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KEY ASPECTSOF ELECTRIC RESTRUCTURING
SUPPLEMENTAL VOLUME: THE STATE SUMMARIES

l. INTRODUCTION

This vdume is provided as supplementd information to a report on The Key Aspects of
Electric Restructuring and Their Relevance for Florida's Electricity Market. It contains a state
by sate andyss of how each state handled several policy issues while pursuing €ectric
redructuring.  The main report analyzes the activities of those states that have begun to restructure
ther verticdly integrated dectric utiliies and considers how their experiences may relate to
Florida's dectricity market. This report was prepared by saff of the Florida Public Service
Commisson (FPSC) and is largely based on information obtained from origind source documents
such as dtate datutes, rules, commisson orders and, to a lesser extent, trade journals and
subscription services. The report is organized according to seven key issue topics and associated
policy questions that most states have addressed as they restructure the electric industry. The seven
topic areas are:

. market structure

stranded costs

electric sales and revenues

customer issues

religbility and quality of service

public purpose programs

. role and follow up of the state public service commission

Where each dtate is in the restructuring process varies greatly. Some states have just begun
to restructure while others have had full retail choice for two and half years. Therefore, the manner
and leve of detail in which these areas have been addressed vary substantidly.  Moreover, any
review of eectric restructuring activities must be viewed as a sngp shot in time because dtates are
already modifying some of their early decisons on how to proceed and other states are adopting
rules and decisonsfor thefirg time.






II. STATE SUMMARIES

ARIZONA

RESTRUCTURING AUTHORITY

Law

Arizona authorized retail competition, with the terms and conditions goplying to each utility
determined on a uility-by-utility basis in a settlement agreement. The Arizona Corporation
Commission (ACC) Rules address dectric restructuring in generd and only apply to the investor-
owned utilities and cooperatives.

Applicability

The governing boards of municipd utilities are subject to Legidative oversght and will
decide for themselves the terms and conditions under which they will dlow other dectric service
providers to do business in ther service areas. An example of a settlement agreement is the one
between the Arizona Corporation Commission (ACC), Tucson Electric Power Company (TEP), and
magor customer groups. That settlement agreement freezes dectric rates through 2008 and permits
customers to choose their generation supplier.

MARKET STRUCTURE

Dates and Phase-in

Arizond's retail competition will be phased in on a utility-by-utility basis. Phase-in will
begin with 20% of the consumers, and al customers will be adle to choose by January 1, 2001. The
rule will dlow some customers located in the service territories of the utilities to begin shopping for
power in an open market once the uility is authorized and al customers will be digible after
January 1, 2001.

Customer Choice

Customers will have direct access to generators, meaning they will no longer be restricted
to buying power only from ther loca utility company and can compare one deal to another to
choose which best meets their needs. It is possible that packages of power and other services will
be offered in this manner, so that the customers can choose the best overal value that meets their
needs.

MARKET POWER

Divestiture of assets - Functional unbundling

It appears that Arizona is requiring, as one of the conditions for approva of eectric
resructuring, that the utiliies must transfer their power plants to a separate subsidiary within a
limited period of time.  In their 1999 settlement agreements the ACC required Arizona Power
Sysems (APS) to transfer its power plants and other generation assets into an affiliated subsidiary



ARIZONA

within two years. The ACC required Tucson Electric Power Company to continue to serve both the
transmission and digtribution needs of dl its customers but, as part of the Settlement Agreement, the
utility will transfer its dectric generation business to a separate subsidiary by December 31, 2002.

Rate Reductions

The Arizona Corporation Commission asked its investor-owned uitilities to include a 5% rate
reduction for residentid consumers in their dectric restructuring plans. As a reault, the Sdt River
Project’s dectric restructuring plan included a 5.4% residentid rate reduction. The APS and ACC
settlement agreement rates will be reduced 7.5% for resdential and smdl business and 5% for
indugtrials over the next 4 and 3 years respectively. The resdential and smal business reductions
would total 16% over 10 years, induding rate reductions from 1994. The TEP settlement agreement
will honor a previous agreement to reduce dectric rates 1.0 percent on July 1, 2000, completing a
three stage reduction totaing 3.1 percent over the last three years. After that date, customer eectric
rateswill be frozen for eight years.

STRANDED COSTS

Definition

According to the Arizona Corporate Commisson (ACC), stranded costs represent expenses
the utilities are required to pay, or investments they have already made but which have not yet been
repad through dectricity rates. The largest portion of these costs includes a portion of past
invesments in power plants which may not be recoverable under competition. Stranded costs may
aso be costs incurred by the utility as a direct consequence of the move to a competitive market,
such as employee retraining.

Calculation and Recovery

The total amount of stranded cost is highly uncertain.  Estimates range from zero to hundreds
of millions of dollars. Even though the ACC's deregulation plan alows for stranded cost recovery
udng exit fees and mandates usng mitigation measures, full recovery of stranded costs is possible
but not assured. The ACC approved a plan with 4 options for stranded cost recovery. To date there
have been three utilities in Arizona who have had restructuring and stranded cost plans approved.
They are Tucson Electric Company, Arizona Public Service and Tucson Electric Power. Details of
their goproved plansinclude:

- Tucson Electric Company will recover 100% of its stranded costs.

- Arizona Public Service will recover $350 million of its $533 million in stranded costs.  This will
be accomplished usng a competitive trangtion charge (CTC) that decreases annually over a 5-year
period.

- Navopache dectric Cooperative' s share of stranded cost recovery due to the sde of assets by Plains
Electric Transmission and Generation are $11.8 million to be collected over 10 years.



ARIZONA

- Tucson Electric Power is recovering its stranded costs with a two-part competition transition
charge. One part of the competition transition charge is a fixed charge of $0.93/kWh, which will
recover $450 million. The second part is a variable charge that will recover an additional $183
million in stranded costs. The variable charge will fluctuate with market pricess. The ACC is
dlowing Tucson Electric Power’s recovery of stranded costs to be transitioned to 2008. The utility
has estimated its stranded costs to be between $475 million and $1.1 billion.

CUSTOMER SERVICE ISSUES

Arizona Corporate Commission (ACC) Rules Article 16, Retail Electric Competition,
contains the consumer protection requirements.

Customer Education Campaigns

The rules prescribe that competitive eectric providers file quarterly residentia phase-in
program reports within 45 days of the end of each quarter through the end of 2002. The report will
provide a number of items tha indude a description and examples of dl customer education
programs and other information services.

Competitive utilities will be dlowed to impose a nonbypassable rate to recover the
gpplicable cost of what they call Systems Benefits. Systems Benefits as defined by the ACC include
commission-gpproved utility low income, consumer education, environmentd, renewables, long-
term public bendfit research and other programs that may be approved by the Commisson from time
to time. The utilities will have to file for review of this charge a least once every three years. The
amount and recovery mechaniam to be recovered shdl be determined on a utility-by-utility basis and
approved by the ACC after aforma hearing.

CUSTOMER PROTECTION

Samming and Cramming

Soecific  requirements are induded to avoid damming.  Utilities must have written
authorization by the consumer in order to switch their dectric service provider. If a consumer is
switched to a different provider without their written authorization, then the new provider must
switch the customer back and bear dl costs associated with the switching.  Violaions of the
Commisson's rules concerning unauthorized changes of providers may result in pendties, or
suspension or revocation of the provider's certificate.  Specific requirements and restrictions apply
to the written authorization form requesting electric service from anew provider.

A resdentid customer may rescind authorization to change providers of eectric service
within three business days, without pendty, by providing written notice to the provider.

PUBLIC BENEFIT ISSUES

Each affected utility or utility disribution company mug file for Commisson review
nonbypassable rates or a related mechanism to recover the applicable pro-rata costs of System
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ARIZONA

Benefits from dl consumers located in the Affected Utility's or Utility Distribution Company’s
sarvice area.  Affected Utilities or Utility Didribution Companies must file for review of the System
Benefits Charge at least every 3 years. The amount collected annudly through the System Benefits
Chage mus be afficient to fund the Affected Utilities or Utility Distribution Companies
Commission-gpproved System Benefits. Each Affected Utility or Utility Digtribution Company
must provide adequate supporting documentation for its proposed rates for System Benefits.

“Sygems Bendfits’ means Commisson-gpproved utility low income, demand side
management, Consumer Education, environmental, renewables, long-term public benefit research
and development, and nuclear fud disposa and nuclear power plant decommissioning programs,
and other programs that may be gpproved by the Commission from time to time.

An Affected Utility or Utility Didribution Company may recover the costs of System
Benefits only upon hearing and approva by the Commission of the recovery charge and mechanism.
The Commisson may combine its review of System Benefits charges with its review of filings
pursuant to R14-2-1606.

Environmental Programs (renewable programsor portfolio standards)

Tucson Electric Power (TEP) is offering a new program, “Green Waitts,” that alows
customers to purchase blocks of 20 kwh monthly for a price of $2.00 and additional blocks for
$1.50. The power will be generated usng landfill gas (methane) from Tucson's Los Redes Landfill
in TEP's Irvington Generation Station.  The proceeds of the program will be used exclusvely to
congruct, maintain, and operate solar eectric generating facilitiesin Arizona.

Under the Solar and Environmentdly Friendly Portfolio Standard, eectricity providers will
have to derive 1.1 percent of their tota product from renewable resources by 2007. The cost of solar
power generated dectricity will be pad for, in part, by per-month surcharges, the maximums of
which are 35 cents for residentia eectric bills and a $13-per-meter charge for most businesses. The
largest businesses will pay $39 per month more. Other funds will come from a systems benefit
charge, which customers are now paying for consumer-education programs. APS says its Solar
Partners program, which charges customers a premium for power generated from smal solar plants
in Tempe and Hagdaff, has been a tremendous success. It has more customers than available
product.

RELIABILITY

Each dectric sarvice provider gl be responsble for meeting (existing) gpplicable
religbility standards and shdl work cooperatively with other companies with whom it has
interconnections, directly or indirectly, to ensure safe, reliable dectric service.

Any dectric service provider intending to supply competitive services must obtain a
Certificate of Convenience and Necessity from the Commission pursuant to the dectric restructuring
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ARIZONA

language. The utility must provide a lengthy amount of information dong with its goplication. The
utiliies are required to provide semi-annua reports to the commisson on a number of items
induding religbility.

The Commission supports the development of an Independent System Operator (1SO) or
absent an 1SO, an Arizona Independent Scheduling Administrator (AISA). The AISA will
implement a transmisson planning process that includes dl AISA participants and ads in
identifying the timing and key characteristics of required reinforcements to Arizona transmission
fadlities to assure that the future load requirements of al participants will be met. Each affected
utility must make a good faith effort to develop a regional, multi-state 1SO, to which the AISA
would transfer its relevant assets and functions as the 1SO becomes able to carry out those functions.

PUC ROLE DURING RESTRUCTURING

The Arizona Corporation Commission (ACC) issued a draft order to restructure the dectric
industry in 1996 and issued find rules in 1998. Also in 1998, the Legidature affirmed the ACC's
authority to require utilities to open territories to retall competition. Thus, the ACC has established
al aspects of Arizona's dectric restructuring and is gpproving the trangtion plans submitted by each
utility.

PUC ROLE AFTER RESTRUCTURING

The ACC has imposed reporting requirements on the utilities participating in the dectric
restructuring program. Reports covering numerous items must be submitted to the ACC by affected
utilities or utility distribution companies. These reports must indude information pertaining to
competitive service offerings, unbundled services, and standard offer services in Arizona. Details
of the informaion to be reported are included in the description of Arizonas follow-up
requirements.

FOLLOW-UP

The Arizona Corporation Commisson (ACC) has imposed reporting requirements on
utilities participating in the eectric restructuring program.  Reports covering the numerous items
mugt be submitted to the ACC by affected utilities or utility distribution companies and dl dectric
service providers granted a Certificate of Convenience and Necessity. These reports must include
information pertaining to competitive service offerings, unbundled services, and standard offer
servicesin Arizona

For the period through December 31, 2003, semi-annua reports are due on April 15
(covering the previous period of July through December) and October 15 (covering the previous
period of January through June). The firg such report will cover the period January 1 through June
30, 1999. For the period after December 31, 2003, annua reports will be due on April 15 (covering
the previous period of January through December). Any dectric service provider tha fails to file
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required data in a timely manner may be subject to a pendty imposed by the Commission or may
have its Certificate rescinded by the Commisson. Discontinuation of any competitive tariff must
be reported to the ACC as soon as practicable after the decison to discontinue offering service is
made. Electric service providers must participate in Commission workshops or other forums to
evauate competition or assess market issues.



ARKANSAS

RESTRUCTURING AUTHORITY

Law

The Electric Consumer Choice Act of 1999 (Act 1556) was passed April 15, 1999. Thelaw
states that retail competition should be established by January 1, 2002, but no later than June 30,
2003.

Applicability

Compstition is not mandated for munidpaly owned sysems. “Municipd dectric utilities
which choose to participate in retaill open access may do so under such terms and conditions as they,
in ther ole discretion, deem appropriate a any time, after the retail open access date determined
by the commission in 823-19-103, by adoption of an appropriate ordinance or other loca enabling

legidation by its governing body.”

The section of the Arkansas Code deding with Rurd Electric Cooperatives was repealed by
Act 1556. Under the new legidation, Rurd Electric Cooperatives will become organizations of
cooperative, nonprofit, membership corporations for the purpose of any of the fdlowing: (1)
fumishing eectricity to persons, or (2) assding in the acquistion, supply, or inddlation of
electricad equipment in the premises of persons in rurd areas or to other corporations organized
under the amended Arkansas Code (subchapter 23-18-306).

Plan submittal by utility
The PSC has been halding informa preliminary medtings on the market power issue since

late 1999. A generic docket was established in February of 2000, entitled In the Matter of the
Generic Proceeding to Establish Filing Requirementsand Guidelines Applicable to Market Power
Analysis (Docket No. 00-048-R). Tasksidentified in the docket’ s schedule of events follow.

Firg, the Arkansas Public Service Commisson will hdd a hearing to determine filing
requirements and guideines. Order establishing market power anayss filing requirements and
guiddines was issued June 27, 2000.

Second, each eectric utility will file a Market Power Study by October 15, 2000; testimony
will be taken from daff and intervenors, and the companies will file rebuttal testimony. Public
hearings will take place in February of 2001. The Commission will make its determination and
issue an Order by April 10, 2001.

Third, those companies found to possess market power, will be required to file a Market
Power Mitigation Plan by June 8, 2001. Mitigation measures may include, but are not limited to,
price caps, trangtionad sandard offers, generation sale through long-term contracts, and asset
divedtiture.
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Fndly, once the market has become competitive, the PSC may revoke or revise market
power mitigation measures.

