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HOUSE BILL NO ____/SENATE BILLNO ___

A bill to amend and reenact §§ 56-234.2, 56-235.4, 56-249.6, 56-376, 56-577, 56-578, 56-579,
56-580, 56-581, 56-582, 56-585, 536-587, 56-589, and 56-390 of the Code of Virginia, and to
amend the Code of Virginia by adding a section numbered 36-385.1, and to amend the Code of
Virginia by repealing § 56-581.1, velating to the regulation of electric utility service.

Be it enacted by the General Assembly of Virginia:

1. That §§ 56-234.2, 56-235.4, 56-249.6, 56~57ﬁ, 56-577, 56-578, 56-579, 56-380, 56-5381, 56-
582, 56-385, 56-587, 56-589, and 56-590 of the Code of Virginia are amended and
reenacted, and that the Code of Virginia is amended by adding a section numbered 56-
885.1, as follows: _ '

§ 56-234.2. Ans

ewReview of rates.

The Commission shall review the rates of any public utility on an annual basis when, in
the opinion of the Commission, such annual review 1s'in the public interest, provided that the
rates of a public utility subject to § 56-585.1 shall be reviewed on a biennial basis in accordance
with subsection A of that section. '

§ 56-235.4, Prohibition of multiple rate increases within any twelve-month period;
exception.

A. The regulated operating revenues of a public utility shall not be increased pursuant to
Chapter 9.1 (§ 56-231.15 et seq.), 10 (§ 56-232 et seq.) or 19 (§ 56-531 et seq.) of this title more
than once within any twelve-month period. This limitation shall not apply to increases in
regulated operating revenues resulting from (i) increases in rates pursuant o § 56-245 or § 56-
249.6, (il) any automatic rate adjustment clause approved by the Commission, (iit) new rate
schedules for service not offered under existing rate schedules or for expansion, reduction, or
termination of existing services, (iv) initiation, modification or termination of experimental rates
under § 56-234, or (v) the making permanent of an experimental program. Notwithstanding any
other provisions of this section, a telephong company may apply to the Commission to pass on to
its customers as a part of its rates any changes approved by the Commission in the carrier access
charges, and any public utility may apply to the Commission to implement rate design changes
which overall, and by customer class. are not designed to increase or decrease the aggregate
regulated operating revenues of such utlity.

B. The Commission may adopt such rules and regulations as may be necessary to carry
out the provisions of this section. The Commission may specify, by rule, the time during the
calendar year when application may be filed by electric utility and cooperatives, gas utilities,
telephone utilities and cooperatives, and other utilities. o

The Commission may by rule provide standards and procedures for expedited handling of
rate increase applications, and such rules may provide that an expedited rate increase may take
effect in less than twelve months after the preceding increase so long as regulated operating
revenues are not increased pursuant to the provisions of subsection A of this section more than
once in any calendar year.

§ 56-249.6. Recovery of fuel and purchased power costs,
A. 1. Bach clectric utility that purchases fuel for the generation of electricity or purchases

power and that was not, as of July 1, 1999, bound by a rate case settlement adopted by the
Commission that extended in its application beyond January 1, 2002, shall submit to the
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§ 56-234.2 Review of rates

The section sﬁtatés that the State Corporation Commission shall
review the rates of investor-owned public utilitie-s -every two years.

§ 56~235 4 Prohibition Qf multiple rate increases within any

| twelve~month permd exception

The section creates a new exception to the rule that regulated
operating revenues of a public utility shall not be increased more than
once in a 12-month period. It allows public utilities to apply to the
SCC more than once a year for rate design changes that are not
designed to increase or decrease operating revenues. This gives the
utility more flexibility to propose :nnovatwe or experimental rate
desngns



Commission its estimate of fuel costs, including the cost of purchased power, for the 12-month
period beginning on the date prescribed by the Cominission. Upon investigation of such
estimates and hearings in accordance with law, the Commission shall direct each company to
place in effect tariff provisions designed to recaver the fuel costs determined by the Commission
to be appropriate for that period, adjusted for any over-recovery or under-recovery of fuel costs
previously incurred. Notwithstanding any provision of Chapter 23 of Title $6 or & -
Commission order to the contrary, such tariff provisions of an incumbent electrie utility that has
divested its generation assets with the approyal of the Conumnission pursnant to § 56-590 prior to
Tanuary 1, 2002 shall have the effect of increasing its regulated electric revenue by an amount
not more than 20% of such revenue during the previous calendar vear. Any costs excluded from
such tariff provisions by the foregoing limitation may be deferred by such utility and shall be

combined with rebovery of subsequent purchased power [ not
Timitation. Any such recovery shall be with interest at & compensatory rate as the Commission

may approve butno less than the rate of mterest'used by the Commission for refunds in yate
procsedings under this _ _ S

_ 2.The CompaiSSidn shall continuously review fuel costs and if it finds that any utility
desoribed in subdivision A 1 is in an over-recovery position by more than five percent, or likely
to be so, it may reduce the fuel cost tariffs to correct the over-recovery. -

B. All fuel costs recovery tariff provisions in effect on January 1, 2004, for any electric
utility that purchases fuel for the generation of electricity and that was, as of July 1, 1999, bound
by a rate case settlement adopted by the Commission that extended in its application beyond
January 1, 2002, shall remain in effect until the earlier of (i) July 1, 2007, (ii) the termination of
capped rates pursuant to the provisions of subsection C of § 56-582; or (iii) the establishment of
tariff provisions under subsection C. Any such utility shall continue io report to the Commission
annually its actual fuel costs, including the cost of purchased power until July 1, 2007.

C. Until-the-capped-rates-forsuch-utiliby-expire-or-are-terminated-pursuant-to-the k
1O 2 ach electric utility described in subsection B shall submit annually
to the Commission its estimate of fuel costs, including the cost of purchased power, for the
successive 12-month periods beginning on July 1, 2007;-2008;-and-2605; EX BT
tod-beginnir ; . Upon investigation of such estimates and hearings in accordance
with law, the Commission shall direct each such utility to place in effect tariff provisions
designed to recover the fuel costs determined by the Commission to be appropriate for such
periods, adjusted for any over-recovery or under-recovery of fuel costs previously incurred,
however, (i) no such adjustment for any over-recovery or under-recovery of fuel costs previously
incutred shall be made for any period prior to July 1, 2007, and (ii) the Commission may order
that up to 40% of any increase in fuel tariffs determined by the Commissiorn to be appropriate for
the 12-month period beginning July 1, 2007, above the fuel tariffs previously existing, shall be
deferred and recovered during the period from July 1, 2008, through December 31, 2010.

(1R

elestric-utilitieseneray revenues associated with off-system sales of power shall be credited
against fuel factor expenses in an amount equal to the total incremental fuel factor costs incurred
in the production and delivery of such sales, In addition, 50% of the total accumulated energy
margins from off-systen sales shall be credited against fuel factor expenses, The remaining 50%
of such enerey margins will not be considered in the biennial reviews of electric utilities
conducted pursuant to § 56-585,1. In the event such accymulated energy margins resulf in a net

loss to the electric utility, no charges shall be applied to fuel factor expenses. For purposes of

o
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§ 56-249.6 Recovery of fuel and purchased power costs

Section A provides that for each electric utility that divested its
generation assets under the Restructuring Act with approval of the
SCC, the recovery of purchased power Is limited to an annual amount
no greater than 20% of its Virginia regulated electric revenues in the -
previous calendar year. Any amount of purchased power not .
recovered due to this limitation may be deferred and collected in the

: followmg year subject to the 20% limiitation.

Section C requsres Dcmimon Virginia Power t@ file annual fuel cases
with the Commission beginning in 2007 and continuing indefinitely. It
strikes exlstmg language stating that the utili ty shall file annual fuel
cases only in 2007-2010.

Section D sets policy regarding revenues from ofﬁ-system sales of
power by regulated electric utilities. Much of this section is a
codlficatlon of existing SCC policy.

The section directs that the Comm;ssnon credit the cost Qf fuel used fo
generate electricity sold off-system against the utility’s fuel factor
expenses. This prevents the utility from recouping the cost of the fuel

~ twice — through its own customers and through the off«system sale.

