition

July 2.. 1996

Good morning, l\tfr. Chairman and members of the subcommittee.

1tIy name is Raben Rigsby, and I am the executive ""ce president ofVrrgi...nia
Power. I am here on behalf of our Dresident and CEO, Jim Rhodes, who is currently
out of the country.

v'lrginia Power firSt wishes i:O applaud this subcommittee forits interest in
the important issues surrounding the debate on elec:cic utility restrucmring. \Ve
especially want to express our appreciation for legi.-slation passed dur.ng the recent
session of the General.-\..5sembly which ~ves ~e S tate Corporation Commi.ssion the
additional authority it needs r;o upnold the interestS Of-Y-lIg'..ma·s consumers... and
the flexibility to respond ~o tb.e rapicily 6an~-!l.g conditions in the elec=ic business.

We axe pri~..legeci in t1o, ; c: cou.:::t:""J to e!ljoy the ~orld's most dependable and
lowest-cost electric system. -- a system that h.as evolved over :he course of the last
SL"'{ or seven decades under a mix of federal and state regulation. This system has
the virtue of attracting private investme!lt to provide a valuable public service.

Vrrginia's citizens, unlike those in some other areas of the country, enjoy
reliable and reasonably·priced elec::ic service that makes the Commonwealth an
attractive place to live and do business. That attractiveness is demonstrated by the
recent string of announcements from several major corporac.ons choosing to locate
new facili.ties in v"i.rg-i-Dia. CtU:."ent efforts to restructure the elec:ric industrl are- ~

most prevalent in stateg.and regions with the highest elec:rici.ty costS .- California
and the Northeast~ in parric:J.1ar.

vlr~nja Power believes that competitive energy markets could ultimately
provide some consumer benefitS. However. we also believe chat reliable and
reasonably-priced electric serv"i.ce is coo vital to the citizens Of"'\rlIg-i-Ilia and its
~conomy... to be fun.damentally altered by federal or state legi-slation before critical
and complex transitional issues are identified and addressed by policymakers.
These issues include the folloMng:

+ First~ implementing the Federal Energy Regulatory Commission's order on
transmission access. which Dave Owens has already disc:rssed:

+ Second, the issue of fairn.ess and equity among different customer classes.
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The introduction of competition should be structured so that large industrial
customers with maxket clout axe 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 prudently
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 electric 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 creation of a level playing field. or parity among
competing suppliers. If competition is to be fair and efficient, all competitors
should play by the same rules. That includes investor-owned utilities, public
and cooperative utilities, independent power producers, power marketer-s and
energy services companies.

Si.'"{th, clarification of state and federal jurisdiction on matters related to
utility regulation;

Seventh and last, resolution of the utility's obligation to se!"V'e 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 the.supplier can also choose among customers, based on
profitability or some other criteria? And if so, how will that marketplace
ensure tluzt the corner grocer7 the single mother and the elderly couple en a
fixed income -- not just the big industrial users -- always receive the elect"j;
service they need?

Those are just some of many complex issues that must be addressed and
:2sclved as we move toward competition and deregulation in the electric industry.

"\lirginia Power believes the current pressure for comprehensive federal
G.c!"egulation legislation coming from large industrial companies and others with
:::::.rket power -- while understandable from their perspective -- is premature and
::::necessary at this time. Federallegislarive proposals would effectively preempt
:Gilgstanding state authority over public utilities, which would be wrong.
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In addition, ,7irginia 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
transmission 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 ofvlxginia's citizens. .-

..4.5 you know, the sec is currently in the midst of a detailed investigation
into the pros and cons of increased competition. Virginia Power supports that
effort. 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
action that best serves the interests of the Commonwealth.

..~cti.vities of this nature are currently undeI'W'ay 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
inflexible, 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
S tate Corporation Commission..A.fter all, it is the sec that is charged with
protecting the public interest of the Commonwealth's citizens. It is the sec,
therefore, that is most likely to craft solutions that make sense for all vrrginians -
including residential and small business consumers -- those who are most likely to
suffer from a single, federally·im,posed solution.

In short, we do not think a good case exists for Congress to override
~iirgi..ni.a's prerogative to manage retail utility service within its borders. In the
:-ush to achieve lower electric rates, innovative. state-level experiments with
customer choice should not be short-circuited by "vVashington.

_~d here in Virginia. the General ..:\ssembly should proceed to work in close
cooperation with the State Corporation Com~sionas you have in the past to
ac~eve an outcome that makes sense for the Commonwealth.

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 senrice 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 closing, 1'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 fi.~ 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 :0 uphold the
public interest through forward-thinking legislation. The sec and the
General .A..ssembly 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. After all,
states are like people. They come in all shapes and sizes and don't conform
readily to a one-size-fiis-all federal solution.

On behalf of\lirginia 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 impact on people's
livelihoods and overall quality of life.

.A.gain, we commend your efforts, lVlr. Chairman and members of the
subcommittee, to be informed about these important matters. \Ve think it's vital for
m.embers of the General.-'\ssembly to be knowledgeable about the issues shaping
l:oday's -- and tomorrow's -- electric utility industry. Virgi.-nia Po~ver stands ready,
7villing and able to provide you "With any additional information you may need and
to participate in any further discussions you may Msh to have.

***
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Good morning Chairman Reasor and membe=s of the Joint

Subcommittee. My name is Thomas K. Henderson. 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 Allegheny Power units.

I appreciate the opportunity to present our comments on Senate

Joint Resolution No. 118.

! believe it is to say that the united States'

utility industry is t~e envy of che world. A~legheny Power is

proud of ou.r hist:cry and of our role within t~at: industry. We have

provided very reliable, low-cost electric se~ice to cur customers

and have earned a sustained return for cur shareholders.

Howeve~, now the electric utility industry is unmistakably

going through the greatest period of change since the 1930's. The

driving force behind this change is the idea of ccmpetition---

moving f~om a regime of monopoly service providers to a regime of

custome~ choice of supplier.

Al..L-eC'henv ~~we~ cce~~~es ;- T~V~ s-a-=s ;~.·_c_inc.·_~_~.~ V_~_~ginia,_ • _ _ _..., _ _ __ I., _~.1. _ _ _ ... L. '- ,~ ... _

and has expe::-ienced va:=ious levels of ac~ivicy concerning

competition. We applaud the Virginia legislature and the State

Corporation Commission for begi~~i~g their inqui~ies into

competition. We believe that the ~~esticn is net whethe~
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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

subj ect 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 t the electric delivery business, the "wires"

business, which entails the wires themselves and the other services

and facilities necessa:=y for the safe and reliable delivery of

electric se~icei and second, the electric energy business t or what

is delivered over the wires t together with any other services that

may enhance the value of the se~ice or provide additional

benefits, but which are not essential for the delivery of the

se~"ice itself.

Keeping the above separate and distinct businesses in mind,

several fundamental principles must be observed.

(1) SERVICE RELIABILITY MUST NOT BE COMPROMISED. Customers

expect and deserve the present high leV'el of service reliability to

continue in a more competitive environment. The transition to

competition must insure that proper funding exists for spinning

reserves, voltage support, fuel supplies, and vegetation control,
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just to mention a few. Funding for these se~vices would best be

addressed in the wires charges.

(2) .a_I 1 customers should have a cho i '::e of t.heir electY"ic

suoolier as soon as oossible. The transition pe=-iod to full

competition should be as short as possible, consistent with

ensuring that necessary system changes are ac=omrnodated.

(3) Unifo~ =ules among the s~ates are req~ired. We are an

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

will only ensure that the system not: work for everyone's

benefit. Some regional or nacional ~~idelines are needed. This is

especially importanc to Allegheny Power because our retail se~ice

ter=-itory st.retches into five states.

(4) All gene~ation, and we mean al~ ut.ility and non-utili~y

generation, including PL~PA purchases, snou:d be deregulated and

priced by the market as quickly as possible.

(5) We agree that the transmission and dist~ibution port.ion

of the business, the "wires If business, should continue to be

regulated, but the regulation should maximize and not impede

cQmpetition. p~d what should be regulated is the delivery system,

the wires I and not the energy delivered. New approac~es are needed

that reward productivity and efficiency, and cost of service

regulation must be abandoned. Owners of distribution facilities

are en~itled to fair compensation for the use of their facili~ies

and should be rewarded for efficiencies.
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(6) Social costs must be recognized and provided for.

Obviously, there must always be a safety net for persons who cannot

afford electric service. The fairest method of funding low income

and universal-access programs is th=ough a broad-based tax that

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

In order to achieve the above, utilities should functionally

unbundle their generation, transmission and distribution functions.

Allegheny Power is already well along the road to completing this

~ask. This functional unbundling is all that is necessary to

separate the two basic businesses. The government should not

mandate any par:'icular form of corporate organization to accomplish

this.

Once this unbundli~g is accomplished and after an appropriate

but brief transition period, the existi~g utilities, co-operatives

and municipals should continue to provide the regulated Tlwires It

business in their existing se~ice territories. However, energy

and energy services should be available to all customers from all

suppliers in a competitive market. In order to allay fears that

;Jrice increases would result, it may be necessarf to provi.de

C'..lstome~s with the option of receiving bundled se=-vice, as at

;rese~tr for some finite period of time at prices that would ~ot

~ncrease by more than some fraction of inflation.
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There is a major concern in the gene~ation market, which I

will briefly address. All subsidies to all segments of t:he

generation market must be ended in order to have effective and fair

competition. Some subsidies may have to be dealt with by the

federal government, such as the mitigati.on of existing Pu'l{PA

contracts. But ethers, such as so called stranded utility assets,

should be addressed by the states.

Simply put, stranded costs are above market costs which are

created in a regulatorf environment, but unrecoverable in a

competitive market. Potomac Edison has, or will have, stranded

costs. However, our stranded costs will be significantly less than

others, primarily because we have no nuclear uni ts .

three major categories of s~randed costs:

There are

(l) Nuclear generation assets reflecting the high capi tal

cost ot nuc~ear units. ~hese were incurred because of

management decisions to use nuclear rather than othe=

types of generation;

(2 ) ,...os .... S t-o"- p-u;"r:l1;)'Q oowe"l"" n' ant - ~m_'r"Iosea" '.o~r PUR_'O_A., wh-i r.....·n I've'- l.. _ _ ').1:'._ _ _ _ _ _ _ ::;,..... ~.! -

already me~tioned; and

(3) Defer~ed taxes not yet collec~ed f=cm cus~ome~s.

We believe that a t=ue competitive solutic~ would preclude

~ecove~y of st=anded costs, or at least ~hose stranded costs chat

we=e net the result of gover~mental requi=ements.
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Fu~-:her, recovery 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 international trade, where the

home market is protected 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 high fixed costs (capital costs) and very lew fuel costs.

Coal plants tend to have much lower capital costs butl relative to

nuclea:!:", higher fuel costs. Therefore, if the fixed costs of

nuclear units are protected as "stra~ded costs," they will be able

to undersell coal-fired generation. To allow such a possibility is

uneconomic and ce:!:"tainly contrary to fair competition. As I said

before l
; ...
_I- is not unlike high tariffs and dumping in international

trade. It must not be allowed to occu=.

Should it be thought necessary to provide at least some

recovery for utility stranded generating assets, the above should

be kept in mind and appropriate limitations be maintained to

prevent t~e potential abuses and adverse impacts upon the

es~ablishment of a truly competitive marketplace.
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Conclusion

I believe the above briefly and generally 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 create a system which benefits customers as a

whole and in which winners and losers are determined by the "market

rather than by governmental action such as r~quireme~ts applicable

to only some market participants but net others, and subsid~es fo~

some market participants.

We would be happy to assist t::e subcommittee in any way

possible.

That complet~s my state~e~t. I appreciate ~he opportunity to

prese~t these ccmments and am available to answer any questions.
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1

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.

Good morning, and thank you for the opportunity to partidpate in the

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

position on retail competition.

I will first explain that AEP is an investar-owned, multi-state holding companYJ

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 Pittsyivania 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 1of this year. LegaHy and financially,

the operating subsidiaries continue to exist, but the organization which you and our

customers will see from this point farNard is AEP, which maintains its state office for
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Virginia and Tennessee in Roanoke. We believe vert strongly tnat our new single

company identity and organizational structure will seNe us weB 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 'Nouid meet

certain parameters and goals which we believe are necessary and which J will

describe. We don't have ail the answers yet, but we believe that retail competition

;5 inevitable and that we have learned a great deai from the revolutionarf changes

of 1992 which introduced competition and its benefits to wholesale suppliers and

customers (induding the cooperatives and munic:pal utilities you wiil hear from later

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

have significant economic implications for utiiities and their customers. We would

_submit, however, that competition is feasible technically - it is in fact here for the

iNhotesale sector of our business - and is aaoal which should be pursued carefullYl

yet aggressively.
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When we speak today of competition in the electric utility industry, we're

speaking about the generation function, or the production of energy. The

transmission 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 Policy Act of 1992.