MARKET STRUCTURE

Affected Customers

Retal customers of investor owned utilities will be able to choose their eectric provider, if
there is a competitor willing to serve them. If the customer chooses not to select another provider,
he may remain with the incumbent, which Act 1556 requiresto serve him.

Customer classes
Legidation refersto dl retail cusomers.

Dates

Retall customers will be able to choose ther dectric provider on January 1, 2002. The
Commission may delay implementation of retail open access for any particular utility or utilities for
90 days, and for successive 90 day periods thereafter, but not beyond June 30, 2003.

Phase-in
Unbundled rates will be phased in and will begin appearing on retail cusomers hills July
1, 2001. However, customers will not be able to choose their eectric provider for sx more months.

Customer choice
Retail customerswill be able to choose their provider on January 1, 2002.

MARKET POWER

Divestiture of Assets

A retal bill for eectricity in Arkansas is estimated to be comprised of 60% generation, 35%
digribution, and 5% transmisson. Digtribution will continue to be provided by the customer's
exiding dectric company and will remain regulated by the Arkansas Public Service Commission.
The Federal Energy Regulatory Commisson (FERC) will continue to regulate the rates for the
tranamission of the dectricity from the power plant to the substation. However, generation, the most
costly component of the eectric bill, will become competitive when customers are permitted to
choose which company they wish to buy power from. The generation price will then be set by the
marketplace.

Sale

The commisson will continue to have the authority to order the recovery of nuclear
decommissoning costs, or the refund of any over-recovery of such costs, and generation costs that
are part of an dectric utility's rights and obligations under any wholesde power sale agreement or
tariff gpproved by a federa regulatory authority as components of a competitive trandtion charge.
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Functional Unbundling

Utilities were required to file rates and tariffs, supported by a current cost of service study,
to unbunde rates into the minimum functiond components of generation, transmisson, distribution
and customer service operations by January 3, 2000.

Act 1556 requires each dectric utility to functiondly unbundle its business activities from
one another as fallows (1) Generation facilities, operations, services, and rates; (2) Transmisson
fadlities, operations, services, and rates; and (3) Didribution and customer services facilities,
operations, services, and rates. The functiona separation (unbundling) may be accomplished by
cregting separate divisons or departments, nonaffiliated companies, separate affiliated companies
owned by a common holding company, or through a sale of assetsto athird party.

Transmission Operating Company

The legidation requires transmisson companies to participate in a regiona transmisson
organization, upon FERC approval of such an organization in Arkansas or a region which includes
Arkansas. Each dectric utility doing business in the gtate that owns or controls facilities for the
transmisson of dectricity (or rights to the transmisson of eectricity, or is dafiliated with an entity
that owns or controls transmission fadlities), shdl subject its transmisson facilities or rights to
operation by an independent transmisson system operator, an independent transmisson company,
an independent regiond transmisson group, or other independent transmisson entity if one or more
such organizations have been approved by the FERC.

Rate Reductions

Rates charged to resdentid and smdl business customers decting to remain with the
incumbent provider are frozen for one year. However, if the provider is permitted to recover
stranded cogts, the rates are frozen for three years.

For the firg year immediatdy following retail open access, the rates of resdentia and smal
business customers decting to remain with the incumbent provider will be frozen at the same level
as the preceding year. After the firgt year, the incumbent must offer residentid and smal business
customers within its distribution territory a standard service package at a fixed rate. The incumbent
provider will have to demongtrate to the PSC that the rates for its standard service package are
condgtent with competitive market prices. The Commisson will hold hearings to establish the
methods and procedures for this demonstration.

If an incumbent provider is permitted to recover stranded costs, its standard service package
rates are fixed for three years and cannot exceed the rates charged prior to open access, including
any customer trangition charges.

STRANDED COST
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Utilities were required to file notice of intent to seek recovery of stranded costs by
December 31, 1999. After a utility has completed al transfers of assets or sale of capacity
authorized by the commission, it mud file for determination of its net retail stranded codts, if any.
This should include stranded costs associated with any assets it may have retained, and al other
stranded costs. The commission will hold a hearing to determine the amount of net retail stranded
costs.

The utility shoud propose the method(s) it wishes to use for determining the vaue of its
stranded costs and request approva to implement recovery in a filing with the PUC. Recovery will
be dlowed under any of the fdlowing methods or a combination of these methods. (1) Sae of
Assats, (2) Stock Vduaion; (3) Capacity Sde; and, (4) Other methods that the Commission may
determine are reasonable and practica.

Calculation and recovery

Stranded costs indude non-recurring costs or investments incurred by an eectric utility that
are found to be necessary to carry out the dectric utility’s responshilities associated with the
trangtion to, or the implementaion of, retall open access. Recovery begins July 31, 1999 and
extends through two years after the implementation of retail open access.

CUSTOMER SERVICE ISSUES

The Arkansas Public Service Commisson (APSC) has opened severa rulemaking dockets
to establish consumer protection standards and consumer education guiddines based on the dectric
restructuring legidation which was passed in 1999.

Standard Service Provisions and Policies

The APSC edtablished a docket to develop uniform policies and guidelines for approva of
standard service package rates and/or the implementation of competitive bidding practices. The
APSC will establish minmum standards for the form and content of the information to be provided
to retail customers so that they may use it to make an informed choice. In addition to information
on rates, information on the generation mix and environmenta effects of generation will dso be
supplied.

Default Service Provisionsand Policies

After implementation of retail open access, each incumbent eectric utility, or retall affiliate
shdl offer a standard service package (within its service territory) based upon conditions set by the
APSC, until the customer elects an dternate provider or when no adternate provider is avalable. The
utilities default rates must be consistent with competitive market practices. The APSC will establish
procedures for determining default rates after hearings. Standard service package rates for
resdentid and smal business customers are frozen for one year a the same level as rates for
comparable service provided prior to restructuring.

12
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L oad Aggregation Policies
A generic docket has been opened to establish licensing requirements for aggregators.

Customer Education Campaigns
The APSC daff will work with utilities and others to develop a plan, and a generic docket

will be opened if necessary.

Competitive Metering and Billing

After hearings were hed, the Commisson determined the following services to be
competitive: bill production and issuance, payment processing and collections, and the cal center
functions related to hill production and issuance and payment processing and collections. In
addition, the Commisson required eectric utiliies to implement dectronic data systems in
accordance with the guiddines developed in a related docket. The Commission aso declared its
intent to establish uniform hilling practices for dl utilities across the state and stated that energy
service providers shdl have the option of providing consolidated hilling for an eectric utility which
is serving the billing energy service provider’s cusomer.4

L oad Profiling Requirements
These issues are being addressed in a rulemaking proceeding dedling with eectronic data

exchange among utilities.
CUSTOMER PROTECTION

The retal customer’s payment records and usage data are confidential unless the customer
consentsto itsrelease. Companies may provide thisinformation in the aggregete.

1 Samming and Cramming

The legidation states “ A retail customer's chosen provider should not be changed
without the retall customer's informed consent...” The legidation requires the APSC to adopt more
specific protections through rulemaking on or before the date that retail open access begins.

2. Deceptive Practices

The legiddion states “A retal customer should be entitled to truthful and reasonable
marketing and sdes practices..” The legidation requires the APSC to adopt more specific
protections through rulemaking on or before the date that retail open access begins.

3. Privacy and Advertising
The legidaion requires the APSC to adopt specific protections through rulemaking on or
before the date that retail open access begins.

4, Customer Complaint/Redress
The legidaion requires the APSC to adopt specific protections through rulemaking on or
before the date that retail open access begins.

13
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5. Provider of Last Resort

After implementation of retail open access, each incumbent dectric utility, or retal affiliate
dhd| offer a standard service package (within its service territory) based upon conditions set by the
APSC, until the customer elects an dternate provider or when no dternate provider is available.

6. Product Disclosure

The legiddion states “A retall customer should be entitled to truthful and reasonable
marketing and sdes practices..... including the disclosure of the environmenta effects of the
generation being supplied ...” The legidation requires the APSC to adopt more specific protections
through rulemaking on or before the date that retail open access begins.

7. Universal Service
The legidaion requires the APSC to adopt rules to evauate the impact of competition on
low income programs.

8. Rules on Energy Service Companies
Specific rules will be developed by the APSC.

0. Disconnection Procedures
The legidation contains protections for extreme wesather, medicd emergency and
disconnection, as well asfor nonpayment of unrelated services.

PUBLIC PURPOSE PROGRAMS

Act 1556 requires the Arkansas Public Service Commission to adopt appropriate rules by
a date certain (to be set by the Commission) for the implementation of retaill open access to promote
several gods. One such god is to “Evduate the impact of competition on renewable energy
devdopment and on low income and energy efficiency programs” No time line for such an
evauation has yet been .

RELIABILITY

Arkansas legidation requires any utility company that owns or controls transmisson
fadlities to subject its trangmisson fadlities to and participate in an independent transmission
company, an independent regionad transmisson organization or other smilar such organization that
may have been gpproved by the FERC for Arkansas or the region.

The state commission will retain jurisdiction over energy service providers who sdl, broker,
market or aggregate eectricity to or for the public in Arkansas. Such service providers will be
required to obtain a license from the commission before they can do business in the state. The
commisson may require service providers to file such reports as they choose to prescribe by rule.
Generation suppliers will be required to obtain a license from the commisson prior to doing
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busness in the state. The commission has issued rules to establish appropriate standards and
procedures for licendng energy service providers, as wel as enforcement provisons. Findly, the
commisson will provide annud reports to the legidaure on the impact of competition, including
sysem reigbility.

Rule Development

Act 1556 dates retall open access shdl be implemented by dectric utilities on January 1,
2002. The Act grants authority to the Arkansas Public Service Commission (PSC) to delay the
implementation of retail open access for 90 days, and for successive 90 day periods theresfter, but
not beyond June 30, 2003. No later than one hundred eighty (180) days prior to the implementation
of retall open access, the PSC is required to issue rules and regulations establishing appropriate
standards and procedures for licenang energy service providers. Included in these rules and
regulations will be procedures for enforcing these sandards.

Enforcement Activities

The enacting legidation gives the PSC juridiction over dl dectric utilities, municipd
corporations owning municipal eectric utilities which dect to offer retaill open access, and energy
service providers in enforaing rules. The PSC may impose civil sanctions for failure to comply with
rules or orders adopted pursuant to the legidaion, induding revocation or suspension of certificate
of a utility or energy service provider.

Customer Service

The enacting legdation requires the PSC to adopt appropriate rules on or before the date
determined by the PSC for the implementation of retall open access to promote the following gods:
access to the grid a reasonable terms and conditions; access to safe, reliable, and affordable
eectricity, including protection againg service disconnections in extreme weather or in cases of
medical emergency or nonpayment for unreaed services, confidentidity of hilling, usage and
payment records, accurate and understandable bills; no change of provider without retaill customer’s
informed consent; continuity of service provider; and, access to aufficient information to make an
informed choice of service provider, including but not limited to information on retes.

In addition, the legidation requires the PSC to establish mnimum standards for the
information to be disseminated by an dectric utility or energy service provider, including standards
for the disclosure of the environmentd effects of the generation being supplied. The legidation dso
requires the PSC shdl adopt, after notice and hearing, such other rules and regulations as it deems
appropriate, induding without limitation, rules governing promotional practices relating to regulated
sarvices offered by dectric utilities and rules for interconnection to transmisson and distribution
fadilities

Rate Regulation

No later than ninety (90) days before the date for retall open access, the PSC dhdl have
adopted rules requiring every eectric utility in this state owning or operaing distribution fadlities
to provide digtribution service to dl persons at rates, terms of access, and conditions that are just,
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reasonable, and non-discriminatory.
FOLLOW-UP

By January 15, 2001, 2003, and 2005, the PSC must report to the Generd Assembly on the
progress of the development of competition and its impact on retail cusomers. In addition, this

report mugt incdlude comparisons of average rates charged to residentiad customers in different
regions of the sate.
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CALIFORNIA

RESTRUCTURING AUTHORITY

Law
In 1996, the Cdifornia legidaure enacted AB 1890 to redtructure the Cdifornia dectric
utility industry and implement retail access for the investor-owned utilities.

During the summer of 2000, SDG&E experienced a tremendous increase in their electric
hills. This was caused by a number of factors. First, there are insufficient numbers of power plants
in Cdifornia, forcing the state to import 25 percent of its eectricity from neighboring states. There
are two maor reasons why no new power plants have been built in California in the last decade or
more. One reason is that public utilities have been required by Federa order to purchase a portion
of ther power from independent power companies and the second reason is that investor-owned
utilities have not built new facilities due to regulatory uncertainty caused by eectric restructuring.
In addition, the booming economy in the West and Cdifornia has placed enormous strain on existing
generating capacity because that economy has been fuded by high-tech industries that not only
consumes a great amount of ectricity but aso produces goods that run on eectricity.

Fndly, utiliies such as SDG&E are required under Cdifornias eectric restructuring law
to purchase dl of their power through the Cdifornia Power Exchange. While that exchange offers
forward markets where contracts for blocks of power can be negotiated well in advance of expected
need, it is dill a commodities market. Much of the power bought and sold is in its “red-time’ or
spot market, which is extremdy volatile. That market, which should account for only about 2
percent of the power bought and sold, accounts for perhaps a quarter. Also, the investor-owned
utilities are prevented by law from entering into long-term bilatera contracts under which they
would be guaranteed electricity at a negotiated price.

As a reault of the price spikes, the Cdifornia legidaure sent a package of three interrdated
hills to the governor, the first of September 2000, to cap rates for customers of SDG&E, set up a
$150 million fund that the state PUC can tap to keep the utility’s deferred high wholesde eectricity
costs from increasing rates more than 10%, and cregate a task force to speed construction of new,
clean generating plants in the state. Each of the measures was passed unanimoudy or by very large
mgorities. The governor is expected to sSgn the hills into law, none of which will become effective
unlessdl are enacted.

Applicability

Municipd utilities are not required to open their markets to competitive eectric service
providers, but are expected to participate eventudly because of customer pressure for lower rates.
The law provided provisons for the creation of an 1SO and PX; and mandated a 10% rate reduction.
Initidly, the Cdifornia PUC issued an order to restructure the electric power industry by phasing-in
retaill competition, however, they amended the plan to dlow retall access for dl consumers
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smultaneoudy, beginning in early 1998.
MARKET STRUCTURE

Cdifornia does not plan to stop with just retail competition. In June of 1999, the California
PUC began public hearings on opening distribution services to competition. The process of opening
digribution services to competition is likdy to prove as complex as the opening of generation
sarvices has, with some suggesting that waiting until the trandtion period for moving generation to
competition is completed before attempting to open ditribution to competition.

