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Preface

In December, 1996, a white paper was written by Gene Hanes of the Advisory Staff
pointing out the escdating debate over, and probable implementation of, a radicaly different
eectricity market in the United States. Based on this information, the three Commissioners, by
Memorandum of December 13, 1996, directed the formation of an Electric Industry Restructuring
Task Force composed of Judy MclLean, Director of the Advisory Divison, Janice Hamilton,
Director of the Energy Divison, and Carl Evans, Director of the Legad Divison. Ther directive
was to conduct a study, and recommend to the Commission "a plan through which the Alabama
Public Service Commisson may explore the potentid results for Alabamas ratepayers and
economy of deregulating the eectric industry.”

To accomplish this task, the Directors, in a January 1997 Memorandum, appointed a Staff
Electric Industry Restructuring Task Force and directed them to study the issues and prepare a
report based on their study. The Staff Task Force has met on a nearly weekly basis since that time,
and this report reflects their sudy and recommendations.

It will be apparent that the Staff Task Force has not attempted to answer questions, but to
raise issues and provide a history and overview. This is a “dice-of-time’ report that will be dynamic
a both the state and federd levels. It will require the resources of many to explore the issues fully,

attempt to answer the questions raised, and recommend a definitive course of action for change.

Respectfully submitted,
Staff Electric Industry Restructuring Task Force

Gene Hanes Bernard Givan
Advisory Staff Energy Divison
Gene Ritts Rolland Casey
Advisory Staff Energy Divison



October 10, 1997



|. A Brief History of Regulation

The current eectric industry and its regulatory structure are products of economic and
politica evolutions1 In 1938, in the midst of marked changesin the regulation of uilities, it was
written:

It is not thought...that regulation has whally supplanted, or is designed to supplant
comptition. Present attitudes and governmenta policies regarding public utility enterprise reflect
the influence of an evolutionary history duri ng which the benefits that attach to competitive
enterprise have been reluctantly abandoned.

This obsarvation was made during the time that federd regulaiion was being implemented in an
effort to help control inequitable actions of utilities that had been alowed to operate, for the most
pat, with little regulation, and with much reliance on competition. Skipping ahead 50 years to
1988, it was said:

Now, the naturd monopoly rationde for regulaion is under attack. Economies of
scde may no longer exis for the generation of eectricity, in which case generation
could be deregulated, provided that a transmisson system exigts that could connect
competitive generators to customers.  Competition exists now in the sense that large
customers choose between producing their own dectricity or buying it from the loca
utility...perhaps competition has not come faster because of the regulatory
process...(much) of the debate about competition has a Rube Goldberg-like qudity
to it. Academics, government dficids and regulators want to determine in advance
the optima format of the new sysem...(while) in redity, the market will evolve and
provide ad hoc solutions while the debate drones on.®

(Footnotes omitted).

The changes and steady movement forward since this was written in 1988 are what bring us
to the present dtate of affairs that prompt the writing of this Staff Report. The coincident stages of
development of the industry and the regulatory climate from a nationd and Alabama perspective

! charles stal on, "The Historical Context of U.S. Electric Industry Restructuring: Selections Emphasizing
Public Policy Decisions: Part I," NRRI Quarterly Bulletin 17, no.1 (1996): pp. 45-53.

2G. L. Wilson, J. M. Herring and R. B. Eutder, Public Utility Regulation (New Y ork: McGraw-Hill Book
Company, Inc, 1938) p.6.

3| eonard S. Hyman, America's Electric Utilities: Past, Present and Future (Arlington, Va.: Public Utilities
Reports, Inc., Third Edition, 1988) pp. 272-276.



must be briefly examined to define the circumstances that bring us to the brink of restructuring an
indusiry that has been regulated in some fashion for over 100 years.

It has been suggested that the stages of eectric utility industry development can be broken
down into five time periods, with corresponding policy decisions that bring us to the present.*
(Table 1, page 8). The fird stage, with industry focus on generation economies, was from 1890 to
1910. During this time, dectric firms severd normdly serving within a dngle municipdity,
operated under a franchise from the city. It was with the establishment of these franchise contracts
that the foundation for the "regulatory compact” was lad, and the converson from eectric firms
serving the public, o public utilities occurred.  The regulatory compact developed during this period
has the following characteridtics.

[ | A firmis granted a monopoly within its franchise territory.

[ | Thefirmisrequired to satisfy dl reasonable demands for servicein itsterritory.

[ | The rates charged and the terms and conditions for service provison are subject to
regulation by city, Sate and/or federa agencies.

[ | The utility obligation and duty to render adegquate service a reasonable and
nondiscriminatory rates s rewarded by a reasonable return on the value of the property devoted to
and used in the service to the public.

This regulatory compact, fird set in place by the cities, has been perpetuated by Sate
governments and the federa government, as each has become a complement to, and in many cases a
subdtitute for, municipal regulation.

During this time, the Alabama legidature created the Railroad Commisson of Alabama in
1881. The early Ralroad Commisson served an advisory function, with generd supervison duties
only, without any power to compel obedience® The agency was for the most part a fact-finding
agency of the Legidaure. The duties were confined to the collection of dtaidtics, the recaiving of
periodic reports, the appraisal of property for rights of way and other genera duties. Prior to 1907,
few commissons, sate or loca were established with jurisdiction over utilities other than railroads,

4stal on, op. cit., p. 46.

®Code of Alabama, 1975, Code Commissioner's Note to 837-2-3, citing Nashville, C. & St. L. Ry. v. Sate, 137
Ala 439, 34 So. 401 (1903).



and Alabama was no exception.  During the period from 1902 to 1907 certain railroad
commissions were given jurisdiction over dreet railways and telephone companies, but for the most
part, utilities other than railroads were regulated, if at dl, by the terms of franchises granted by locd
authorities.

The second stage of industry development, with indudtry focus on interconnection
economies, occurred between 1910 and 1935.° During this period it became evident that economies
of scope and scae in generdtion and transmission were possible by merging two or more municipd
gysems and interconnecting them with trangmisson lines. The ideology of the day, tha a
municipd system sarved its ditizen-customers, was not well suited to this change, resulting in the
growth of investor owned utilities (IOU's) that were not so congtrained. City after dty decided that
sling its system to an IOU was the best gpproach. The practice of a sngle IOU sarving many
cities undermined the effectiveness of municipa regulators, leading to a cdl for the Sates to assume
that responsibility.” So rapid was the growth of state utility commissions, that by 1913 hdf of the
gtates had established commissions of the modern type.

Alabama was no exception to the rule, and in 1915 the Alabama Public Service Commission
(APSC) was created by the Alabama legidature as successor to the Ralroad Commisson of
Alabama. Between that time and 1935, the scope of the APSC was expanded severd times. In
1915, the Ralroad Commisson was dready charged with duties involving ralroads and
communications companies, and that year the Legidature added the regulation of utilities providing
eectric, gas and water sarvice, In 1920 the Commission's authority was expanded when the
Legidature made it responsble for utility rates. In 1927, 1931 and 1932 motor transportation
regulation was added as a function of the APSC.8

The third phase of industry and regulatory development was the period from 1935 to 1978.
While the industry was till concerned with interconnection economies, the industry was marked by
the increase of interdtate trade and the beginnings of federa regulation. In 1935 the Federal Power

bstal on, op. cit., p. 48.
" Stal on, op. cit., p. 49.

8 Alabama Public Service Commission, 1996 Annual Report, p. 39.



Act (FPA) was enacted by Congress to close a "regulatory gap" created when the U.S. Supreme
Court, in the 1927 Attleboro decison, held that state controls over interstate transactions imposed a
direct burden on interstate commerce, in direct violation of the Commerce Clause of the United
States Congtitution (Public Utility Commission v. Attleboro Seam & Electric Co., 273 U.S. 83,
1927). The FPA, expanding the role of the Federal Power Commission (predecessor to the Federa
Energy Regulatory Commisson), and passage of the Public Utilities Holding Company Act
(PUHCA), dl in 1935, were €efforts intended to complement state regulation rather than substitute
for it° The FPA and PUHCA have generdly been seen as successful in restoring the effectiveness
of date commissons, the effectiveness that had been eroded by waves of mergers of holding
companies, the stock market crash of 1930, and the subsequent collapse of many holding
companies. While the federd government was trying to bolster state commission power over |10US,
it was dso expanding ownership diversty. Thisisthe fourth stage of industry development.

During the fourth stage of industry development, beginning in the early 1930s and
continuing to this day, the federd government expanded the role of federd-owned utilities, publicly
owned utilities, and consumer-owned utilities. Severd actions that encouraged the growth of these
entities were encouragement of: (1) watershed development, emphasizing flood control, recrestion,
and the production of eectricity; (2) power marketing agencies (PMAS) to sdll power produced by
the Army Corps of Engineers and the Interior Department; (3) rurd dectrification; and, (4)
subgdies in the form of low interest loans and grants of rights to buy power from TVA and the
federa PMAs at low prices were provided to coops, public utility districts, and municipals.®

The utilities that were expanded during this period were not subject to traditiona Sate
regulatory control. Instead, they were ether sdf-regulaiing or lightly regulated by the federd
government. The TVA was defined to be its own regulatory agency, while the PMAs were
executive branch agencies.  The rurad coops were lightly regulated by the Rurd Electrification
Adminigration. Each of these entities created their own transmisson systems for their own needs

to interconnect to IOU transmission lines, resulting in transmission networks that became economic

%Charles Stal on, "The Historical Context of U.S. Electric Industry Restructuring: Selections Emphasizing Public
Policy Decisions. Part 11," NRRI Quarterly Bulletin 17, no. 2 (1996): pp. 189-190.