The Energy Policy Act effectuated a competitive market for wholesale

customers and suppliers ... a wholesale customer being one 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 at

regulated, cost-based rates.
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Our experience with wholesaJe competition has been enlightening for

purposes of considering a workable structure for competition at the retail level, yet

has not been altogether positive here in Virginia. I, for one, did not imagine that we

would lose sales to our wholesaJe customers by being undercut on price by another

utiiity, but it happened. We have since gained safes as well in this market - which

accounts for probably 100k of our business - and we have learned 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 retaif competition are as fair and

equitable as possible for both customers and suppliers.

While the Energy PoHcy 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 one form or another, inciuding studies, are underway in 46 states.
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Though a hands-off approach by Cong ress was implicit in its actions in 1992, some

of its leaders are today in the early stages of formaJly considering legislation which

would provide for retail customer choice. AEP is an advocate of allowing the

individual state initiatives to move forvvard independent of any federal action at this

time. An exception requiring federal attention in connection with retail customer

choice will 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 at the same time, and (2) the playing field among suppliers of such

services is a level one. The commitment to a level pJaying field is necessary

.because of the tax and financing differences and preferences which exist among

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

generation today.
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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 ISOs). Conceptually I 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 simpUfied and cost-based. An ISO could thereby, to a large degree, define the

boundaries of a regional market for generation services.

AEP is today working with several other utilities which have joined together on

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

negotiating to resoive the many issues and questions which surround it.
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To complement the IS, we further envision the establishment of a Regional

>Power Exchange (or 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 for generation with price detennined by supply and demand. It would also

facilitate bilateral transactions - or transactions between individual buyers and

sellers - which could be expected to be numerous. Small retail customers -

II nmercial and residential - eouid 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 ISO, and RPX solutions are both technicaUy feasible

and desirable for achieving the goals of afair and workable competitive market and

the opportunity for participation in such a market by customers of aU sizes.

Consensus and much work would serve to make these solutions realities.
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Understandably, there are concerns about the price and quality of service in

acompetitive regime, and in this reg~rd it is worthwhile to examine the experiences

of other industries where similar transitions have been made. I am making available

to the subcommittee a paper by Dr. Jerry EIfig of George Mason University which

speaks to the price benefits derived by customers in connection with the introduction

of competition and regulatory reform in the naturaJ gas, telecommunications, airline,

railroad, and trucking industries. Among other things, Dr. EIlig notes that price

decreases were generally accompanied by improvements in service reliability 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 enlightened position on cost

aHocation, attempting to correct major cross-subsidies, though they continue to exist
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with smaller customers as the beneficiaries. I 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 I will touch on is that of stranded investment (or stranded

~osts), which among others things may inciude investments in generating facilities

whose book value exceeds market value in acompetitive regime, or in generating

facilities which were built for the sale purpose of serving the now-departing

customer. Stranded investment is one of the most difficult issues to be involved 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 difficulty 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 couid create competitive advantages, and disadvantages, in

gaining or retaining customers.

That concludes my remarks. Thank you for this opportunity to address the

subcommittee. AEP Jooks forward to working with you in any way that you would

consider helpful.
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ReIIJ1lrks of
August Vlallmeyer

Executive Director: Vir~lnia Independent Po\yer Producers: Inc.
Before the Joint L~2islative Subcon'lIIlint:e Studying Industn"- . - .

Restructuring

Julv 2, 1996
Ricbm0ncL V.A..

Introduction of VlPP

Independent po\'\"er generators have invested more than $3.7 billion
in generating facilities in Virginia. Independents have added about 60
percent of ne\v generating capacity" in Virginia in the Inst ten years.
Independents generate at \vholesale and sell el~trici[y to public utilities
such as Virginia Po\ver.

Independent gen~ro.tors produce about 1.+ percent of the electricity
sold by Virginia Po\ver to its customers-about 10 billion kilo\vatt-hours
yearly.

VIPP:s members and orher independents are precluded by existing
VirQ:inia la\v from sellinQ: electricitv at retail.... _ 0#

VIPP members do sell steam and other theIIIlD.l products to
Virginia industries such as Hoechst Celanese, DuPon~ Sonoco,
Burlington Industries, Hercules, Allied Signal, Aqunlon and the Lane
Company, among others. \Ale have very" good. relationships \vitb. Virginia
industries, \\-ho have used inexpensive steam to become and remtlin more
C0111petitive in \vorld markets_ NIany of our the."lrull customers ha've
expanded Iheir mD.Iluiacturingoperations in Vir~inja"

NIovement To\vard Deregulation

There appears to be an unstoppable movement at the federal level
to deregulate the electricity industry and to provide all electricity
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Va."-liid. P,:?wer Producers Oate: 7/11/96 at 15:11:42 Au~ust Wallmeyer

customers \yith competitive choices. T\vo \veeks ago, I '.1;"(15 in
Washington and spoke \-vith Congressman Tom BWey, Chairman of the
House Commerce Committee. According: to Congressman BWe,;.

~ ~ .'

Wo.sbingron hns no\\" mo~:ed beyond the question of "vhether to deregulare
the industry. That question has been ans"vered ;'yes.' No\v, the questions
are "\vhen' and "ho\v.· Congressman Bliley said, •.;~~ Republicans, ho\\··
C:ln \'ve justiiY continuing the [electricity] monopoly? V.ie say \ve're for
the free market. ~~

Wbile in \}.jashington, I \YUS also torttmate to speak "vith US
Energy Secremry Hazel 0 'Le~ry, \vho said ;~Orderly transition [to a freely
competitive market] does not mean [a] slo\v [transitionJ.'~

Tnus. 1:\\"0 national risrures at the vortex of the deregulation debate.
.. - '"-' #

one a ranking Republican chainnaIl.: the other a Democratic Cabinet
!\'Iember, agreed thnt deregulation "vill happen, sooner rather man later.

Virginia 1tfovement To\vard Dere2Ul:uion- -
As you ,veil knO\V, Virginia, too, is grappling \yith the many

complex issues involved.
A host of utility legislation "vas passed by the 1996 Vir~inia

Iegislarure, most of it sought by the public. utilities and most of it opposed
bv ~\'irtuallvall utility customers.- - ~

The Virginia State Corporation Commission is engaged in a
comprehensive investigation or" the issues. The Staff report is due out in
about !\YO \Ye~ks. AfteI'\v~rds,expectation is the sec \vill convene a
formal hearing and investigation larer this Summer or Fall.

C0mplexities

Deregulation is a very complex undertaking. This likely \vill be me
largest, most comprehensive deregulation e\:er undertnken in history.
Billions of doilars~ hundreds ofmillions of customers' bills, and many
thousands ofjobs are involved.
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The effects are already being felt. Here in Virginia~ one utilit::~s

\vorkforce has been reduced nearly 25 percent, largely, I believe, as a
direct response to the threat of emerging competition.

Electric utilities cvery"\vhere are struggling to cope \vith the coming
changes, as are independent energy producers.

In li~ht of all this~ it is reasonable LO ask ~~"\.vhy bother? wny make
such Do fundamental~ unsettling change'?'~

The arlS\Ver ~ I believe~ is thn.t an unregulated market \vill pro\ide
1110re tangible, financial benetits-- more pocketbook snvings--tor the
citizens of Virginia and the US than has the existing system of utility
regulation.

I think \ye must believe and no\v admit that the system of utility
regulation has proven to be an inadequate substirote tor free nlarket
rorces. I say this \yith no ill \vill \vhatsoeve: tor me utility regulators here
in Virginia. The sec here is composed of e~l.Iemely bright, e~uemely
capable: e~Lremely \yell-intentioned persons. The tailing is not theirs: the
people at the SCC--the failing is the system of regulation itself

For proor: I suggesl you ask the customers \vhar they think.

Customers '0iant Competition

Customers are clamoring tor competitio~ precisely because they
believe dlat being able: to deal and negotiate \'vith multiple, competing
suppliers \vill reduce Lheir prices.

Contrary to popular belief here-at lenst during the legislative
session--the customers ,,"ho are demanding the system be changed are not
only the larges~ most sophistic4lted customers. Nfedium-5ized customers~

and 'very smail customers, residenti~~ users, are in Invor of change. .And
suppliers are very interested in selling to buLb. medium and smaller
residential customers.

r d like to cite you just a fe\v examples.
Firsr~ recelltly I received a very interesting, unsolicited telephone

call from the Council of Independent Colleges in Virginia.
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The Council \-vanted to kno'v the current status of the deregulation debate.
.And the Council \vanted to knO\\' if the independent generators \vould
come to speak to the ChiefFinancial Officers of the colleges, along \vith
several utility companies. The Council \vants to start thinking about
shopping tor the po\ver needs of its members, because th~y realize there is
a porential to save si~nificant sums of money, perhaps in Ihe millions of
dollars per year.

This ~'roup of customers has a history of similar experiences; us
they have used conlpetition in the telephone industry to lo\\"er their costs
$i~njticantly, and as they have used competition in the IDsl.J.rnIlCe industry
to lo\ver their costs significD.ntly.

Residential customers: like\vise: are demonstrating a healthy
appetite tor conlpetition, and contrary to some popular beliet:s~ suppliers
are very interested in ser"ing residential customers.

The ('it;: of Peterboro: Ne\v Hampshire: recently tested the
rrulrketplace~ by freeing a group of 17,000 customers to competition. Of
the 17,000, 15,000 ure residential customers. Thirty companies competed
hend-to-hend ror the residential business, offering lo\ver prices, consumer
rebates and other sales incenti';es. Tne \vinning bi~ 2.29 cents per
kilo\vn.tthour: plus distribution ilnd transmission charges: \yill save
residential COIlS1ll11erS bet\veen 25 and 30 percent. There are ocher,
similar examples around the Nation.

So, r d like to pur to rest the incorrect notion that the deregulation
debate is all about the lare:est industrial customers trvine to save mone'";.

"'-" - -- - '

and that no one cares about the residential customers.
Tnat notion is incorrect, as demonsIruted by the numbers:

In Vir~inia Po\ver's service territorv. there are 1.9 million electricitv
~ ~ . .

customers. 1.7 million of them are residential customers.
True., residential accounts are typically smaller than industrial c1CCOWlt5.

But there are so. very many more residential accounts, a tremendous
'volume of potential business .. ""

Po~;er marketers md brokers are eager to aggregate and
accuIl1.ulClte residential accounts~ and to ser\;e them.
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Power Producers

Conclusion

Date: 7/11/96 at 15:14:53 August WaJlmeyer

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

lIfuch is at suke--restructuring has to be done cm-efully, and it has
to be done right. The legisltlture~s job should be to help shape a market
that operates t~irly and freely, \vithout artiticial constraints~ \vithout any
preferences.

Doing it \\Tong, stopping short of full, actual, viable competition,
\yill have tremendously negative consequences tor economic development
in Virginia. If large customers don't get true choice nnd competition in
VirQ:inia, the~: \\"ill 2:0 some\vhere else to 2:er it If smaller customers

~ . - ~

don't get true competition, they \vill be financially penalized.

f'U be happy to respond to your questions.

##
SJlI8703.DOC
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fro Chairman., members 0 f the joint committee, I am Greg White, Vice President of the Virgini~

Nfaryfand and Delaware Association of Electric Cooperatives representing 12 cooperatives

located throughout Virginia Virginia's electric cooperatives appreciate the opportunity to share

our vie'Ns with you on competition and the possible deregulation of the electric utility industry.

Collectively, Virginia's electric cooperatives are owned by over 300,000 primary member-

consumers, and provide over 750,000 Virginians with reliable, affordable electricity. Vie serve

all classes of consumers-industrial, 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.

°ural electric distribution cooperatives are consumer-ownecL not-for-profit, state-chartered

electric utilities regulated by the State Corporation Commission. Old Dominion Electric

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

distribution cooperatives in Virgini~ as wen as one in iYfaryland 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 regulated by the

Federal Energy Regulatory Commission.