Phase-in

On March 31, 1998, Cdifornia was opened to retal competition. The origind dtart date was
January 1, 1998, however, the start date was delayed by three months to adlow time to test the
religbility of the new computer systems. As of May 1999, the Cdifornia PUC reported that 135,493
customers (about 1.3%) switched eectricity providers. The breakdown by customer class is 92,904
resdential consumers or about 1.1%; 26,942 amdl commercia (2.8%); 11,652 large commercia
(5.9%); 1,002 large industrid (20.6%); 2,977 agricultura (2.5%); and 16 unknown.

MARKET POWER
Divedtiture

It appears that the Cdifornia Legidature is requiring the utilities to sdl off thelr generation
assets. As of September 1999, Pecific Gas & Electric (PG&E) had plans to sdll its hydroelectric
assets in Cdifornia, which includes 68 power plants and 94 dams. PG&E had tried to convince the
Cdifornia legidaure to dlow them to move the plants to an unregulated subsdiary, but the
legidature rejected that plan. However, PG&E may revisit the legidature with the idea of moving
the plantsto asubsdiary.

Functional unbundling

In 1998, the Cdifornia PUC issued the find order offiddly opening the dectric industry
market to competition for dl consumers in investor-owned utilities service territories.  Control of
70% of the State' s transmission lines was transferred to the CadiforniaISO. The Legidature stated
that in order to achieve meaningful wholesde and retall competition in the electric generation
market, it is essentid that they do the following: (1) separate monopoly utility transmisson
functions from competitive generation functions, through development of independent, third-party
control of transmisson access and pricing; (2) permit dl customers to choose from among
competing suppliers of dectric power; and, (3) provide customers and suppliers with open,
nondiscriminatory, and comparable access to transmisson and distribution services.

Transmission Operating Company

The Cdifornia Legidaure directed the creation of two state chartered nonprofit market
inditutions
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A Power Exchange charged with providing an efficent, competitive auction to meet
electricity loads of exchange customers, and open on a nondiscriminatory basis to al eectricity
providers, and

An Independent System Operator with centralized control of the statewide transmisson
grid, charged with ensuring the efficient use and reliable operation of the transmisson system. The
Independent System Operator dso has the function of securing the generation and transmission
resources needed to achieve specified planing and operational reserve criteria. The Legidature
created a five-member Oversight Board comprised of three gubernatorial appointees, an appointee
of the Senate Committee on Rules and an appointee of the Speaker of the Assembly to oversee the
two new inditutions and appoint governing boards that are broadly representative of California
electricity users and providers.

A.B. 1156, passed in September 2000, creates a subaccount to the state’s Specia Fund for
Economic Uncertainties in the amount of $150 million, which the PUC may use to pay shortfals
accrued by SDG&E if the rate cap ultimately results in a surcharge to recover the shortfdls that
exceed 10%. This amount may only be used to offset such revenue shortfdls that are “directly
linked to Power Exchange costs.”

RATE REDUCTIONS

The Cdifornia Legidaure ordered that an immediate rate reduction of no less than 10% for
resdentid and andl commercia ratepayers should go into effect with eéectric restructuring. In
September 1999, the Cdifornia PUC ended the mandatory 10% rate reduction for San Diego Gas
& Electric (SDG&E) since the trangtion period for SDG&E ended with recovery of al stranded
costs and the end of the CTC for consumers. Shortly after rates in SDG&E's service territory were
unregulated, they increased dramaticaly during the summer of 2000.

In response to SDG& E’s rate increases, September 1, 2000, the Cdifornia legidature passed
A.B. 265, which caps the energy charges a 6.5 cents per kWh for SDG&E's residentid and amdll
commercid customers retroactive to June 1, 2000, through December 31, 2002. The bill dso
requires the utility to offer a voluntary levelized payment plan to large commercid, agricultural, and
indudtrid customers that caps the energy portion of their bills at 6.5 centskWh with a true-up of
uncollected amounts within a year. It aso, requires the PUC to investigate the reasonableness and
prudence of SDG& E's* procurement of wholesale energy on behdf of its cusomers.”

STRANDED COST

Definition

The Cdifornia Legidature stated in Assembly Bill 1890 that it is proper to alow dectricd
corporations an opportunity to recover those costs associated with generation-related assets and
obligations, induding costs associated with any subsequent renegotiation or buy out of exigting
generation-related contracts that may not be recoverable in market prices in a competitive generation
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market. In determining the costs to be recovered, it is appropriate to net the negative vaue of above
market assets againg the positive vaue of below market assets.

Calculation and recovery
Cdifornia is one of the few dtates that has actua experience with recovering stranded costs.
They determined that stranded costs should be dlowable and should be recovered through a
Competition Trangtion Charge (CTC) to each customer on kWh basis. The CTC appears on
Cdifornia Consumer’'s hills dong with another charge that finances the securitized assets that
provided a mandated 10% rate reduction.

Cdifornia is requiring the utilities to divest themsdves of their generating assets.  The
money raised by these sales will be used to reduce stranded costs that are being recovered. In one
particular case, the PUC ended the mandatory 10% rate reduction for San Diego Gas & Electric
(SDG&E) since the trangition period for SDG& E ended with recovery of al stranded costs and the
end of the CTC for consumers. Rates in SDG&E territory are now unregulated. The utility stated
that it expected rates to rise during the summer months. SDG& E’s accelerated pay off of stranded
costs left most of the monies raised through securitization to finance the 10% rate reduction with
bonds unneeded. SDG&E plans to return some of the funds to smdl consumers. SDG&E aso
asked the PUC to end the rate cap, in order to alow amore competitive market to develop.

Securitization
In September 1997, the legidaure approved AB 360 which alowed utilities to issue $7.3

billion in bonds (securitization) to pay off stranded investments.
CUSTOMER SERVICE ISSUES

The Cdifornia Legidature ordered that customers should receive no less than a 10 percent
reduction in rates from 1998 through 2002. In order to achieve that reduction, the Legidature
required and enabled the dectrical corporations to monetize a portion of the competition trangition
charge for resdentid and smal commercia consumers.

Cusgtomer Education Campaigns

The Cdifornia Electric Restructuring bill states that prior to the implementation of the
competition trangtion charge, eectric corporations, in conjunction with the commisson, shdl
devise and implement a customer education program informing customers of the changes to the
eectric indudry. The program provided customers with information necessary to help them make
appropriate choices as to thar dectric service. The education program was subject to approval by
the commission.

Cdifornids consumer education program included mass media, an Electric Education Cal
Center, loca outreach and collateral materids in 14 languages. In 1996, a working group of 19
stakeholders called the Electric Restructuring Education Group (EREG) was established to oversee
program development. They had a $74 million budget and contracted with DDB Worldwide
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Communications Group to create a comprehensve media campaign. In 1997, they disbanded the
EREG and authorized the three utilities to implement the program under its own oversight.
However, any maeids developed by the utilities or its advertisng agency had to be sent to the
Cdifornia PUC for gpproval.

Customer Protection - Deceptive Practices

In March 1998, the Cdifornia PUC issued regulations to protect consumers from fraud and
market abuses. Competitive suppliers must provide clear information on price, service, and
generation sources, use a standard hill format; provide proof of technica, operational, and financia
capability; and post a $25,000 bond.

Product Disclosure

In the Cdifornia Assembly Bill that approved dectric restructuring, the Legidature
expressed ther intent to provide dectricity consumers with suffident and rdiable information to
be able to compare and sdect among products and services provided in the eectricity market, and
to provide consumers with mechaniams to protect themsdves from marketing practices that are
unfar or audve. To that end, the bill states that electrica corporations must disclose each
component of the dectricd bill asfollows:

@ The totd charges associated with transmisson and digribution, including that portion

comprising the research, environmental, and low-income funds.
(b) Thetotal charges associated with generation, including the competition trangtion charge.

PUBLIC PURPOSE PROGRAMS

Environmental Programs (renewable programsor portfolio standards)

As of July 1999 over 90% of customers who switch their eectricity providers are receiving
green power. Green power is dectricity generated from environmentaly acceptable methods, such
as wind, solar, and geothermd.  The Cdifornia Public Utility Commisson (CPUC) reports show
customer requests for green power are up 90% from earlier in the year. A datewide credit for
renewable energy purchases dlows green power providers to offer renewable-based eectricity at
aprice below that offered by the three mgjor 10Us.

It was announced in September 1999 that the first commerciad solar plant is planned to be
owned and operated by GPU International in Cdifornia.  Once completed, the 132-kilowait plant
will sdl power to Green Mountain.com, aleading brand of “green” eectric power.

Senate Bill 90 was enacted to provide adminidirative guiddines for the renewables program
under Assembly Bill 1890 (AB 1890). The Cdifornia Energy Commission has been given authority
to adminiger the funds collected for renewable energy technologies support. In AB 1890,
Cdifornias legidaure provided a new method for funding public interest programs previoudy
funded by eectric utlities via the public goods surcharge. CPUC oversees adminigtration of the
public interest funds raised by a charge on customers hills per kilowatt-hour used (about 3.7 to 4.5
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mills per kWh, depending on the class rate schedule). The CPUC appointed a board, the Cdifornia
Board for Energy Efficiency (CBEE), to develop and oversee energy efficiency programs.

A.B. 970 was passed September 1, 2000, by Cdifornia's legidature, to speed development
of new green resources and to require the PUC to adopt new demand-side management and
conservation programs to reduce peak loads.

Energy efficiency and conservation

In 1998, $201 million was spent on energy efficiency programs. The 1999 budget was
goproximately $254 million. Funding is authorized through 2000, a which time the CBEE will
review the programs and decide whether additiona funding is warranted. The funds collected for
conservation will be alocated to the Cdifornia Energy Resources Conservation and Development
Commission for the purpose of:

(1) Supporting the operation of exising and the development of new and emerging in-date
renewabl e resources technologies.

(2) Supporting the operations of exiding renewable resources generation facilities which provide
fire suppression benefits, reduce materids going into landfills, and mitigate the amount of open-field
burning of agriculturd waste.

(3) Supporting the operations of exiding, innovative solar thermd technologies that provide
essentia peak generation and related rdiability benefits.

L ow income assistance

Programs provided to low-income dectricity customers induding, but not limited to target
energy-efficiency services and the Cdifornia Alternative Rates for Energy Program, shall be funded
at not less than 1996 authorized levels based on an assessment of customer need. The commission
shdl dlocate funds necessary to meset the low-income objectivesin this section.

Resear ch and development
In AB 1890, the legidature established programs which would enhance system rdiability

and provide in-gate benefits as follows:

(1) Cog-effective energy efficiency and conservation activities.

(2) Public interest research and development not adequately provided by competitive and regulated
markets.

(3) In-dtate operation and development of existing and new and emerging renewable resource
technologies defined as dectricity produced from other than a conventionad power source and not
utilizing more than 25 percent fossil fud.

The revenues to fund these programs will be collected from the competition transition charge
(CTC) whichis to end on December 31, 2001. However, the legidature has approved extending the
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CTC for up to three months to ensure that the aggregate portion of the research, environmental, and
low-income funds alocated to renewable resources shdl equa $ 545 million.

RELIABILITY

The Cdifornia legidation specificdly ordered their state created 1SO to set reiability
standards. The legidation dtates that reliable eectric service is of utmost importance to the safety,
hedth, and wdfare of the state’'s citizenry and economy. It is the intent of the Legidature that
eectric indugtry restructuring should enhance the rdiability of the interconnected regiond
transmission systems, and provide strong coordination and enforcesble protocols for al users of the
power grid. The legidation states: relidble dectric service depends on conscientious ingpection and
maintenance of transmisson and didribution sysems. To continue and enhance the rdiability of
the ddivery of dectricity, the ISO and the Commission, respectively, should set ingpection,
maintenance, repair, and replacement standards.

With Assembly Bill 1890, the dtate Legidature directed the creation of a new market
dructure fegturing two dstate chartered, nonprofit market inditutions. a Power Exchange charged
with providing an efficient, competitive auction to meet dectricity loads of exchange customers,
open on a nondiscriminatory basis to dl eectricity providers, and an Independent System Operator
with centralized control of the statewide transmisson grid, charged with ensuring the eficient use
and reliable operation of the transmisson sysem. The ISO was directed to seek federa
authorization to perform its functions and to be able to secure the generation and transmission
resources needed to achieve specified planning and operationa reserve criteria.

The legidation states that it is the intent of the Legidature to require development of
maintenance standards that will reduce the potentiad for outages and secure participation in the
operation of the 1SO by the state's independent locd publicly owned utilities. There is another
clause in the legidation that states that California should enter into a compact with western region
states. That compact should require the publicly and investor-owned utilities located in those Sates,
that sdl energy to Cdifornia retall customers, to adhere to enforceable standards and protocols to
protect the reliability of the interconnected regiona transmission and distribution systems.

There is a requirement set by the Legidature that in any proceeding involving the sde of a
public utility electric generating facility, that the sdling utility contract with the purchaser of the
fadlity for the selling utility, an affiliste, or a successor corporation to operate and mantain the
fadlity for at least two years. The Commission shall require the contracts to be reasonable for both
the sdler and the buyer.

The Commisson was required to adopt ingpection, maintenance, repair, and replacement
standards for the distribution systems of investor-owned dectric utilities no later than March 31,
1997. The standards, shall be performance or prescriptive standards, or both, as appropriate, for
each subgtantid type of digtribution equipment or fadlity, and shdl provide for high quality, safe
and reliable service.

23



CALIFORNIA

PUC ROLE DURING RESTRUCTURING

The PUC opened rulemaking and investigation proceedings with regard to restructuring
Cdifornids eectric power industry and reforming utility regulation. From that proceeding came
the process in which dectric restructuring followed. Unlike other states where the Public Utility
Commission (PUC) was ordered by the legdature to create all the standards and rules for eectric
restructuring, Cdifornia was different. The Cdifornia legidature created an Independent System
Operator and an Independent Power Exchange authorizing them to create the maintenance standards
and a far market environment. In addition, it created an Oversght Board. Thus, while the
Cdifornia PUC did not have to handle that aspect of eectric restructuring, they did have a role in
handling other maiters such as

financing orders by the utilities,
digtribution system standards,
pendties for non-compliance,
environmental programs, and
customer educations and protection.

* % X X X

PUC ROLE AFTER RESTRUCTURING

In Senate Bill 477, the legidature required the Commission to annually determine the costs
of adminigering the eectric regidration program, and other facets of consumer protection directly
related to the direct access transactions of registered entities. The bill aso requires the commisson
to compile and regularly update information on competitive market options to be avalable to
consumers, and requires the commission to issue public aerts about unauthorized or fraudulent
companies atempting to do business in the date.