Addutlonally, the section allocates profits made from such sales. It
directs that 50 percent of any margin be credited against fuel factor
expenses. The section also states that the Commission shall not
cc:r;nsi-der.the remaining 50 percent of any margin from off-system
sales inits biennial reviews of utilities’ rates. The section also states
that net losses from such off-system sales shall not be apphed to fuel
factor expenses '



this subsection, “‘energy margins” shall mean the total energy revenues received from off-systen
sales transactions less the fotal ineremental costs incurred in the production and delivery of such

sa;ss .

2. In progeedings under subsections A and C, the Commission shall disallow recovery of
any fuel costs that it finds without just cause to be the result of failure of the utility to make every
reasonable effort to minimize fuel costs or any decision of the utility resulting in unreasonable
fuel costs, giving due regard to reliability of service and the need to maintain reliable sources of
supply, economical generation mix, generating experience of comparable facilities, and
minimization of the total cost of providing service. - ' o

3. The Commission is authorized to promulgate, in accordance with the provisions of this
section, all rules and regulations necessary to allow the recovery by electric utilities of all of their
prudenily incurred fuel costs under subsections A and C, including the cost of purchased power,
as precisely and prompily as possible, with no over-reCovery ot under-recovery, except as
provided in subsection C, in 2 manner that will tend to assure public confidence and minimize
abrupt changes in charges to consumers, .~ . e

§ 56-576. Definitions.

As used in this chapter:

"Affiliate" means any person that controls, is controlled by, or is under common control
with an electric utility. : _

"Aggregator" means a person that, as an agent or intermediary, (i) offers to-purchase, or
purchases, electric energy or (i) offers to arrange for, or arranges for, the purchase of electric
energy, for sale to, or on behalf of, two or more retail customers not conirolled by or under
common control with such person. The following activities shall not, in and of themselves, make
a person an aggregator under this chapter: (i) furnishing legal services to two or more retail
customers, suppliers or aggregators; (i) furnishing educational, informational, or analytical
services to two or more retail customers, unless direct or indirect compensation for such services
is paid by an aggregator or supplier of electric energy; (iii) furnishing educational, informational,
or analytical services to two or more suppliers or aggregators; (iv) providing default service
under § 56-585; (v) engaging in activities of a retail electric energy supplier, licensed pursuant to
§ 56-587, which are authorized by such supplier's license; and (vi) engaging in actions of a retail
customer, in common with one or more other such retail customers, to issue a request for
proposal or to negotiate a purchase of electric energy for consumption by such retail customers,

"Commission” means the State Corporation Commission.

"Cooperative" means a utility formed under or subject to Chapter 9.1 (§ 56-231.15 et
seq.) of this title.
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§ 56-249.6 Recovery of fuel and purchased power costs
(continued)

Section D.3 requires annual fuel factor reviews, conducted under
procedures set forth in Section §6-249.6, by the Commission. It
strikes existing language allowing the Commission to dispense with
such procedures if it finds fuel costs can reasonably be recovered
through other rates and charges.

§ 56-576 Definitions

This section defines terms used in the bill.



 "Covered entity" means a provider in the Commonwealth of an electric service not -
subject to competition but shall not include default service providers.

"Covered transaction" means an acquisition, merger, or consolidation of, or other
transaction involving stock, securities, voting interests.or assets by which one or more persons
obtains control of a covered entity. e S _ _

"Customer choice" means the oppottunity for & retail customer in the Commonwealth to
purchase electric energy from any supplier licensed and seeking to sell electric energy to that -
customer, ' _ :

‘ "Distribute," "distributing" or "distribution of" electric energy means the transfer of
electric energy through aretaii distribution system to a retail customer, - o

"Distributor" means a person owning, controlling, or operaling a retail distribution’
system to provide ¢lectric energy directly to retail customers. . ' . :

"Flectric utility" means any person that generates, transmits, or distributes electric energy
for use by retail customers in the Commonwealth, including any investor-owned electric utility,
cooperative electric utility, or electric utility owned or operated by a municipality.

"Generate," "generating," or "generation of" electric energy means the production of
electric energy. :

"Generator” means a person owning, controlling, or operating a facility that produces
slectric energy for sale.

"Incumbent electric utility” means each electric utility in the Commonwealth that, prior to
July 1, 1999, supplied electric energy to retail customers located in an exclusive service territory
¢stablished by the Commission.

“Independent system operator” means a person that may recetve or has received, by
transfer pursuant to this chapter, any ownership or control of, or any responsibility to operate, all
or part of the transmission systems in the Commonwealth. : :

"Municipality" means a city, county, towr, authority or other political subdivision of the
-Commonwealth.

“Period of transition to customer choice" means the period beginning on January 1, 2002,
and ending on January 1, 2004, unless otherwise extended by the Commission pursuant to this
chapter, during which the Commission and all electric utilities authotized to do business in the
Commonwealth shall implement customer choice for retail customers in the Commonwealth,

"Person" means any individual, corporation, partnership, association, company, business,
trust, joint venture, or other private legal entity, and the Commonwealth or any mumnicipality,
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§ 56-576 Definitions

This section defines terms used in the bill.



"Renewable energy" means energy derived from sunlight, wind, falling water, sustainable
biomass, energy from waste, wave motion, tides, and geothermal power, and does not include
energy derived from coal, oil, natural gas or nuclear power.

"Retail customer” means any pergon that purchases retail electric energy for its own
consumptwn at one or more metering points or nonmetergd points of delivery located in the
Commonwealth, _

"Retail eleciric energy” means electric energy sold for ultimate consumption to a retail
customer.

"Supplier" means any genetator, distributor, aggregator, broker, marketer, or other person
who offers to sell or sells electric energy to retail customers and is licensed by the Commission
to do so, but it does not mean a generator that produces electric energy exclusively for its own
consumptlon or the consumption of an affiliate.

"Supply" or "supplying" electric energy means the sale of or the offer to sell electric
energy to a retail customer.

"Transmission of," "transmit," or "transmitting" electric énergy means the transfer of
electric energy through the Commonwealth's interconnected transmission grid from a generator
to elther a distributor or a retail customer.

"Transmission system" means those facilities and equlpment that are required to provide
for the transmission of electric energy.

8§ 56-577. Schedule for transition to retail competition; Commlssmn anthority; exemptions;
pilot programs.

A. The-transition-toretailRetail competition for the purchase and sale of electric energy
shall be-implemented-as-follewssubject to the following provisions:

1. Bach incumbent electric utility owning, operating, controlling, or having an entitlement
to transmission capacity shall join or establish a regional transmission entity, which entity may
be an independent system operator, to which such utility shall transfer the management and
control of its transmission system, subject to the provisions of § 56-579.

1eThe generation of electric energy shall
-ag specified in this chapter.
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§ 56-577. Schedule for transition to refail competition:
Commission authority; exemptions; pilot programs

The amendments in Section A largely repeal the retail choice
provisions of the Virginia Electric Utility Restructuring Act.

New Section A.2 repeals the Restructuring Act's deregulation of
generation, which was effective January 1, 2002. The section re-
regulates generation according to standards set forth in the bill.




rates all reta:ll custeers Qf clestrm cn@rgy  within the Cemmonwaalﬂl, regardless of customer
class shall be permitted to purchase electric energy from any supplier of electric energy licensed
rati

to sell retail electric energy within the Cammanwealth After tha -
ti’l 1

capped rates, only individual retail cusis

regardless of customer classa whose di

g@gdltmns

a -If such customer does not urc:has
date, such customer § sha

i

meeawatts, shall be permitted to purchase el ,gctrlc energv , from & any sum:-her of electnc" engrg:
icensed to sell retail electric energy within the Commonwealth, sabject to the Tollowing

electric energv from lzcen ed suppliers afier that

b. The dema,nds of individyal retail custom nay ¢ aggregate k
the purpose of meeting the demand limitations of t his vazsmn, any othgr Qrowsmn of this

chapter to the contrary notwithstanding,

1 nurchase algg@c energy fmm s ;gcumbent e] 1,;1;; ut;htz

¢. If such customer does purchase electric energy from licensed suppliers afier the

expiration or termination of capped rates, it shall nof tlereaﬂer be e:ntit ed to purchase electric

energy from the incumbent electric utility without gi

ving five vears’ advance written notice of

such intention to such utility, except where such customer demonstrates to the Commission. after

notice and 013 ortunity for hearin throu

hrough clear and convine
failed to perform, or is ahout to fail to perform, throu

ng evidence that its supplier has
ch no fault of the customer, and that such

customer is unable to obtain service from an alternative supplier. If, as a resuit of such

proceeding, the Commission finds it in the pu
year notice requirement. . such customer may th

remainder of the five-year notice period, after which point

energy from the utility under rates, termns and

blic inferest to grant an exemption from the five

nert hereafter purchase electric energy at the costs of
such utility, as determined by the Commission pursuant (o subdivision 3 d hereof, for the

conditions determined pursuant {0 § 36-585.1,

Any customer that refurns to purchase electric energy from its incumbent electric utility, after

the customer may purchase electric

be subject to minimum stay periods equal to those

expiration of the ﬁveaygar notme perod. shall

prescribed by the Commission pursuant to subdivision C 1.