10)hid., pp. 193 - 196.



entities with o government regulaion. This led to the same incentives for interconnection that had
previoudy led to the collgpse of municipa and State regulation, and was subverting the legitimacy
of federd regulation under the FPA.

There were three mgjor consequences of the interconnections. These outcomes were growth
in power trades among utilities, growth of power pooling, and a need for system standards and
regulations During the 1950s, 1960s, and 1970s, the federal government took a series of actions
to expand its influence and control over standards for operating interconnected networks and the
plants connected to them. Since this effort did not infringe on the traditiond date regulation of
prices and rates of return, there was little resstance to these actions. In 1968, the North American
Electric Rdiability Council (NERC) and its associated regiond rdiability councils (RRCs) were
crested as government sanctioned and protected organizations that were "voluntary” joint ventures
of utilitiesthat are today major eementsin the regulatory system.

The fifth stage of indusiry development began in 1979, and like the fourth stage continues
today. This phase has been referred to as: Federal Regulation Phase I1: PURPA and Beyond.*? One
noted scholar, Leonard Hyman, has stated that four mgor events during the 1960s and 1970s shook
the foundations of the eectric industry, and that the firgt three led to the passage of the Public Utility
Regulatory Policies Act (PURPA) of 1978, and can be seen as the roots of where we find ourselves
today concerning restructuring.®® These three events were the Northeast Blackout of 1965, the Arab
Oil Embargo of 1973-74, and the omisson of Consolidated Edison's common stock dividend in
1974. Based on these incidents, Congress tried to encourage more efficient pricing of eectricity,
reduce the consumption of foreign oil, help energy conservation, and develop competition in

generation through passage of PURPA.

Ypid., p.194.
12)hid., p. 19.

13| eonard s. Hyman, America's Electric Utilities. Past, Present and Future, (Arlington, VA: Public Utilities
Reports, Inc., Sixth Edition, 1997) pp. 145-146. The fourth event Hyman describes came after the passage of PURPA
in 1978, but had disastrous effects for the nuclear segment of the industry. That event was the nuclear accident at Three
Mileldland in March 1979.



In an attempt to promote energy conservation and production fom sources other than fossl
fuds, PURPA dlowed cogenerators and smdl independent producers, known as qudifying
facilities (QFs), to force I0Us to purchase their energy. The new law simulated an entiredy new set
of power generators, and their rise and glimmerings of a successful marketplace were sufficient to
generate the beginnings of the serious doubts about the "natural monopoly” datus of dectric utility
generation.’* Few saw the significance of PURPA & the time it was passed: it opened what had
been a closed sysem to new entrants.  This process gained momentum when utility management
decided that it was better to buy from others than to risk their own capitd. PURPA was one
response to the economic dStuation in which dectric utilities found themsdves. The price for
eectricity had steadily falen from 1882 to 1969, while usage during the same period had increased
as seadily. Beginning in 1960, there came an end to incressing generating efficiencies, a rapid rise
in fud cods, and rampant inflation that pushed the price of dectricity upward, with a resulting
dowing of sales The 1970s were a period of declining profitability, lowered bond ratings, faling
sock prices and an industry in turmoil.®®  With the beginning of the 1980s, managements,
legidators, and regulators began to take remedid action. They cut overblown spending programs,
reduced operating expenses, and tried to promote conservation over the building of expensve new
plants. During this same time period, academicians and policymakers were exploring the possbility
that the era of sanctioned monopoly was no longer the gppropriate modd for the eectric utility
industry.  Numerous articles were written during the late 1970s and early 1980s that explored the
posshility that a move to market forces and competition was the preferred course for what had been
atightly regulated industry for decades.

By the late 1980s there was a definite attitude that the system itself needed changing. For
the most part, the industry opposed any change that would destroy their monopoly position, and
regulators were reluctant to give up any of their powers. Large customers, however, pushed to open
a sysdem that had served them wdl in the past, but now chained them to high cost eectricity

14Doug Bandow, Competition In Electric Power: Strategies For Reform, Policy Report Number 14, July 1996,
John Locke Foundation, Raleigh, N.C., p.12.

15Hyman, op. cit, p. 164.



suppliers when they had lower cost dternatives available® These customers fet that they could
pick their own airline, long distance company, or naturd gas provider, O why not their choice of
eectricity supplier? Eventudly, some high-cost states and the Federa government began to ask the
same question. The Federd response has seen the passage of the Energy Policy Act of 1992, FERC
Order 888", and a recent spate of activity in Congress for a federa restructuring bill. At the same
time, the states began a flurry of activity to determine the proper boundaries for competition in ther
jurisdictions.

In October 1992, the U.S. Congress enacted the Energy Policy Act of 1992. This legidation,
according to Hyman, "greased the skids for greater competition within the eectric supply
industry."*® The Act made it much essier for newcomers, such as exempt wholesale generators, or
independent power producers, to enter the power generation business by lifting PUHCA redtrictions,
and the Act aso opened up the use of the utility's transmisson lines to competing generators. These
actions were for the wholesdle jurisdiction, and FERC was specificdly precluded from being
dlowed to order retall wheding (the sde of dectricity directly to the consumer by a producer other
than the customer's loca utility), but the states were given no such redriction.  The net result, as
with PURPA, was more firms in the wholesde dectric generating business, with the added plus of
open transmisson lines s0 the new entrants could connect with more customers. The FERC,
charged with implementing the Act, issued its own set of proposas in 1995. In Order 888, the
FERC formdized its rules on compstitive wholesdle wheding, requiring open access to the
ectricd grid and limiting transmission prices.

In summary, the dectric utility industry verticdly integrated from its inception from
generation through transmisson to didtribution, while the industry penetration of the market grew
sde by sde with regulation.’® Regulation began a the request of civic reformers and certain

81pid., p.167.

1 Federal Energy Regulatory Commission, Promoting Wholesale Competition Through Open Access
NonDiscriminatory Transmission Services by Public Utilities and Transmitting Utilities, Final Rule, Docket Nos.
RM95-8-000 and RM94-7-000, Order 888 (April 24, 1996), 61 Fed. Reg. 21450 (May 10, 1996).

18Hyman, op. cit., p.152.

19Hyman, op. cit., p. 163.



eements in the utility industry. Holding companies were pralific by the 1920s, but financid abuse
led to the collapse of many and the increased regulation of those that remained. During this same
period, the New Ded built huge Federd power agencies that are in the mix today. For most of its
history the industry was able to capitalize on economies of scope and scale. This ride ended in the
1960s, and was fdt financidly in the 1970s. By the late 1980s, the winds of change were in the air.
After anadlyss, state and Federd regulators began to conclude that in many instances the generaion
of eectricity no longer conditutes a natura monopoly, and that competition among generators can
benefit the public. Some dates have gone further, and have decided that consumers can choose
therr supplier of energy, dthough the transmisson and digribution functions remain regulaed to
protect reliability, price, and safety.

TABLE 1
Stages of Industry Development

Higtorical Phase Approximate Dates Industry Focus
Municipa Firms& Municipa 1890 - 1910 Generation Economies
Regulation
Intercity Transmission & State 1910- 1935 | nterconnection Economies
Regulation
Interstate Trade & Federd 1935 - 1978 I nterconnection Economies
Regulation: Phase |
Ownership Diversty & 1933 - I ntersystem Coordination
Industry Sdlf-Regulation
Federd Regulation Phase 1 1979 - Intersystem Trading
PURPA & Beyond

SOURCE: Charles Stdon, "The Hidoricd Context of U.S. Electric Indusry Restructuring:
Sdections Emphasizing Public Policy Decisons Part 1," NRRI Quarterly Bulletin 17, no. 1 (1996):
p.46.

It could now be argued that there should be a sixth higtorical phase of industry development,
based on the actions and reactions to the developments previoudy described dealing with PURPA,
the Energy Policy Act, and FERC Order 888. This phase could be termed State Regulation: Phase
[l, with a garting date in the late 1980s. The industry focus would be the opening of retall markets

to competition. The regulatory focus would be on an increased need for date and federa



cooperation, with the states taking the regulatory lead in the retail restructuring effort. State actions
will be discussed more fully in Section VI of this report, beginning on page 34. We have now
examined the background of regulaion and the economic and politica evolutions that bring us to
the present. Let us now turn our atention to exploring the arguments, pro and con, of the
restructuring debate.

II. Why Restructure

State and federd regulators and legidators are increasingly being cdled on to dlow retall
competition and to promote restructuring of the eectric industry. How they have responded will be
addressed in Sections V and V1 of this report (pages 22 and 34). Why they have responded to cals
for direct access and restructuring in the eectric indudtry is the centrd question addressed in this
section of the Report. Politicad and economic forces are driving the developments. The trend to
restructure is founded in economic theory and vaidated by the restructuring and deregulation of
other indudtries. Regulators, faced with rgpid advances in technology in the generation of eectricity
are embracing competition as a means of lowering costs and furthering advances in technology. 2°

The push for a more compsitive dectric industry is coming from large consumers,
regulators in states with eectric rates well above nationd and regionad averages, some utilities,
independent power producers, and power marketers. While natural gas and telecommunications
monopoly utilities were the first to fed competition, in the last few years the dectric industry has
fdt the effects of competitive forces. Developments at the federd level have increased competition
in the wholesdle market, and programs in high-cost states are opening limited segments of the retall
market. 2

The one overriding economic force that is driving the restructuring effort is that the nmargind
cost of generding eectricity is lower in many dates than is the average cost reflected in the rates for
the service. This has occurred for three main reasons. the decreasing cost of fossl fuds, the

reduced capital costs and increased efficiency and riability of new generaion units, and, in certain

20 commonwealth of Massachusetts Department of Public Utilities, “ Electric Industry Restructuring Plan:
Model Rules and Legislative Proposal”, D.P.U. 96-100, December 30, 1996, p. 1.