These t\¥o generating stations in which it has an o\.VD.ership interest provide about 55 percent of

the energy needs of Old Dominion~s 12 member cooperatives. Old Dominion purchases the

balance of its members' needs from other utiIities~ including Virginia Power and AEP-Virginia.
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The electric utility industry in the United States increasingly is being motivated and influenced

by a new force - competitio~ either re:l1 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 purchasing 150 megawatts of electricity in 1995 from

Public Service Electric & Gas ofNew Jersey, displacing this purchase for re3Sons of economics

from traditional supplier Delmarva 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

utility that isn't able to produce competitively priced power. Retail competition, on the other

hand, could have a ~t-VOR down side to thousands, perhaps millions, of residential consumers

and small businesses. We must be cenain that structural changes we make protect the small

consumer ... and remember over 980/0 of our electricity consumers are small businesses and

residences. The cooperatives, however, do serve industrial consumers (> 1000 KVA) as welL

.Althoug~ 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 future revenue loss) would have a

significant adverse effect on our remaining residential and small business consumers. Therefore~

we need to be deliberate in stUdying the issue, allow members of the public ample oppornmity to

voice their views, and not assume that the priorities of other states should necessarily be OUI

priorities. Surely, not even large electricity users want to benefit at the expense of small users.
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Very recently, the Federal Energy Regulatory Commission's Orders 888 and 889 have called for

virtually 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 purchase price for electricity. While that is a logical and laudable~

the means to achieve that result must be very c::lI'efully weighed to review the consequences for

ALL stakeholders -- not just large power consumers. Questions and debate on this invoive

several issues, including: options available for industry deregulation, ~retail wheeling,'" stranded

investrnen~ impact on small business or residential consumers, a utility's obligation to serve its

consumers, territorial integrity, and timing. 'Wbat is in the :'public interest' and what changes, if

any~ are needed for us to fulfill our ultimate goal ofproviding safe, reliable and reasonably priced

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

today.

The cooperatives believe that 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. Vlhat 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

O~LY agenda-should be to improve electric service overall to the citizens ofVirginia Period.
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We believe that it is particularly 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 indUStIy. The results of these sessions indicated that individual consumers are

C3Sting a wary eye to electricity deregulatio~ based on their experience with telephone

deregulation and with airline deregulation. It is our recommendation that this joint committee

include as a part of its process a method to hear from these individual consumers. We would be

ple3Sed to share the results of our 1-3 focus groups, along with the methodology we followed, as a

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

Virginia's citizens on this important issue.

Let's not forget tha~ currently and for the foreseeable furore, Virginia enjoys power prices that

are competitive both on a regional and indeed on a national basis. We thankfully do not need to

take any sudden or drastic actions at this time. It is the cooperatives' position that Virginia

should take a measure~ 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 competitive wholesaie market to continue to develop, while providing

for innovative rate strucmres which YlIill enable electric utilities 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 parties have had the opportUnity to assess

the benefits of FERC Orders 888 and 889, the commission~ the General A..ssembly, the utilities~
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and consumer representatives should work-deliberately, determinedly, and above all together-to

detennine if there are any additional steps which need to be taken in Virginia.. If there are

changes needed at the retail level, then those changes should be done in a way that provides a

smooth transition, protecting the interest of all stakeholders. We must also continuously evaluate

any additional actions which may be needed to promote competition in the industry and ensure

the continued flow of safe~ reliable and reasonably priced power to Virginia's businesses and

Cltlzens.

The cooperative' 5 mission~ regardless of the business environment, has always been to deliver

safe, reliable and reasonably priced power to our consume:s, all our consumers. In fact, the

ultimate barometer of whether we're doing our job right has always been in anSwering this

question: how weil are we serving the person at the end of the line? rnis has been our core

mission from the inception of electric cooperatives 60 years ago, when the cooperatives

responded to rural Virginia ~ s need for electric service. We still believe our core mission is

appropriate, not only in today~s changing times, but also that it's appropriare for all utilities. For

in se::.-ving all our consumers wel1~ electric utilities of all types can meet their underlying goal; for

investor-owned utilities, to e:u:n a profit for their stockholders; for electric cooperatives, to

provide the lowest priced po",,-er to our consumer-membe:s, who of course are also our owners.

From our perspective, i( s never taken. competition or the thre:lt of it to spur us to control costs

wherever possib ie; after all, thaf s part of fulfilling our goal for our member-owners. In addition,

many of Vir~..nia's cooperatives are restructuring their already-lean workforce and creating new
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and more efficient ways to deliver electric and other services. The cooperatives; however, do not

believe that the goal of this committee, the commission or our industry should be competition

and deregulation for the sake of change or ideology. We believe our mission applies to all parties

present here today. It: 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.

Tne 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 investigative 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 reliable data - not simply changing for change's sake or for

reasons of ideology.

• All electric consumers should have access to safe, reliable electric service at a reasonable cost.

• All classes of electric consumers should b~ treated equally, not just those with special interests

or influence.

• All energy providers should be subject to the sam~ standards.

. • Safety and reliability of electric service must be protected.

• Exclusive delivery service areas should be maintained to avoid expensive duplication of

f~ilities and equipment.
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• The financial security of al1~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).

• 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 bas historically 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, a human

need as basic as food, clothing and' shelter. We cannot and should not forget that many

'\lirginians 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 consumers

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 da~ learn from others and take the "go slow' 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 make it

better for all, and not simply bow to the narrow desires of a powerful few.

Virginia's electric cooperatives appreciate the invitation to sp~ to you today and welcome the

opportunity to work with the committee as you study these very important issues. I 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 Divisioll' 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 alld Finance Division, will provide

that summary. I will offer some brief introductory remarks.

Let me begin by noting that the 400-page document

and Appendices filed on July 3 1 of this year cover a wide

array of topics and were the vvork 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 you

may have relative to the report. I would like to take a

moment to introduce those folks. First~ as I 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 that I have provided

you contains the names, titles and phone numbers of these

individuals; and I can assure you they stand ready and'

willing to provide you with any assistance we can offer.

As I 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 Staffs

analysis and some disagreemen~ 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 with 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

b.elieve 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 Farum sponsored by the sec at the

Boar's Head Inn in Charlottesville. That conference will be

held on November 13-15 and will cover an array of topics

includine.
~

• AdvantageslDisadvantages 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 might be helpful to give you an

update of what other states, particularly our neighbors, are

up to. I will refer you to the color handouts that have been

provided. These are essentially status reports; they were

extracted from a September 18~ 1996, issue of Regulatory

Foeus 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 a 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



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. Turning to the next page, for

commercial customers Idaho is again the cheapest and New

York maintains the hiQhest 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 tum back to page l, 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-Vennont; 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 restructuring plan. The

light blue states including Virginia have studies underway or

have legislation pending. These states are still addressing

the many issues associated with 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 restructurin2:-
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 undervvay

and the blue states primarily 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 represent the 13 most expensive states

depicted on the earlier charts.

This is to be expected since 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 a~tivities 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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Average Rates
All Customers

1 fdah<J $ 0.0395 26 Nevada S O.O6~2

2 'Nyoming S o.o~oo 27 Kansas S u.0635

3 Tennessee $ 0.04.33 28 Mississippi S O.06J6

4 Kentucky $ 0.0446 29 Arkansas $ 0.0660

5 \Ilontana S O.C~91 30 Deiaware S 0.:J602

6 Oregon S 0.0497 31 New Mexico S 0.Do03

1 Oklahoma S Q.!)~10 32 Ohio S 0.0675

8 Utah S 0.:512 33 Florida $ 0.0689

9 indiana S J.QS:S 34 Maryland $ 0.0700

10 West Virginia $ 0.0529 35 ;:)isti"!ct of Columbia S 0.0712

11 Minnesota S 0.0532 36 Michigan S 0.07.10

12 Wisconsin S 0.0544 37 Pennsytvania S 0.0769

13 South Carolina $ 0.0541 38 Illinois S 0.0782

14 VVashir.gtcn S ~.~5~9 39 Arizona S 0.0824

15 :"'cuisi.3na S O.:=~~ 40 Vennont S 0.0939

16 AJabama $ 0.0559 41 Maine $ 0.0957

11 ;\.forth :akcta 5 u.J:5: 42 Massachusetts S 0.1033

18 C.:Jioradc .5 O.J5~a 43 California S 0.1044

19 Iowa S 0.0593 44 Rhode Is'and S 0.1051
20 Virginia S O.J6~6 45 New Jersey $ 0.1062

21 North Carolina S 0.0608 46 Connec~icut 5 0.'1071

22 Texas S 0.0617 47 New York S 0.1082

23 South Oakota $ 0.0624 48 Hawaii $ 0.1106
24 Georg:3 5 O.uS:9 49 New Hampshire S 0.1170

25 Missouri $ 0.0632

Tier l S~atewide restructuring plans have been adopted.
Tier II C.Jmpanies have been ordered to file restructuring plans or general

legislation requiring restruc~uring has been enacted.
TIer 111 A Commission or legislative investigation is underway that is likely to

lead directiy to the adoption of a restructuring ptan.
Tier IV An informaticnal or fact-finding workshop or study is underway. or

legislation is pending.
Tier V No substantial activity.

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

1 Tennessee $ 0.0495 26 Kansas S a.Oi,;"\)

2 Kentucky $ 0.0513 27 Virginia S 0.~;30

3 Idaho $ 0.0526 28 Florida $ 0.0782
4 Oregon S 0.0561 29 Texas $ 0.0789
5 Washington S 0.OS58 30 Maryland $ 0.0843
6 Montana S 0.0535 31 Arkansas $ 0.0856
7 \Nyoming S 0.0592 32 New Mexico S 0.085;
a Nonh Dakota S 0.0607 33 Iowa $ 0.0862
9 West Virginia $ 0.0646 34 Michigan S 0.08iS

100kjahoma S a.ossa 35 Ohio S 0.0832
11 Indiana S 0.057'0 36De!aware S ·~.09C5

12 Alabama $ 0.0693 37 Pennsylvania S 0.0969
13 Wisconsin $ 0.0697 38 Arizona S 0.0981
14 Nevada S O.C559 39 Illinois S 0.1058
15 Utah S 0.0;':0 40 Vermont S 0.1061
16 Louisiana 3 0.:;'15 . 41 Rhode Istand $ 0.1161
17 Missouri $ 0.0744 42 Massachusetts S 0.1169
18 Minnesota S 0.07J.5 43 New Jersey S 0.1200
19 South Carolina $ 0.0747 44 Connec:icut S \J.~:~3

20 Mississippi S O.:J7!O 45 California S 0.12:~

21 South Dakota $ 0.0752 46 Maine S 0.1261
22 District of Columbia S 0.0752 47 Hawaii $ 0.1311
23 Colorado S O.J;'S2 41 New Hampshire S O.1:i.J9

24 North Carolina S 0.0765 49 New York S 0.1'::3
25 Georgia S 0.075;

Tier I Statewide restructuring plans have been adopted.
Tier II Companies have been ordered to file restructuring p'ans or general

legislation requiring restructuring has been enacted.
Tier III A Commission or legisiative investigation is underway that is likely to

lead directly to the adoption of a restructuring ptan.
Tier IV An informational or fact-finding workshop or study is underNay. or

legislation is pending.
TIer V No substantial activity.

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

1 Idaho $ 0.0430 26 Arkansas $ 0.0685
2 Wyoming S 0.0480 21 Iowa $ 0.0681
3 Kentucky $ 0.0484 28 Delaware S O.OS3i

4 Tennessee $ 0.0499 29 Maryland $ 0.D690
5 Oregon S 0.0516 30 Mississippi S O.OiG3
6 Montana S 0.0519 31 Distric: of Cciumbi S O.D7~ 5
7 Oklahoma S Q.CS:S 32 Georgia S J.Oi28
8 Wisconsin $ 0.0580 33 Ohio S 0.0775
9 Utah S O.C:3C 34 Illinois S 0.0789

10 West Virginia $ 0.0584 35 :'Jew Mexico 5 0.07a9
11 Indiana S n.OE36 36 Michigan S 0.0824
12 Virginia £ 0.:J599 37 Colorado S Q.()g:S

13 North Carolina $ 0.0610 38 Pennsylvania S 0.0841
14 South Carolina $ 0.0621 39 Arizona S 0.0881
15 Florida $ 0.0623 40 Vennont S 0.0977
16 Missouri $ 0.0627 41 Massachusetts S 0.0998
17 North Dakota 5 0.062:- 42 Rhode Istand $ 0.1022
18 Minnesota $ 0.0632 43 New Jersey S 0.1022
19 Kansas S :J.~€~3 44 Maine $ 0.1031
20 South Dakota S 0.0655 45 Connec~:c:.lt S O.10~9

21 WaShington S 0.0655 46 California S 0.1092
22 Texas $ 0.0662 47 New Hampshire S 0.1131
23 Alabama $ 0.0668 48 Hawaii $ 0.1195
24 Nevada S 0.06io 49 New York S 0.1221
25 Louisiana $ O.J6a:

Tier I Statewide restructuring plans have been adopted.
Tier II Companies have been ordered to file restructuring plans or general

legislation requiring restructuring has been enacted.
Tier III A Commission or legislative investigation is underway that is likely to

lead directly to the adoption of a restructuring plan.
Tier IV An infonnational or fact-finding workshop or study is underway. or

legislation is pending.
Tier V No substantial activity.