d. The costs of serving a customer that has received an exemption from the five year

notice requirement under subd1v1310n 3 ¢ here

of shall be the market-based costs of the utility,

including (i) the actual expenses of procuring

such electric energy from the market, (ii)

additional administrative and transaction costs associat ted with prosuring such en energy. including,

but not limited to, costs of t transmission. transmission line losses, and ancill
determined puisuant to the provisions of subdivision A 3 of § 56-385.1,

a reasonable margin as

gervices, and (11

ii1)

The methodology established by the Commission for determining such costs shall ensure that

netther utilities nor other retail cugtomers are adversely affected.
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§ 56-577. Schedule for transition to retail cmmpetitmn
Commission authority; exemptions; pilot programs (continued)

New Section A-3 sets new standards for-retail choice in the

Commonwealth, It allows all customers to purchase power from an

alternative supptier only untif the expiration of capped rates. The draft
sets @ecember 31, 2008 as the new date for this expiration. S

After capped rate exp:ratmn only individual retail customers with
demand greater than 5 MW will be allowed to purchase electricity
from alternative suppliers. This effectively restricts retail choice to
industrial customers who have the resources and expertise to make
effective use of it.

Section A-S a states that customers who elect not to shop for. power
will purchase electricity from their incumbent utilities.

Section A-3.b states that retail choice shall be available only to
individual customers with demands greater than 5 MW. individual

“accounts cannot be combmed or aggregated to exceed the 5 MW

threshold.

Section A-3.¢ restricts the ability of customers who choose to buy
power from alternative suppliers to return to their incumbent utilities.
Such customers are required to give five years’ written notice before
refurning. The Commission can waive this requirement if the supplier
fails to perform. Customers granted such waivers will be charged
market-based rates for the remainder of the five-year notice period.
After that, they will be charged rates set by the new system found in
the bill. and must take service from the utility for a minimum period of
one year before being eligible to buy from competltzve suppliers
again.

| Set‘:tio‘n A-3.d sets standards ft;r Cgmmission‘_de‘terminati@n- of such

market-based rates, including administrative costs and a reasonable
margin for the incumbent utility.

The draft bill also repeals sections of the Restructuring Act allowing
the Commission to accelerate or delay the availability of retail choice.




————B~The Commission shall promulgate such rules and regulatioris- as inay be néo_e_ssary to
implement the provisions of this section. _ L _

EC. 1. By January 1, 2002, the Commission shall promulgate regulations establishing.
whether and, if so, for what minimum periods, customers who request service from an incumbent
electric utility pursuant to subsection D of § 56-582 or a default service provider, after a period
of receiving service from other suppliers of electric energy, shall be required to use such service
from such meumbent electric utility or default service provider, as determined to be in the public
interest by the Commission. ' : - : : : :

2. Subject to (i) the availability of capped rate service under § 56-582, and (ii) the transfer
of the management and control of an incumbent electric utility's transmission assets to 2 regional
transmission entity afier approval of such transfer by the Commission under § 56-379, retail
customers of such utility (a) purchasing such energy from licensed suppliers and (b) otherwise
subject to minimum stay periods prescribed by the Commission pursuant to subdivision 1, shall
- nevertheless be exempt from any such minimum stay obligations by agreeing to purchase electric
energy at the market-based costs of such utility or default providers after a period of obtaining
electric energy from another supplier. Such costs shall include (i) the actual expenses of
procuring such electric energy from the market, (if) additional administrative and transaction
costs associated with procuring sueh energy, including, but not limited to, costs of transmission,
transmission line losses, and ancillary services, and (i1i) a reasonable margin. The methodology
of ascertaining such costs shall be determined and approved by the Commission afier notice and
opportunity for hearing and-after review of any plan filed by such utility to procure electric
energy to serve such customers. The methodology established by the Commission for
determining such costs shall be consistent with the goals-of (a) promoting the development of
effective competition and economic development within the Commonwealth as provided in
subsection A of § 56-596, and (b) ensuring that neither incumbent utilities nor refail customers
that do nét choose to obtain electric energy from alternate suppliers are adversely affected.

‘ 3. Notwithstanding the provisions of subsection D of § 56-582 and subdivision C 1 of §
56-585, however, any such customers exerapted from any applicable minimum stay periods as
provided in subdivision 2 shall not be entitled to purchase retail electric energy thereafter from
their incumbent electric utilities; or from any distributor required to provide default service under
subdivision B 3 of § 56-585, at the capped rates established under § 56-582, unless such
customers agree to satisfy any minimum stay period then applicable while obtaining retail
electric energy at capped rates, o

- 4, The Commission shall promulgate such rules and regulations as may be necessary to
implement the provisions of this subsection, which rules and regulations shall include provisions
specifying the commencement date of such minimum stay exemption program.

§ 56-578, Nondiscriminatory access to transmission and distribution system,

-7
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§ 56-577. Schedule for transition to retail competition:
-Commission authority; exemptions; pilot programs (continued)

The draft bill repeals Section 56-577.C which authorized the
Commission to allow pilot reta_il_choice programs. -



A, All distributors shall have the obligation to connect any retail customer, including
those using distributed generation, located within its service territory to those facilities of the
- distributor that are used for delivery of retail electric energy, subject to Commission rules and
regulations and approved tariff provisions relating to conhection of service. -

B. Except as otherwise provided in this chapter, every distributor shall provide
distribution service within its service territory on a basis which is just, reasonable, and not
unduly discriminatory to suppliers of electric energy, including distributed generation, as the
Commission may determine. The distribution services provided to each supplier of electric
energy shall be comparable in quality to those provided by the distribution utility to itself or to
any affiliate. The Commission shall establish rates, terms and conditions for distribution service
to be provided after the expiration or termination of capped rates. under Chapter 10 (§ 56-232 et
seq.) of this title, except that the rates, terms and conditions of investor-owned incumbent
electric utilities shall be regulated pursuant to the provisions of § 56-383.1.

7 C. The Commission shall establish interconnection standards to ensure transmission and
distribution safety and reliability, which standards shall not be inconsistent with nationally
recognized standards acceptable to the Commission. In adopting standards pursuant to this
subsection, the Commission shall seek to prevent bartiers to new technology and shall not make
compliance unduly burdensome and expensive. The Commission shall determine guestions about
the ability of specific equipment to meet interconnection standards.

D. The Commission shall consider developing expedited permitting processes for small
generation facilities of fifty megawatts or less. The Commission shall also consider developing a
standardized permitting process and interconnection arrangements for those power systems less
than 500 kilowatts which have demonstrated approval from a nationally recognized testing
laboratory acceptable to the Commission.

E. Upon the separation and deregulation of the generation function and services of
incumbent electric utilities, the Commission shall retain jurisdiction over utilities' electric
transmission function and services, to the extent not preempted by federal law. Nothing in this
section shall impair the Commission's authority under §§ 56-46.1, 56-46.2, and 56-265.2 with
respect to the construction of electric transmission facilities.
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§ 56-578 Nondiscriminatory access t@ transmlssian and
distnbuti@n system

Section B states that the distribution rates offered after the
termination of c:.apped rate service shall be regulated using the new
method set forth in the bill. . _ |

The draft strikes Section 56-578.F allowing the SCC to order
transmission improvements that will promote competition.



§ 56-579. Regional transmission entities. .'