21 commonweslth of Vi rginia State Corporation Commission, Volume |, “ Saff Report on the Restructuring
of the Electric Industry” , Case No. PUE950089, July 1996, p.1.




parts of the country, excess capecity available for sde. These reasons, coupled with high-cost
nucdear invesments and high-cost PURPA contracts, have exaggerated the disparity between
current legulatory rates and margina cost-based rates available on the spot market.?> Thisin tumn
has crested the political push by the large consumers, regulators in states with high eectric rates,
some utilities, independent power producers, and power marketers to open the market and get direct
access to cheaper power, now available due to FERC's order opening the transmisson system to
wholesale power transactions.

Other compelling economic arguments exis for the establisnment of competitive dectric
markets. Economic efficiency under compstition crestes the incentive for the efficient dlocation of
resources and maximization of the overal welfare of producers and consumers. In a competitive
market, prices reflect the cost to society of producing a product, and profits should not rise above
the level of the opportunity cost of capitd. If profits are higher than opportunity costs, new entrants
will enter the market, expand industry output, and drive prices down to the cost reflected by the
vaueto society. >

With jugt the threat of impending competition, cost cutting is taking place in the eectric
industry. This has been pointed to as providing evidence that excessve costs have existed under
traditiond monopoly regulation, and competition (or the threat of competition) is a highly effective
means of contralling costs and promoting maximum efficiency.?* The downward pressure on costs
and the incentive to maximize rdiable peformance should remain consgent over time, with the
potentid for ggnificat savings for consumers.  Another economic benefit associated with
competition is the advancement of technology. Uncongtrained markets encourage the development
of new offerings and services to meet competitive pressures, and regp the economic benefits.

Political arguments for the creation of a competitive dectricity market include the view tha
where feasble, dlowing market forces to control an industry is more effective than government

22Barbara R. Alexander, “ Consumer Protection Proposal for Retail Electric Competition: Model
Legislation and Requlations” , The Regulatory Assistance Project (RAP), October 1996, p.1.

23VirginiaSCC, op. cit., pp. 67-68.

24| bid., pp.69-70.
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regulation, or that the American economic dructure is based on the free market sysem. Since
compstition requires many buyers and sdlers, market power is decentrdized, with no one sngle
buyer or sdler controlling the market. Supply and demand determines the optima utilization of
resources, the government or monopolist does not.  This means that economic problems are dedlt
with by the market, not through the control of individuals, either company or government.?

Another political argument for competition is the right to freedom of choice. That is the
right to choose from whom you will buy a product or service. While a wide range of options exist
for purchases of dmogt dl commodities, including those consdered essentid, this is not the case in
the dectric industry. This right to exercise economic freedom of choice is important to many
corporations and individuas. The argument is that this freedom should not be condrained. The
fear of a company moving to another state because of high rates, or the lack of choice, has led
policymakers to examine the options of competition to avoid the long-term effects on date
economies, employment, and economic development of the loss of businesses.

The competitive mode, in theory, offers a good approach to obtain efficiency, optima price,
and customer choice. There are compeling broad aress of argument againgt competition, in
addition to areas of congderable concern.  While these aress will be discussed in more detail in
Section 1V (page 34), they should be pointed out in generd terms at this point.

From the begnning the most visible argument has been over sranded costs. These are the
utility’s short- and long-term investments — power plants, transmisson and digtribution lines, fud-
purchase contracts, wholesde power purchase contracts — that would be uneconomicd in a
competitive market relive to the market price of dectricity. The economic vaue of stranded costs
varies by utility and gtate, but nationd estimates range from $70 billion to $160 billion. Repayment
may not be assured hence the great area of debate. Utilities faced with large stranded cost estimates

are concerned how the utility will recoup such a loss, while utilities that provide eectricity a or
below the market price welcome competition.

Another area of concern is stranded benefits. These are socid benefits supported by utility
regulators and utilities that include energy efficiency and consarvation programs, low-income

assgance programs, environmentd protection and fud resource diverdty. Customers who benefit

25|bid., pp. 65-67.
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from or support these programs fear that they will be diminated or adversdy impacted in the
planning process dictated by market price sgnals.

Another area of concern raised as an objection to competitive markets is that there are
unknown impacts on rates for captive cusomers. The concern is that those customers with the
knowledge and resources to pursue direct access options, or even generate their own power, are able
to benefit most from competition, as opposed to smdler retall customers. The grestest fear is thet as
large customers depart the system for other dternatives, utilities may attempt to shift the recovery of
the logt revenue and the coverage of codts by raising the rates of the remaining captive customers, or
cost-shifting.

These are not the only areas of concern around the move to restructuring in the dectric
industry.  Concerns have aso been rased tha sysem reiability and safety will be impaired;
environmental  degradetion will intensfy; excessve price voldility will ensue there will be
catastrophic impacts on the tax base of locd communities, and, new opportunities for market power
abuses will exist and be exercised.

Ore last area of great concern to some areas of the country is what effect will there be as
higher-cost areas of the country are afforded access to regions with lower-cost supplies? Under
deregulation the threat is present that some low-cost State ratepayers will lose the benefits of low-
cogt utility plant that they have supported through historic regulated rates.

In summary, we point out the mgor politicd and economic forces leading the rationde for
restructuring coupled with the more prominent concerns with this movement. These pros and cons
rase the fundamenta question that must be addressed: Whet is the ultimate god of dectric industry

restructuring?

12



I11. Guiding Principle

Before determining what guiding principle should be articulated in the restructuring debete,
it is important to look to the regulatory modd under which we currently operate. The regulatory
compact has to be the garting point for such a discusson. A generd statement of the regulatory
compact for public utilities would be that the utilities are obligated to charge fair, nondiscriminatory
rates and to render satisfactory service to the entire public on demand. In return for this service the
utility is granted controlled monopoly status, generdly free from substantia direct competition, and
is permitted, athough not assured of, afair return on investment.

In the generdly accepted view, the future industry will evolve to unregulated generation.
There will be no regulatory compact in place for this section of the industry. The impersond nature
of the determination of winners and losers in the market will set the pace and dictate the actions of
the players. The transmission grid will remain under the regulatory compeact, with the mgority of
the responghility for regulation resding a the federd leve. The traditiond regulatory modd will
reman in place for the tranamisson sysem. The didribution service respongbility will ill resde
a the gate regulatory level, with the continuing need for a regulatory compact in place. Tha
compact should not change dramatically from the shape it has today.

The Code of Alabama, 1975, § 37-1-80 is the statement of the regulatory compact used by
the Alabama Public Service Commission for the utilities under its jurisdiction. This Code section
dates that “(t)he rates and charges for the services rendered and required shdl be reasonable and
just to both the utility and the public. Every utility shal be entitled to such just and reasonable rates
as will enable it a dl times to fully perform its duties to the public...under honest, efficient and
economical management...in order to provide that portion of the public served thereby with

13



adequate service” This statement encompasses the concepts of the generd regulatory compact
datement. This is where we are now, and this is where we will be in the future, if the generdly
accepted concept of the restructured dectric industry comesto be.

The Staff Task Force decided early in the process of this study that the Nationd Association
of Regulatory Utility Commissoners (NARUC) Principles to Guide the Restructuring of the
Electric Industry?® was an excdllent guide to the broad aress that required investigation, and dll
questions could basicaly be included under the 10 Specific Principles that are in the NARUC
Principles. In addition, the NARUC Principles begin with a Generd Principle that describes the
overarching gods of public policy in providing energy services. These gods are to safeguard the
public interest and ensure economic efficiency. These gods mugt remain the focus of the regulation
that continues, both during any trangition that may occur and the subsequent shape of the market
developing.

The Alabama Commission has dready recognized these goas. In its Price Regulation and
Local Competition Plan of 1995%', the PSC stated that its objectives for price regulation and local
competition for telecommunications companies operating in Alabamaare (in relevant part):

A. To creste an environment in which fair and effective loca competition flourishes.

B. Encourage the introduction of new technologies.

C. Protect customers from unjust prices and deterioration of service quality.

D. Ensure universa sarvice.

Other dates in ther efforts to examine the restructuring of the dectric indudry, have
amilarly stated what they believed to be the pertinent god of any restructuring or tangtion in their
jurisdictions. In Pennsylvania, Commissoner John Hangar wrote “the generd objective of industry
restructuring should be greater efficiency, lower prices, customer choice, preservation of a safe and
reliable eectric supply, and protection of important public purpose initiatives”?®  In Massachusetts,

26NIARUC Prini plesto Guide the Restructuring of the Electric Industry, Sponsored by the Committee on
Electricity, adopted July 25, 1996.

27 plabama PSC Price Regulation and Competition Order, September 20, 1995, Docket Nos. 24499,
24472, 24030, and 24865.

28Pennwlvania Public Utility Commission, “ | nvestigation Into Electric Power Competition”, Statement of
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the Department of Public Utilities sated that “reducing codts, over time, for dl consumers of
electricity is the primary objective of the Department’s efforts in redructuring the dectric industry.
The Depatment’'s overdl god...is to devdop an efficient industry dructure and regulatory
framework that minimize cods to consumers while mantaning safe and religble eectric sarvice
with minimum impact on the environment.” >

Smilar comments have been incorporated in plans, reports and investigations by other
dates. The point is that dl of these satements of a guiding principle or overriding god take into
account the move to competition, or the trangtion to competition, and restate the basic regulaory
compact with the incluson of language deding with competition. The NARUC Generd Principle
isno exception, and states (origina strikethrough, Alabama Staff subdtitution in bold):

Consumers should have access to adequate, safe, religble and efficient energy services a far

and reasonable prices a the lowest long-term cost to society. Structura changes in the

industry should be encouraged when (only if) they result in economic efficiency and serve

the broader public interest.