While this is the only reporting requirement specified by the legiddion, the Cdifornia
Commission has an extensve reporting structuring. Each month for the past four years it has
prepared a satus report on Electric Restructuring in Cdifornia Those reports are prepared for the
Commissioners and are avalable to the public on their website. The report contains summaries of
the latest Commisson activities on the following deven different topics rate seiting, trangtion
costs, divedtiture proceedings, market vauetion, distributed generations and distribution competition
rulemaking, direct access, FERC-related issues, public purpose programs, CEQA issues related to
divedtiture of Foss| Generation, reliability, and consumer education and protection.

FOLLOW-UP
In Cdifornia Assembly Bill 1890, the legidature ordered the California Commission to adopt
ingpection, maintenance, repair, and replacement standards for the distribution sysems of investor-

owned eectric utilities Once those were in place, then the Commission was ordered to conduct a
review of those standards after every magjor outage. If the standards have not been met, the
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Commission could order sanctions or monetary pendties. The monies collected will be used to
offset funding for the Cdifornia Alternative Rates for Energy Program.

In a subsequent hill, Senate Bill 477, the legidature required the Commission to annualy
determine the costs of adminigering the eectric regigtration program, and other facets of consumer
protection directly related to the direct access transactions of registered entities. The bill would aso
required the Commission to compile and regulaly update information on competitive market
options avalable to consumers, and to issue public derts about unauthorized or fraudulent
companies attempting to do businessin the sate.

While these are the only reporting requirements specified by the legidation, the Cdifornia
Commisson has an extensive reporting structure. Each month for the past four years it has prepared
a daus report on Electric Redructuring in Cdifornia Those reports are prepared for the
Commissioners and are avalable to the public on their website. The report contains summaries of
the latest Commisson ectivities on the following eleven different topics. rate setting, transition
costs, divedtiture proceedings, market vauation, distributed generations and distribution competition
rulemeking, direct access, FERC-related issues, public purpose programs, CEQA issues related to
divestiture of foss| generation, rdiability, and consumer education and protection.
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CONNECTICUT

RESTRUCTURING AUTHORITY
Law
Public Law 98-28 entitled, “An Act Concerning Electric Restructuring” was signed on April

29, 1998.

Applicability

The law permits a phase in of customers to sdect an dternative service provider. All
customers will have a choice by July 1, 2000. Municipals may voluntarily participate but if they
do, they must divest generation and unbundle transmission and distribution.

MARKET STRUCTURE

Unbundled rates mug appear on customer hills beginning July 1, 1999. The Connecticut
DPUC will continue to regulate digribution companies.  Didribution utilities will continue to
provide dl metering, hilling, and collection services and act as supplier of last resort at regulated
rates.

MARKET POWER

Functional Unbundling

Utilities are not mandated to divest their generation, but they must attempt to auction both
fossl and nudear units if they want ful stranded cost recovery. Regardless, dl generation assets
must be unbundled and placed in a separate affiliate by October, 1999.

With respect to market power, the DPUC, dong with Connecticut’s Office of Consumer
Council, will monitor any anticompetitive practices. These offices may hire consultants to assst
with this obligation. All retall suppliers will pay an anua assessment fee for such market
monitoring activities. Interestingly, the retail access statute has a threshold such that if residentia
rates increase more than 3% &above the 1996 rate differentid with the indudrid class, an
investigation by the DPUC and OCC is mandated.

I ndependent System Oper ator
The legidation did not mandate an SO but assumed Connecticut utiliies would continue

to participate in the New England 1ISO. The New England 1SO was conditionally approved by the
FERC in June 1997.

Rate reductions
From 2000 to 2004, the didribution utility will provide standard offer service for dl

customers not sdecting a new provider with a 10% rate reduction below 1996 rate levels. Such rates
may be adjusted for taxes and changes in utility system codts.
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STRANDED COST

Definition

The Connecticut law permits the recovery of three kinds of stranded costs: 1) above market
costs of generation 2) regulatory assets including deferred taxes, conservation programs, and other
DPUC approved programs and 3) cogeneration contracts entered into before January 1, 2000.
Utilities are not required to divest their plants in order to obtain stranded cost recovery, but they
mug attempt to auction both fossl and nudear plants if they want full recovery of stranded costs.
Minimum acceptable bids will be prepared by the Connecticut PUC, and the difference between bid
and net book vaues becomes the basis for adminigtratively determining stranded costs.  Nuclear
plants do not have to be sold or to even receive acceptable bids in order to be digible to receive
stranded cost recovery.

The Act does require dl mitigation efforts be made including obtaining commitments from
purchasers of generation to offer jobs to existing employees and good faith efforts to buy down
cogeneration contracts.

Calculation and Recovery

A compstition trangtion assessment (CTA) will be developed after netting any proceeds
from above book vaue sdes and sdles of other company property. Recovery of the CTA will be
through 2004. The CTA isto recover both securitized and non securitized costs.

Connecticut will use a market based auction approach to estimate generation costs. For non
nuclear units the difference between bid price and book will be the basis for estimation..  For
nuclear generation, this same method will be used, unless no bids are received. In which case,
stranded costs will be edimated adminigtratively based on the vaue of a “prudent and efficiently”
run smilar plant.

Fnally, for any sdf generators, the DPUC will design an exit fee to recover their portion of
stranded costs.

Securitization

No securitizetion is permitted under Connecticut’s restructuring process for generation
assets.  However, regulatory assets, mitigation costs, and above market QF contracts are digible
for such securities. All such bonds must mature by December, 2011.

CUSTOMER SERVICE ISSUES
Standard Service Provisions and Policies
Standard Offer Service: Digtribution companies from January, 2000 through December 31,

2003 must offer standard offer service to al customers who do not elect another provider.  Rates
for this service must be 10 percent lower than the rates in effect in December, 1996.
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Default Service Provisions and Policies
The consumers office and the DPUC mudg submit a report to the General Assembly by

January 1, 2002 with alist of recommendations.

L oad Aggregation Policies

Aggregation is permitted under Connecticut’s restructuring law.  Aggregators must be
licensed and mugt demondtrate that they have the technicd and managerial competence to perform
which incdludes maintaining bonding or other security. These requirements do not apply to
municipas that aggregate customers within its boundaries.

Shopping Credit Computation
Connecticut does not use a shopping credit approach.

Customer Education Campaigns

The Department began to implement an outreach program January 1, 1999. The Consumer
Counsdl will name the members of the Consumer Education Advisory Council no later than
December 1, 1998. The Department retained a consultant to assst in developing and implementing
the public education and outreach program. The scope of services for this consulting function
continues to December 31, 2000. The digtribution utilities pay for al education and outreach cost
until duly 4, 2000, at that time these programs will be funded from the system benefit charge fees.

The Depatment has begun surveying about a dozen states regarding ther education and
outreach programs. A docket will be edtablished for the legidative report but not for the
development or implementation of the outreach and education plan.

Competitive Metering and Billing

The origind Act did not permit competitive metering and billing but directed the DPUC to
sudy the issue. The DPUC decided that al metering and billing costs can be assigned to
digribution rates only and, to the extent possible, individual customer cost for metering and hilling
will be assigned directly to these cusomers. The DPUC will revisit the competitive metering issue
if and when these services become competitive.

L oad Profiling Requirements
The DPUC has not adopted fina rules on thisissue.

CUSTOMER PROTECTION
Samming and Cramming
A digribution company can not change a customer's energy supplier unless 1) the change

is verified by a third party 2) the customer requests the change in writing or 3) the customer requests
the change via dectronic means. Customers have 3 business daysto rescind their request.
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Deceptive Practices
Suppliers mus not engage in deceptive practices and must comply with al federd

telemarketing requirements.

Privacy and Advertisng

Unless a customer natifies the loca didtribution company to the contrary, the customer’'s
name, address, phone, and rate class may be released without discrimination. Release of any other
customer informeation requires affirmative permisson of the customer.

Customer Complaint/Redress
The DPUC has not yet adopted policies to address this issue.

Provider of Last Resort
The consumers office and the DPUC mugt submit a report to the General Assembly by
January 1, 2002 with alist of recommendations.

Product Disclosure

Suppliers mus gve customers information on the rates, terms, conditions of service, and
information about the environmental characteristics of their generation. The DPUC must develop
a standard hilling format to enable customers to compare prices between suppliers.

Universal Service

HB 5005 requires that the state Office of Policy and Management must purchase eectricity
for state offices under a pool arangement.  The hill entitles certain income qudified families to
purchase thar eectricity at the same rate as the state offices.  Moreover, the system benefit charge
is required under HB 5005 and on a case by case bass, the DPUC will require some portion of the
system benefit charge to be used for low income and emergency disconnect programs.

Ruleson Energy Service Companies

After 1/1/00, no person or municipdity can sell eectric generation services to  end users
through a digribution company's wires unless the DPUC has issued them a license. Specific
licensing requirements have been established.

Disconnection Procedures
HB 5005 requires didribution companies and dternative energy providers to abide by the
same rules againg unfar and untimely disconnection that incumbent utiliies must currently follow.

PUBLIC PURPOSE PROGRAMS
System bendfit charges are addressed in Public Act 98-28 (The Act) . Beginning January,
2000, the Department of Public Utility Control (DPUC) is to set charges to cover consumer

education, low income energy conservation, nuclear decommissoning and fud storage, worker
protection, and payments to municipal governments.
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Renewable Ener gy Resour ces Program

The Act specifies that dectric suppliers mugt provide at least 0.5 percent of their power from
renewables. This percentage increases to 6 percent by 2009. A 0.05 ¢/kWh charge is imposed for
a Renewables Energy Invesment Fund which increases to 0.1¢/kWh in 2004. Environmentd
disclosure with respect to fuel source types must be provided on billing statements.

Energy Efficiency Program

An additiona 0.3 ¢/kWh charge is imposed for funding energy efficiency programs. In
October, 1999, the DPUC approved CL&Ps proposa to indude a conservation and load
management charge of three mills per kWh in its standard offer rates. CL& P estimated that it would
collect in 2000 gpproximately $67 million as a result of this charge. Also approved by the DPUC
in October, 1999 was Ul's assessment of a conservation and load management charge of three mills
per kWh on dl customers beginning 1/1/00.

L ow Income Energy Assstance Fund

A system benefits charge is to be used to fund, among other costs: 1) The cost of hardship
protection measures induding, but not limited to, eectric service bill payment programs, funding
and technica support for energy assstance, fuel bank and westherization programs and services,
and 2) Low income conservation programs approved by the DPUC.

RELIABILITY

Pursuant to Connecticut Genera Statutes 8§ 16-50r, the Connecticut Siting Council (Council)
is authorized to review the State's dectric utilities Twenty-Year Forecasts of Loads and Resources,
induding ther plans to balance public demand for safe, reliable, and codt-effective dectricity with
an efficient mix of programs and resources to meet this demand.

The PUC will continue to have respongbility for licensng dternative energy providers and
will continue to have jurisdiction over digtribution rdigbility. The criterion of a determination of
public need and environmentd effects for Sting decisons has been changed to determination of
public benefits and environmenta effects. A public bendfit exigs if such a fadlity is necessary for
the riability of the dectric power supply of the state or for a competitive market for electricity. The
period for the Connecticut Siting Council to review a dting application (from the time the
application was filed to the time the council mug issue a decison) has been reduced from 1 year,
with the possibility of a 6 month extenson, to 6 months, with an alowable 6 month extension. The
law daifies that the gting council can approve a new fadlity on the Ste of an exiging facility with
a declaratory ruling, as long as the gSting does not pose any substantial adverse environmental
effects. This declaratory ruling dlows the dting council to dreamline the certification proceeding.
In these cases, they do not have to initiate a full certification proceeding.

ISO New England Inc. was established as a not-for-profit, private corporation on July 1,
1997 fdlowing its approval by the Federa Energy Regulatory Commisson (FERC). The
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organizetion immediatdy assumed the responshbility for menaging the New England region's
electric bulk power generation and transmission sysems and administering the region’s open access
tranamisson taiff. The New England SO ether assumed or is in the process of assuming al the
functions formerly performed by the New England Power Pool (NEPOOL). As the control area
operator, NEPOOL had responghbility for dl aspects of the minute-to-minute operation of the
region's bulk power sysem, induding: regulating system frequency; maintaining system voltage
managing interchange between NEPOOL and neighboring power systems,; dispatching NEPOOL
generating capacity to meet NEPOOL load obligations and reserve requirements, managing the
dispatch of the NEPOOL transmission system; and coordinating daily transmisson and generation
outages. NEPOOL daso provided many operationa planning services in support of central dispatch
(eg., coordination of annud generator mantenance schedules, transmisson facility outage
scheduling, adminigration of bilateral contracts between NEPOOL Participants and non-NEPOOL
entities, and short-term and long-term load forecagting).

The I1SO does not have authority to condruct new transmisson facilities.  This respongbility
remans with the individud utilities In addition, 1ISO-New England systematically each
new dectric generaion fadlity requesting connection to the dectric grid for transmisson system
reliability.

PUC ROLE AFTER RESTRUCTURING

HB 5005, Connecticut's restructuring legidation requires the Department of Public Utility
Control to do the following as on-going responsbilities:

1 Perform annud adjustments of the competitive trangtion charge to recover stranded costs
and bond reductions,

2. Impose and collect the system benefit charges as prescribed by HB 5005;

3. Issue licenses and set standards for energy service companies and aggregators,

4, Evduate if demand side management is a viable dternative to upgrading the system, if a
digtribution utility seeks arate increase;

5. Meet annudly with the Commissoner of Environmenta Protection to review state energy
policy and objectives,

6. After 2002, provide annud report to the legidaure on the datus of competition in

Connecticut and if the rate difference between commercid and resdential customers exceeds

a prescribed threshold the DPUC must open an investigation docket

Prepare an annua report on the numbers of displaced workers due to competition;

Investigate and resolve complaints from customers;

Approve energy efficiency programs funded by the system benefit charge;

0. Issue licenses to energy service companies, marketers and aggregators and ensure

conformance with dl rules and regulations;
11. Maintain alist of eectric aggregators and make thislist available to customers

B2 © N

FOLLOW-UP
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HB 5005, Connecticut’s restructuring legidation requires the Depatment of Public Utility

Contral to do the following, non-recurring activities in response to dectric restructuring:

1.

2.