A. As set forth in § 56-577, each incumbent electric utility owning, operating,
controlling, or having an entitlement to transmission capacity shall join or establish a regional
transmission entity, which hereafter may be referred to as "RTE," to which such utility shall
transfer the management and control of its transmission assets, subject to the following:

1. No such incumbent electric utility shall transfer to any person any ownership or control
of, or any responsibility to operate, any portion of any transmission system located in the
Commonwealth prior to July 1, 2004, and without obtaining, following notice and hearing, the
prior approval of the Commission, as hereinafier provided. However, each incumbent electric
utility shall file an application for approval pursuant {o this section by July 1, 2003, and shall
transfer management and control of 1ts transmission assets to a regional transmission entity by
January 1, 20035, subject to Commission approval as provided in this section.

2. The Commission shall develop rules and regulations under which any such incumbent
electric utility owning, operating, controlling, or having an entitlement to transmission capacity
within the Commonwealth, may transfer all or part of such control, ownership or responsibility
to an RTE, upon such terms and conditions that the Commission determines will:

a. Promoie;

(1) Practices for the reliable planning, operating, maintaining, and upgrading of the
transmission systems and any necessary additions thereto; and

(2) Policies for the pricing and access for service over such systems that are safe, reliable,
efficient, not unduly discriminatory and consistent with the orderly development of competition
in the Commonwealth;

b. Be consistent with lawful requirements of the Federal Energy Regulatory Commission;

c. Be effectuated on terms that fairly compensate the transferor;

d. Generally promote the public interest, and are consistent with (i) ensuring that
consumers' needs for economic and reliable transmission are met and (ii) meeting the
transmission needs of electric generation suppliers both within and without this Commonwealth,
including those that do not own, operate, control or have an entitlement to transmission capacity.

B. The Commission shall also adopt rules and regulations, with appropriate public input,
establishing elements of regional transmission entity structures essential to the public interest,

-9
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- § 56-578 Nondiscriminatory access to transmzssian and

distribution system (continued).

The draft strikes Section 56-578.G giving the Commission additional
powers to regulate rates for eleciric generators determined to have
market power within transmission-constrained areas of the '
Commonwealth. This recognizes that, with the advent of unbundling
and utility membership in PJM, these are matters properly decided by
FERC. |

§ 56—57‘9 Reg:onal transmission entities

The bill makes no changes to the existing statutory language found
on this page.




which elements shall be applied by the Commission in determining whether to authorize transfer
of ownership or control from an incumbent electric utility to a regional transmission entity.

C. The Commission shall, to the fullest extent permitted under federal law, participate in
any and all proceedings concemning regional transmission entities furnishing transmission
services within the Commonwealth, before the Federal Energy Regulatory Commission. Such
participation may include such intervention as is permitted state utility regulators under Federal

Energy Regulato_ry Cqmmission-rulﬁand procedures:
D. Ndﬂlingin this Se{:ﬁoh _shail be deemed to aﬁrog_ata or modify:_'- i

1. The Commission's authority over transmission Hne or facility construction, :
enlargement or acquisition within this Commonwealth, as set forth in Chapter 10:1 (§ 56-265.1
et seq.) of this title; ) | : o

2. The laws of this Commonwealth concerning the exercise of the right of eminent
domain by a public service corporation pursnant to the provisions of Article 5.(§ 56-257 et seq.)
QfCh‘&ptﬁl’ IQOfthiS tit]:‘ FOVWEV-E-Bh-aid =w=,‘_" FaAHRE 7, !! _' 1P % "‘_a-‘-.%-'%.;"- -‘u‘ &

o

k1
= )

3. The Commission's authority over retail electric energy sold to retail customers within
the Commonwealth by licensed suppliers of electric service, including necessary reserve .
requirements, all as specified in § 56-587.

E. For purposes of this section, transmission capacity shall not include capacity that is
primarily operated in a distribution function, as determined by the Commission, taking into
consideration any binding federal precedents.

F. Any request to the Commission for approval of such transfer of ownership or control
of or responsibility for transmission facilities shall include a study of the comparative costs and
benefits thereof, which study shall analyze the economic effects of the transfer on consumers,
including the effects of transmission congestion costs. The Commission may approve such a
transfer if it finds, after notice and hearing, that the transfer satisfies the conditions contained in
this section. :

(. The Commission shall report annually to the Commission on Eleciric Utility
Restructuring its assessment of the sucoess in the practices and policies of the RTE facilitating
the orderly development of competition in the Commonwealth. Such report shall set forth actions
taken by the Commission regarding requests for the approval of any transfer of ownership or
control of transmission facilities to an RTE, including a description of the economic effects of
such proposed transfers on consurners,

§ 56-580. Transmission and distribution of electric energy.

A. TheSubiect to the provisions of § 56-585.1, the Commission shall continue to regulate
pursuant to this title the distribution of retail electric energy to retail customers in the
Commonwealth and, to the extent not prohibited by federal law, the transmission of electric
energy in the Commonwealth. '

B. The Commission shall continue to regulate, to the extent not prohibited by federal law,
the reliability, quality and maintenance by transmitters and distributors of their transmission and
retail distribution systems. -
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§ 56-579 Regiénal transmission entities (continued)
Section 56-579.D.2 is amended to restore condemnation rights to the

construction or enlargement of electric generating units. Such rights -
were removad by the Restructuring Act.



_ C. The Commission shall develop codes of conduct governing the conduct of incumbent
electric utilities and affiliates thereof when any such affiliates provide, or conirol any entity that
provides, generation, distribution, or transmission er-any-services made-competitive-pursnant-to

on, Nothing in this

1L,

§-56-584-1, to the extent necessary to prevent impairment of comnpetiti
chapter shall prevent an incumbent glectric wtility from offering metering options fo its
customers. ' '

D. The Commission shall permit the construction and operation of electrical generating
facilities upon a finding that such generating facility and associated facilities (i) will have no
material adverse effect upon reliability of electric service provided by any regulated public utility
and (ii) are not otherwise contrary to the public interest. In review of a petition for a certificate to
construct and operate a generating facility described in this subsection, the Commission shall
give consideration to the effect of the facility and associated facilities on the environment and
establish such conditions as may be desirable or necessary to minimize adverse environmental
* impact as provided in § 56-46.1. In order to avoid duplication of governmental activities, any
valid permit or approval required for an electric generating plant and associated facilities issued
or granted by a federal, state or local governmental entity charged by law with responsibility for
issuing permits or approvals regulating environmental impact and mitigation of adverse
environmental impact or for other specific public interest issues such as building codes,
transportation plans, and public safety, whether such permit or approval is prior to or after the
Commission's decision, shall be deemed to satisfy the requirements of this section with respect to
all matters that (i) are governed by the permit or approval or (ii) are within the authority of, and
were considered by, the governmental entity in issuing such permit or approval, and the
Commission shall impose no additional conditions with respect to such matters. Nothing in this
section shall affect the ability of the Commission to keep the record of a case open. Nothing in
this section shall affect any right to appeal such permits or approvals in accordance with
applicable law. In the case of a proposed facility located in a region that was designated as of
July 1, 2001, as serious nonattainment for the one-hour ozone standard as set forth i the federal
Clean Air Act, the Commission shall not issue a decision approving such proposed facility that is
conditioned upon issnance of any environmental permit or approval. :

E. Nothing in this section shall impair the distribution service territorial rights of i.‘
incumbent electric utilities, and incumbent electric utilities shall continue o provide distribution ‘
services within their exclusive service territories as established by the Commission. Nething-in
his-chapter-shall-mpair-the-Commissien'sSubject to the provisions of § 36-583.1. the
“ommission shall continue to exercise its existing authority over the provision of electric

distribution services to retail customers in the Commonwealth including, but not limited to, the
authority contained in Chapters 10 (§ 56-232 et seq.) and 10.1 (§ 56-265.1 et seq.) of this title.