The fird sentence of this guiding principle is a restatement of the regulatory compect, while
the second sentence deds with the potentiad for additiond benefits of a trandtion to, or a
redructured industry.  This principle recognizes the possbility that restructuring may benefit
society, but retains the basc beneficia public interests of the current éectric sysem and its
regulatory compact. The Staff beieves tha this could serve as a modd guiding principle for any
dudy of this issue in Alabama, and that any decisons ultimatdy reached should be weighed against
this generd principle. As origindly dated, Staff believes the principle could be miscongtrued to
indicate that it is a given that competition is the correct course. The principle, as restated, does not
assume that competition is the god. Adequate, safe, rdiable and efficient energy services a fair and
reasonable prices are the goal. The change to a competitive market is represented to be beneficia
only if it isfound to result in economic efficiency and serves the broader public interest.

With a generd principle in place, the atention can now turn to the examinaion of what
gppear to be the mgor restructuring issues. It is in these areas that the specifics of any change must

Commissioner John Hanger, July 3, 1996, p. 21.

29 assachusetts, op. cit., p.i.
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be resolved, with specific and comprehensve gods established reflecting the balancing influence of
the generd principle.

IV.Magjor Restructuring I ssues

As previoudy discussed, NARUC has developed severa principles that have become the
dandardized genre of mgor issues regarding eectric utility restructuring.  These principles have
assiged in achieving a somewha narrower focus on the very big picture of this changing industry.
The discussions that follow address the basic premise of each principle and how the principles are
manifesting for Alabama dectric ratepayers over which the PSC hasjurisdiction.

The general principle that is presented by the Staff as the overadl god for restructuring proposas
is that “consumers should have access to adequate, safe, reliable, and efficient energy services at fair
and reasonable prices a the lowest long-term cost to society. Structurad changes in the industry
should be encouraged only_if they result in improved economic efficiency and serve the broader
public interest.” The ten specific principles NARUC uses are;

Network Integrity — The safety, rdiability, quaity, and sustainability of eectric service should

be maintained or improved in arestructured dectric industry.

Customer Choice — Customers should have the opportunity to make informed choices among

electricity providers and services.

Universal Service — Universd sarvice a reasonable rates, including adequate protections for

low-income customers, should be maintained.

Public Participation — Industry restructuring policies should be developed in public processes

with participation opento dl.

Consumer Protection — Consumers should be protected from anti-competitive behavior, undue

discrimination, poor service, and unfair billing and disconnection practices.

Environment — Structural changes to the dectric industry should maintain or improve the qudity

of the environment.

Shared Benefits — All dasses of cusomers should benefit from improvements due to structurd

changesin the indudtry.
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Public Benefits — The public benefits of energy efficiency, renewable resource technologies, and
research and development should be maintained through existing or new mechanisms.

Sate Responsibilities — States and state commissions should determine retall eectric policies,
including restructuring policies.

Stranded Costs — Exiging commitments of utilities arigng from past decisons made pursuant to
historicd regulatory and legd principles should be addressed in a far and reasonable
manner by Sates.

The Staff has examined each of these areas and determined that dl activity involved with
restructuring can be discussed within each of these categories, and some of these areas of concern
can be melded together for discusson purposes. The following brief discussion of the areas used by
NARUC point out the preliminary perceptions of where Alabama Power isin reation to these arees.

NETWORK INTEGRITY

The NARUC principle of network integrity refers primarily to reiability of dectric service.
It states the safety, rdiability, qudity, and sugtaingbility of eectric service should be maintained or
improved in arestructured eectric industry.

Alabama Power Company has mantained highly reiable generdion, transmisson and
digtribution service  Alabama ratepayers for decades. With the fast paced changes taking place in
the dectric utility industry the Commission saff will have to pay closer atention to priorities and
decisions made by the Company.

With RSE temporarily frozen, varigble costs and pricing have become the driving forces in
the Company’s operations even before restructuring has been implemented. The Company is
curtailing maintenance and operation expenditures in an effort to reduce rates for specid contracts
and market pricing. For example, expenses that normdly would have made for routine activities
such astree trimming have been reduced.

The power generation portion of Alabama Power Company will become independent and
fully competitive in the open market. The didribution services of the Company will most likdy
remain under the complete regulatory responsibility of the Commisson.
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The one topic that has received a mgority of the attention is how the transmisson grids
would be managed. FERC has sat forth guiddines for the development of independent system
operators (1ISO's). The Energy Divison staff has met with other Commissons saff from Forida,
Georgia and Mississppi to discuss the possible development of a regiond regulatory body and what
would be involved for the development of an ISO for the Southern Company service area.  Future
mesetings are scheduled, as will be discussons with Southern Company personnel.

There is ill uncertainty as to what role the Southeastern Electric Reliability Coundil
(SERC) and the Nationd Electric Rdiability Council (NERC) will play in the trandtion to a
restructured dectric industry. FERC is continuing to work with utilities and the regiond rdiability
groups to make sure that there is no disruption to network coordination.

FERC has developed deven principles to guide the formation of an 1SO. The most likely
geographical coverage of an 1SO at this time is the current Southern Company service territory.
Since the grid is dready managed and controlled in an efficient manner, it could be the best
framework to form an ISO. There would have to be some form of separation of marketing and

transmission operations of Southern Company subsdiaries to help dleviate market power concerns.

STRANDED COSTS

This area of concern is the most noted and one of the most controversd issues with dectric

deregulaion. The question is who is going to pay for the mgor shift in economic respongbility for
risks taken and investments made with the previous form of indudiry regulation? Stranded costs
can be defined as any utility-owned generation, transmission, distribution, power purchase contracts
or system assets that would be rendered uneconomical in a competitive market.

Alabama Power Company successfully co-sponsored into law a bill that protects it and other
Alabama dectric utilities from the risk of stranded costs.  However, in a December 1996 report,
Moody’'s Investors Service reported its caculations for potentia stranded cost for investor-owned
electric utilities by region. Alabama Power Company’s stranded cost was calculated to be zero.
Other regiond operating companies stranded costs aree Georgia Power Co., $528 million; Gulf
Power Co., $99 million; Mississippi Power Co., zero; and FHorida Power Co., $789 million.
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Alabama Power Company is negotiating for new contracts that further reduce the risk that
granded costs will occur as the industry market continues to evolve. Therefore, it is only improving
the likelihood that stranded cogts in the future for Alabama Power Company are very remote.

CUSTOMER CHOICE AND PROTECTION

The concept of customer choice and protection usudly implies rdevance to smdl business

and resdentid customers. Large and medium indudtrids and large commercid customers generaly
have interest groups dready formed to look after their concerns. Also, many practices and
marketing drategies for the larger cusomers are dready underway in a new competitive arena
Retail competition for the smdller customersis not yet aredity in the Southern sates.

When the time does come for the entrance of new eectric utility service providers for
Alabama ratepayers, there will have to be some ground rules and regulatory enforcement procedures
established. There will be an increased potentiad for fraud and deceptive marketing practices. A
prime example of customer abuse is long distance phone service “damming” practices.

There may need to be some provison for cusomer aggregation as a way to mitigate access
and dlow some formation of market power among groups with smilar needs and capabiilities such
as subdivisons and small business didtricts,

True competition can exis only when there are multiple buyers and sdlers for the given
market and no one entity has market power. Since Southern Company owns amost dl of the
generdiion in Alabama, maket power may become an issue.  This is because only so much
eectricity can come into the gate, and it is not currently profitable for an IPP to build a plant in
Algbamafor large scale competition.

UNIVERSAL SERVICE

Rurd and low-income consumers have the most to lose from restructuring unless strong

protections are enacted that ensure universa service, access to competing suppliers, emergency
sarvice and affordable rates. There should dso be provison made for energy efficiency services to

help inform customers of methods to reduce energy usage.
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Project SHARE currently provides assstance to low-income consumers, but under a more
competitive retaill environment it may not be sustaindble or practica. A “non-bypassable system
charge’ has been cdled for in some sates and proposed federd legidation to provide a fund that
would produce the same benefits as Project SHARE.

STATE RESPONSIBILITIES, PUBLIC AND SHARED BENEFITS, PUBLIC PARTICIPATION
The Commisson and daff are working to study and edtablish postions and develop
guiddines for eectric utility restructuring in Alabama, and as it reates to the Southeast. The

Commission will retain its full authority to insure fair and reasonable rates for Alabama ratepayers.
The Commisson will dill st the rates and regulations for didribution ddivery service The
participation of dl interested and affected parties must be taken into consderation in developing

these plans.

ENVIRONMENT
The Commission does not have legidated authority a this time to place environmenta

requirements on Alabama Power Company. The gtaff will continue to monitor their practicesto
make sure that adverse business decisions do not affect Alabama ratepayers.

While these are prdiminary thoughts on the datus of Alabama Power Company and the
PSC jurisdiction as it currently exists, these observations are not the result of detalled study or
research, but are based on the Staff Task Force' s general knowledge of conditions as they now exist.
They are very limited in scope and do not reflect in-depth study of the mgor aress of concern. They
do not reflect the impact on, or concerns of other affected entities, nor do they reflect the broad
aress of policy determinations in restructuring. More importantly, they do not attempt to answer
what has to be the fundamenta question reflected in the Staff proposed Guiding Principle: Is
eectric industry restructuring in Alabama in the public interest, based on the condition of the
electric industry in Alabama?
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A very brief list of broad policy concerns that must be addressed before a determination could be
resched would include:

If ISO’'s are the way to mitigate market power concerns, is divedtiture of
generation necessary, or will dructurd separation with a grict code of
conduct suffice?