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

1 idaho $ 0.0277 26 Colorado S 0.0458
~ \Nyoming S 0.0328 27 South Dakota $ 0.0461
:i Kentucky $ 0.0345 28 Mississippi S 0.0465
4- Tennessee $ 0.0348 29 Nonh carolina S 0.0468
5 Utah 5 0.0:65 30 Missouri $ 0.0469
S Oklahoma S 0.0:69 31 Kansas S 0.047-t
7 Oregon S 0.0380 32 Florida $ 0.0481
8 iowa $ 0.0390 33 Chio S 0.0488
S Wisconsin S 0.0391 34 Arkansas $ 0.0510

10 Louisiana S O.~:91 35 Michigan $ 0.0522
',1 Texas S 0.0393 36 Illinois S 0.0546
~2 Montana S 0.0.100 37 Ne',ada S 0.0579
13 West Virginia S 0.0403 38 Pennsylvania $ 0.0590
14 Aiabama $ 0.0406 39 Arizona $ 0.0603
i5 VErginia S 0.0408 40 Maine $ 0.0651
is !nd;ana ,.. ~ " ..... Q 41 Vermont S 0.0670~ ,J • ...I ..v ...

17 Maryland $ 0.0412 42 California $ 0.0732
i& South Carolina S 0.0417 43 New Yerk S 0.077'3
,S YJew .\'lexica 5 O.J42~ 44 New Jersey S 0.0819
20 Minnesota S 0.0425 45 Cvnnec!icut S 0.08:9
21 Sistnct of Columbi S 0.:J01:6 46 Massachusetts $ 0.0848
22 IJlJashington S ~.J~:6 47 New Hampshire $ 0.0879
23 Jelaware S J.J~1 48 Rhode rs~and S 0.0898
Z~· \Jorth Dakota S 0.0":'':3 49 Hawaii $ 0.0902
25 G~orgia 5 O.O4~O

Tier I Statewide restructuring plans have been adopted.
Tier II Companies have been ordered to file restructuring plans or general

legisiation requiring i"estructuring has been enacted.
Tier III A Commission or legislative investigation is underway that is likely to

lead directly to the adoption of a restructuring plan.
Tiei lV An informational or fact-finding workshop or study is underway, or

legislation is pending.
Tier V No substantial activity.

rJote: September 18, 1996, Regulatory Focus, Regulatory Research Associates,
Inc. used as source for restructuring infonnation.
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APPENDIX J

SUMMARY OF STAFF RESTRUCTURING REPORT

GENERAL ASSEMBLY JOINT SU8COMMITIEE

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
govems 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 should not be conceptual
arguments about free markets versus regulation, but practical discussions of whether
and how competition will benefit our elec!ric system..

During the Staff analysis of restructuring issues, the protection of the public
interest was our foremost thought. We are concerned about the effect of a restructured
eiectric market upon all customers, large and small, upon investor-owned electric
companies and electric cooperatives, upon economic development and other social
objectives. 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 partjc~lar interest There are only two entities in
Virginia that must view the perplexing issues of restructuring from the broad perspective
cf the pubiic1s interest, the Commission and the General Assembly.

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 level at output at a
lower total cost than two or more firms. In addition, aUowing one firm to serve a
franchised area prevented the cumbersome and inefficient dupHcation of facilities, such
as several power lines serving a ne!ghborhood. The generation of electricity is no
longer considered a monopolYl although most believe that the transmission and
distribution of electricity maintain their monopoly characteristics.

The electric industry has unique operational complexities. E:ectric:ty cannot be
stored effectively, it must be generated at the time it is needed. Customers' usage
patterns vary during the day and by season, but the utility must be prepared to meet its
customers demand even on the hottest or coldest day of the year. Tnis causes the
need fat generating capacity that may sit idle for many hours of the year.



Perhaps the main reason the electric industry has been regulated is that electric
_I 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
incomparable to other services and products.

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

The pubfic interest is best served by an efficient. reliable! cost-effective and
i"sasonably priced electric system that is environmentally sound. For decades,
:iaditional reguJation has been able to provide reHable electric service at stable and
~easonable rates. Recently the efficiency and cost-effectiveness of our regulated
electric industry have justifiably been questioned.

There are several factors that have added strength to the call for a restructured
electric industry. In particular, the basic economic argument that market forces can
control an industry more effectively than regulation is hard to debate. Often cited by
"estructurir.g prcponents are the successes in deregulating ether industries in our
,"'-' Jntry and the ciectric industry in other countries.

In examining other industries that have been deregu~ated, our belief is that due
:0 the unique characteristics of the etec:ric industry there is no existing blueprint for
successful restructuring.

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

We also 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;:
government-owned electric system. This is a major distinction from the United States'
electric system which is already predominatejy privately owned. In addition, except for
Britain, these countries have a great amount of hydroelectric power. Norway, in fact,
gets 990/0 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. Upon further
review, however. it appeared that the decHne in British electric prices is at least partially
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 detennine if this productivity increase is
related to the change from a government-owned system. A common criticism of the
British model 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.
Perhaps the most important lesson to be learned from Britain is that rushed or poorfy
managed attempts at restructuring may have undesirable consequences.

We also anaJyzed how the average United States electric prices compared with
ether countries. OUf research showed U.S. electric prices to be competitive and stable
compared to other countries. In particular, our average industrial prices in 1994 were
the fourth lowest of 20 countries studied.

Events here have precipitated increased competition in the wholesale 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
equipment have enhanced the opportunity for competition to deveiop in the electric
industry. Economies of scale 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-instafled costs have reduced the capitaf requirements for constructing
new generation and, as a result. have reduced the barriers to entry in the generation
market.

Because of an excess supply of base-load capacity, low-cost power became
available in the spot and wholesale markets creating a desire in customers, particularly
industriaJ users, for access to cheaper electricity. Sharp differences in eiectric 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 Regulatory Commission (FERC) issued
its Order 888 which requires electric utilities to offer transmission services for the
transport of wholesale power. Historically FERC's authority has been over the
wholesale segment of the electric market, about 100/0 of the total market. Aspects of
Order 888 have increased FERC's influence to a larger portion of the market. There
are several state commissions, including ours, that have requested a rehearing of Order
888 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 fueled the
restructuring debate.
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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 apen 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 calfs for
retail customer choice by 2000. How this would be accomplished 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 competitioli by cutting costs, discounting rates, merging,
ieorganizing and entering new businesses. The increased competition at the wholesaJe
:evel and threat of competition at the retaii level have caused moves toward efficiency
in the electric industry that decades of regulation was never able to muster.

In the midst of ail of this activity, the Staff issued its report at the end of July and
recommended that the Commission and G.:neral Assembly be cautious in their
decisions concerning the electric industry. We advised that a massive restructuring of
he industry was inadvisable 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 regulation is or has been perfect. Regulation must
continue to change.

If retail competition in this industry can truly work. can maintain or improve
reliability I can lower prices and offer aU 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 I discussed earlier. We need a high
level of assurance that our vital electric industry can operate effectively under 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 possible models induding
regional power pools, bilateral contracts, independent transmission operators, retail
Wheeling or a combination of these alternatives. Even the advocates of competition
disagree about the appropriate model for the future. Furthermore, many of the details
about the operation of those models have not yet been well defined. The ujtimate
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 necessariJy be a competitive
market? This concern is heightened with the recen~ merger activity in the electric
industry.

Will all customers benefit from retail competition? The large industrial and
commercial customers have the know-how and cJout to fend for themselves. Our fear is
that the best deals will be taken before residential users get a choice, leaving small
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.

-
TraditionaHy utilities have had an obligation to serve all customers in their retail

franchise territory. It seems unfair to require utilities to make the financial commitments
to provide power supplies to customers who have the option to receive their power from
another provider. Who will be responsible for serving customers that may not have
alternatives offered?

In a competitive environment. utilities will no longer plan to meet future
generating capacity needs. Supposedly the market prices will send signaJs that let
developers know when and what type of capac:ty 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 involved 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 could be a great deaf of price volatility.

From an operating standpoint. generation and transmission are interdependent.
The operation of the electric system requires a deiicate coordination of these two
functions. If generation is to be separated from transmission, we wonder how the
electric system will be "effic:entfy operated and planned. For example, transmission
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
oper,?tor, 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 reliability 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

line problem. As a contributor to the incident, the manager af PacifiCorp's transmission
grid said, "We are running the system a lot harder than we have in past years. n

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

We are concerned that the low-cost offers of electricity avaiJabte today that have
helped create the damar for competition will not be available on a sustained basis.
aver the long-term, the excess capacity that contributes to the current cheap price of
power should disappear as supply and demand reach equiHbrium. In the short-term, if
the industry is restructured so that generation assets are divested, there may be an
ir.lmediate 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. If 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
that 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 vatue of assets. This is the
stranded cost issue. On the other hand, some assets may increase in value resulting in
stranded benefits. In effect, the stranded cost/stranded benefit issue involves
determining the appropriate transfer of wealth which should result from changing the
rules of the game.

This is a huge policy issue with no dear answer. A regulatory compact has been
in existence for decades under which utilities have been provided excjusive retail
service franchises. The utility charges regulated rates which allow for the recovery of
prudently incurred costs. In exchange, the utility has an obligation to provide reliable
service at a reasonable rate to all customers 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 concJude that it is too eariy to address this issue and flexibility should be
maintained. Current estimates of stranded costs are speculative and will be untit 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 concerns raised in
our report. We do not claim that aU uncertainties must be resolved before restructuring
is possible. An endless study would not remove aU doubt. But basic questions relating
to the operation of a complex electric system shoufd 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 retail 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 alternative regulatory plans that provide a better transition
to competition. Current methodologies for the atlocation of costs should be reviewed.
Prices for the generation, transmission and distribution of electricity shouid be
separated. Improved price signals should be sent to customers. 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-utiiity generators to construct energy facilities for large users.

I mentioned that some states have implemented retaiJ wheeling experiments.
We feet it is premature to begin such a program in Virginia simply for the sake of having
a sjmilar experiment. Instead, we propose to monitor the programs in other states to
determine how they are being conducted and what lessons they learn..

In fact, we have already begun an information gathering process on other states'
experiments 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 reHability implications of retail wheefing. There are few
residential customers that have real-time meters to determine their hourty consumption,
a critical determinant of cost. AJso, experiments are structured so that the distribution
company will be responsible for service interruptions during constraints, so the reJiability
a customer experiences will not reflect the reliability of the power supplier.
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We recognize that federal legislation may transfer the decisions of the
appropriate future of the Commonwealth's electric system from the Commission and
General Assembly to a federally-controlled industry framework. I 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 $191 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 overhaut of our electric system.

We encourage the Commission and the General Assembty to seek to 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 wonderiut as our free
market system is, remember that competition creates winners and losers. Competitive
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 of 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 96113 00 85
[;OCUMENT Cl1~nHOL AT RICHMOND, NOVEMBER 12, 1996

96 HGV ~ 2 P\r\ 2: S9
COMMONWEALTH OF VIRGINIA, ~ reI.

At the relation of the

STATE CORPORATION COMMISSION

~ Parte: In the matter of
reviewing and considering Commission
policy regarding restructuring of and
competition in the electric utility
industry

ORDER

CASE NO. PUE950089

By Order entered September 18, 1995, in ~his 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 pa==ies to

the proceeding and directed to respond to the Staff's requests

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. Commencs have

been received from a number of parties, filed boch before and

after filing of the Staff Report, and several parties requested
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oral argument. However, as the Staff Report constitutes 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

public 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.