Adopt a standard hbilling format for dl utilities to use such that it is understandable and
provides required information;

Adopt standards and procedures for distribution companies to use when they offer standard
offer service;

Conduct at least one hearing on the gpplication of margind cost pricing, such as rea time
rates, and determine its feagbility;

By January 1, 1999, edablish a code of conduct for the activities of energy service
companies and distribution companies,

By December 1998, provide a report to the Connecticut legidature on the DPUC's
Consumer Outreach Program required under HB 5005;

By January, 2000, perform an investigation of the use of performance based rate making for
didribution utilities

By January, 2002, provide a joint study with the Consumer Council’s Office on how best to
dructure default service.
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DELAWARE

RESTRUCTURING AUTHORITY

Law

On March 31, 1999 the Electric Utility Redtructuring Act of 1999 was sgned by the
Governor.  Settlement agreements with Conectiv (DP&L) and DEC (the two IOU’s in Delaware)
followed on 4/27/99 and 9/27/99, respectively.

MARKET STRUCTURE

Dates

For customers of DP&L, the implementation dates shall be as follows. October 1, 1999, for
customers with a peak monthly load of 1,000 kW or more; January 15, 2000, for customers with a
peak monthly load of 300 kW or more; and 18 months after enactment of this legidation for al other
customers. For customers of DEC, the implementation dates shall be as follows. April 1, 2000, for
customers with a peak monthly load of 1,000 kW or more; July 1, 2000, for customers with a peak
monthly load of 300 kW or more; and 24 months after enactment of this chapter for dl other
customers.

MARKET POWER

Functional Unbundling
Only generdtion is to be competitive, with digtribution and transmisson continuing to have

its exdugve retall service teritories. Transmisson and didribution utilities will not furnish these
services to a customer located within the service territory of another eectric distribution company.

Rate Reductions
DPL has a rate freeze at the 9/30/99 levd for non-resdentia customers from 10/1/99 to

9/30/02 (Trangdtion Period), and a rate freeze at 9/30/99 level with a 7.5% decrease for residentia
customers from 10/1/99 to 9/30/03 (Transition Period), with adjustments for
Commisson-determined extraordinary events. DPL will file a rate case quality cost of service study
and a proposal to reset its regulated rates by March 1, 2002. This would be gpplicable a the end of
the trangtion period (9/30/02 for non-resdentid customers, 9/30/03 for resdentia customers).
DEC has arate freeze for al customers from 4/1/00 to 3/31/05 (Transtion Period). By September
1, 2004, DEC will file a rate case qudlity cost of service study and a proposal to reset its regulated
rates to be goplicable at the end of the trandtion period (3/31/05 for al customers). After the
trangtion period for each of the above utilities, the retail market price shal become the standard
offer service price.

Other
The PSC can dlow compdtitive metering and billing in the Ddmarva (DPL) area if
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Demarva requests, after the trangtion period from 10/1/99 to 9/30/02. DEC will continue to own
and operate the meters and hilling in its territory.

STRANDED COSTS

Definition

The PSC mug establish procedures for periodic review of costs recovered through the
Compdtitive Trangtion Charge.  Amounts and methods of siranded and trangtion costs shdl be
decided by the PSC.

Calculation and Recovery
Costs to be recovered are to be alocated in amanner that avoids, to the extent possible, inter-

class or intra-class cross-subsidization.
CUSTOMER SERVICE ISSUES

Standard Service Provisions and Policies

Title 26, Chapter 10, 81006 of the Delaware Electric Utility Restructuring Act of 1999
governs Standard Offer rates and requirements.  After the end of the trangition period for Delmarva
Power & Light Company (DP&L) and Delaware Electric Cooperative, Inc. (DEC), the retail market
price sl become the Standard Offer Service price. For both DP&L and DEC, the retail market
price for dectric supply service (including losses to the customer's ddivery point) shdl be estimated
and applied separately for each customer rate class for each year of the trangtion period. Such prices
dhdl be based upon and/or representative of regiond wholesde dectric market prices, plus a
reasonable alowance for retall margin to be determined by the Commisson. Once established, such
prices will not be changed by the Commission during the transition period, except as the result of
an gpped of the Commisson's decision.

Each Customer shal pay the separate applicable rates for transmisson, ancillary,
digribution, nuclear decommissoning and other sarvices. Such rates shdl not include any
generation or eectric supply costs. By March 1, 2002 (September 1, 2004 for DEC), DP&L shall
file a rate case qudity cost of service study and a proposal to reset its regulated rates to be gpplicable
at the end of the trangtion period.

Cusgtomer Education Campaigns
A totd of $250,000 will be collected from DP&L & DEC and apportioned based on 1998
kWh retail saes.

Competitive Metering and Billing

During the trangtion period from 10/1/99 to 9/30/02, Delmarva will continue to own dl
meters and perform al meter reading functions. After the trangtion period, or earlier if DP&L
requests, the PSC can alow competitive metering. DEC ghdl continue to own and operate meters
and perform meter reading functions in its Commission-designated service territory.
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Each Customer in DP&L sarvice territory has the right to choose to recelve separate hills
from DP&L d/b/a Conectiv Power Ddivery and from its dectric supplier (if a separate billing is
provided), or to receive a combined hill from either DPL or its eectric supplier (if a consolidated
billing option is provided), for dectric supply, transmisson, distribution, ancillary and other
sarvices. If the customer does not eect a hilling option, DP&L will be responsible for billing the
customer for eectric supply, transmisson, digtribution, ancillary and other services, regardiess of
the dectric supplier.

In its service teritory, DEC will bill each customer for eectric supply, transmission,
digtribution, ancillary and other services, regardless of the customer's electric supplier.

CUSTOMER PROTECTION

Samming and Cramming

An dectric supplier that causes a customer to be transferred to the electric supplier's service,
without obtaining an executed, unrescinded contract will be deemed in violaion of this Samming
Rule. In such a case, the eectric supplier must void and/or refund any charges it has imposed on the
dammed customer. The customer will only be lidble to its authorized dectric supplier for future
savice a a rae tha is no more than the rate the cusomer paid before the damming incident
occurred.

PUBLIC PURPOSE PROGRAMS

Environmental Programs

The Delaware Commission reassigned to the separate tranamission and distribution rates of
each rate class from the total base rates, $0.000095 per kilowatt-hour to be deposited each month
by Demarva Power & Light Company (DP&L) into an environmentd incentive fund effective on
October 1, 1999. This fund was established and is to be administered by the Delaware Economic
Devdopment Office, in consultation with the Dividon of the Public Advocate, and shall be used to
fund environmental incentive programs for conservation and energy efficiency within DP&L’s
sarvice territory.

L ow income assistance

The Delawvare Commisson reassigned to the separate transmission and distribution rates of
each rate class from the total base rates, $0.000095 per kilowatt-hour to be deposited each month
by DP&L into a low-income program fund effective on October 1, 1999. This fund it to be
adminisered by the Department of Hedth and Socid Services, Divison of State Service Centers
and dhdl be used to fund low-income fud assstance and wesgtherization programs within DP&L’'s
sarvice territory.

Conectiv Power Ddivery, which operates the regulated transmisson and digtribution sysems
for DP&L and Atlantic Electric, currently contributes $125,000 annudly to instal energy efficiency
improvements in dectricdly heated low-income homes. Delaware does not offer any utility-funded
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rate assgance a thistime.

Educational Program

The Commisson edsablished a working group comprised of representatives of the
Commisson, dectric utilities, dectric suppliers, the Divison of the Public Advocate, and other
interested parties to desgn and implement a consumer education program, including "Green Power"
options, to prepare the dtizens of Delaware for retall competition. The Commission may direct the
payment of up to a tota of $250,000 from DP&L and Delaware Electric Cooperative Inc.
(apportioned on the 1998 kWh Delaware retal sales of each entity) for the purpose of providing
customer education materids to citizens of Delaware in connection with retail competition.

An dectric supplier that has imposed unauthorized charges on a retal electric customer must
void and/or refund dl of those charges to the customer. For both damming and cramming, penalties
can be imposead on the guilty eectric supplier by the PSC through a hearing process.

Deceptive Practices
A customer has 10 cdendar days from the day the utility sends the confirmation letter to

rescind their salection.

Privacy and Advertisng

All dectric suppliers are prohibited from usng tdemarketing to solidt customers. This
prohibition does not include initid contact by any medium other than a voice telephone call or a
customer's telephone response to any non-telephone initid contact. An electric supplier or its
marketing or advertisng agent must not make misrepresentations or use deceptive practices in its
direct solicitations, advertisng or marketing materias.

RELIABILITY

Each dectric digribution company is required to maintain the rdiability of its distribution
services and to implement procedures to require al eectric suppliers to deliver energy to the eectric
distribution company at locations and in amounts which are adequate to meet each eectric supplier’'s
obligations to its customers.

Prior to doing business in Delaware, every dectric supplier seeking to provide eectric supply
srvice to cusomers dhdl obtan a cetificate from the Commisson. The Commisson shdl
promulgate rules and regulations governing the information that eectric suppliers shall be required
to provide and requirements to be satisfied in order to obtain such certificate. Electric suppliers
required to obtain a certificate to provide retail eectric supply service must pay an application fee
of $750.00. The failure by any dectric supplier to comply with any of the requirements promulgated
by the Commisson may result in pendties, induding monetary assessments, suspension or
revocation of the eectric supplier’s certificate, or other sanctions.

PUC ROLE
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Rule Development
The Delaware Public Service Commisson (Commisson) has genera rulemaking authority
to carry out the intent of the restructuring legidation.

Enforcement Activities

Prior to doing business in Delaware, every eectric supplier seeking to provide eectric supply
srvice to customers mug obtain a cetificate from the Commisson. The Commisson will
promulgate rules and regulaions governing the information that dectric suppliers must provide and
the requirements that mus be satified in order to obtain such certificate. In addition, al dectric
suppliers mugst provide information concerning Delawvare operations to the Commisson as
requested. As a follow-up activity, the Commission will continue to host workshops on the key
issues that creste a competitive dectric indudtry.

CUSTOMER PROTECTION

The falure by any dectric supplier to comply with any of the requirements promulgated by
the Commisson may result in pendties, including monetary assessments, suspension or revocetion
of the eectric supplier’s certificate, or other sanctions.

Rateregulation
The Commisson gaff will continue to regulate remaining utility services (didribution) in
the same manner as before the deregulation of generation.

FOLLOW-UP

The Legidaure enacted HB 10, "Resructuring and Regulation of Public Utilities Supplying
Electricity to Retall Customers', in March, 1999. As a follow-up activity, the Ddlaware Public
Service Commisson (PSC) continues to host workshops on the key issues that create a competitive
eectric indudtry.

All dectric suppliers must provide information concerning Delaware operations to the PSC,
as requested from time to time. Information provided pursuant to this requirement and designated
"proprietary” or "confidentid” must be hdd in accordance and mugs be afforded proprietary
treatment subject to the provisions of the Rules, PSC regulations, and Delaware Law. There have
not been any dectric restructuring measures of success identified, nor have there been any reports
of falures a thistime.
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ILLINOIS

RESTRUCTURING AUTHORITY

Law
The Electric Choice and Rate Relief Act, HB 362 was passed in December, 1997.

Applicability
It is gpplicable only to Investor owned uitilities.

MARKET STRUCTURE

Affected customers
Retal choice began on 10/01/99 for al commercid and industria customers over 4 kW and

dl commercid retail customers with 10 or more separate locations with aggregate load over 9.5 kW
and 1/3 of each non residentia customer class. Selection will be based upon alottery.

Dates and Phase-in
By 10/02/00 dl governmental customers will have choice. By 12/31/00 dl remaining non-

resdentid cusomerswill have choice. All residentid customerswill have choice by 5/1/02.
MARKET POWER

Divestiture of Assets
Functiond unbundling is required by HB 362, but not divestiture. 1n 1999, the ICC ordered

utilities to unbundle metering and hilling services.

Transmission oper ating company
Utilities are required to join an 1SO or the state has threatened to create one. The ICC has
established codes of conduct for affiliate transactions and has approva authority over mergers.

Rate Reductions

Non-residential rates are frozen until 2004 a 1996 levels. Commonwedth Edison and
lllinois Power reduced rates 15% on August 1, 1998 with another 5% reduction expected on October
1, 2001. Smdler utilities will phase in a 5% decrease by October 2001. Also included in the law is
the concept of the power purchase option (PPO). It has two separate aspects. First, a bundled
service customer can inform his loca utility that he wants to become a direct access customer but
wants the utlity, not an ARES, to supply his dectricity. The utility must agree, sdling energy to
the customer at the proxy market vaue under a one-year contract. The advantage to the customer
is that the contract automaticaly quaifies for the mitigation factor. A bundled utility customer might
chose this option in times of rigng real market prices. The disadvantage is that in times of fdling
real market prices he is stuck with the proxy price. As an aternative, a bundled service customer
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who wants to move into the competitive market can assign his PPO rights to a power marketer. The
marketer may or may not exercise that option with the utility, depending on whether or not real
market prices are fdling and cheap power is available. The PPO allows the marketer to arbitrage
between the proxy price of dectricity and the rea market price. If the PPO is not exercised, the
marketer/customer relationship takes on the characteristics of the more traditional third-party
provider.

STRANDED COST

The authority and methodology for evduating stranded cost is contained in HB 362.
Stranded costs are recovered through transtion charges based upon foregone revenue not asset
evauation. This is different than most other states. An index of market prices is used as part of a
very complex formula for determining the trangtion charge. The amount of the recoverable charge
is equal to the vaue of ectricity sold under a tariffed non-competitive rate minus the competitive
or market rate. This difference must be offset by credits gained by the utility for any revenues
atributable to ddivery charges, newly obtained revenues for being a service provider and the value
of avoided energy and capacity that the utility freed by not having to serve the customer. The
trangition period ends on December 31, 2006.

A mitigation factor is applied to reduce any lost revenue by 6% of 1996 base rates and
increases to 10% of 1996 base rates by 2006. Securitization is alowed, but this option has not been
used. If used 80% of the returns on the securitized funds must be used to refinance or retire fuel
related obligations.

CUSTOMER SERVICE ISSUES

Standard Service Provisions and Policies

The lllinois Commerce Commisson (ICC) will certificate aternate suppliers based upon
technicd, finandad and managerid resources and abilities  These suppliers mug follow existing
satutory requirements imposed upon public utilities to the extent applicable. The ICC has service
provison jurisdiction over aternate providers. The ICC will review and approve any charges, terms
and conditions for delivery service. The ICC dso oversees rigbility of delivery service,

Default Service Provisions and Policies

The incumbent utility has the obligation to provide tariffed service to customers who do not
leave the system or seek to return. The utility may impose a fee and require a minimum 24 month
contract period for customers returning to the system.

L oad Aggregation Policies

Utilities are required to alow aggregetion for any voluntary grouping of customers for both
energy and delivery services.
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Cusgtomer Education Campaigns
Each incumbent now has a consumer information office and the ICC has implemented a

Statewide consumer information program.