Does the Alabama PSC have the authority to order divestiture?

Are current anti-trust remedies of the Attorney Generd’s office sufficient to
address market power concerns?

What can be done about Federd agency ownership of transmission facilities?
Who has oversight over an 1SO?

What ae the intrastate implications of not alowing competition by the
juridictiond  utility, while Federd, municipd and cooperative entities may
elect competition?

Should reliability standards be mandatory, and if so, who should enforce
them and how should they be enforced?

Would meeting the requirements of a “compstitive checklist” be as effective
as adate certain for implementing competition?

Where is the “bright liné’ between didribution and transmisson in light of
Alabama gtatute and FERC guiddines?

Wha kind of certification requirements might be proper for independent

power producers?

These questions only scratch the surface and there are scores of questions that must be

investigated and answered. Each concerned entity will have an answer that reflects its own interests.

Ultimately someone will have to balance the answers and reach a consensus, or choose a position

and examine the reaults.

determinations, or should this be a function of the legidature?

An important question is should (or can) the PSC make these
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V. Federal Actions

There are currently seven hills before Congress that ded with the area of dectric industry
resructuring. They range from comprehensive redtructuring to revison of particular federd
palicies, such as PURPA or PUHCA. The conventiona wisdom at this time is that there will not be
a comprehensive restructuring bill passed by the 105" Congress, dthough there are those in
Congress who would say otherwise. One effect of a delay in passing legidation past the 105"
Congress would be a later “date certan” for retal access, with a chance for more Hate
experimentation and a chance for more recovery of any stranded costs that are actually present.

At a recent press conference sponsored by Americans for Affordable Electricity, a pro-
compstition organization led by Enron Corporation and the National Retail Federation, a bipartisan
group of Congressond leaders from the House and Senate pledged that Congress will approve
legidation next year setting a federd deadline for competition. The bipartisan group of legidators
includes. Sen. Don Nickles (R., Okla), Senate assstant minority leader and chairman of the Senate
Energy and Naturd Resources Committee's Energy Regulation subcommittee; Sen. Dae Bumpers
(D., Ark.), the Energy Committee's ranking Democrat; Rep. Thomas Bliley, R., Va), char of the
House Commerce Committee; Rep. Dan Schaefer (R., Co.), chair of the House Commerce
Committee's Energy and Power subcommittee; Rep. Joseph Kennedy (D., Mass), co-chair (with
Bliley) of the House Electricity Caucus, and, Rep. Ed Markey (D., Mass), former chair of the
Energy and Power subcommittee.

In spite of this push, it is fet that there is too much education that must be done for both
Congressona gaff and Congressmen to see comprehensve restructuring legidation achieved in
this Congress. Lobbyists and interest groups in Washington have said that the issue is too
complicated and lacking in consensus to get out of Congress in an eection year (1998). Through
September there have been 19 hearings sponsored by various Congressmen, yet no mark-up activity
is yet scheduled. John Gawronski, Director of Congressonad and Public Relaions for NARUC,
daed a the Summer Committee meetings in July of this year that legidation was unlikely in the
105" Congress His opinion was that Sen. Frank Murkowski (R., Alaska), chair of the Senate
Energy Committee is the person to track on the direction and pace of restructuring in Congress. Sen.
Murkowski has been hosting a series of workshops that he characterized as “designed to create
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greater consensus among competing interests and points of view.”3° At this time he does not appear
to be in any hurry to speed the process. Sen. Murkowski believes that the opening of markets is a
locd issue to be addressed by the dtates. In addition, Rep. John Dingel (D., Mich.), the leading
Democrat on the House Commerce Committee recently expressed his fedings when he sad “I have
doubts about the need of Congress to imposeitswill on the issue”3!

In addition to the hills that are currently on the table, there are two other pieces of legidation
that are in the works, or are rumored to be, but have not been introduced at this time. Each of these
will have to be taken into account in the debate. The first of these would be the Adminigration bill
being written by the DOE. No one is certain & this juncture when this bill will be coming forward.
The bill has been in interagency review for severd months, with many Federd agencies having
opportunity to review and comment. It has been recently reported that the proposal may not come
forth as a hill, but might be in the form of guiddines or a policy datement indicating what the
Adminigration would want to see in any such legidation. DOE has expressed an interest in a
mandatory date certain, but with a libera opt-out provison, after proper investigation. Presumably
this would be in the mold of the opt-out provisons provided in the implementation of the integrated
resource planning and demand side management programs of the 1992 Energy Policy Act.

Another hill that may soon be introduced would be a hill co-sponsored by Sen. Bumpers and
Sen. Sade Gorton (D., Wash.). This hill would be very smilar to the bill aready introduced by Sen.
Bumpers, but the addition of co-signers would give added emphasis and credibility in an effort to
get Sen. Murkowski to move on legidation in this Congress. Reportedly Sen. Nickles might aso
sgn onto this hill.

No discusson of federd initiatives would be complete without attention to FERC Order
888. Issued in April 1996, Order 888 addressed both open access and stranded cost recovery in the
wholesale power market. In opening the wholesdle power sale market to competition, Order 888
requires public utilities owning, contralling, or operding transmisson lines to file non

discriminatory open access tariffs that offer others the same transmission service they provide

30 The Energy Report, Volume 25, Number 2, January 13, 1997, p.26.

31 bid., Volume 25, Number 24, June 16, 1997, p. 462.
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themsdves. In the find rule, FERC issued a single pro forma taiff describing the minimum non-
price terms and conditions of service to others, and requiring al public utilities to offer service
under this tariff, including their own wholesde energy sdes and purchases. These open access
tariffs offer both network, load-based service, as well as point-to-point contract-based service.

Order 888 also provides for full recovery of stranded cods related to wholesde transactions.
To be digible for recovery, sranded costs are those associated with wholesde requirements
contracts signed prior to July 11, 1994. After that date, recovery must be specificaly provided for
in the contract. The FERC ruled that stranded costs should be recovered from a utility’s departing
customers, as long as those costs were prudently incurred to serve power customers and would go
unrecovered if those customers use open access to move to another supplier.

In addition to its jurisdiction over wholesale transmisson in interstate commerce, the FERC
found that it has excdlusve jurisdiction over the rates terms and conditions of unbundled retall
trangmisson in interstate commerce up to the point of loca digtribution. They found that the states
have juridiction over the service of ddivering eectric service to end users, and that they will give
deference to date views on which facilities are transmisson and which are loca digtribution.
According to FERC, this rule will not change the fundamenta role of Sate regulatory authorities,
including authority to regulate the vast mgority of generation asset codts, the Sting of generation
and transmission facilities, and decisons regarding retail service territories.

According to FERC, Order 888 will bring lower cost power to dectric consumers, saving
between $3.8 to $5.4 hillion per year. They adso believe that this order will help ensure continued
relidbility of the dectric power industry, while providing for open and far dectric transmisson
services by public utilities. Other benefits the FERC put forward were better use of existing assets
and indtitutions, new market mechanisms, technica innovation and less rate distortion.

The Tables on the following pages compare each of the seven hills before Congress to the
NARUC Principles. The NARUC Principles are outlined in Table 2, while each of the seven hills
are separately outlined under the headings of the mgor areas of concern that NARUC uses as the
bass for their Specific Principles. These are the same categories Staff used in Section 1V (Mgor

Restructuring Issues) to articulate where we think the issues or problems may be.
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Electric Restructuring Legislation
In the 105" Congress
And The
NARUC Principles

Table2 The NARUC Principlesto Guide the Restructuring of the Electric Industry

Table3 S237 Senator Bumpers (D-AR)
Table4 HR655 Representative Schaefer (R-CO)
Table5 HR1230 Representative Del_ay (R-TX)

Table6 HR1359 Representative DeFazio (D-OR)
Table7 S687 Senator Jeffords (R-VT)

Table8 S722 Senator Thomas (R-WY)
Table9 HR1964 Representative Markey (D-MA)
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ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC

PRINCIPLES
| ssues Comparison
July 1997
“NARUC PRINCIPLES TO GUIDE THE RESTRUCTURING OF THE ELECTRIC
INDUSTRY"
July 1996
Reliability Cugtomer Choice Universal Service Public Benefits Stranc
Safety, rdidbility, Customers should Universa sarvice a The public benefits of Exidin
qudity, and have the opportunity reasonable rates, energy efficency, of utilit
sudtainability of to make informed including adequate renewable resource fromp
electric service choicesamong protections for low- technologies and made |
should be providers and Income customers, research and higtoric
maintained or sarvices. Itisforthe | should be maintained. development should be and leg
improved in a States to determine maintained through should
restructured electric the extent of and exiding or new afare
system. pace for expanding mechanisms. manne
choice for consumers
under their regulatory
oversght.
State Decisions Environment PUHCA PURPA Shar:
States and State Structura changesto Changesto PUHCA PURPA should be All cl.
commissions should the eectric industry should be maintained reformed generaly cugtol
determineretail should maintain or in the context of consgtent with the benefi
eectric policies, improve the qudity of broader industry following: gods of imprc
induding the environments. changes. Regulation PURPA should be Sructi
restructuring should be reduced affirmed; mandatory thein
policies. only as competitive purchase requirements
becomes effective at not gpplicable for
preventing monopoly utilitiesin a State that
abuses. has determined
acquistion of generation
is subject to competition.
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ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC

PRINCIPLES
| ssues Comparison
July 1997
S237  SENATOR BUMPERS (D -AR) JANUARY 30, 1997

stranded costsif Statesfail.
FERC calculates multi-
state stranded costs if
regional board fails.
Federal renewable credits
program. FERC
established transmission
regions and designation of
1SOs.

environmental programs.
States may impose chargesto
promote environmental
programs. Establishes
minimum renewable energy

generation requirementsanda

Federal renewables energy
program.

protections provided (see
Customer Protections.