Accor~ingly, we are establishing by separate orders new

dockets di=ecting certain investor-owned electric utilities to

provide information relevant to Recommendations Nos. 1, 2, 3, 4,

6 and 13 of ~h~ Staff Report. The requested information and

analyses address: cost-of-service studies; illustrative tariffs
/

reflecting unbundled rates for generation, transmission and

distri~ution functions;. means of improving price signals to

Customers; determining reserve margi~s, future incremental

capacity needs and capacity solicitation processes; and

conservation and load 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 regulation.

Although we are not instituting separate 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 generation that

impacts their Virginia jurisdictional rates are directed 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 rates. Each

utility shall also subsequently file quarterly reports detailing

its continuing efforts in this area.

Staff recommendations also stated the need for monitoring

certain aspects of the electric industry to better assess

particular restructuring and competition issues. Areas

identified by Staff warranting close~ inspection include

developments in the wholesale power market, retail wheeling

experiments of other s~ates and electric utility service quality-
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We believe that the information 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, on the results of retail wheeling experiments

and activities in other states. Staff shall make appropriate

recommendations based upon its study.

Also, S~aff shall report by July 1, 1997, on whether, and if

so, how to inc=ease moni~oring of electric utility se~ice

quality. Staff's recomrn~ndations should address whether the

Commission should establish service quality standards.

Acc9~dingly, IT IS ORDERED THAT:

(l) On or betore June I, 1997, each investor-owned electric

ut~lity 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 in Appendix A to this Order; 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, LeClair 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, Lufkin & jenrette, 140 Broadway, New York, New York

10005; James E. Franklin, Cogentrix Energy, Inc., 9405 Arrowpoint



Boulevard, Charlotte, North Carolina 28273-8110; Lisa J. Gefen,

Allied Signal, Inc., 6 Eastmans Road, Parsippany, New Jersey

07054; Michael A. Stasser,' 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.O. Box 14309, New Bern, North Carolina 28561

4309; Frederick H. Ritts, Esquire, and Vincent P. Duane, Esquire,

1025 Thoma~ Jefferson Street, Suite 800, Washington, D.C. 20007;

Andrew Gelbaugh, C.C. Page Resources, 4375 Fairlakes Court,

#2000, Fairfax, Virginia 22033; Jim O'Reilly, McKinsey & Company,

Inc., 1101 Pennsylvania Avenue, N.W., Suite 700, Washington, D.C.

·20004; S. Lynn Sutcliffe, Sycom Enterprises, 1010 Wisconsirn

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,
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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, Canton, Massachusetts 02021; Dee

Tagliavia, Executive Director, Mid-Atlantic Independent Power,

10S-A E. Holly Avenue, Sterling, Virginia 20164; Jeffrey M.

Gleason, Esquire, Southern Environmental Law Center, 201 ~. Main

Street, Suite 14, Charlottesville, Virginia 22902; Douglas D.

Wilson, Esquire, Wilson & Associates, P.C., P.O. Box 8190,

Roanoke, Virginia 24014; Joe Lenzi, Energy Engineer, CEK

Consulting Engineering, P.o. Box 907, Mechanicsville, Virginia

23111; Carter Glass, IV, Esquire, Municipal Electric Power

Association, P.o. Box 1122·, Richmond, Virginia 23218-1122;

James H. Gentry, Tennessee Valley Authority, 1101 Market Street,

Chat~anooga, 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-l,

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. France'se, Esquire, 6597 Rockland Drive, Clifton,

Virginia 22024; Pamela Johnson, Esquire, Virginia Electric &

Power Company, P.O. Box 26666, Richmond, Virginia 23261; Legal

Environmental Assistance Foundation, 1115 N. Gadsden Street,

. Tallahassee, Florida 32303-6327; Glenn J. Berger, Esquire, Union

Camp Corporation, 1440 New York Avenue, N.W., Washington, D.C.

20005-2111; Norman D. Reiser, Director, D.C. Public Service

Commission, 450 5th Street, N.W., Washington, D.C. 20001; Richard

Silkman, Richard Silkman & Associates, 163 Main Street, Yarmouth,

Maine 04096; Robert Blohm, 3 Dover Road, Hamilton, New Jersey

08620; James R. Kibler, Jr., Esquire, Mezzullo & McCandlish, P.O.

Box 796, Richmond, Virginia 23218; Sarah Hopkins Finley, Esquire,

Wil1ia~~, Mullen, Christian & Dobbins, P.o. Box 1320, Richmond,

'Virginia 23210; Josh Flynn, KPMG Peat Marwick, 8200 Greensboro

Drive, #400, McLean, Virginia 22102; Donald A. Fickenscher,

Esquire, Virginia Natural Gas Company, 5100 E. Virginia Beach

Boulev~~d, Norfolk, Virginia 23502; Allen Glover, Esquire, and
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Michael J. Quinan, Esquire, Woods, Rogers & Hazlegrove, P.O.

Bo~ 14125, Roanoke, Virginia 24011; and to the Commission's

Divisions of Energy Regulation, Economics and Finance, and Public

Utility Accounting.

'~~~:r:4
. GIn., ...

... 0......% '.
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Electric Cooperatives in Virginia

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, Virginia 23924-2451

Northern Neck Electric Cooperative
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 23890

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. Anderson
President and CEO
Post Office Box 7
Crewe, VA 239JO

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

Vi~ginia Electric and Power Company
Mr. Edgar M. Roach, Jr.
Senior Vice President-Finance, Regulation
and General Counsel
Box 26666
Richmond, VA 23261
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APPEND IV
. ADDITIONAL SERVICE LIST

Allied-Signal, Inc.
Edward R. Pruitt
P.o. Box 2006R
Mor~istown, 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
One James Center
Richmond, Virginia 23219-4030

CRSS Capital, Inc.
Timothy R. Dunne, Esquire
P~O. Box 22477
Houston, Texas 77227-2427

Virginia Hydro Power Association
Chesapeake Paper Products Company
c/o ~dward L. Flippen, Esquire
Mays & Valentine
P.o. Box 1122
Richmond, Virginia 23208-1122

Dan Rive:- 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
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 6d-033
1000 Independence Avenue, S.W.
Washington, D.C. 20585

Du Pont/Conoco
Steven A. Huhman
Coordinator-Regulatory Affairs
CH1002
P.O. Box 2197
Houston, Texas 77252
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cment of Environmental Quality
.n Griffith, Env. Review Coordinator
~9 East Main Street, 6th Floor
tchmond, Virginia 23219

~ens-Brockway Glass Container, Inc.
jhn Wesolowski
le Seagate
jledo, Ohio 43604

~rshey "Foods
,n A. Hornung
le=gy Affairs Officer
~ East Chocolate Avenue
~rshey, Pennsylvania 17033-0819

:I Americas, Inc.
)d Davies, Energy Specialist
'r?0rate Purchasing

'are Corporate Center One
...~ngton, Delaware 19897

~nworth E. Lion, Esquire
lckson, Pickus & Associates
~Ol West Broad Street, Suite 100
.c~mond, Virginia 23235

lbisco Brands, Inc.
~n=y Riewerts
}O DeForest Avenue
O. Box 1911
lS~ Hanover, New Jersey 07936

ltural Resources Defense Council
lniel Lashof
;50 New York Avenue, N.W.
lshington, 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.O. Box 11.589
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., #1300
Washington, D.C. 20004-2505

Piedmont Environmental Council
28-C.Main Street
P.o. Box 460
Warrenton, Virginia 22186



Old Dominion Electric Cooperative
Ronald W. Watkins
President and Chief Exec. Officer
4201 Dominion Boulevard, Suite 300
Gle~ Allen, Virginia 23060

Plantation House
J. 3. Hall, Jr.

1108 East Main Street, Suite 700
Ric~mond, Virginia 23219

Rock-Tenn Company
Al Smith
P.O. Box 4098
Norcross, Georgia 30091

Sie~=a Club - Virginia Chapter
William B. Grant, Chair
Ene=gy Conservation Subcommittee
803 Marlbank Drive
Yorktown, Virginia 23692-4353

Union Camp Corporation
Edwa=d C. Minor, Assoc. Gen. Counsel
Rou~e 58 East
Franklin, Virginia 23851-0178

Virginia Cogen
David c. Pace
P.O. Box 34652
Ric~mond, Virginia 23234

Virginia Citizen Action
153: -West Main Street, 2nd Floor
Richmond, Virginia 23220

Virginia Council Trout Unlimited
DuBcse Egleston, Jr., Chairman
P.o. Box 838
~aynesboro, Virginia 22980

Reynolds Metals Company
Kenneth A. Berry, Esquire
Law Department, EXO-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 Wallmeyer, 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 23454-1341

Loral Federal Systems
David M. Karle, Advisory Engineer
9500 Godwin Drive
Manassas, Virginia 22110

SEl Birchwood, Inc.
Douglas L. Miller, Esquire
600 Peachtree St., N.E., Suite 5200
Atlanta, Georgia 30308-2216

A-7E



~:' ··aco Corporation
~hn ~. Carrara, Esquire

j Park Avenue
!w York, New York 10171

.ectric Generation Association
lrgaret A. Welsh
.01 L Street, N.W., #405
.shington, D. C. 20037

'owning- Ferris Gas Service
.ilip F. Abraham, Esquire
zel & Thomas, P.C.
O. Box 788
chmond, Virginia 23206

i~=ax County Board of Supervisors
nnis R. Bates, Esquire
000 Government Center Parkway, #549

lX, Virginia 22035

llip Morris, USA
2de=ick H. Ritts, Esquire
25 Thomas Jefferson Street, #800
shi~gton, D.C. 20007
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APPENDIX L

Remarks of Reginald N. Jones
On Behalf Of

ALUANCE FOR LOWER ELECTRICITY RATES TODAY
to the Joint Subcommittee Studying the Restructuring

in the Electric Utilities in Virginia
October 2, 1996

Chainnan Reasor, members of the Joint Subcommittee, thank you for this opportunity

to appear before you. On behalf of Bill t\xselle and myself, I am pleased to advise you of a

new coalition beinE: fanned known as ALERT \J,'hich is the acron\"m for Alliance for Lower- , .

Electricity Rates Today in Virginia. ALERT is an alliance of electricity consumers who are

uniting to pursue competitive eie.ctric rates for all residential and business consumers of

electricity; and I emphasize all. The Alliance is open to membership by all residential,

commercial and industrial customers.

Alen is in its fonnative stage and will be signing up members throughout the fail 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 committee, the General Assembly,

the Administration and the State Corpontion 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 never fully supplying the effectual
demand, sell the commodities much above the narural 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 gcxxis and services based upon supply and demand pricing - perhaps the most



imponant principle of our free enterprise system.

ALERT believes that consumers, ill consumers, of electricity will benefit by competition

i.e. paying the "natural price". The Virginia General Assembly and the Stare 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 been

developed and offered to the consumers in response to competition.

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

.change telephone competition with certain guidelines for the sec to consider in implementing

the law. Virginia was a leader in local exchange deregulation. We didn't wait for Congress to

act. Now is the time to turn our attention to retail competition for electricity.

Bill .A.xselle and I, 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 ill consumers of electricity, but not a day later than necessary,

sin~ each day we delay means Virginia consumers are most cenainly 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 fwd that these principles are consistent with what you believe Virginia consumers

should expect in refonning the electric utility industry in Virginia.

I would like to turn the podium over to Bill Axselle for some remarks on behalf of
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ALERT
Alliance for Lower Electricity Rates Today in Virginia

STATEMENT OF PRlNCIPLES

ALERT is an alliance ofelectricity consumers who are working to achieve competitive electric
rates for all residential and business customers. ALERT members believe that restructuring the
electric utiliry industry and bringing consumer choice and competition into play will result 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 energy policy
for Virginia. ALERT advocates the following principles for reforming the electric utility
industry in Virginia:

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

2. All classes of customers should haVe the opportuniry to benefit from competition
during the same time frame.

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

4. To the fuLlest extent possible, electricity prices should be determined by buyers and
sellers, that is, by the market.

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

6. Transmission and distribution selilices should be available andprovided 10 all buyers
and sellers ofelectriCity on a non-discriminatory basis.

7. As long as transmission and distribution facilities are operated by monopoly
providers. prices for these services should remain under regulation based on
embedded cost-ofservice principles.

8. TJrilities should be required to provide transmission and distribution services to ail
other parties that are comparable in quality. scope and price to the services they
provide themselves.