F. Nothing in this chapter shall impair the exclusive territorial rights of an electric utility

owned or operated by a municipality as of July 1, 1999, or by an authority created by a
governmental unit exempt from the referendum requirement of § 15.2-5403. Nor shall any
provision of this chapter apply to any such electric utility unless (i) that municipality or that
authority created by a governmental unit exempt from the referendum requirement of § 15.2-
5403 elects to have this chapter apply to that utility or (ii) that utility, directly or indirectly, sells,
offers to sell or seeks to sell electric energy to any retail customer outside the geographic area
that was served by such municipality as of July 1, 1999, except (a) any area within the
municipality that was served by an incumbent public utility as of that date but was thereafter
served by an electric utility owned or operated by a municipality or by an authority created by a
governmental unit exempt from the referendum requirement of § 15.2-5403 pursuant to the terms
of a franchise agreement between the municipality and the incumbent public utility, or (b) where
the geographic area served by an eleciric uiility owned or operated by a municipality is changed

ursuant to mutual agreement between the municipality and the affected incumbent public utility
in accordance with § 56-265.4:1. If an electric utility owned or operated by a municipality as of

11 -
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§ 56-580 Transmission and distribution of electric energy

Section 56-580.C is amended {o state that incumbent electric utilities
shall have the right to offer metering options to their customers.

Section E states that the, SCC shall regulated distribution rates
according to the new rate making methodology set forth in the bil.




July 1, 1999, or by an authority created by a governmental unit exempt from the referenduin
requirement of § 15.2-5403 is made subject to the provisions of this chapter pursuant to clause (i)
or (ii) of this subsection, then in such event the provisions of this chapter applicable to

incumbent electric utilities shall also apply to any suchutility; mutatis mutandis. -

G. The applicability of this chapter to any investor-owned incumbent electric utility
supplying electric service to retail customers on January 1, 2003, whose service territory
assigned 1o it by the Commission s located entirely within Dickenson, Loe, Russell, Scott, and
Wise Counties shall be suspended effective July 1, 2003, so long as such utility does not provide
retail electric services in any other service territory in any jurisdiction to customers who have the
right to receive retail electric energy from another supplier. During any such suspension period,
the utility's rates shall be (i) its capped rates established pursuant to § 56-582 for the duration of
the capped rate period established thereunder, and (ii) determined thereafier by the Commission
?ﬁl the lbasis of such utility's prudently incurred costs pursuant to Chapter 10 (§ 56-232 et seq.) of

is title.

H. The expiration date of any certificates granted by the Commissidn pursuant to
subsection D, for which applications were filed with the Commission prior to July 1, 2002, shall
be extended for an additional two years from the expiration date that otherwise would apply.

§ 56-581. Regulation of rates subject to Comumission's jurisdiction.

Al ] : §-£ 2 After the expiration or termination of capped
rates, the Commission shall regulate the rates of investor-owned incumbent electric ufilities for
the transmission of electric energy, to the extent not prohibited by federal law, and for the
generation of electric energy and the distribution of electric energy to such-retail customers en-an

i dind hase I e o tha nrasasigns-aibtbis-chap aftapthe-date-ofensiomerchoiee
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B. Beginning July 1, 1999, and thereafter, no cooperative that was a member of a power
supply cooperative on January 1, 1999, shall be obligated to file any rate rider as a consequence
of an increase or decrease in the rates, other than fuel costs, of its wholesale supplier, nor must
any adjustment be made to such cooperative's rates as a consequence thereof.

C. Except for the provision of default services under § 56-585 or emergency services in§
56-586, nothing in this chapter shall authorize the Commission to regulate the rates or charges
for electric service to the Commonwealih and its municipalities.

§ 56-582. Rate caps.

A. The Commission shall establish capped rates, effective January 1, 2001, for each -
service territory of every incumbent utility as follows:

1. Capped rates shall be established for customers purchasing bundled electric
transmission, distribution and generation services from an incumbent electric utility.

2. Capped rates for electric generation services, only, shall also be established for the
purpose of effecting customer choice for those retail customers authorized under this chapter to
purchase generation services from a supplier other than the incumbent utility during this period.

3. The capped rates established under this section shall be the rates in effect for each

incumbent utility as of the effective date of this chapter, or rates subsequently placed into effect
pursuant to a rate application filed by an incumbent electric utility with the Commission prior to

-12-




Page 12

§ 56-581 Regulation of rates subject to Commissian s

jurisdiction

~ 8ection A gives the Commission the right to regulate investor-owned

utilities’ electric rates after the termination of capped rates. This
includes rates for generation and distribution, as well as rates for
transmission services, to the extent permxtted by federal law.




January 1, 2001, and subsequently approved by the Commission, and made by an incumbent
electric utility that is not currently bound by a rate case settlement adopted by the Commission
that extends in its application beyond Jatmary 1, 2002, If such rate application is filed, the rates
proposed therein shall go into effect on January 1, 2001, but such rates shall be interim in nature
- and subject to refund until such time as the Commission has completed its investigation of such
application. Any amount of the rates found excessive by the Commission shall be subject to
refund with interest, as may be ordered by the Commission. The Corhmission shall act upon such
applications prior to commencement of the period of transition to customer choice. Such rate
application and the Commission's approval shall give due consideration, on a forward-looking
basis, to the justness and reasonableness of rates to be effective for a period of time ending as
late as July 1, 2007. The capped rates established under this section, which inelude rates, tariffs,

electric service contracts, and rate programs (including experimental rates, regardless of whether

they otherwise would expire), shall be such rates, tariffs, contracts, and programs of each
incumbent electric utility, provided that experimental rates and rate programs may be closed to
new customers upon application to the Commission. Such capped rates shall also include rates
for new services where, subsequent to January 1, 2001, rate applications for any such rates are
filed by incumbent electric utilities with the Commission and are thereafter approved by the
Commission. In establishing such rates for new services, the Commission may use any rate
method that promotes the public interest and that is fairly compensatory to any utilities
requesting such rates. :

B. The Commission may adjust such. capped rates in connection with the following: (i)
utilities' recovery of fuel and purchased power costs pursuant to § 56-249.6, and, if applicable, in
accotdance with the terms of any Commission order approving the divestiture of generation
assets pursuant to § $6-590, (ii) any changes in the taxation by the Commonwealth of incumbent
electric utility revenues, (iii) any financial distress of the utility beyond its contral, (iv) with
respect to cooperatives that were not members of a power supply cooperative on January 1,
1999, and as long as they do not become members, their cost of purchased wholesale power and
discounts from capped rates to match the cost of providing distribution services, (v) with respect
to cooperatives that were members of a power supply cooperative on January 1, 1999, their
recovery of fuel costs, through the wholesale power cost adjustment clauses of their tariffs
pursuant to § 56-231.33, and (vi) with respect to incumbent electric utilities that were not, as of
the effective date of this chapter, bound by a rate case settlerent adopted by the Commission
that extended in its application beyond January 1, 2002, the Commission shall adjust such
utilities' capped rates, not more than once in any 12-month period, for the timely recovery of
their incremental costs for transmission or distribution system reliability and compliance with
state or federal environmental laws or regulations to the extent such costs are prudently incurred
on and afier July 1, 2004, Any adjustments pursuant to § 56-249.6 and clause (i) of this
subsection by an incumbent electric utility that transferred all of its generation assets to an
affiliate with the approval of the Commission pursuant to § 56-590 prior to January 1, 2002, shall
be effective only on and after July 1, 2007, Notwithstanding the provisions of § 56-249.6, the
Commission may authorize tariffs that include incentives designed to encourage an incurmbent
electric utility to reduce its fuel costs by permitting retention of a portion of cost savings
resulting from fuel cost reductions or by other methods determined by the Commission to be fair
and reasonable to the utility and its customers. ' _

C. A utility may petition the Comumission to terminate the capped rates to all customers
any time after January 1, 2004, and such capped rates may be terminated upon the Commission
finding of an effectively competitive market for generation services within the service territory
of that utility. If its capped rates, as established and adjusted from time to time pursuant to
subsections A and B, are continued after January 1, 2004, an incumbent clectric utility that is not,
as of the effective date of this chapter, bound by a rate case settlement adopted by the
Commission that extends in its application beyond January 1, 2002, may petition the
Commission, during the period January 1, 2004, through June 30, 2007, for approval of a one-
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Page 13
§ 56-582 Rate caps

There are no changes to statutory language on this page.




time change in its rates, and if the capped rates are continued after July 1, 2007, such incumbent:
electric utility may at any time after July 1, 2007, petition the Commission for approval of a one-
time change In its rates. Any change in rates pursuant to this subsection by an incumbent electric
utility that divested its generation assets with approval of the Commission pursuant to § 56-590
prior to January 1, 2002, shall be in accordance with the terms of any Comimission order
approving such divestiture. Any petition for changes to capped rates filed pursuant to this
subsection shall be governed by the provisions of Chapter 10 (§ 56-232 et seq.) of this title.