Competitive Metering and Billing
In 1999, the ICC completed rulemaking ordering utilities to unbundle their metering and
billing services.

L oad Profiling Requirements
No customer spedific hilling, usage or load shepe data will be provided by a utility to an
dternate supplier without customer authorization.

CUSTOMER PROTECTION

Samming and Cramming
Provisons concerning electric suppliers are added to the Consumer Fraud and Deceptive
Business Practices Act. Switching customers without written authorization is prohibited.

Deceptive Practices
The act provides that any marketing materid that discloses the price, terms and conditions
of the product or services offered or sold to customers be accurate.

Customer Complaint/Redress

Complaints may be filed with either the ICC or the Attorney General’s Office. The Attorney
Generd’s office oversees the new Consumer Fraud and Billing Practices Act through its new
Consumers Utility Unit. The ICC will handle complaints for al suppliers and will pogt dternate
supplier problems on its web ste. The ICC dso has procedures to revoke authority to operate within
the state. Additionally, dl utilities and dternate suppliers are required to establish customer service
cal centers where consumers can receive assistance and information.

Provider of Last Resort
The incumbents will remain the provider of last resort.

Product Disclosure

As part of the billing process, suppliers mugt disclose quarterly generation mix and the
amounts of carbon dioxide, nitrous oxide, sulphur dioxide emissons and nuclear waste attributable
to known dectric generating sources.

Universal Service
Low income assstance is available but universal service was not specifically discussed.

Disconnection Procedures
If a supplier issues a single hill for service which includes ddivery service, the utility retains
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the right to disconnect the customersif it does not receive payment for its tariffed services.
PUBLIC PURPOSE PROGRAMS

Renewable Ener gy Resour ces Program

This program will be administered by the Department of Commerce and Community
Affars It offers grants, loans and other incentives for investment in renewable energy resources.
As of 1/1/98, a "Renewable Energy Resources and Coa Technology Development Assstance
Charge" will be assessed to customers. The charge is $.05 per month for resdentid, non-residentia
and gas customers and  $37.5 per month for non-residential electric and gas customers. The charge
is anticipated to generate $100 million over 10 years for the development of renewable energy
resources and coa technology.

Energy Efficiency Trust Fund

As of 1/1/98, this trugt fund will consst of the pro-rata share of $3 million based on kWh
sdes from each supplier (induding dternate suppliers) Funds are disbursed to fund energy
efficiency projects for resdentid customers as defined by the department, such as window
replacement, energy efficient appliances, etc.

Commonwedlth Edison will alocate $250 million to a specia fund to support environmental
initigtives and energy-efficiency programs throughout the State.

L ow Income Ener gy Assistance Fund

The law directs each dectric utility (paticipation is optiond for Municipds and
Cooperatives) to assess a monthly charge of $.40 per month on each residential account and $4 per
month for each non-resdentiad account with peak demand under 10MW. Larger non-residentia
accounts pay $300 per month. The program is expected to generate gpproximately $76 million
annudly. Approximately $10 million of this amount is to be used for low income conservation. The
fund is adminigtered by the Department of Commerce and Community Affairs and is available only
to customers of participating utilities The program has no sunset and will continue past the
restructuring trangtion period.

RELIABILITY

lllinos addresses rdidbility through its cerification process for aternate generation
companies and revised rules to assure rdiability for the transmisson and distribution companies.

In order to provide dternate service in lllinois the applicant must show it possesses
aufficdent technical, financial and managerid resources and abilities to provide the service for which
it seeks a certificate of service authority. Additiondly, the gpplicant will comply with al applicable
federd, State, regiona and industry rules, policies, practices and procedures for the use, operation,
and maintenance of the safety, integrity and reiability of the interconnected electric transmisson
sysem.
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The Commission has issued new rdiahility rules with gods as follows: to define clearly the
Commission’'s process of assessng eectric service rdiablity; to assure the rdiable delivery of
electricity to dl customers in this State; to assure the effective implementation of amendments to
the Public Utilities Act relating to the reliable provison of transmisson and distribution or delivery
sarvices in a competitive environment; to adopt, as required by law, rules and regulations for
asessgng, and asuring, the rdiability of the transmisson and didribution; to establish uniform
measurements to assess trangmisson, distribution and delivery service and to establish reporting
requirements that routindy and periodicdly inform the Commisson about the rdiability of
tranamisson and digribution systems under its jurisdiction; to adlow the Commisson to monitor
more effectivdy the rdiability of the transmisson and distribution systems over which power and
energy from dl dectric suppliers will be transported to consumers in the State; and to provide
adequate information for the Commission to monitor aspects of rdiability in addition to
interruptions.

Each utility mug file annud rdigbility reports and every three years the Commisson will
conduct a thorough evduation of each utlity. In addition, the 1SO will oversee integrity and
religbility of trangmisson sysem conggent with the reliability council.

PUC ROLE AFTER RESTRUCTURING

Rule Development

The Commission has generd rulemaking authority to carry out the intent of the restructuring
legidation and must open a rulemaking proceeding to establish standards of conduct for every
eectric utility and to adopt rules and regulations for assessng and assuring the rdiability of the
tranamisson and digribution systems and facilities that are under the Commission's jurisdiction.
The Commisson dso has the authority to investigate the need for, and adopt rules requiring,
functiond separation between the generation services and the delivery services of those eectric
utilities whose principa service area is in lllinois. After January 1, 2003, the Commission has the
authority to investigate the need for, and adopt rules requiring, functiond separation between an
electric utility's competitive and non-competitive services.

Rate Regulation

The Commisson must edtablish charges, terms and conditions of delivery service and
approve the ddivery services implementation plan of each dectric utility. The Commisson has the
authority to review, approve, and modify the prices, terms and conditions of those components of
ddivery sarvices not subject to the jurisdiction of the Federd Energy Regulatory Commission,
induding the authority to determine the extent to which such delivery services should be offered
on an unbundled basis.

Enforcement Activities
The Commission has the authority to certificate any adternative retail eectric supplier.
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CUSTOMER PROTECTION

The Commission has authority to implement consumer protection measures and dispose of
any complaint agangt any dternative retail eectric supplier. Complaints may be filed with either
the ICC or the Attorney Generd’s Office. The Attorney Generd’s office will oversee the new
Consumer Fraud and Billing Practices Act through its new Consumers Utility Unit. The ICC will
handle complaints for dl suppliers and will post dternate supplier problems on its web ste. The
|CC dso has procedures to revoke authority to operate within state.  Additionaly, al utilities and
dternate suppliers are required to establish customer service cal centers where consumers can
receive assstance and information.

FOLLOW-UP

On or before December 31, 1999 and once every 3 years theredfter, the Commisson must
monitor and andlyze patterns of entry and exit, gpplications for entry and exit, and any barriers to
entry or participation that may exist for competitive services. In addition, the Commission must
andyze any impediments to the establishment of a fully competitive energy and power market
within the state.  The Commisson will include its findings together with gppropriate
recommendations for legidative action in areport to the Generd Assembly.

Beginning in 2001 and ending in 2006, the Commission shal prepare an annud report
regarding the development of dectricity markets in Illinois which shdl be filed by April 1st of each
year with the Joint Committee on Legidative Support Services of the Generd Assembly and the
Governor and which shall be publicly avalable. Such report shdl include, a a minimum, the
following information:

1. The aggregate annual pesk demand of retail customersin the preceding calendar year.

2. The total annud kilowatt-hours ddivered and sold to retail customers by each dectric utility
within its own service territory, each dectric utility outsde its service territory, and
dternative retall dectric suppliersin the preceding calendar yeer.

3. The percentage of the total kilowatt-hours delivered and sold to retail customers in the
preceding cadendar year by each dectric utility within its service territory, each eectric
utility outsde its service territory, and each dternative retaill dectric supplier.

4, Any other information the Commission considers significant in assessing the development
of eectricity markets, which may include, to the extent available, information smilar to that
described initems 1, 2 and 3 with respect to cogeneration, self-generation and other sources
of dectric power and energy provided to customers that do not take delivery services or
bundled dectric utility services. The Commisson may dso include such other information
as it deems to be necessary or beneficid in describing or explaining the results of its Report.
The required Report mugt be adopted by a vote of the full Commisson prior to filing.
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Proprietary or confidentia information must not be disclosed publicly.

Additiondly, the Commisson will study the effectiveness of the consumer education

program. Such study should indude a notice and an opportunity for participation and comment by
dl interested and potentidly affected parties. The study is to be completed by January 31st of each
year during the mandatory trangtion period and a summary thereof, together with any legidative
recommendations, shdl be included in the Commission's Annua Report.
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RESTRUCTURING AUTHORITY

Law

On May 29, 1997, the Governor signed into law LD. 1804, “An Act to Restructure the
State’'s Electric Indugtry” (the Act). It provides for full retail competition to begin on March 1,
2000. It directed the Mane Public Utilities Commisson (the Commission) to conduct rulemaking
on severd issues that must be addressed to implement retail access.

Applicability

Municipa and Cooperative utilities are allowed under the Act to sl retail generation service
only within ther respective territories. These utilities may not sdl wholesde generation service
except those incidental sales which are necessary to reduce the cost of retail service.

MARKET STRUCTURE

Affected customers

Under the provisons of the Act, dl consumers of ectricity will have the right to purchase
generation services directly from competitive providers beginning on March 1, 2000. At that time,
consumers will be dlowed to aggregate thar purchases in any manner they choose. If a public
entity serves as aggregator, it may not require consumers within its jurisdiction to purchase from that
entity.

Dates

Beginning March 1, 2002, the provison of metering and hilling services will be subject to
competition. The Commission is empowered to establish an earlier date for the provison of these
services by rule, but the date can be no earlier than March 1, 2000.

MARKET POWER

Functional unbundling

Following the beginning of retail access, large (more than 50,000 customers) investor-owned
transmisson and didribution utiliies may not sdl dectricity to any retall consumer. Entities
affiliatled with transmisson and didribution utilities may, beginning with retall access, provide
eectricity outsde the afiliated transmisson and disgtribution service territories.  In addition, they
may provide dectricity within the service territories provided they do not sdl more than 33% of the
total kilowett hours within the territory. The need for this 33% market share limitation will be
reviewed by the Commission before January 1, 2005.

Smdl investor-owned transmisson and distribution company &ffiliates (fewer than 50,000
customers) will be alowed to sdl dectricity on an unrestricted basis both outsde and within thar
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savice teritories. By July 1, 1998, the Commission will open a rulemaking proceeding to
determine the extent of separation required between smdl transmisson and distribution companies
and their effiliates. This rulemaking was to be concluded no later than March 1, 1999.

Rate Reductions

Standard offer service must be avalable to dl customers. The law encourages that at least
3 providers be chosen through a bidding process, and it limits the percentage of standard offer
sarvice that may be provided by affiliates of large investor-owned utilities in the Sate.

STRANDED COSTS

The Act defines stranded costs as a utility's “legitimate, verifidble and unmitigatable costs
made unrecoverable because of the restructuring of the dectric industry required by this chapter and
determined by the commission. . . .” The determination of stranded costs is to be made by summing
the fallowing:

1 the cost of regulatory assets related to generation;

2. the difference between net book generation plant and its market vaue;

3 the difference between future contract payments and the market vaue of autility’s
purchased power contracts.

The Commission is prohibited from induding for recovery any costs for obligations incurred
after April 1, 1995, except for costs associated with the restructuring of QF contracts, costs deferred
pursuant to rate plans, and energy conservation costs. In addition, obligations incurred by utilities
that are beyond their control or are devoted to reducing stranded costs are excepted.

The Act requires the utility to “pursue dl reasonable means to reduce its potential stranded
costs and to receive the highest possble vaue for generation assets and contracts, including the
exploration of dl reasonable and lanvful opportunities to reduce the cost to ratepayers of contracts
with qudifying fadlities” The Commisson is required to consider the utility’s mitigation efforts
when determining the amount of stranded cogis.

Before the dtart of retail access, the Commission will estimate the stranded costs for each
utility, and use those estimates to set a stranded cost charge to be collected by the transmission and
digribution utilities when retal access begins. In 2003, and every three years after that, the
Commission will correct any subgtantia inaccuracies in the stranded cost estimates except for those
sranded costs associated with divested generation assets, and adjust the transmisson and
digribution charge accordingly. The Commission may aso adjust the charge at any other time. Any
changes to the stranded cost charge are to be made on a prospective basis, and cannot address past
inaccuracies in stranded cost estimates.  In setting the stranded cost charges, the Commission may
not dhift cost recovery of stranded costs among customer classes in a manner inconsstent with
exiging law.
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CUSTOMER SERVICE ISSUES

Standard Service Provisionsand Policies

Following the adoption of service standards, the Commisson will administer a bid process
that will select standard-offer providers for each transmisson and didtribution service territory by
July 1, 1999. The Commisson will ensure that affiliates will have no grester access to relevant
information than is avalable to other potentia bidders. Municipa, cooperative, and small investor-
owned transmisson and distribution companies will be alowed to bid for standard-offer service in
their own service territories,

Standard-offer service must be available until March 1, 2005. By January 1, 2004, the
Commission will begin an invedigation to decide whether standard-offer service should be
continued.

Default Service Provisionsand Policies - The Act provides that with the start of retail competition,
eectricity will be avalable to those customers not selecting a competitive provider pursuant to
“gandard-offer service” This service will be with the provider of last resort for those customers
who discontinue service with a competitive provider, or who do not choose a competitive provider.

Load Aggregation Policies - Consumers may aggregate their purchases of generation service in any
manner they choose. If a public entity serves as an aggregator, it may not require consumers of
electricity within itsjurisdiction to purchase generation service from that entity.

Customer Education Campaigns - The Mane Public Utility Commisson (MPUC) was required
to immediatdy organize a consumer education advisory board to investigate and recommend
methods to educate the public about the implementation of retal access and its impact on
consumers. The commisson was to ensure broad representation of resdentid, industrial and
commercid dectric consumers, public agencies and the eectric industry on the advisory board. The
advisory board addressed funding necessary for adequate educationa efforts and the appropriate
source of that funding; the aspects of retall access on which consumers need education; the most
effective means of accomplishing the education of consumers; the appropriate entities to conduct
the education effort; and any other issue relevant to the education of consumers regarding the
implementation of retail access and its impact on consumers. The commission developed a number
of consumer education brochures (avalable via mal or the Internet) in addition to an educationa
video.

Competitive Metering and Billing - Beginning March 1, 2002, pursuant to rules adopted by the
Commisson, the provison of eectric billing and metering services will be subject to competition.
The Commission shdl establish minmum standards necessary to protect consumers of these
sarvices and codes of conduct governing the rdationship among transmisson and distribution
utiliies providing dectric hlling and metering services, any affiliales of transmisson and
digribution utilities providing such services and providers of such services that are not affiliated
with a transmisson and digribution utility. The Commisson shdl determine each transmisson and
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digribution utility's costs of providing eectric billing and metering services that are reflected in
consumer rates, induding capita costs, depreciation, operating expenses and taxes, and shdl
separate this portion of the consumer rate into a separate charge.