9. Service reliability should be maintained

10. Issues concerning the transition to full competl!lOn should be identified and
expeditiously resolved by the State Corporation Commission in a manner that is
equitable to all stakeholders and promotes the public good
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Wrr...LIAl\tIS, MlJLLEN,

CHRlSTIAN & DOBBINS
ATTORNEYS & COUNSELORS AT LAW

REMARKS OF RALPH L. "BILL II AXSELLE, JR.

ON BEHALF OF

ALLIANCE FOR LOWER ELECTRICITY RATES
TODAY IN VIRGINIA (ALERT)

TO THE JOINT SUBCOMMITTEE STUDYING
RESTRUCTURING IN THE ELECTRIC UTILJTY INDUSTRY

OCTOBER 2, 1996

Let me follow up on the remarks regarding the Alliance

for Lower Elect=icity Rates Today by Reggie Jones.

Our message on behalf of electricity customers i~ 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

~isparities in electric rates for customers within different

parts of Virginia today. (4) Virginia electricity consumers

should have a c~oice 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 Virginia citizens and businesses, and in the

same time frame.
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It might be helpful at the onset to see how our

preference for retail competition compa~es 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 custome:::- choice", "retail

competition is inevitable" and finally that competition "is a

goal which should be pursued carefully, yet aggressively." We

agree.

On behalf of Alleghany Powe= whose Potomac Edison

Company serves narts of the northern por~ion of the Commonwealth,

Tom Henderson sta~ed that "We believe that the question is not

whether competition will come, but when and how.~ He seated

unequivocally that nAlI customers should have a choice of their

electric supplier as soon as possible. The transition period to

full competi:ion should be as shert as possible, consiscent with

ensuring that necessary systa~ changes are accommodated." We

agree.

Even Virginia Power, while expressing several

reservations, stated through Rober~ Rigsby that WVirginia Power

believes that competitive energy markets CQuId ultimately provide

some consumer benefits Wand spoke of a Wtransition process in an

orderly manner that benefits the interest of all of_ Virginials

citizens." We agree.
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While Greg White for the Vi~giniat ~.aryland and

Delaware Association -of Electric Coope~atives expressed

opposition to retail competition, August Walmeyer for the

Virginia Independent Power Producers called for immediate

imolementation of comnetition and customer choice. In so doing,. -
he quoted Republican Congressman Tom Bliley about the decision in

Washington being no longer whether to deregulate, but "when" and

"how", stating his par~y's difficulty in justifying continuing

t~e elec~ricity moncpoly as they are "for the free market", and

also Democrat U.S. Ene~gy Secretary O'Leary who sa~d "Orderly

transition (to a freely competitive _market] does not ~ean (a]

slow (tra~sition].n

It is thus clear that most of the industry recognizes

that allowing competition in the procur~~ent of elec~ricity

generation will be~efit Vi~ginia consumers. The issue then is

not whether we should go to a competitive, market-based

structure, but "when n and "how n •

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 sooner

but definitely no later ... than such a comprehensive system

can be implemented. And, we need to start in an orderly fashion

to that goal now. While we do not want the Commonwealth to be so

on the leading edge that it undertakes a risky restr~cturing, we
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also do not want it to be so cautious it takes no action because

of a too measured a ~espcnse.

Over 40 states new have underway some examination of or

implementation of restructuring of the electric indust=YJ with

most of those involving some form of retail competition. For

Virginia to delay beyond what is reasonable is to postpone the

benefits of consumer choice for our residents and to ultimately

put our Virginia businesses at a competitive disadvantage.

Regulatory ~efo~ in other b~siness areas has led to

enhanced competition that has resulted in lower prices, expanded

output and either improved or unchanged quality of service.

Significant lessens can be learned from the experiences of

competition in the gas and telecommunications industries. In

each instance, there has been a significant reduction in cost to

consumers when retail compecition is allowed.

While we understandably focus on cost reduction to

consumers, there are other benefits. As noted by the sec staff

in their recent report, Vi=ginians today pay widely differing

electric rates dependent simply on where they live. Recent

comments by a consultant Jeff~ Pollock filed with the sec

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 vari~~es of 50

80% on rates paid by Vi!ginia industrial and comrnerc~~~ users

among those same regions. Why should any electric customer in

A-86



irginia pay that ~uch difference simply because of the area i~

which they reside?

Competition and consumer choice will reduce what are,

relative to other parts of ~he 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 newspape~ article stated uThe aim is

to cut cost and improve service so that the utility will be able

to compete better if the electricity market opens up." (Richmond

Times Dispatch, September 27, 1996) This is evidence of how

competition ... even the potential of competition may bring

bet=er 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

comp~ies. (Virginia Power Planning Manager Glenn Ross, Richmond

Times Dispatch, June 20, 1996)
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Perhaps even 'more interestingly, a number of utili~ies

in Virginia are already vigorously competing where permitted.

They should be doing likewise here in Virginia.

I have always found it -ironic thac the utilities, when

procuring their 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 competition is

coming as a market force. What we collectively need to do now is

put in place a regulatory system that allows such competition in

an appropriate fashion.

Whi:e there may be disagreements among different

utilities about how we reach that desired result and even

different perspectives among some customers, there should not be

any hesitancy by the Commonwealth to provide its citizens with

the benefits of =etail competition as soon as possible. Whether

it be a residential customer in your district or whether it be a

manufacturing plant, a local retailer or a government facility in

your district, they all should have the ability to choose their

electric generation in a competitive free market as soon as

possible.

The estL~ted savings from retail competition vary by

prognosticator, area of ehe country and class of customer: 20-30-

40% savings S80-100 billion or even higher in savings
~~_.

na~ionwide. Those details can be debated at another time. What
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s clear is that almost everyone recognizes that there w:~~ ~2 _

reduction in cost to t~e e~d users of electricity if a

comprehensive system of competition is put in place.

Lower rates obviously help Virginia residents. They

also help Virgi~ia businesses by allowing them to be more

~ornpetitive, leading to enhanced economic development, business

expansion and jeb c=eation benefiting all Virginians.

It is fr:~~e~tly stated that the large industrial users

a~e those who will p=~marily benefit from retail competition and

t~us are its major advocates. While it is t~~e that they seek

abandonment of our cur=ent monopolistic system and the benefits

of compet~ticn, these benefits are not and cannot be limited to

manufact~=ers. They must be equally applicable to all classes of

customers ... reside~tial, commercial, governmental and

industrial ... and all within the same time frame.

It should be noted that, in fact, delay in impla~enting

consumer choice may actually hurt the residential customers more.

Some observe~s perceive the start of a trend somewhat like what

tack place with nat~=al gas before its deregulation. Because of

the cost of electricity being higher than they feel appropriate,

some large industrials across the country are beginning to by-

pass the current system by self-generation, joint ventures and

constructi~n of privately-owned transmission lines to more

comoetitive aeneration sources. Some are also negotiating
.. -- --..=.:. a.-.

special rates beca~se of their large electricity consumption. A
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few large retailers are also seeking to by-pass by procuring from

a single energy supplier and negotiating for energy through thei=

trade organizations. Likewise, there are local governments

across the country exploring the formation of m~~er-owned, non-

private purchasing cooperatives to realize savings through

competition.

The point is that it is the i~dustrials, commercial and

governmental consumers who may, at least, have some options

through size and structure to incerject some competition ... buc

not the residential customers. ALER~ favors all customers having

options of competition. If large users leave the system,

negotiate special rates or bui~d plants in states that are mcvi~g

to retail competition, it is the remaining residential customers

who will get hurt if we do noe ~ave t~~e comprehensive customer

retail competition for all cons·~e=s.

Regrettably, there will be ent~ties that will try to

delay this process to protec~ the~r market share as long as they

cani they fear competition will decrease the profits for their

companies and their shareholders. 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

bottom line. Again, understandable, but not right. Yes, there
~ .....

mar even be segments of the consumer community that would want
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the restructuring to conclude in a format that benefits the~ to

the detriment of othe= consumers. Likewise, understandable, but

~t right.

This is not an unusual situation in which you will find

yourself: listening to the impacted, Rspecial interests" properly

looking out for =hemselves, while evaluating the issues based ...

not on what any utility or business may tell you ... but on what

is in the best i~terest of all our citizens.

None cf this is to say that some utilities will not ~e

impacted. Those t~at have operational ~oscs too high or

operational efficiencies too few will be impacted ... as they

should. Those :ail~ng to respond to customer choices will be

impacted ... as t~ey should. These impacts may be reflec~ed in

reduced profits and stock prices, but is that not what business

's all about? Most =espectfully, it should be noted that the

investor-owned u~~li:ies in Virginia are for-profit businesses

designed to make a profit for their shareholders ... just like

other Vi=ginia c=moanies. They should not have immunity from

competition.

As your deliberations continue, we will share in the

future our thoughts on "how~ retail compeeitioD should take place

in Virginia. Without going into those details at this time, let

me make a couple general comments.

Simply put, the "hown of implementing consume~ choice

will involve both considerable analysis and a good, comprehensive
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plan. The "what to don --- move towards providing lowe~ electric

rates for Virginians through retail competition --- and· the

"when ft to do it --- as soon as practical --- are clear. The

"how· admit~edly involves ,some very important decisions so that

the restruct.uring put in place in Virginia is consistent: with

providing for all Virginians reliable safe electric service at'

reasonable rates.

There 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. Neithe~ can be sacrificed during

restzucturing.

All this will not be an easy undertaking. Fortunately,

we have a good State Corporation Commission and General Assembly

that recognize both thei~ 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 sec

has outlined some of those issues. Now working together, we need

to move aggressively through those opportunities in a fashion

that concludes with a restructured electri~ 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 forward" expeditiously.

In this instance ·standing still" will resul: in Virginia "losing

ground- competitively.

ALERT, Reggie and I look for~ard to working with you

and the sec in putting in place that system as soon as possible.

Thank you.
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APPENDIX M

CHRISTIAN & BARTON, L.L.P.
ATIORNEYS AT LAW

909 East Main Street. Suite 1200
Richmond, Virginia 2321"9-3095

TELEPHONE 804-697-4100 FACSIMILE 8004-697-4112 "

WRITER'SOlRECT DIAL NUMBER: 8()4..O97-4120
Imonacell@cblaw.com

REMARKS OF LOUIS R. MONACELL

ON BERALP OF

THE VIRGINIA COMMITTEE FOR FAIR UTILITY RATES

TO THE JOINT SUBCOMMITTEE STODymG
RESTRUCTURING IN THE ELECTRIC UTILITY INDUSTRY

OCTOBER 2, 1996

The Vi~ginia C~mmittee :or Fair Utility Rates is an

association of twency large indust~ial customers of Virg~nia

?owe~. It has existed since the early 19705 and regularly

par:icipates in proceedings before the State Corporat~on

Commission on matters pertaining to regulation of Virginia Power.

I appreciate the oppor~unity to address the over=iding

issue thac the Commonwealth faces regarding rest~c=uring and

competition in the electric utility indust~£. The issue is not

the steps that are needed to prepare for the restr~cturing and

competition that is already occur=ing, and that will continue to

develop. The Commission Staff, customer representatives, a~d t~e

regulated utilities are in significant agrea~ent that cer~ain

ste~s are needed to adapt and to get ready. The State

Corporation Commission -- the expert regulators - should, ~~d,
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under existing authority, for the most part can, determine and

impl~~ent these steps.

Instead, the paramount issue is whether, on the one

hand, tbe Commonwealth is to Qmbrace customer choice of

elec~ricity suppliers and be proactive, or, on the other hand,

:ear=ul of compecition, it will passively observe experie~ce in

=ther scates and wait until the United States Congress enacts

=ederal lesislacion giving customers the ability to choose their

el~c~=icity suppliers.

Oc this over=idi~g issue, although some are sc~ll

lea~ing and net yet decided, nonetheless the battle line already

~as been drawn. Arrayed on one side of the battle line are those

embracing c~stomer choice and encouraging proactive steps. These

i~cerests include three of Virginia's investor-owned utilities --

-~P/Appalachian Power, Allegheny Power, and Delmarva Power -- as

well as independent power producers, marketers that want to sell

=lec~=icity i~ Vi=ginia, and customer representatives such as

.~ERT and the Virginia Committee for Fair Utility Rates. On the

ot~e~ side of the battle line, we find those who fear the

possible consequences of granting of choice to customers in the

Commonwealth. These i~clude the Commonwealth's largest ~nvestor-

owned utility -- Virginia Power -- as well as representatives of

_he electric coope~atives in Virginia and of electric municipal

distributors in Virginia.
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No one i~ virginia, to our knowledge, advocates a flash

cut to customer choice, as opposed to a planned and measured

transition. The modest proposal we prese~t to you today is for

the Commonwealth to try "hands on" experience with custome!:'

choice in the Commonwealth.