D. Until the expiration or termination of capped rates as provided in this section, the
incumbent electric utility, consistént with the functional separation plan implemented under §
56-590, shall make electric service available at capped rates established under this section to any
customer in the incumbent electric utility's service territory, including any customer that, until
the expiration or termination of capped rates, requests such service after a period of utilizing
service from another supplier.

E. During the period when capped rates are in effeet for an incumbent electric utility,
such utility may file with the Commission a plan describing the method used by such utility to
assure full funding of its nuclear decommissioning obligation and specifying the amount of the
revenues collected under either the capped rates, as provided in this section, or the wires charges,
as provided in § 56-583, that are dedicated to funding such nuclear decommissioning obligation
under the plan, The Commission shall approve the plan upon a finding that the plan is not
contrary to the public. interest.

F. The capped rates established pursuant to this section shall expire on December 31,
20102008, unless sooner terminated by the Commission pursuant to the provisions of subsection
C, provided, however, that rates after the expiration or termination of capped rates shall equal

capped rates until such rates are changed pursuant to other provisions of this title.
8§ 56-585, Default service,

A. The Commission shall, after notice and opportunity for heating, (i) determine the
components of default service and (ii) establish one or mote programs making such services
available to retail customers requiring them eemmencing-withduring the availability throughout

the Commonwealth of customer choice for all retail customers as established pursuant to § 56-
577. For purposes of this chapter, "default service" means service made available under this
section to retail customers who (i) do not affirmatively select a supplier, (ii) are unable to obtain
service from an alternative supplier, or (iii) have contracted with an alternative supplier who fails
to petform._Availability of default service shall expire upon the expiration o termination of

capped rates,

~14-




Page 14

§ 56-582 Rate caps (continued)

Section 56-582.F terminates capped rates on December 31, 2008
instead of December 31, 2010, as currently prescribed by the
Restructuring Act. Rates will then be subject to change under other
provisions of Title 56.

§ 56-585 Default Service

The bill repeals the Restructurmg Act’s procedures for determmmg
default rates after termmatnon of capped rates.

Sectmn Ais amended to state that the avallabihty of default service =

shall end when capped rates expire.
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§ 56&585 '@efault— Service (continued)

The draft on this page continues the repeal of the Restructurmg Act's
procedures for determming default rates aﬁer termmatfcn of capped
rates,

Sectian B.3 states that incumbent distributors shall be the default
~_service suppliers within thelr service territories until the expiration of
capped ratas _

Section C is amended ta state that default rates shall equal capped
rates du rmg the capped rate period.



——E, D), A distribution electric cooperative, or one oF more afﬁhates thereof ghall have the

obligation and right to be the suppller of default services in ifs certificated service territory. A
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§ 56-585 Default Service (continued)

Section D, as amended, states that distribution cooperatives shall
continue to supply default service within their service territories unt:l |
capped rate expiration. :

§ 55&585 1 Generatmn, d:stributmn and transmlssicn rates after |
rate caps. :

This new section sets forth the new methodology for i’égulation of
retail electric rates in the Commonwealth. |

Section A states that the Commission shall review the rates of
incumbent investor-owned utilities every two years usmg the
| mathodoicgy presscnbed in the bifl.




1. _Ra_tgs; terms and conditions for each service shall be reviewed separalely on an
led basis, Such reviews shall be conducted in a single, combined proceed mgﬁgl_@w
g‘ullzg a twelve month fe test period. The first such proceeding

of capped rates shall utilize a twelve month test period ending December 31, 2008,

fair com ined rate of remm on tha u,t111ty s common gg,,ii:v for its ge

services; (ii) 1o make ang revisions necessarv to the uzilizg s rates in thg event it ] ge,g;mng less

man afaur combined rate of re a8 1o provide the opportunity to recover fg ly h@ costs of
g such se ; o distribute to customers a portion o

'l _ on ely lo: the generation and
distribu tmn semces of such uti ahined, shall be determined

by adding 600 basis nomts to the laiest available threg month avcrggé bond vield of investment-
grade bonds using Moody’s Long Baa 111; ' Bonds, provided however, that the
Commission rnav mcrease or decrease such com meg rate of return bv up to 30 basis points

1t - ggfonnancc! g
rdds, such action being
[] t 3

ce Incﬁntwe it shall remam in effect
h utility is concluded and shall not be
modified. pursuant to anv provision of ,the remainder of this subsection, If the combined rate of
return on common equity camed by both the sencration and distribution services is no more than
100 basis points above the return as so determined such combined retumn shall not be considered
gxcessive,

4, Each such utah shall make 2 biennial filing by March 31 of every other year,
beginning in 2009, consisting of Schedules 1 through 7, 9 through 14, 18, 21. 25 and 30
confained in the Commission’s rules governing utility rate increase applications (20 VAC 5-200-
30) as such rules existed on January 1, 2007. The test period shall be the twelve months ending
December 31 immediately preceding the filing date. Such filing shall utlhze the books and

records of the utility as filed with the Securities and Exchange Commission, and no adjustments,
other than those necessary to allocate the utility’s s books and records from a total company basis
to a Virginia jurisdictional basis. shall be proposed or made to such books and records by the
Commission, the Commission’s staff or any party in such biennial review, except as provided in
this subsection, and provided, however. that any automatic rate adjnstment clauses previously
implemented 'ursuant to subdivisions A 5. A 6 or A 7 shall be consolidated with the utility’s
costs, revenues and investments if rates are revised or credits applied to customers’ bills pursuant
o sgbc_lmszon AS, :

5. The following costs incurred by the utili tv shall be deemed reasonable and prudent: (i)
costs for Lransmwsxon services provided to the utility by the regional transmmsmg entity of which
the utility is & member, as determined ynder app 11cable_ rates. tcrms and condi itions approved by
the Federal Energy Regulatory Commission, 2 ! the utility that are
associated with demand responge programs a.pnroved by the Fedeml Energy Regulator
Commission. and administered by the regional fransmission entity of Whlch the utility is a
member. Upon getxtmn ofa utility at any time, before or afier the expiration or termination of
capped rates, the Coromission shall approve an automatic rate > rate adjustment clause under which
such costs, ;ncludxgga without limitation. costs for transmission service, cha;ges for new and

xzstlgg transmission facilities, administrative charges. and anc Iarv service charges designed to
recover transmission costs, shall be recovered on a timely and cirrent basis from customers,

ik

3
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§ 56-585,1 Generation, distribution and transmission rates after rate @aps
{continued). .

Section A. 1 prescrabes that the first such review will Lise a 200& calendar-year tast

_perlcd (the last year of capped rates)

Sacti@n A 2 sets for!:h the purposes of the review

(i) : To determine whether the utllity has earned “a fair combined rate of retum” for its
- generation and distribution services during the test year period.
(i) To revise the utility's rates if the Gommlssion determines it is earning lass ihan
such refurn,
(i} . Todistribute to customers thmugh blﬂ credits a portion. of earnmgs found to be in
. excess of a fair combined rate of return. .

Section A3 defines “fair rate of return.” Under the propésed legislation; a proper return
on equity will be determined by adding 6 percent to the three-month average yisid of
investment gracde (Baa) long-term utimy bonds..

ThaCamm:ssnon can increase or reduce thns return by up to one-half percent based on
utility performance and aperations, measured against nationally recognized standards.
Such increases or decreases shall remain in effect until the next biennial rate review.

The section further states that the combined rate of return for generation and distribution
services shall not be deemed excesssve iti does not axaeed the “fa:r rate of return” by
mcre than 1 percent. _

Section A4 contains requwements for utilities’ biennial fi imgs with the Commlsswn
Such fifings shall take place by March 31 of every other year beginning in 2009 and
cover the preceding calendar vear.

Section A.4 continues to say that the biennial filings shall use the bcoks and recards
filed with the Securities and Exchange Commlsssqn by the utility.

No party — including the utility, the Commission or Commission staff — shall make any
adjustments to the books and records, except to calculate the Vlrgln:a~1ur|sdiotlanal
component. - _ .