Reliability Customer Choice Universal Service Public Benefits Stranc
Establishes regional By December 2003, all Retail energy suppliers Nothing prohibits States from Utilities
transmission regions, customersshall haverightto | obligated to sell energy toor | assessing charges on consumers | costs. ¢
established by FERC. purchase from anyone purchase energy on behalf of | tofund programs“such as” low- | costs. |
FERC designates|SO. 1SO | offering retail electric any customer a State deemsis | income, R&D, and energy makes ¢
governed by Board of energy. State programs without access to competing | efficiency. Renewables Energy | granted
consisting of Stateofficids. | adopted prior to the date of | suppliers. Utilities Credits program established. 5% | througt
FERC transmission introduction are compensated for such service. | of total energy sold to be “distrib
authorities would be “grandfathered”. States may impose Universal | renewables (or credits) in transmi
transferred to 1 SO upon its Service Charge to find such | 2003; increasesto 12% by 2013. | similar
formation. compensation. for mult

strande
State Decisions Environment PUHCA PURPA Shar:
States to open markets by | EPA to consider whether to | Repealed one year after the | Repeals PURPA section 210 Any p
December 2003. Utilities | apply conditions on local date of enactment (State open | mandatory purchase requirement. | ability
granted full stranded cost | distribution or sale of retail | access policies not required | Effective December 2003. retail ¢
recovery. FERC calculates | energy service which support | until 2003). Certain customer | Honors existing contracts. Decem
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ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC PRINCIPLES
| ssues Comparison
July 1997

HR 655 REPRESFNTATIVE SCHAEFER

(R-CO)

FEBRUARY 10, 1997

Reliability

Customer Choice

Universal Service

Public Benefits

Stranded Costs

Consumer
Protection

Statesshall consider whether
to apply terms and
conditions on retail energy
sales or servicesto ensure
and enhance service
reliability.

By December 2000, all
customers shall have the
right to purchase retal energy
services from any person
offering such services States
may make an election to open
|ocal accesswithin 6 months
after the date of enactment.
FERC assumes State
authoritiesfor State failureto
make such election

States shall determine whether
to apply terms and conditions
on retail energy sales or
services to promote energy
efficiency and conservation
programs. States may require
payment of achargeto support
low-income assi stance,
renewables, energy efficiency
or environmental programs.
Establishes a Renewable
Energy Credits program (2%
of generation by 2001) up to
4%$% by 2010.

States shall determine whether to
apply termsand conditions on
retail energy sales or servicesto
promote energy efficiency and
conservation programs. States
may require payment of achargeto
support low-income assistance,
renewabl es, energy efficiency or
environmental programs.
Establishes a Renewable Energy
Credits program (2% of generation
by 2001, up to 4% by 2010).

Determinations left to the
States. FERC to distinguish
between transmission and
distribution facilities (codifies
FERC Order-888

7-factor test.) States may
require payment of achargeto
support stranded cost recovery.

States requirements may
protect customersso long as
they “do not have the effect
of prohibiting” entitiesfrom
offering energy servicesto
any retail customer.
Provides enhanced State
authorities to obtain access
to multi-state holding
company books and records
and to make determinations
related to affiliate activities.

State Decisions

Environment

PUHCA

PURPA

Shared Benefits

Public Participation

Statesrequired to open local
markets by December 2000,
or transfer authorities to
FERC. Only programs
listed in the Act may be
supported by wires charges.
Price regulation prohibited.
States required to implement
incentive-based rate
regulation. Regulation of
non-distribution own
facilities prohibited.

States shall determine whether
to apply terms and conditions
on retail energy sales or
services to promote
environmental programs.
Established Renewable Energy
credits program (see Public
Benefits).

PUHCA isrepealed when State
certifies that effective
competition exists. Provides
certain additional consumer
protections (see Customer
Protections).

Upon any State adoption of the
competitive standards. FERC shall
receive utilities operating in such
State its obligation to purchase
energy from PURPA qualifying
facilities. Nothingisto effect the
rights or remedies regarding the
purchase or sale from or to
PURPA qualifying facilities.

Any customer shall havethe
right to purchase retail electric
services from any person
offering such services by
December 2000.
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ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC PRINCIPLES
| ssues Comparison

July 1997
H.R 1230 REPREENTATIVE DelAY  (RTX) APRIL 8, 1997
Reliability Customer Choice Universal Service Public Benefits Stranded Costs Consumer
Protection

NothingintheAct shall have
affect States' authorities
concerning theobligation to
connect consumersto ensure
thereliability, maintenance,
safety of such distribution
system. NothingintheAct
shall affect States' ability to
impose requirements
necessary to ensure
distribution system
reliability.

A person has the right to

purchase electric servicefrom
any provider by January 1,
1999.

Nothing shall affect the ability
of a State to impose
requirements necessary to
preserve universal service.
States shall establish rulesfor
customers who do not elect a
service provider. Statesshall
retain authority over other
specific matters, including
universal service.

States shall retain authority over
other specific matters, including,
but not limited to conservation
programs, renewabl e energy,
research and development.
Nothing shall affect

States ability to ensure continued
serviceto residential customersthat
are unableto afford electric energy
services.

Chargesto support recovery of
utility stranded costs are
prohibited, other than those
“freely negotiated and agreed
upon by both parties.”

Transmission and
distribution systemsto be
operated to prevent
preferential treatment by
system operators toward
affiliated service providers.
FERC to ensure that existing
utilities are not exercising
market power.

State Decisions

Environment

PUHCA

PURPA

Shared Benefits

Public Participation

Statesrequired to open local
markets by January 1999.
States prohibited from
charging fees to support
recovery of utility stranded
costs. Statefailureto market
unbundled ratesavailableby
January 1999, aninterim rate
shall apply until the State
takes action. FERC to
promulgate rules for access
to transmission and
distribution services which
eliminate barriers to entry.
FERC granted authorities
over market power and
divesture.

States retain authority over
“Customer choice with respect
to renewables.”

PUHCA shall not apply to a
utility if a Statein which it

operates determinesthat retail
customers served by the utility
and its ffiliates have the ahility
to choosetheir energy services.

PURPA shall ceaseto apply to any
utility if aStatein which it operates
determines that retail customers
may choose their energy services.
Existing contractsare not affected.
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ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC PRINCIPLES
| ssues Comparison

July 1997
H.R. 1359 REPRESENTATIVE DeFAZIO _ (D-OR) APRIL 17, 1998
Redliability Cusgtomer Choice Universal Service Public Benefits Stranded Costs Consumer
Protection
No provision. No provision. National Electric System | National Fund may be used | No provison. No provison.
Public Benefits Fund to support State’ s eigible
established to support energy efficiency,
eligible State programs | renewable resource, energy
that promote universal conservation, and research
service. Federa-State and development programs.
50/50 match. Federal-State 50/50 match.
State Decisions Environment PUHCA PURPA Shared Benefits Public Participatic
Generators must pay See PUBLIC No provision. No provision. No provision. No provision.
fee as condition of BENEFITS.
energy transmission
equal to half the cost of
digible State
programs. No State
required to participate
in the program.
Nationa Board
determines digibility
and dlocation.

Majority of Board
made up of State
commissioners
nominated by
NARUC, one of whom
chairs the Board.

30



ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC PRINCIPLES
| ssues Comparison

July 1997
S 687  ENATORJEFFORDS (RVT) MAY 1, 1997
Redliability Cusgtomer Choice Universal Service Public Benefits Stranded Costs Consumer
Protection
No provision. No provision National Electric System National Fund may beusedto | No provision DOE to establish an
Public Benefits Fund support States'seligible information disclosure
established to support energy efficiency renewable system for identifying
eligible State programs resource, energy conservation, generation source,
that promote universal and research and devel opment emissions data, and
service. Federa-State programs. Federal-State priceterms. To consu
50/50 match. 50/50 match. Also establishes with the Board, FERC,
arenewables portfolio FTC, FDA, and EPA,
standard.
State Decisions Environment PUHCA PURPA Shared Benefits Public Participation
FERC imposes wires Renewable Portfolio No provision. Mandatory purchase No provision No provision

charge paid to Fund “ by
the operator of thewire
on electricity carried
through the wire,” equal
to 2 miles per Kwh or
among needed to Fund
eligible programs.
States not required to
participate in program.
Board determines
eligibility and
allocations. 9 members,
2-4 may be State
commissioners.