What a=-e t:J.e "pros" for adopting this proposal? There

are at least four.

Fi=st, Vi=g~nia's citizens paying widely disparate

rates depending upon where t~ey happe~ ~o reside in the

Commonwealth. I draw your attention ~c At=achment I :0 my

prepared ra~rks.

Second, t~er= is s~gn~=ica~t rocm for L~rov~~ent in

Virgi~ia's rates.

Third, if Virginia stands st~:l, it inevitably will

lose vis-a-vis other states that improve the s~~~cture and

competitiveness of their respective elec:ric industries.

Fourth, Virginia loses if it wai~s until it is

compelled to act by federal fiat or i~dus~ry developments in

other states. I= the Commonwealth muse ac: unde~ compulsion, it

will do so with less flex~bility than the states that are already

gaining experience with retail compet~~ion initiatives. Vi~ginia

also will be lower on the learning curve than these sister

states.
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What are the "cons"? Two are cited most often: a fear

that Virginia's rates may incr~ase, and a fear that reliability

will suffer. There is, however, no proof that either fear would

materialize.

Included in the Committee's comments submitted to the

State Corporation Commission {which previously have been

d~stributed to members of this Subcommittee) are the comments of

- -. '0 11 1 . 1~e~_ry.o ock, an expert cn e_ectr~c regu atory matters.

concludes, based on his economic analysis of the cost of

He

)erati~g current generation and the case of new generation, that

Virginia's rates are likely to decrease and are not lik~ly to

increase.

Furthermore, in the natural gas industry, reliability

d~d not suffer when the interstate pipelines were completely

unbundled and gas transportation customers were given a choice of

suppliers.

More importantly, concerns of reliability and price

which can lead to endless theoretical discussions -- should net

keep Virginia from starting to obtain pragmatic, hands on

exper~ence wit~ customer choice. This is because the State

Corporation Commission 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 dece~ining the size and speed of the transition, and
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through continued regulation of price and reliability factors for

so long as necessary.

What should the General Assembly do? We submit that it

should determine, as a ~tte~ of state policy, that cuscome~

choice for all elec~~~city consumers -- residential, comme~:ial,

governmental, and indusc=ial -- is in the best interest cf the

Commonwealth, its cit~zens, and its economy. Therefore, tbe

General Ass~~ly should direct the Commission to try hands on

experience with c~stomer c~cice, scudy and develop the rules, and

implement choice when feasible.

The Vi=ginia Ccmmittee and its members loek forward t~

werking with you in addressing these ~ssues. T~ank you.

#358527
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Attachment 1

HOW VIRGIN"L.:\.'S RATES COMP..\RE

Average 1995 Electric Bills (cents/k"WhJ 1

National and Regional .~verages

United States

South .-\t1antic
(DE., !v1D, DC, VA., VVV, NC, SC, GA., FL)

Middle Atlantic (NY, NJ, P:\)

East So. Central (KY, TN, AL, MS)

East No. Central (OH~ IN, II.., Nfl, Wl)

'Vi rginia ~ s etilities

Virginia Power (67.8% of VA)

.-\PCOIAEP (l6.5~tQ)

Cooperatives/ODEC (10.6%)

Potomac Edison!APS (2. 7~/o)

Kentucky Utilities (1 0/0)

Delmarva Power (.50/0)

Cooperatives/Other (.9%)

7.16¢

6.35

9.53

5.36

6.82

6.37

4.65

8.1

6.08

4.99

8.22

7.5

I Data is from SC4ffRepon on the RestrUcruring of the Electric Industry. Scate Corporntion Commission C.1Se
~o_ ?UE950089. VoL L Table IV-Al (July 1996). The percenuges shown are the percentages of Virginia's retail
customers served by each supplier as reponed in the S[3ffRepon. page 161.
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Hoecnst Catanese

October 2., 1996

:-icec::Si: Ca!anese C.:n:;craticn
i=Q Sex 324.1.1 •

Cl"Iancne. NC 28232-997:3
704 55~ 2CCO

Testimony before the Virgini3 Genenl Assembly Subcommittee on Electricity
Restructuring

Tnank you for the opportur.ity to prese.~t infcrnlation en the issue ofEleetricity
RestructuOlg.

My name is James Vol. York., and I re:;rese:1t HoedlSt C~ese. ~fy title is Purchasing
Manag2! fer the Fibers Grou? in Charlotte~ Nor..h Carolin,a, with responsibilities for
energy proc~e:nerlr.

Our division ofHoechst has seve:1, plants in Norill a..'T'ld South Carolina, and Of'..e mC"Jity in
Na.rrOWS~ \r~ I am here ~o vreSe:1! the 'Josiricn on the issue ofelectricirv- .. ~

restrucrur.J".g on behalf ufi...~e Narrows ?1ant, which. direc'dy ~ploys 1900 people at this
site. Tne NaI:'oWS faC=Jiry is a c~!ome= ofAme..~C3I1 Elec:I:c Power ofVu-g::inia.

.~erican Electric Power has provided a reliable supply of power at a price lower than
other V~-nia utilities. However., our company is most supportive ofthe movement
towards restrucmr~ ofthe elec~ciry mar:ke~ whicb will provide for customer choice.

Electricity is the only commodity~t our company purchases for which there are no
competitive options. However., customer choice cormotes issues ofimportance other than
just the ri~bt to purchase electriciry at the retailleve1. Current regulations do not provide
an opportUniry to seek other provide:-s for elec~city, but they also severely restrict the
ability ofthe Narrows facJiry to maxiwiz: irs total oergy balance. Tnis situation for
Narrows and other energy intensive companies can lead to incre:lSed fuel usage,
ovironmotal issues, and impacts total costs and competitiveness.

The l.4Report on the Restructw:i:ng ofthe Electric Indus~ issued by the Staffofthe State
Corporation Commissio~summarized many of the key points thar should be considered.
VIhi1e recogni:zing the compl~'ciry ofthe is:ues, and the need to pr~~d cautiously~ it is
our request that the C~neral Assembly Subcommittee initiate the efforts to begin the
process. Vlhile the issues are complex., there are solutions to the obstacles that will allow
the benefits of Customer Choice t~ be achieved by all customer classes in VIrginia . The
potential economic be..'1efit to all elec:ricity custome:s is too great to delay starting the
process.
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Hcec~st Celanese C,:;;::;Cfclt'C.-1

?O Sox 32414 _
Chanotte. NC 28232-9973
7045542000

It is the recommendation ofHoechst Celanese that the Genera1.Assembly pass legislation
that would ensure the enactment ofCustomer Choice for all customer classes not later
than JanuaIy 1, 2000.

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

1. Ensuring that all customer classes can benefit
2. No cost shifting to other customer classes
3. Recovery ofstranded costs
4. Ensure system reliability
5. Reciprocity within and between states
o. Social concems
7. Environmental concerns

These points and others have been mentioned as barriers to implementation. Hoechst
Celanese does not have the answer to ill ofthe issues7 but strongly believes that the
General Assembly can bring together resources from all concerned parties to develop a
plan that will allow for restructuring.

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

Respectfully submitted,
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APPt.NJJIA l

V I R GIN I A
ClnZENS CONSUMER COUNC1L

Joint Subcommittee Studying
Restructuring in the Electric Utility Industry

• October 2~ 1996

Remarks
Jean Ann Fox~ President

Virginia Citizens Consumer Council

Mr. Chairman, members of the committee, thank you for inviting me to discu:ss

restructuring of the electric utility industry from the perspective of residential electric customers.

Earlier this year, VCCC members arid representatives from low income, housing, and senior

citizen organizations met wlth the sec staff during the preparation of their report to outline

principles important to protecting residential customers in a transition to a more competitive

electric industry. This moming, I Win expand on those principles with you.

Competition or "cus~omer 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 ifand 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 fairness of electric rates, the quality and reliability

of service~ protection of the environmen~ 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. Rei iable, 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, unreliable 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 s~iety, 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.

u41s for a restructured electric industry:

1. Restructuring, Not Cost Shifting. Any restructuring of the electric utility industry must

provide for rate fairness. All classes of customers must benefit equitably. Large utility

customers must not benefit at the expense of smaller business and residential customers. Wnen

utilities talk about "pricing flexibility, tt 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 aU 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 affordabie biBs for low-income customers.

Utilities want perfonnance-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 regulation at the right time is going to be tricky. The hardest task will

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 finn. Getting the timing right is

essential.

4. Fair Allocation of the Costs of Past and Current Decision. The costs resulting from past

and current decisions on plant invesnnents must be fairly borne by the stakeholders after the '

Commission has carefully detennined if there are any legitimate transition costs. Stranded cost

iecovery 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 omy

entitled to an opportunity to earn a. fair rate of return on investment. Utilities are not entitled to

recover misrepol1ed costs, misallocated costs, excess profits, inefficiently incurred costs,

strategic investments or outmoded costs. In Virginia, plants must be "used and useful" to be

included in charges to customers.

You and I did not sign a "regulatory compact" with our electric utility. Even if costs

were prudently incurred, but not yet recovered, utilities are not entitled to indemnification

against technological or market change. Utilities earn a risk premium in their allowed rate of

return. Investors have already been compensated for all risks, as the Attorney General's

comments to the Commission reflect.



If incumbent utilities are allowed to recover broadly defined "stranded investrnents,fl they

will have an anti-competitive advantage over any new entrant which does not have access to

captive ratepayers' pockets. If recovery ofjustified "stranded investment" is handled incorrectly,

the result could very well delay implementation of effective competition.

5. Fair Competition. Self-dealing on generation of electricity should be prohibited.

Transmission and distribution should remain monopolies with prices regulated by the sec.

The National Association ofRegulatory Utility Commissioners Principles to Guide the

Restructuring of the Elec-:ric Industry state that consun:ters should be protected from ann
competitive behavior and undue discrimination., with regulatory processes continuing where

~ffective competition is absent and where monopolies and other fonns of market power remain.

iarket power concerns are panicularly relevant, NARUC says.. when considering elecnic utility

mergers and acquisitions.

6. Universal Service. Universal service is the availability to ail Virginians of a reasonable level

of electricity service at prices that do not strain household budgets or result in excess profits for

electricity suppliers. The concept of Wliversal service has traditionally rested upon a

commitment by a single provider to ensure that service will be available. This obligation to

serve commionent 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 cornerstone 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 proponion ofhouseholds who sacrifice necessities of life just to keep the power on. As we

move aheacL we must not leave our poorest citizens behind.

7. Customer Service and Consumer ProtectioD.- 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 see should revisit its 20-year old customer service rules

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

plans~ deposits and pay-by periods.

Since utility companies are exempt from the Virginia Consumer Protection Act. the

Commission must include prohibitions against unf~ir and deceptive acts and practices along wltb

a dispute resolution system. In a competitive market~ consumer abuses are more likely, such as

unauthorized s\Vitching of providers. In long distance service, this is called IIslamrning." 'Nhen

it happens with electric companies, I guess we'll call it "shocking."

Consumers ~Il 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.

I understand that the retail wheeling 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 a11 segments

of the communiry in addressing the issues and participating in public policy decisions~ but the
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public must be informed and involved 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 forvvard to participating in the public discussion ofhow all of Virginia's

consumers can benefit from an improved electric industry. Thank you for pennitting us to share

our concerns at the outset with this committee.

eleccioc.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.

• If electric utilities will sell gas, gas companies must be permitted to sell electricity.

• Unbundled prices for generation, transmission, and distribution should be
developed and implemented on a controlled, 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 C:Jstomers.

• For gas utilities, the developments include: .

- Wellhead natural gas markets are fully deregulated, and as a result of FERC Order
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 almost three years.

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

• For electric utilities, the developments include:

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

FERC has mandated open acces~. and is seeking to establish a competitive
wholesale power marke~..

RETAJL 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 markets 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.

={ELEVANCE TO VIRGINIA

• In Virginia, only on the gas side have these competItIve developments been
cascaded to provide some retail gas customers equally significant choices, and
Washington Gas expects shortjy 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 ..

iES?ONSE TO THE STAFF REPORT

Washington Gas is concerned that Sta;~'s "go slow" recommendations do not go
far enough.