,'-s;ection- A5 deals with transmission costs. The section directs the 8CCto gcnéider

several transmission-related costs “reasonable and prudent. These includé the cost of
transmission.services provided to a regional transmission organization, as determined
by rates terms and condltions approved by the Federal Energy Regulatory Commission,
It also includes costs associated with demand-response programs administered by the
RTO and approved by FERC.

The section also requlres the SCC to approve utitity pet:tlaﬁs for automatic rate
adjustments allowing various transmission costs to be recovered “on a timely and
current basis” from customers. A utllity may petition for this rate adjustment clause at
any lime, before or after the expiration of capped ratss but |t may not take effect until

after capped rates end.
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7. To ensure a :rehablg angd adeauate supply of & ccmmty, and to promote £conomic

development, a utility may at any time, before or after the expiration o

: termination of capped

rates, petition on the Commi ssion for approval to construct (i) a coal-fired generatn on facility that
utilizes Virginia coal and is located in the coalfield region of the Commonwealth, as descnbad in
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§ 56~5&5 1 Generation, dlstnbutugn and transmission rates after rate caps
(centlnuad) __ _

8ection A.6 aliows utilities to petltnon the SCCfora variety @f other automatlc
rate adjustment clauses to provide “timely and current” cost recovery of cartam
expenses from customers. These expenses include:

+ Distribution system rehab;laty and lmprovement projects; :

« Compliance with state and fedaral regulations, fnciudmg environmental
regulations. ' :

+  Extraordinary costs asseciated with FASB accounting changes or with storm

~-damage;

» Incentives for the construction Qf new and improved dlStflbLﬂlQh faclities;

» Costs associated with demangd-side management, conservation, energy
efficiency and load management programs found to be in the public-interest
by the 8CC.

-

Again, such -'c.lauses; may not take effect until after capped rates-end.

The Commission |s directed to approve éuch petitions if it finds the need
“‘demonstrated with reasonable certainty.”

Section A.7 permits utilities to seek automatic rate adjustment clauses for

~ recovery “on a timely and.current basis” of costs associated with new generation .

projects needed to meet native Ioad requirements or promote economic
development,

These include: .

» Coal-fired generation facilities utilizing Virginia coal and located in the
coalfield region of the Commonwealth. .

+ Other new generation facilities.

. Major mod |f1c:atzons of emst:ng generatmg statzcns

Such costs shall include, among other things, an alfowance for funds used
during construction and a “fair rate of return” on the mvestment

The section states that Commigsion approval of any such facnlrty constitutes a
finding that costs associated with it are prudent. Future prudency reviews are
limited to project costs that exceed projections by 25 percent or more. The
section also states that the coal-fired power station described above "is in the
public interest” and directs the Commission o “construe liberally the provisions of
this title™ in determining whetherta approve such a faclilty
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customers’ bills not more than 60 day
g;mmatlgn of capped rates, whm;;ev er is iater

arning less than a fair combined rate of retu | d. bu

as detennmed in subdivision A 3, the Commission shall order revisions to the unl:itv’s rates
necessary to provide the o ,ortumt to fully '_recover the costsof ¢ romdmg the ufility’s servzccs
ang to earn such fair combined rate of 1i) the. 31 100
_points. ab@sfg_&fmr combined 1z ‘refurn on he ration 4 huti e
de mnned in subdivision A 3- the. C mmission: ;shall dlrect that o neaha f of the amount of suc
earnings for the test period that are more than 100 hasis is points above said retum shall be credited
to customers’ bills, amortized over the twelve months of the rate year, Any such credits s hall be
allocated among customer classes such that the relationship between the specific customer class
tates of return to the overall target ot rate of I return will have the same relationship as the last
appmv'ed allocation of revenues used to design base rates. “The Commission’s final order -

regar gmg such b;enmal reviey shall be entered not more than eight months after the end ef the
test period, and anyrevisions in rates orcredits so ordered hall ta.ke effect notmore thgr_;

B. Nothing in this section shall preclude an investor-owned incumbent electric utilit
from applying for an increase in rates pursuan to § 56-245 or the Commission’s rules governing
utility rate increase applications (20 VAC 53-200-30), provided. however, that in any such filing,
a fa 2 fair rate of return on common equity shall be determined pursuant to subdy 3. I

in th1s section sélallélggréeclude such utility’s recovery of fuel and purchased power costs as

§ 56—587 Lmensure of retail electric energy supphers and persons providmg other
competitive services. .

A. As a condition-of doing business in the Conmonwealth, each person except a default
service prowder seeking to sell, offenng to sell, or sellmg ée-electnc energy t0 any retatl :

fmm the Commlssmn to do so- A hcense shall not be reqmred solely fr the leasmg or ﬁnancmg
of property used in the sale of electricity to any retail customer in the Commonwealth.

The lmense shall authorize that person to engage in the activities authorized by such
license until the license expires or is otherwise terxmnated suspended or revoked.

B. 1. As a condition of obtaining, retaining and renewing any license issued pursuant to
this section, a person shall satisfy such reasonable and nondiscriminatory requirements as may be
speclﬁsd by the Commission, which may include requirements that such person (i) demonstrate,
in a manner satisfactory to the Commission, financial responsibility; (ii) post a bond as deemed
adequate by the Commission to ensure that financial responsibility; (iii) pay an annual license fee
10 be determined by the Commission; and (iv) pay all taxes and fees lawfuily imposed by the
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§ 56-585.1 Generation, distribution and transmissi@n ratas af’ter
rate caps (@entmued)

Section A.8 directs that each of the automatic rate adjustment
clauses permitted in Sections A.5-7 be considered by the
Commission on a “stand-alone basis” without an examination of any.
other utility costs, revenues, investments or earnlngs

The section sets time ilmlts for the SGC to rule on various petitions
for automatic rate adjustment clauses. Approved rate adjustment
clauses shall be applied to customer bills no later than 60 days after
the date of the SCC order, or upon the expiration of capped rates

WhiCh@V@i’ is later.

Costs associated with proposed rate adjustments shall be deferred
on a company’s books for recovery after approval of the adjustment
mechanism,

Section A-9 deals with the results of the Commission’s biennial -
review of company books r@gardmg its generation and distribution
services. If the utility is earning less than a fair combined rate of
return, the Commission shall adjust its rates to provide it with an
opportunity to earn that return. if the utility is earning more than 1
percent above the fair combined rate of return determined by the
formula in the bill, one-half of that amount shall be returned to
customers through bill credits spread over a 12-month period.

Section B allows incumbent utilities to apply for an emergency rate
increase or a general rate case, with the fair rate of return determined

by the formula set forth in the bill.

' Section B also states that utilities can continue to recover fuel and

purchased power costs, on a pass-through basis, from customers.

§56=587 Licensure of retail electric energy suppliers and
persons providing other competitive services

Section A is amended to restrict ilcgnsmg to suppliers of electric

~energy. References o other serv:ces such as competitive metering

and billing, are deleted,



Commonwealth ot by any munieipality or other political subdivision of the Commonwealth. In
addition, as a condition of obtaining, retaining and renewing any license pursuant to this section,
a person shall satisfy such reasonable and nondiscriminatory requirements as may be specified
by the Commission, including but.not limited to reqmrements that such person demonstrate (i)
technical capabilities as the Commission may deem appmpnate, (11) in the case of 2 person
seeking to sell, offering to sell, or selling eléctric energy to any retail customer in the
Commonwealth, access to genératioti and generatmn reserves, and (111) adherence 0 m:mmum
market conduct standards. : : :

2. Any license issued by the Commission pursuant to this section to a person seeking to
sell, offering to sell, or selling electric energy to any retail custonier in the Commonwealth may
be conditioned upon the licensee furnishing to the Commission prior to the praw.smn of elmtm
energy to consumers proof of adequate aceess to ganeratian and generation rese:rves '

C. L The Commzsswn shall estabhsh a reasenable period within whxch any retail
customer may cancel, without penalty or cost, any contract entered into with any person lmensed
pursuant to this seo’tmn _

2, The Commxssmn may adopt other rules and regulatlons govermng the requirements for
obtaining, retaining, and renewing a license issued pursuant to this section, and may, as
" appropriate, refuse to issue a license to, or suspend, revoke, or refuse to renew the license of, any
person that does not meet those requlrements

D. Notwithstanding the provisions of § 13.1-620, a pubhc service company may, through
an affiliate or subsidiary, conduct one or more of the following businesses, even if such business
is not related to or incidental to its stated business as a public service company: (i) become
licensed as a retail eloctric energy supplier pursuant to this section, or for purposes of
participation in an approved pilot program encompassing retail customer choice of electric
energy supphers, (ii) become licensed as an aggregator pursuant to §:56-588, or for purposes of

-pammpatxon in an approved pllot program enccmpmsmg retall custmmer chmce af eleotnc

pla,nt or equlpment or any part of a piant or equxpmem useci for the generation of electric energy
§ 56-589, Municipal and state aggregation.