Standard established.
2.5% of generation by
2000, to 20% by 2020.
Renewable energy credits
program established. EPA
to establish a schedul e of
limits on emission of NOx,
S0,, CO,. EPA to
establish emissions credits
program.

requirement of PURPA
repealed while honoring
existing PURPA contracts.
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ELECTRIC RESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC PRINCIPLES
| ssues Comparison

July 1997
S 722 __FENATOR THOMAS (RWY) May8, 1997
Redliability Cusgtomer Choice Universal Service Public Benefits Stranded Costs Consumer
Protection
Enables Statesto Customer choice left to States may require Public benefits program may Stranded cost States may impose

establish and enforce

the discretion of the

paument of a charge to

be supported through a

determinations | eft to the

performance standard

any States. support universal service payment of acharge as States, and recovery of to ensure human healt
performancestandards programs. Nothing determined by the State. such costs may be safety, and protection
for retail salesto ensure deprives a State of its supported by State- against unfair busines
system reliability. authority to assist in imposed wires charges. practices.

providing universal

service.
State Decisions Environment PUHCA PURPA Shared Benefits Public Participation
Reciprocity-Authorizes No provision. PUHCA isrepeded 18 PURPA mandatory purchase No provision No provision

Statesto deny “local
distribution access: to its
utilities by any out-of-
State utility if such
utility, or its affiliate,
does not provide
“comparable access’ to
itslocal distribution
system.

months after the date of
enactment while providing
for additional State
authorities to obtain access
to multi-rate holding
company books and
records, and review
affiliate transactions of
activities for which the
utility seeks cost recovery.

reguirements shall cease to
apply to any utility after the
date of enactment.
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ELECTRICRESTRUCTURING LEGISLATION IN THE 105th CONGRESS & NARUC PRINCIPLES

Issues Compaison
Jiy 1997
HR 194 REPRESENTATIVE MARKEY (D-MA) _ Jrel9 1997
Rdighility Custome Chaice Unived Savice Public Bendfits Stranded Costs Consumer Pratection
Reguiresutiliiestobecomemanbas | Requiresesch Sitetoinitidtearetal | FERCtoestablishaFedaradSaelint | Satecatificationthet utiliiessupport Sate | Statesto make determinations Satesthetdecttoopenlocd markets
indf-reguaedregiond rdighility | compeiionruemekingprooesting. | Boardtorecommendunivasd savice | programspromotingenergyeffidencyand | concerningsrandedcodts Statesthat | must certify utilitiesmesting
councils. Councilsoverseenby | Doesnotincludeadate-catan | support mechanisms. renewables wireschargestosupportsuch | elect to openmarkesmug aatifythet | minimumreguirementsto protect
FERC. FERC estdblishesutility | mandate. Statesmust certify that programs, includinglowsincomeand | uilitiesaresuppartingany Satedranded | consumer sefety. ProvidesFERC
requirementsfor applying a utilitiescomplywithoatanconpeive workforcetranstionprograms ay Sate | cost recovery programsor rules. | additiond authoritiesregarding
membershipinregiond Coundl. | dandardsand support cartainpublic renewablesportfolio standard. megasandacpistionss FERCto
benefit programs. catify M&A if requirementsmet,,
incdluding State certification that
auhaitiesaffidnettoprevartmeket
power ebuses Additiond autharities
for Sateancesstohalding compeny
booksand records. Edeblished
informationdisdosuresandardson
oadingsourceadamissonsta
SateDecisions Environment PUHCA PURPA Shared Benefits Public Participation
Federa-State Joint Board Edablishesrenewableenergy aredits | Utilitiescertified by Statestobein | Utliiesoatifiedby Satestobeincompliance | No provision. Noprovision
establishedtoensureuniversd | program. 3oof enargy sdestobeinthe | compliancewithcompiiveandpublic | withcompeitiveandpubichendfitprogram
srvice. RenewablesPortfdio | formof renewablesenergy creditsby | benefit program requirements of requiremanisshdl befresframtremencetay
Standard mandated. Required | 1998; upto 10%by 2010. Requires | PUHCA. Overturns"Mississipi” | purchaserequirementsof PURPA.
informationdsdoare Ovatums | Presidatordesigneetoadoptrulesto | dedsionylimitsSateautharnity toreview
CdiforniaBRPU Decison enrenopasonanjoysacompitive | prudenced FERCapprovedaety), ad
pertaining to renewables. advantageinopenmarketby virtuedf | "ChioPove™ dedsan(jimitFERCad
Reciprocity - prohibitsaypason | ownahipdf genaationfadliieswhich | Sateahility todisdlow costsof filicte
from providing retail energy do not meet EPA'sperformance | adivitiesgoprovedby SEC). Revass

Fvicssoutsdeitssavicetaritory
unlessuchsavioesareavalddem
acompdtitivebegswithinitsoan
srviceteritory.

sandardsfor new facilities.

SEC decison enabling registered

companiestoinves 100%60f eamings
intoforeignutilities, anditsadoptionof
Rule58.
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V1. State Actions
The regructuring of the dectric indusry will have a profound impact on the qudity of life in
every date in the union. Jobs, tax revenues, and the economic infrastructure of states depend on
a reliable supply of energy at competitive prices. The urgency exhibited by the higher cost dates
(one of the mgor forces behind the drive to competition) underlies their opinion that the future
economic viability of ther dtaes depend on dramaicdly reducing the high rates they have
regulated for themsdves.

The other gde of the coin, of course, is those dates (including Alabama) that have not
regulated their economies into a corner via high-energy costs. These dates tend to favor an
goproach of study and detalled review that will ensure that the restructuring of the dectric
industry will actudly benefit their sates. It is a fact that many low cost states have a pronounced
suspicion that this entire effort is desgned to ball out higher cost dates a the expense of Sates
that have, for years, kept eectricity costs low.

It is indructive to be informed of other daes activities in the restructuring of the dectric
industry, and that is the purpose of tis section. In order to do this, we have relied heavily on the
reports issued by the highly respected Regulatory Research Associates, Inc®>  These reports
detall activity by both the various state commissions and date legidatures in the area of eectric
industry restructuring. It must be kept in mind that, due to the importance and coverage of this
aeq, the bdl is dways being moved, ether by commissons, legidators, eectric companies, and
other dtakeholders. Therefore, the information included in this report, while being current into
the summer of 1997, must be updated congtantly in order to understand the current debate on this
issue.

We have chosen the following method to report dtate activities: The Regulatory Research
Asociates, Inc. have identified nine states that are identified as “Tier 1" dates. These dates are
those, which have, either by the state commisson or legidature, adopted a restructuring plan. In
other words, the most active states.  In addition, we have included what the other ten states in our

32Regulatory Research Associates, Inc., Electric Industry Restructuring Update, Special Report. These
reports are issued on an unscheduled periodic basis, with the last Report dated September 19, 1997.
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region (the SEARUC daes) have done These nineteen dae reports follow.
TIER 1 STATES
California

Cdifornia is congdered by many observers to be the most active and aggressve date in
teems of dectricity industry restructuring. In May 1997, the Cdifornia Public Utility
Commisson ordered full implementation of direct retal access for al customers effective
January 1, 1998. Smal customers will be permitted to aggregate load for direct access. Also
effective in January 1998, will be competition in the provison of dectric billing and metering
savices for dl cusomers. (Utilities will continue to ddiver dectricity to dl customers whether
or not a customer chooses a different provider of hilling or metering services) The Cdifornia
Commission has opened a proceeding to establish standards to govern relationships between the
dae energy utiliies and their unregulated affilictes that provide energy and energy-related
sarvices (i.e, should energy utilities be required to conduct their unregulated activities through
affilisted companies?) Cdifornia lawv requires trangtion cost recovery to be completed by
January 1, 2002, coupled with a 10% rate reduction for resdentid and commercid customers
beginning January 1, 1998, funded through asset securitization bonds.

According to Regulatory Research Associates, restructuring in Cdifornia is proceeding
on schedule.

Maine

In May 1997, date law was enacted providing for retail choice for dl customers
beginning March 2000. (Standard offer service is to be availdble until a least January 2005;
power providers are chosen through bidding.) Standard cost recovery issues were left to the
Man PUC. The Commisson has indicated that eectric utilities would be alowed to recover
legitimate, verifiable, and unmitigatable sranded costs. The Commisson will establish stranded
cost levels prior to 2000, with follow up reviews in 2003 and 2006.

M assachusetts

Two specific proposds are outstanding in Massachusetts: those by the state Department

of Public Utilities and those by the Governor.
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On December 30, 1996, the DPU, while recognizing tha their authority was uncertain in
this area, issued modd rules and proposed legidation to enable eectric customers to choose their
supplier beginning January 1, 1998. The findings of the DPU are indructive:

1. Utilities have not demondrated a clear legd right to sranded cost recovery, but public
policy should afford a reasonable opportunity for recovery;

2. Companies should functiondly separate generation, tranamission, and distribution services,

3. Didribution should remain a performance- based monopoly service.

On February 24, 1997, the Governor proposed legidation that pardlels the DPU’'s plan.
The Governor proposes a 10% rate reduction. The current legidative sesson runs through
November 1997. Find legidation could come forth from this sesson. Under one legidative
proposal, stranded costs could be recovered over a 10-year period through a nonbypassable
access change, with the DPU to determine the level of sranded costs to be recovered.
Massachusetts has been active in the competition debate. They will bear watching for future
developments.

Michigan

On June 5, 1997, the Michigan Public Service Commission gpproved an eectric industry
restructuring plan. Direct access begins in 1997, in increments of 25% of each utilities totd
load through 2001. Theresfter, direct access is to be made available to al cusomers. When full
competition does commence, only utilities from those daes tha permit Michigan utilities to
compete in ther dates on a levd playing field will be dlowed to provide power in Michigan.
Prudently incurred stranded cost can be collected through 2007, but will be determined annudly
S0 asto reflect actua market costs.

The Michigan legidature is likdy to pass legidation in 1997 concerning restructuring.
They can ether codify the PSCs plan or make sgnificant changes.

Montana

The Montana legidature passed dectric industry restructuring legidation in May 1997,
becoming the firsd low cost date to edtablish retal competition. The law alows large power
users (greater than 1,999 KW) to choose suppliers by July 1998, with other customers phased in
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by July 2002. The recovery of certain unmitigable trangtion costs will be dlowed, as will the
use of assat securitization.

Montana is dgnificant because it is the fird low cost date that edablished retall
competition.  According to some observers, Montana may provide an example of orderly
trangtion to competition and a reasonable opportunity to recover stranded costs.