Load Profiling Requirements - In February, 1999, the MPUC introduced consumer protection
rules that competitive eectricity providers (CEPs) must follow when deding with smaller customers
(less than 100 kW) who choose to participate in retal choice. Brokers and aggregators are exempted
from these rules.  The rules state that whether a customer is above or below this threshold should
be determined by reference to the avallability criteria of the transmisson and didtribution rate
schedule or by the customers past year's usage. If this information is uncertain, the CEP must make
a reasonable effort to determine the customer's status. This status must be determined by the time
the customer enrdlls for retall choice. The distribution company must cooperate with the CEP in
identifying customers who may be subject to the provisons of this section.

CUSTOMER PROTECTION

1 Samming and Cramming - Each CEP mugt verify that each of its customer has

afirmativdly chosen the CEP before erdlling that customer. The CEP must retain this evidence
for at least 12 months from the date of the initiation of service.

2. Deceptive Practices - The Commisson will resolve any disputes between providers and
consumers. It will have the statutory authority to fine providers for violation of Commisson rules
and policies and can order restitution for any party injured because of violations.

3. Privacy and Advertising - The MPUC must either maintain or cause to be maintained a
"Do-Not-Cdl" ligt of customers who have requested--oraly, in writing, or eectronicaly--that they
not recelve tdemarketing cdls from CEPs. Each CEP, including standard offer providers, must
mantan the confidentidity of a customer's persona information, induding name, address,
telephone number, usage, and historic payment information.

4, Customer Complaint/Redress - The Commisson will resolve any disputes between
providers and consumers. It will have the dtatutory authority to fine providers for violation of
Commission rules and policies, and can order retitution for any party injured because of violations.
CEPs mug provide a 5-day right of rescisson to every customer and how to exercise this right must
be included in the customer's terms of service document.

5. Product Disclosure - The Commisson may require competitive energy providers to file a
bond with the Commission as evidence of financid vidblity.  The providers will adso be required
to file their generdly available rates, terms, and conditions with the Commission. Each CEP must
offer generation services to each of its customers for a minimum period of 30 days. Also, CEPs
must provide written notice to its customers between 30-60 calendar days in advance of a material
change in the contract terms and conditions as well as to notify them of renewa options.
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6. Universal Service/lLow Income Customers - In order to continue existing levels of
financid assistance for low-income households and to meet future increases in need, the MPUC
shdl recelve funds collected by dl transmission and digtribution utilities in the State at a rate set by
the commission in periodic rate cases, and set initid funding for programs based on an assessment
of aggregate customer need in periodic rate cases. The funding formula may not result in assstance
being counted as income or as a resource in other means-tested assistance programs for low-income
households. To the extent possible, assistance mugt be provided in a manner most likely to prevent
the loss of other federal assistance.

7. Rules on Energy Service Companies - A CEP may not fadilitate or otherwise arrange for
the sde of dectricity to retall cusomers from an entity that is not licensed by the MPUC. To
provide dectricity for retal sde in the State, providers will be required to be licensed by the
Commisson. In filing for licensure, the applicant must provide specific information to the
Commisson.

8. Disconnection Procedures - Each provider mugt provide written notice to a customer at
least 30 caendar days prior to cancellation of that customer's generation services contract due to a
default in the contract terms by the customer. Customers are dlowed to cancel sdection of a
provider ordly or in writing within five days of sdection. Customers cannot be disconnected for
nonpayment of the transmission and digtribution portion of their bill. A 30-day notice of termination
of serviceis required.

PUBLIC PURPOSE PROGRAMS

Renewable Resour ces

It is state policy to encourage the generation of dectricity from renewable and efficient
sources. Each competitive dectric provider, as a condition of licensng, must demondstrate that no
less than 30% of its portfolio of supply source for retal eectricity is accounted for by renewable or
effident resources. In addition, a Renewable Resources Fund is established for research and
devdlopment and community demongration projects. The Commission will establish the fund by
rule dlowing retall customers to make voluntary contributions. The fund is nonlapsing and will be
administered by the State Planning Office.

Conservation programs

Programs consst of those developed by the State Planning Office and prior programs
undertaken at the direction of the Commission prior to March 1, 2000. The Commission will require
transmisson and didribution companies to implement conservation programs.  The range for
program expenditures for each utility may not exceed $.15 per kWh or be less than 0.5% of the
revenue of the transmisson and didtribution utility. The cost of these programs will be recovered
through the rates of the utility.

L ow Income Assistance
Presently each utility has its own assstance program. Funding will continue asis.
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RELIABILITY

Maine looks at financid ability as part of their certification process for new generation
providers. Otherwise, the legidation is Slent on rdiability. However, snce the Commission will
retain its present jurisdiction over transmission and digtribution, its existing rules regarding
electric sarvice and rdiability remain intact.

COMMISSION'SROLE

Rule development
The Mane Public Utiliies Commisson (MPUC) is responsble for adopting and
implementing the fallowing:

1 Rules for competitive billing and metering and determining each transmisson and
digtribution utilities cogts for hilling and metering to establish separate charges.

2. Rules for revoking licenses.

3. Rules requiring standard hilling information on bills.

4 Rules egablishing standards of conduct for digribution utilities and &ffilisted competitive
providers.

5. Rules egablishing a program dlowing retall customers to make voluntary contributions to

fund renewable resource research and development.

Rules encouraging and edablishing funding levds and system capacity charges for

conservation programs.

Rule establishing terms and conditions for standard offer services.

Rules establishing unbundled bill requirements.

Rules to implement a consumer education program.

0. Rules to collect a system benefits charge for trangtiond service and benefits for digible

utility employees.

o

B o N

Enfor cement

The MPUC is responsible for licenang compstitive dectric providers and establishing rules
for revoking licenses. The MPUC will intervene and participate in the proceedings of any federal
agency whenever the interests of competition, consumers of eectricity or economic development
in Maine are affected.

Consumer Protection
The MPUC will adopt rules for consumer protection standards to protect retaill customers

from fraud and unfair practices. The MPUC has the authority to impose penaties for violating
consumer protection rules and resolve customer disputes and to issue cease and desist orders and
order regtitution for any party injured for a consumer protection violation.

Rate Regulation
The MPUC will adopt rules for competitive hilling and metering and determine each
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transmisson and didribution utilities revenue requirements and costs for hilling and metering to
establish separate charges. Separate hearings will be conducted to determine the amount of stranded
cost and appropriate charge for each utility. The MPUC will st rates in periodic rate cases of T&D
utilities and receive funds for low income assstance programs.

FOLLOW-UP

The Maine restructuring legidation requires that on December 31st of each cdendar year,
the commisson mugt submit to the joint standing committee of the Legidature having jurisdiction
over utility matters a report describing the Commission's activities in carrying out the requirements
of the redructuring legidation and the activities rdating to changes in the regulation of eectric
utilitiesin other Sates.

In its report, the Commisson mugt provide an accounting of the Commission's actud and
esimated future costs of enforcing and implementing the provisons of the legidation governing
the rdationship between a transmisson and didribution utility and an afilisted  competitive
eectricity provider and the costs incurred by transmisson and didribution utilities in complying
with those provisons. The Commission mugt aso provide an assessment of the effects of imposing
these costs on ratepayers and the potentid effects of assessng transmisson and didtribution utilities
for these costs and prohibiting the costs from being passed through to ratepayers.

If the Commission determines, after providing interested parties an opportunity to be heard,
that any provison in the present legidation is not in the public interest, the Commission should
present a report to the joint standing committee of the Legidature having jurisdiction over utility
matters dating the bass for the Commission's concluson and including draft legidation designed
to modify the chapter consstent with the public interest.

In addition, the commission will monitor events in the region pertaining to:

1 The development of an independent system operator with responsbility for transmisson
relicbility;

2. The management of competitive access to the regiond transmission system; and
3. Rights to negotiate potential contracts between sdllers and buyers of eectricity.

If the Commisson determines that there exigts inaUfficent independence on the part of the
independent system operator from any provider of wholesde transmission, competitive dectricity
provider or dectric utility, or if it determines any other problem threatens regiona transmisson
rdiability, the Commission will provide a report to the joint standing committee of the Legidature
having jurisdiction over utility matters with a recommendation as to what actions within the
authority of the State are available to remedy this problem.
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MARYLAND

RESTRUCTURING AUTHORITY

Law

In 1999, the Maryland Legidature signed the Electric Customer Choice and Competition Act
of 1999 (SB 300/HB 703). On September 8, 1999, the PSC passed Order No. 75680 which
established a redtructuring plan.  Settlement agreements have been reached with 3 investor-owned
eectric utilities by the end of 1999. Potomac Edison Co. (Allegheny Power) has not reached a
Settlement agreement.

Applicability
Only the generation component of a customer’ s hill is being deregulated.

MARKET STRUCTURE

Affected Customers
Customers of investor-owned utilities will have choice by July 1, 2002. Nearly dl Maryland
resdentswill have choice by 2003.

Dates

Last year Mid-Atlantic Power Supply Association (MAPSA), an association of retail
marketers, filed a petition in Bdtimore Circuit Court assarting that the Maryland PSC incorrectly
approved too much in stranded cost recovery for Batimore Gas & Electric and that the amount
reduced shopping credits to a point where customers would be reluctant to leave their incumbent
utility. In May, the Circuit Court had affirmed the PSC's ruling that MAPSA lacked legd standing
to dispute the restructuring order because it could not prove it had been harmed. However, on July
20, 2000, the appeals court disagreed with the lower court's ruiing finding that MAPSA did have
ganding to chalenge the settlemert, lifted its stay to the start of competition, and remanded the case
back to the drcuit court for a decison on the merits. The next day, the Circuit Court reinstated the
stay for two weeks, again suspending the start of competition, and scheduled a hearing for August
4, 2000.

We will continue to follow this case and report substantive devel opments
MARKET POWER
Divestiture of Assets

The Commisson may not require an eectric company to divest itself of a generation asset
nor prohibit an eectric company from divesting itsdf voluntarily of a generation asst.
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Sale

According to the settlement agreements, Delmarva (DPL) will sdll 2,200 MW of nuclear and
coa-fired generding capacity to third parties. Unsold assets will be transferred to an unregulated
dfiliate. Bdtimore Gas and Electric (BGE) will sl dl its generation assets.

Functional Unbundling

The Commission requires that customers hills for dectricity service indicate charges for 1)
digtribution and transmisson, 2) trangtion charge or credit, 3) universal service program charges,
4) customer charges, 5) taxes, and 6) other charges identified by the Commission.

Rate reductions

The PSC will reduce residential eectric base rates between 3% and 7.5%. For Delmarva,
7.5% rate reduction will gpply for the resdentid rate class only, effective July 1, 2000, and have a
four-year rate freeze. BGE will cut rates to an average of 6.5%, effective July 1, 2000, and have a
ax-year rate freeze. PEPCO will cut rates by approximately 7% for resdentia customers and 4%
for nonresidentid customers. These rate reductions will be apportioned between the unbundled
supply rate and unbundled wiresrate.

STRANDED COSTS

Definition

The Electric Customer Choice and Competition Act of 1999 from the legidature establishes
the subsequent PSC Orders cregting a restructuring plan.  Order 75680 (Filed October 8, 1999)
restructures the Maryland dectric industry and deals with stranded costs.

Calculation and Recovery

The appropriate rate for the recovery of stranded costs will be determined in Phase Il on
unbundled rates. (p. 28, Order 75680). The period of recovery will be during the rate freeze period
beginning 7/1/00 for 4 years (6/30/04). The PSC determined $8 million in stranded costs for
Delmarva. Delmarva has $8 million alocated to non-residentia ratepayers only.

CUSTOMER SERVICE ISSUES

Standard Service Provisions and Policies

Beginning on the initid implementation date, an dectric company's obligation to provide
electricity supply and dectricity supply service is stated by this subsection.  Electricity supply
purchased from a customer's dectric company is known as standard offer service. A customer is
considered to have chosen the standard offer service if the customer: is not alowed to choose an
electricity supplier under the phase in of customer choice in subsection of this section, contracts for
electricity with an electricity supplier and it is not delivered, cannot arrange for dectricity from an
electricity supplier, does not choose an eectricity supplier, chooses the standard offer service, or has
been denied service or referred to the standard offer service by an dectricity supplier.

58



MARYLAND

Any obligation of an eectric company to provide standard offer service shal cease on July
1, 2003 except that dectric cooperatives and municipd dectric utilities may choose to continue
providing standard offer service in their respective distribution territories, and may cease offering
that service after notifying the Commission at least 12 months in advance.

Customer Education Campaigns
PEPCO began a consumer education program in December, 1999, natifying consumers of

the option to shop for power beginning in the spring of 2000.

The Commisson shdl order each eectric company, in conjunction with the Commission,
the office of people's counsd, and other parties, to implement a consumer education program
informing customers of changes in the eectric indudtry.

Competitive Metering and Billing
Competitive metering for large customers shdl begin on January 1, 2002, and competitive
metering for al other customers shal begin on April 1, 2002, or earlier if requested by the eectric

company.

Samming and cramming

The Commission shdl adopt regulations or issue orders to: 1) protect consumers, eectric
companies, and dectricity suppliers from anticompetitive and abusive practices, 2) require each
electricity supplier to provide, adequate and accurate customer informetion to enable customers to
make informed choices regarding the purchase of any eectricity services offered by the dectricity
supplier, 3) establish reasonable redtrictions on telemarketing, and 4) establish procedures for
contracting with customers.

An dectricity supplier or any person or governmental unit may not, without first obtaining

the customer's permission, make any change in the eectricity supplier for a customer or add a new
charge for anew or existing service or option.

Deceptive practices
An dectricity supplier may not engage in marketing, advertisng, or trade practices that are

unfair, false, mideading, or deceptive.

Customer Complaint/Redress
On or before July 1, 2000, the commisson shal require appropriate complaint and
enforcement procedures and establish procedures for dispute resolution.

Product Disclosure

The Commission requires that customers hills for dectricity service indicate charges for
digribution and trangmisson, trangtion charge or credit, universal service program charges,
customer charges, taxes, and other charges identified by the Commission.
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Universal Service

The Commisson shdl establish a universal service program to assst dectric customers with
annud incomes at or below 150% of the federal poverty levd. The Department of Human Resources
ghdl be responsble for administering the universa service program through the Maryland Energy
Assgtance Program. The Depatment of Human Resources may, with input from a panel or
roundtable of interested parties, contract with a for-profit or a nonprofit Maryland corporation
exiging as of July 1, 1999 to assg in adminisering the universd service program. The Commission
shdl have oversght responghility for the universa service program. The components of the
universd service program shdl include bill assstance, & a minimum of 50% of the determined
need. The components of the universal service program include low income wesatherization, and the
retirement of arrearage that were incurred prior to the initial implementation date.