A. Subiect to the provisions of subdivision A 3 of 8 56-577, countxes Gau-a%i«aa citles, and
towns (hereafier municipalities) and other poht:,cal subdivisions of the Commonwealth may, at
their election and upon anthorization by majority votes of their govemmg bodies, aggregate
electrical energy and demand requirements for the purpose of negotiating the purchase of
electrical energy requirements from any licensed supplier within this Commeonwealth, as follows:

1. Any mummpahty or other pohtmal subdmsmn of the Commonwealth may aggregate
the electric energy load of residential, commercial, and industrial retail customers within its
boundanes on an opt-in or opt-out basis,

2. Any municipality or othar political subdwmmn of the Commgnwealth may aggregate
the electric energy load of its governmental buildings, facilities, anci any other governmental
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§ 56-589 Municipal and state aggregation
This section is amended to note that municipal aggregation is

restricted to aggregations of individual customers, each of which has
a demand greater than 5 MW,




ﬂperatiens'requiring the consumption of electric encrgy. Aggregation pursuant to this subdivision
shall not require licensure pursuant to § 56-588.

3. Two or miore municipalities or other political subdivisions within the Commonwealth
may aggregate the electric energy load of their governmental buildings; facilities, and any other
governmental operations requiring the consumption of electric energy. Aggregation pursuant to
this subdivision shall not require licensure pursuant to § 56-588 when such municipalities or
other political subdivisions are acting jointly to negotiate or arrange for themselves agreements
for their energy needs directly with licensed suppliers or aggregators. :

Nothing in this subsection shall prohibit the Commission's develcpmeﬁt and
implementation of pilot programs for opt-in, opt-out, or any other type of municipal aggregation,
as provided in § 56-577.

B. The Commonwealth, at its election, may aggregate the electric energy load of its
governmental buildings, facilities, and any other government operations requiring the
consumption of electric energy for the purpose of negotiating the purchase of electricity from
any licensed supplier within the Commonwealth. Aggregation pursuant to this subsection shall
not require licensure pursuant to § 56-588. '

§ 56-590. Divestiture, functional separation and other corporate relationships.

A. The Commission shall not require any incumbent electric utility to divest itself of any
generation, transmission or distribution assets pursuant to any provision of this chapter.

B. 1. The Commission shall, however, direct the functional separation of generation,
retail transmission and distribution of all incumbent electric utilities in connection with the
provisions of this chapter to be completed by January 1, 2002.

2. By January 1, 2001, each incumbent electric utility shall submit to the Commission a
plan for such functional separation which may be accomplished through the creation of affiliates,
or through such other means as may be acceptable to the Commission,

3. Consistent with this chapter, the Commission may impose conditions, as the public
intetest requires, upon its approval of any incumbent electric utility's plan for functional
separation, including requirements that (i) the incumbent electric utility's generation assets or, at
the election of the incumbent electric utility and if approved by the Commission pursuant to
subdivision 4 of this subsection, their equivalent are made available for electric service during
the capped rate period as provided in § 56-582 and, if applicable, during any period the
distributor serves as a default provider as provided for in § 56-585; (i) the incumbent electric
utility receive Commission approval for the sale, transfer or other disposition of generation assets
during the capped rate period and, if applicable, during any period the distributor serves as a
default provider; and (iii) any such generation asset sold, transferred, or otherwise disposed of by
the incumbent electric utility with Commission approval shall not be further sold, transferred, or
otherwise disposed of during the capped rate period and, if applicable, during any period the
distributor serves as default provider, without additional Commission approval.
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§ 56-590 Divestiture, functional separatmn and other corporate |
rela’tignshlps | - __ -

‘The bill does not amend any of the stétutery Ianguage on this page.




4, If an incumbent electric utility proposes that the equivalent to its generation assets be
made available pursuant to subdivision 3 of this subsection, the Commission shall determine the
adecuacy of such proposal and shall approve or reject such proposal based on the public interest.

5. In exercising its authority under the provisions of this section and under § 56-90, the
Commission shall have no authority to regulate, on a cost-of-service basis or other basis, the
price at which generation assets or their equivalent are made available for default service
purposes. Such restriction on the Commission's authority to regulate, on 2 cost-of-service basis
or other basis, prices for default service shall not affect the ability of a distributor to offer to
provide, and of the Commission to approve if appropriate the provision of, such services in any
competitive bidding process pursuant to subdivision B 2 of § 56-385, on a cost plus basis or any
other basis. The Commission's authority to regulate the price of default service shall be
- consistent with the pricing provisions applicable to a distributor pursuast to § 56-585. In
addition, the Commission shall, in exercising its responsibilities under this section and under §
56-90, consider, among other factors, the potential effects of any such transfer on: (i) rates and
reliability of capped rate service under § 56-582, and of default service under § 56-385, and (ii)
the development of a competitive market in the Commonwealth for retail generation services.
However, the Commission may not deny approval of a transfer proposed by an incumbent
electric utility, pursuant to subdivisions 2 and 4 of subsection B, due to an inability to determine,
at the time of consideration of the transfer, default service prices under § 56-385.

——P-The Commission shall, to the extent necessary to promote effective competition in the
Commonwealth, promulgate rules and regulations {0 carry out the provisions of this section,
which rules and regulations shall include provisions:

1. Prohibiting cost-shifting or cross-subsidies between functionally separate units;

2. Prohibiting functionally separate units from engaging in anticompetitive behavior or
self-dealing; :

3, Prohibiting affiliated entities from engaging in discriminatory behavior towards
nonaffiliated units; and

4. Establishing codes of conduct detailing permissible relations between functionally
separate units. '

ED, Neither a covered entity nor an affiliate thereof may be a party to a covered
transaction without the prior approval of the Commission. Any such person proposing to be a
party to such ttansaction shall file an application with the Commisgsion. The Commission shall
approve or disapprove such transaction within sixty days after the filing of a completed
application; however, the sixty-day period may be extended by Commission order for a period
not to exceed an additional 120 days. The application shall be deemed approved if the
Commission fails to act within such initial or extended period. The Commission shall approve
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§ 56-590 Divestiture, functional separatmn and cher c;grpgrate
mlatianshlps

Section C is amended to eliminate references to competitive metering
and billing. |




such application if it finds, after notice and opportunity for hearing, that the transaction will
comply with the requirements of subsection EE, and may, as a part of its approval, establish such
conditions or limitations on such transaction as it finds necessary to ensure compliance with
subsection EE, ' :

EE. A transaction described in subsection ED shall not:

1. Substantially lessen competition among the actual or prospective providers of
noncompetitive electric service or of a service which is, ot is likely to become, a competitive
electric service; or

2. Jeopardize or impair the safety or reliability of electric service in the Commonwealth,
or the provision of any noncompetitive electric service af just and reasonable rates.

GF. Exoept as provided in subdivision B 5 o£§-56-590, nothing in this chapter shall be
deemed to abrogate or modify the Commission's authority under Chapter 3 (§ 56-55 et seq.), 4 (§
56-76 et seq.) or 5 (§ 56-88 et seq.) of this title. However, any person subject to the requirements
of subsection BD that is also subject to the requirements of Chapter 5 of this title may be
exempted from compliance with the requirements of Chapter 5 of this title.

2. That § 56-581,1 of the Code of Virginia is repealed.

#

223




Page 23
§ 56-581.1 Competitive retail electric billing and metering
The draft bill r@péals this section, which allowed competition in the

metering and billing of electric generation service in the
Commonwealth. |