•

•

•

The market is changing rapidly. Much like the Staff report, Maryfand concluded,
only one year ago, that 'the Si:ate benefited from low cost electricity providers and
that no action was appropriate. Since the Virginia Staff report was issued,
rv1aryland announced that it would revisit these 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 significant
disadvantage in the emerging competitive market and confers a significant
advantage upon the electric utilities.

iEQUESTED REMEDIES

•

•

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

Customers will benefit from the increased competition when gas companies can
sell electricity in the same way electric companies can sail gas.

A-I09



COMl\1ENTS OF

JOSEPH M. SCHEPIS

SENIOR vICE PRESIDENT

WASHINGTON GAS LIGHT COMPA.NY, INC.

BEFORE THE

JOlliT SUBCOl\tfMII lEE STUDYING

POTENTIAL CHAi'lGES IN

RESTRUCTURING THE ELECTRICAL UTILITY INDUSTRY

OCTOBER 2, 1996

A-110



COMMENTS OF JOSEPH M. SCHEPIS
SENIOR VICE PRESIDENT

WASHINGTON GAS LIGHT COMPANY, INC.

\lTRODUCT10N

~y name is Joseph M. Schepis. I am a Senior Vice President of Vvashington Gas
,ight Company (Washington Gas or Company), the natural gas local di5tj";b~'tic;j

ompany that provides natural gas service to approximately 300,000 custom·ers irl

:orthern Virginia. I commend the Joint Subcommittee Studying Potentiai Changes in
testructuring the Electrical Utility Industry. I am pJeased to be before you to exprsss
Vashington Gas' viewpoint.

Vashington Gas believes that unbundled prices for generation, transmission, and
'istribution should be developed and implemented on a pilot program basis. By doing
0, you will help to bring the benefits of competition to the residents and busj~esses

, Virginia and ensure a level playing field for participants in the energy markets in
lirginia. But you must also ensure that resulting competition is fair: If electric utiHties
re allowed to sell natural gas {as they are now doing}, gas utilities should be allowed
;:) sell electricity.

~v comments focus on why Washington Gas believes this to be so. They are
tured into six sections. I'll discuss recent activity in the wholesale energy

.drkets. Retail competition activities are described next. This is followed by a
iscussion of the relevance of these activhies to Virginia energy consumers. My
omments next briefly address the Virginia State Corporation Commission Staff Reoan
n the Restructuring of the Electric Industry. Washington Gas has already filed
omments on this report with the Virginia State Corporation Commission, which I am
1aking available to Subcommittee members today. I believe that this report wiH likely
srve as a major input to any industry restructuring in the Commonwealth, and
herefore warrants a careful review and evaluation. A section on requested remedies
nd a conclusion end my remarks.

VHOLESALE COMPETITIVE DEVELOPMENTS

"he delivery of natural gas by natural gas utilities and the delivery of electricity by the
lectric utiiities to end use customers in Virginia are both regulated, and the nature of
loth have been profoundly affected by developments at the Federai level iei~Hing to
lectric generation, electric transmission, natural gas production, and interstate
,ipeline transportation and storage markets. These interstate developments have guven
:as and electric utilities greater and more economic choices in securing energy
upplies to serve their local customers.

~flhead natural gas markets are fully deregulated, and as a result of FERC Order No.
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636, wellhead safes are made to upstream interstate pipeline delivery points in a
highly competitive market. Interstate pipeline transportation and storage services
have been fully unbundled for almost three years. With capacity release, unregulated
c:ty 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
options.

!n 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
'Nholesale and ancillary service tariffs in Order No. 888 and is seeking to establish a
competitive wholesale power market. Market based transmission pricing in secondary
rnarkets is also being explored and electronic information system standards for both
gas and electric markets are in piace.

RETAIL COMPETITIVE DEVELOPMENTS

!r:trastate energy markets are also becoming increasingly competitive as evidenced by
piiot programs in other states reflecting pervasive retail unbundling of interruptible 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,
electric utilities and combination utilities as well as natural gas and power marketers,
both independent and affiliated with interstate pipelines, and other utilities.

These activities are also evident in the recent merger activity among energy utilities,
as 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&PL 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 EnergyOnline, September 26,

., 995, ItElectrics eventually are expected to seek merger opportunities that will create
national companies with ties in both eiectricity and gas markets. It

Utilities are also 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
Gas believes that utilities will continue to focus on the provision of these types of
services, and probably others that have not yet been fully developed.

A-112



qegardless 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. The
provision of energy has historically accounted for about 90% 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
business 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
tc provide some retail gas customers equally significant choices. And only on the gas
side, are initiatives being undertaken to increase such choices. These developments
have even progressed to the point where electric companies are currently providing
natural gas to major customers within the franchise areas of natural gas local
distribution utilities. For example, an electric company akeady supplies the natural gas
Tor certain retail customers within the Washington Gas franchise area. While
'Nashington Gas cautions that it is important that this business not be subsidized by
utility operations, Washington Gas welcomes fair and honest competition because it
provides choice to our customers.

These developments are significant and germane to issues of electricity restructuring
in Virginia because development of energy service mark.ets is now skewed in favor of
single, combination utility providers and electric utilities with natural gas marketing
affiliates. 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,
inciuding 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,
eiectric utilities can learn the gas business while their basic market (electricity) is
protected. These "virtual" combination utilities are already 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 incfude larger players in a protected market competing against smaller
players in bitterly competitive markets. The difficulty 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. 2 Washington
Gas believes that the problem with such an appr'oach 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 beHeves 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 workable remedy to the prob'ems outJined in the above
discussion. The Company proposes that the legislature encourage the opening of the
electricity market, at least on a pilot program basis. Such a proposal may even be
philosophicaJly more in line with Staff's go slow approach, which provides significant
protections for the electric industry.

In proposing this remedy I 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 aHow aU interested participants the
opportunity 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 abiJity of a comoetitive market to send accurate price signals
to spur new construction. Washington Gas is mindful of the need
to ensure an adequate and reHable supply of electricity, and would
regard any effort at retail competition that did not provide such

. assurances as an abysmal failure. However, the pifot program
approach is designed precisely to address these types of
concerns.

2 "SeC report urges caution, Says state should move slowfy in effort to
restructure electric power business." The Richmond Times-Dispatch, 8/2/96.
"Virginia Regulators Want to Go Slow on Electric Deregulation." EnergyOnline,
August 8, 1996.
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• The ability of all customers to partIcIpate in the competItive
market. Having developed and implemented pilot ;:rograrr:s 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' 5 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 aoverning 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 aU models of
increased retail competition, the Virginia State Corporation
Commission will still regulate 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 linte to gain and much to lose from retail comcetirion.
This appears to Washington Gas to be speculative. What is ciear
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.

CONCLUSION

In conclusion r Washington Gas strongly urge~ the legislature to encourage retail
-"mpetition 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 competition
were encouraged, but Washington Gas beJieves 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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APPENDIXQ

Joint Subcommittee studyinq
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 elect=ic 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 are 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 bo~h 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 properly. If done

~properly, deregulation will increase the environmental damage

caused by power production.

In order to promote a cleaner, more sustainable energy

future, electric utility restructuring must provide net

environmental benefits and include specific elements such as

:unding for energy efficiency and renewable energy.

Pollution Impacts

I'd like to focus first ~n 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 (5°2 ), 33% of the

nitrogen oxides (NO:), and 35% of the carbon dioxide (C02 )

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, aquatic life has disappeared from streams due to

.cid rain, and ozone pollution damages native plants.

In addition to fossil fuel plant impacts, nuclear power

plants produce a substantial amount of both high and low level

radioactive 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 sec staffls 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 of power plants built and operated, and thus may have a

major impact on a~r 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 also 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 agriculture 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, economic 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 Regulatory 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.

~pacts on Enerqy Efficiency and Renewable znergy

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 technoloqies 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 aren1t 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, sec has strongly encouraged utility investment in

conservation and load management -- as the Commission has stated

~cost effectiveCLM 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, EX parte: In re, Investigation of

Conservation and Load Management Programs, Case No. PUE900070,

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 also reduce

utilities' present and I future environmental compliance costs,

thus cutting our utility rates.
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Energy eff iciency imp::-cve=~nts can also ..:-eauce o·;.:z- ~"~:"j.._:.y

-_ls by cutting individual consumption and by lowering ~he to~al

cost cf the elec"tric system we must pay for, since improving the

efficiency of ccnsumption is often cheaper than building

buying powe~ to meet consumers' electric demand.

What will be the impact of restructuring on utility

investments in energy efficiency:

As the sec 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 jeopardy 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 foc~sing 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 90%.

Even worse, utilities increasingly are focusinq on programs

to promote customer electricity use. These promotional efforts

harken back to the 1960's, when utilities pushed all-electric

homes Which lacked any efficiency measures, regardless of the

imp~ct 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

staqgerinq. These actions are clearly contrary to the pUblic

interest ..

The National Association of 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 importance of these investments and ensure that

they are not lost during restructuring.

Conclusion

Restructuring is a complex 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.

r 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 pollution levels and on funding of

energy efficiency and renewable energy. Promoting environmental

protection and maintaining or improving environmental quality

should be ensured in any form of restructuring in,Virginia.

I thank you for the opportunity to present these remarks.
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*

ENVl:RONHEmAL IXPACTS
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 guiding this industry are likely to
have significant environmental impacts.

current Enyironmental Impacts of Utilities

*

*

*

Electric power plants release approximately 70% of the
sulfur dioxide (SO:), 33% of the nitrogen oxides (NOx ) , 35%
of the carbon dioxide (CO~), 32% of the particulate matter
(PM), and 23% of the mercury emitted in the country.

Power plant emissions are a pri~ary contributor to acid
rain, reduced visibility from smog, ground-level ozone,
global climate change, and other serious problems.
These pollutants harm air and water quality, 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 transmission lines/ as well as production
of high-level radioactive wastes by nuclear plants.

Potential Enyironmental Impacts of Restructuring

*

*

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 siqnificantly.

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 environmental 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 CO2 and 85,000 tons of NOx per year above
what was otherwise projected.

Further, if utilities are allowed to ignore the long
term costs of power 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 position
themselves for competition.

Addressing the Enyironmental Impacts of Restructuring

* 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 incr~ased 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 HORE INFORMATION, CONTACT JEFF GLEASON OR TRIP POLLARD
AT SELC, :804)977-409C



Remarks oCMark Rubin
on behalf of the Air Conditioning Contractors of America

The Virginia Chapters
Before the Subcommittee Studying Electricity Deregulation Issues

October 2, 1996

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

The Air Conditioning Contractors ofAmerica., or ACCA would like to bring to
the attention of the Subcommittee several issues related to the possible deregulation 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 monopoJy
utility companies is to consider broadening their base ofbusiness into fields which are
somewhat related to their core business ofsupplying 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 ofadditional competitors into their businesses. The observation
that more than 4,000 individual heating and cooling companies currentJy compete for
customers' business in Virginia indicates that the ACCA members are used to a
competitive envirorunent and capable ofsurviving and thriving in a competitive
environment.

The crux of the ACCA members' concern, however, is that the entry of regulated
monopoly utility companies represents not just the entry ofanother competitor, but rather
the entry ofa 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 ofthe 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 ofcertain affiliate transactions with the State
Corporation Commission. The ACCA members became aware of that application and
filed a Prot~ 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, Vtrginia 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 ofbusiness and that it would re-file that portion of its application
at a future time.

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

In particular, the ACCA members are concerned tha~ for example, Virginia
Power-and only Virginia Power-has infonnation about its customers which would be
extremeJy useful 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 informatio~ Virginia Power has indicated that it will use other
monopoly advantages to promote its business~ by mailing advertisements offering its
warranty service to its 1.9 miIIion eleCtricity consumers in the same envelope with the
monthly electric bill. These are significant advantages available onJy to Virginia Power
and the basis for ACCA's assertion that Virginia Power would be an unfair competitor.
These advantages exist for Virginia Power only 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 ofsuch 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
virtuaJly 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 locaJ electricity distribution company operating as a monopoly to provide retail
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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 Staf( in its Report on Industry
Resuvcturing, 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 seJl electricity to end users, a significant
disadvantage because only the utility can offer a fuji C4energy 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:

(lWhen 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 future will shift
from cost of service, rate case reviews to the monitoring ofaffiliate
transactions and the separation of monopoly and competitive activities to
help maintain a level playing field."

The ACCA groups are hopeful ofcontinuing discussions with Virginia Power to
resolve the many problems inherent in that utility's venture into the energy services
business. HoweverJ 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 ofthis problem affecting thousands ofsmail businesses across Virginia

##
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