New Hampshire

On February 28, 1997, the New Hampshire PUC issued a Fina Plan that mandates retail
access for dl cusomers beginning in January 1998. This plan was required by legidaion
enacted in May 1996. At least partid stranded cost recovery will be dlowed. Utilities with
digribution and generation assets are to submit plans by December 31, 1997, to provide for

divediture of generation and aggregation/marketing functions within two years of reall
competition implementation.  Other directives are included in the plan concerning nuclear
decommissoning recovery, low-income assstance, and energy efficiency programs. This plan is
currently being heavily litigated and mediated. (The largest jurisdictiond utility in the date has
some of the highest rates in New England).

New M exico

New Mexico has followed different restructuring paths for different companies. In the
case of Texas-New Mexico Power, the PSC approved, on March 27, 1997, a three-year plan to
implement competition. Opportunities to purchase from dternative suppliers should be in place
by April 2000. Also, TNP has agreed to separate transmisson and distribution from the power
supply business.

In the case of Public Service of New Mexico, the dtates largest utility, a collaborative
process is underway in an attempt to hammer out a plan for restructuring. This process is an
outgrowth of legiddive interest in dectric indudtry restructuring and compstition.  In 1996, the
New Mexico legidature concluded retail wheding and restructuring were not judified or in the
public interest. In 1997, the legidature adopted an Interim committee, which will, among other
things, evduate potential restructuring issues and report its findings in 1998. The PUC is to
monitor these efforts and report its findings to the Legidature for approva before any proposed
restructuring may be implemented.
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Therefore, statewide restructuring is not a redity in New Mexico. It is not likely tha the
Legidature will move aggressvely in 1998 to redructure the eectric industry unless this process
produces a consensud plan.

Pennsylvania

The Pennsylvania Legidature, in December of 1996, directed tha there would be direct
retall access for dl eectric cusomers darting in January 1999. The program is to be fully
implemented by January 2001. The legidation gives the PSC authority to agpprove asset
securitization.  Legd action is pending concerning this legdation. The Pennsylvania PUC plans
to continue its restructuring schedule in the meantime.

Rhode | sand

On August 7, 1996, the Rhode Idand legidature provided that dl retall customers in the
date be dlowed to sdect ther eectric supplier by July 1, 1998. Phase-ins for various cusomers
and loads will begin on July 1,1997. The Public Utilites Commisson is now reviewing
company proposas regarding the unbundling of rates.

SEARUC STATES
Mississippi

On Jly 1, 1997, the Misssdppi Public Service Commisson directed Public Utilities

daff that a retall eectric competition implementation plan be presented to the Commission by

November 1, 1997. The Missssppi Commission has rgected the fast track approach in favor of
a ddiberate review of dl sdes of the competition equation. No activity has taken place at the
legidature.
South Carolina

The South Carolina PSC has begun the process of developing an dectric retail choice
proposal to be presented to the state legidature by January 31, 1998. The Commisson has
dready requested that interested parties submit proposds, the PSC began hearings on the
proposals August 19, 1997.

The bills were introduced in the 1997 legidative sesson concerning deregulation.
Neither attracted much interest.
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Arkansas

On March 28, 1997, the Arkansas Generd Assembly cdled for legidaive committee
reports on the impact of compstition in the dectric utility industry. This work, however, is
pending the resolution of a case currently before the PSC. The legidative committees are not
expected to begin ther work until the end of this year. Comprehensve indudtry restructuring is
not expected anytime soon.
Georgia

The Georgia Legidature, which adjourned March 28, 1997, did not formaly condder
electric compstition issues. The 1998 sesson, however, should see some serious proposas under
review. Leading up to this the PSC daff conducted workshops with dectric utilities, public
advocacy groups, and various customer groups to explore eectric industry restructuring issues.
These findings have been presented to the PSC.
Kentucky

In December, 1996, the Kentucky PSC initiated a series of informa, one-on-one, fact
finding sessons with rdevant paties to discuss interests and concerns surrounding  dectric
restructuring. The Kentucky Commission has not opened aforma docket.

The Kentucky Legidature convenes agan in Januay 1998, and it is likdy tha a
restructuring bill will be introduced.
Louisana

The Public Service Commission, on June 19, 1996, adopted principles to serve as a guide
for further invedtigation in dectric restructuring and retail competition.  This invedtigation is
moving aong dowly. No immediate moves to retall competition are expected. The legidature
does not reconvene until 1999.
North Cardlina

The North Carolina Generd Assembly has approved the establishment of a 23-member
commisson to sudy the dectric industry in North Cardlina  The commisson is to submit an
interim report to the legidaiure during 1998. Fnd recommenddions are due in 1999.
Comprehensve legidation in 1998 is unlikdy. Meanwhile, the North Carolina Utilities

Commission has decided to monitor competitive issues across the nation.
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Tennessee

On May 27, 1997, the Tennessee General Assembly created a specid joint legidative
committee to sudy eectric industry deregulation in the date. A report is to be submitted by
February 28, 1998. The committee is to determine which dectric functions should be regulated
and which ones should be open to competition. Another congderaion is how to monitor the

competition.

The Virginia State Corporation Commisson dartted its review of competition and
restructuring in 1995. Various parties have filed comments with the Commission.

On March 4, 1996, the Virginia Generd Assembly established a subcommittee to study
eectric compstition. This subcommittee has indructed the Corporation Commisson Staff to file
arecommendation by November 1997. The State Corporation Commission is not expected to
teke dgnificant action without legidative permisson. Because of the lateness of the November,
1997 recommendation deadline, no legidation is expected this year.

Florida

Both the PSC and State Legidature have established informa working groups to study
restructuring and deregulation. No forma proceedings have been established. No restructuring
legidation was introduced in 1997. At this time, Florida appears to support this informd
approach to these issues.

It is obvious from study of these state reports that here is no consensus among the states
about when, how, or even if dectric indudtry restructuring should proceed. While it is true that a
handful of dates are virtudly frenetic with activity, it is equdly true that many dates (this would
include Alabama) have adopted a wat-and-see attitude, and are ressting the rush to do
something, anything, to implement this process.

This was very gpparent in the SEARUC review. The south is a region with low eectric
rates. This could help explain why there are 0 southern dtates in Tier 1. In fact, there are no
southern gates in Tier 2 (enabling legidation passedirestructuring filings ordered) and only one
dae, South Cardling, in Tier 3 (commisson/legidative investigation underway likey to lead to
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restructuring).  All the remaining ten SEARUC dates, incuding Alabama, are in the fact-finding
mode. It is dso noted that the States of the Pacific Northwest, another low cost areg, are dso in
the fact-finding mode.
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VIl. Recommendation

The utility indugtry in this country began as a free market, competitive busness. It
evolved over time into the regulated monopolies that we have in exisence today. The utility
indudry is in upheava today as the last remaining monopolies are being deregulated. While
some question the necessity for this, the driving forces appear too strong to be stopped. State
and federd actions ae moving toward the inevitable redtructuring, with the gas and
telecommunications indudtries dready well into competition.

The diverdty of dectric industry restructuring activities in the states is not hagppenstance.
It indicates in a very red way that we in the south, and other low cost areas of the country, are
protecting our ratepayers by refusing to rush to judgement because other states have chosen to do
0. Our regulatory agencies have provided our region with low cost power. It would be
unacceptable if years of keeping power rates in check are negated by an industry restructuring
that will only reward the inefficiencies and excesses of some by pendizing the low cost dates.
Having sad this Alabama cannot be passve. If we ae aggressve actions by others will
overtake us and our options will become limited. We could become reective rather than active,
and be driven in undesirable directions over which we would have little, if any control.

The only thing everyone can agree on concerning this topic is that there will be winners
and losrs.  Alabama is currently a winner under traditiond regulation, with indudrid,
commercid and resdentid rates well below the nationd average. Our Commissioners can be
effective advocates for our low cost state by aggressvely representing our state and region in any
forums where this topic is debated. As much as Congress needs to be educated on this topic, the
Alabama PSC dso needs to examine this topic in detail and be prepared to go forward as the
national and regiona scenario changes. The variety and complexity of issues demand that a plan
be in place to advance the State of Alabama. Only by examining the areas of concern in depth
can the PSC know what path to take on agoing forward basis.

There are many options that have been used by the dates to study restructuring. The
methods can be very formd, with the resulting adoption of a restructuring plan, or they can be
informa educationd workshops that only attempt to educate commisson staff on the issues, with
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no report. It is imperative that the PSC move forward in sudying and understanding the
consequences of redructuring, not only on the ratepayers and utilities, but on the organization
and function of the PSC. With these thoughts in mind, the Staff Restructuring Task Force
makes the following recommendation:

A phased study of restructuring should be indituted by the Commisson, with the
ultimate god of determining to what extent the public interes in Alabama will be
affected by redtructuring and competition in this state. A recommended principle for
each area of concern should be developed. This Commisson investigaion should be a
collaborative team effort involving al relevant PSC Divisons, led by one person with
clear authority to facilitate this project and assgn Staff to work groups.

Phase | would be the participation of al affected parties responding to a
series of questions related to an area of concern posed by Staff work groups
formed to study each of the broad areas of concern identified in Section IV of this
report. All interested parties would come before the Commission a the same time
to ded with each individud topic. Some restructuring concerns would lend
themsdves to being combined with other topics, and would not require an entire
sesson devoted entirdy to them. Phase | would be the educationd phase, and
would result in Commisson Saff developing a draft policy Statement on
restructuring and a draft set of Alabama PSC principles by topic.

In Phase Il, the affected parties would be offered an opportunity to
comment on the draft principles and draft policy statement developed by the
Commission Staff, with the format smilar to Phase .

Phase Il would be the Commisson Staff’s find recommended statement
of policy and recommended st of principles In addition, Commisson Staff
would recommend any further actions that might be appropriate as a result of their
investigation

The Staff Task Force recommends that a prompt, reasonable and redistic
time frame for this project be established.
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