PUBLIC PURPOSE PROGRAMS

L ow income assistance

Maryland SB 300, provides a $34 million universal service program (USP) that is continuing
and nonlgpsng and will be administered by the Department of Human Services through the
Mayland Energy Assstance Program. The law defines a USP as one that "helps low-income
customers maintain eectric service” and includes "customer hill assistance and payment programs,
termination of service protection, and policies and services that help low-income customers to
reduce or manage energy consumption in a cost-effective manner.”

The law dates that for the first three years at least haf of the fund should be spent on hill
payment assistance, and the remainder on westherization and retirement of arrearages incurred by
low-income households prior to the initia implementation date of the program. The law's provison
for arrearage retirement semmed from Sudies that showed inability to pay among low-income
households was partly due to accrual of significant arrearages. After the program's fird three years,
the commisson will reconsder the amount of USP funding, and additiond USP funds must be
sought from the legidature. The lion's share of the USP funding, $24.4 million, will come from
indugtrid and commercid classes, and $9.6 million will come from the residentia dass.

RELIABILITY

The Commisson shdl provide that the trangtion to a competitive eectricity supply and
eectricity supply services market shdl be orderly, mantan eectric system rdiability, and ensure
compliance with federd and gate environmentd regulations, be fair to customers, dectric company
investors, customers of municipd dectric utilities, dectric companies, and dectricity suppliers, and
provide economic benefits to al cusomer classes. Each dectric company shadl maintan the
reigbility of its distribution system in accordance with applicable orders, tariffs, and regulations of
the Commission.

PIM Interconnection, LLC, the 1SO sarving Maryland, is responsible for the day-to-day
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operation of the largest centraly-dispatched dectric system in North America PIM’s foremost
responghility is to provide ssfe and rdiable operation of the transmission system and ensure the
relidble supply of energy from generating resources to wholesde customers. In addition, the 1SO
operates the competitive wholesale energy market for the region and facilitates open access to
transmisson.

PIM currently enforces NERC system rdiability standards by requiring dl its members to
demondtrate tha they have suffident generation to meet thar projected loads two years in advance
on an annua basis. Also, by contract, each PIM company is obligated to share its generaion with
the system during emergency conditions. A regiond reserve requirement is established and the PIM
Interconnection Association assgns each utility its capacity reserve requirements. The result of
generation sharing is that each utility is able to meet its individud reserve requirement with less
generation than if it had to meet NERC' s standards on its own.

Maryland believes that rdigbility should continue to be judged by complying with NERC
religbility criteria. This proposition appears to have the unanimous support of interested stakeholders
as wdl. The disagreement comes with how this criteria will be met. Maryland PSC gaff supports
the continued use of an indaled capacity obligation on a planning basis until both buyers and sdlers
have a better understanding of how market-based reiability would be implemented and enforced.

PUC ROLE

Rule Development

The Mayland Public Service Commisson (Commission) has generd rulemeking authority
to carry out the intent of the redructuring legidation. The Commisson fully supported the
development of wholesde competition and determined that requiring competitive bidding for new
power supplies would provide the best means of obtaining the benefits of a competitive wholesae
market for Maryland eectricity customers.

Enforcement Activities

On October 9, 1996, the Commission indituted Case No. 8738 on its own motion to continue
its review of regulatory and competitive issues affecting the eectricity indudry in Maryland. The
Commission concluded that it would continue to monitor further developments and that its guidance
would evolve dong with the development of the eectric industry.

Customer Protection

To oversee compliance with its rules and regulations, the Commisson will establish
procedures for customers to seek resolution of disputes; disclosure policies for suppliers to provide
information to the Commission so it can examine compliance with its rules, regulaions and the law,
induding prohibitions againg discriminatory practices, pendties for falure to meet requirements
imposed by the Commisson include limiting or revoking authorization to supply energy to
Maryland retail cusomers.
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Rate Regulation
The Commisson gaff will continue to regulate remaning utility services (distribution) in
the same manner as before the deregulation of generation.

Reporting Requirements

The Commission daf will organize and char the “Roundtables” Roundtables are a
dructured settlement process intended to produce a dipulated utility program filing.  The
Roundtable's objective is to produce comprehengve utility plans in compliance with the Framework
dipulated and agreed to by Roundtable participants. Consequently, Staff suggests that the
Roundtables be open to any stakeholder willing to put forth the time and effort required and not
otherwise represented by some other participant. A requirement of forma intervention can place
a barrier on participation in the process and at the same time be no guarantee that an intervenor is
an active roundtable participant. As such, specific proposas presented within the Roundtable will
be consdered confidentid and not for formd attribution in any Commisson proceeding. The
Roundtable process is intended to fadilitate legitimate participation in the development of eectric
retall access programs that will be workable, atractive to customers and suppliers, and consstent
with the public interest principas and recommendationsin this framework.

FOLLOW-UP

On April 1, 1999, the Legidature enacted SB 300. The hill calls for the phase-in of retail
competition to begin on July 1, 2000, with one-third of resdential customers having the option of
choosing an eectric service provider. The phase-in will conclude on July 1, 2002.

Staff recognized that the supplier and customer transaction costs of prototype and full retail
access programs will be reduced when restructuring takes place. However, a variety of critica
issues regarding, for example, the provison of the regulated supply option and the trestment of
uneconomic assets, are likdy to be specific to each utility. Consequently, staff recommends
separate Roundtables for each utility unless certain affected utilities (for example a sdf sdlected
group of municipd or cooperative utilities) would prefer to be considered as a group in a single
Roundtable. Staff will take on the task of achieving as much program uniformity from the customer

and supplier perspective as possible.

Staff’s recommendation requires a report every three months to the Commisson beginning
September 1, 1997, on any issues that it does not believe resolvable in the Roundtable process. For
such issues, Staff will recommend an dternative means of resolution consstent with the required
restructuring deadlines.
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RESTRUCTURING AUTHORITY

Law

On November 19, 1997, the Massachusetts Legidature passed House No. 5117, “An Act
Rdative to Regtructuring the Electric Utility Industry in the Commonwedlth.” This plan opened the
electric indudtry to retail competition beginning January 1, 1998.

Applicability

All customers had the opportunity to sdect dternaive energy providers on that date.
Municipds are exempt from the provisons of the law except they may participate in retal access
conditioned upon ther own service areas being open to competitors. Municipas can adso act as

aggregaors.
MARKET STRUCTURE

Customers in a restructured competitive environment will have three types of eectric
generation choices. Fird, customers may enter into agreements with competitive suppliers for the
provison of generation. The price for this type of service will not be regulated. Second, customers
will retain the option of purchasng power directly from thar eectric digtribution company at a price
regulated by the MDTE. This option will be called sandard offer service and will be made available
for five years to customers who have never received generation from a competitive supplier.
Following the introduction of direct retail access, standard offer generation service will be available
for a period of five years. Although this service will be unbundled, cusomers will receive a sngle
bill that appears to show bundled dectric service, with distribution companies replacing the
integrated dectric companies. The MDTE will regulate the price charged for standard offer service.

Third, customers who have received generation from a competitive supplier but who, for whatever
reason, have stopped receiving such generation will be adlowed to receive default generation service
provided by a distribution company at a market price.

MARKET POWER

Divestiture
The law does not mandate divestiture but states that non-nuclear generation must be divested

as a condition to receive full stranded cost recovery for nuclear assets, power purchase contracts,
and to use securitized bonds. Any marketing affiliate of a generation entity must be functionaly
separate and the MDTE will develop a code of conduct to govern their marketing activities.

I ndependent System Oper ator

Massachusetts utilities are members of the New England 1SO.  New England 1SO received
conditional approva on June 25, 1997.
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Rate Reductions

As of March 1, 1998, the standard service trangtion rate is required to be 10% lower than
1997 bundled rates. An additiond 5% rate decrease is required of those eectric companies divesting
their non-nuclear generation assets, securitizing their trangtion costs, or both.

STRANDED COSTS

Definition

HB 5117 did not assure stranded cost recovery, but to avoid potential legal challenges, the
bill did permit the use of securitizetion. However, this was only available for utilities who fully
divested dl non-nuclear generation or, a a minimum, transferred al these assets to an affiliate.
Utilities mugt demonstrate they have used dl possible mitigaion measures and they mud receive
a mnmum bid for any cepacity the utilities divest. Other types of permissble stranded cost
include:

1 the amount of the book cost or fixed cost associated with producing electricity from existing
generation fadlities that might not be recovered by the competitive market price for
generation;

2. lidhilities for future decommissoning and radioactive waste disposal associated with nuclear
power plants that might not be recovered by the market price;

3. the amount by which the cost of exiging contractual commitments for purchased power
exceeds the competitive market price for generation; and

4, prudently incurred regulatory assets related to generation that were intended to be collected
over time consstent with regulatory precedent or order.

Calculation and Recovery

Stranded cogt filings submitted by each company must be separated into two parts (1)
embedded costs which are known and may be verified usng publicly available documents, and (2)
mitigation efforts which consst of information on al company actions and occurrences that will
reduce the leve of embedded costs over time. For those companies not divesting, the DTE will
adminidraively determine the vaue of the utility assets. Companies would be required to collect
stranded costs through a stranded cost access charge that has fixed and variable components, applied
to the didribution portion of customers hbills. This is consstent with the MDPU's restructuring
principle that generation charges on customer hbills reflect only the price of generation service as
determined by the market.

Every eighteen months a reconciliation between estimated stranded costs and recovered
stranded costs is required. The alowed recovery period is to be determined for each company but
in no case can it exceed 20009.
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Securitization
Securitization is avalable to companies that divest thar non-nuclear generation.  If such
bonds create savings, dl such savings must go to the ratepayers.

CUSTOMER SERVICE ISSUES

Standard Service Provisions and Policies

This sarvice is available for a period of seven years after retail access commences. New
customers who move into an exiding distribution company service area are not digible for standard
offer service.  The initid rate for standard offer service shdl be 10 percent below that of the rates
in effect during 1997.

Default Service Provisions and Policies

This is avaladle to any customer not recelving standard offer service or service from a
competitive supplier. Rates for such service shdl be established by competitive bidding.
Didtribution companies shdl offer such service with rates being in effect for at least Sx months.

L oad Aggregation Policies

An aggregator is an entity which groups customers together for retail sale purposes. All
private, nonprofit, or non-municipa aggregators must be licensed by the Massachusetts Department
of Tdecommunications and Energy (MDTE). The same affirmative choice rules as gpplied to
switching energy suppliers (third party verificaion, written letter ) applies to aggregators.
Municipas are given subgtantia independence from any MDTE oversight, but any contracts they
negotiate must be submitted to the MDTE.

Customer Education Campaigns

The Massachusetts Depatment of Energy Resources (DOER) is assigned responghility for
developing consumer education campaigns.  They submit an annua budget and plan to the MDTE
for approval and file it with the House and Senate Committee on Ways and Means. The DOER plan
is not supposed to replicate any ad campaigns that can be done by the private market. Yearly
appropriations are made to this agency. DOER has wide discretion as to the type of information
campaigns or information servicesit wants to develop.

Competitive Metering and Billing

There will be no metering and billing competition in the short term. Metering, meter
maintenance and testing, customer billing and information services are to be provided by utility
digribution companies. The regulator and state energy office is directed to study whether such
services should be unbundled, to study the merits of creating exclusive distribution service territory
franchises, and to submit recommendations to the legidature no later than 1/1/2001.

L oad Profiling Requirements
Didribution companies shdl provide 36 months of demand and energy data for demand
billed customers and 12 months of data for energy only customers. This information can be
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provided to dternative suppliers with the permission of the customer.
CUSTOMER PROTECTION

Samming and Cramming

Customers mugt affirmatively indicate their desre to change energy providers. The
fdlowing methods are alowed: 1) written letter of authorization 2) third party verification or 3)
completion of an 800 cdl by the customer to an independent third party who must get customer
specific identification. A customer has 3 daysto rescind their sdlection.

Deceptive Practices

All suppliers mugt give written terms and agreements. The original statute requires that the
MDTE adopt advertisng and marketing rules which require rates and services be stated clearly in
print ads and “ clear spoken language’ for audio ads.

Privacy and Advertisng

Didribution companies shdl provide 36 months of demand and energy data for demand
billed cusomers and 12 months of data for energy only cusomers. This information can be
provided to dterndive suppliers with the permisson of the cusomer. Customers may receive a
copy of their own usage information.

Customer Complaint/Redress

Complaints about damming are filed with the MDTE. The agency is authorized to fine first
offenders $1000 and no more than $3000 per offense for additiona offenses. The department may
aso charge fines and revoke certificates for violations of other department rules.

Provider of Last Resort
Thisissue has not been resolved yet.

Product Disclosure

The MDTE will develop a standard hilling format for dl energy providers and distribution
companies. Information to be provided in standardized formats includes average price, dl bundled
and unbundled services, time of day or volumetric pricing, fud, emissons, and labor characterigtics
of the suppliers energy portfolio. A complete “terms of service’ statement is aso required.

Universal Service

Each digribution company shdl provide a Low Income Customer Taiff for digible
customers. The rate must be no higher than the rate in effect as of March, 1998. Customers must
be natified of the avalability of such tariffs and any shortfdls in revenue due to customer
participation shdl be recovered during company rate cases. The digtribution company makes
“whole’ any revenue due to a generation supplier by a customer on the Low Income Tariff in the
case of nonpayment by the customer.
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Rules on Energy Service Companies

All energy suppliers, brokers, and marketers must apply for licenses. All private, non-profit,
or co-operative aggregators seeking to do business in Massachusetts must also apply for a license.
The license gpplication must include 1) The company's technicd ability, as MDTE regulations
define, to generate or otherwise obtain and deliver eectricity and provide any other proposed
sarvices, 2) Documentation of financia capability of the gpplicant to provide the proposed services,
3) A description of the company's form of ownership; and 4) Documentation regarding any vaid
purchase power contracts between the company, the company's dfiliates, or the company's parent
or subsdiary, and any dectric company formed pursuant to the provisons of this chapter.  Similar
but more rigorous filing requirements are required of energy generation providers.

Disconnection Procedures

Normal disconnection procedures will apply to distribution companies. For generation
suppliers, after rendering a second hill, they may terminate service to an end use customer not
sooner than 48 days after the customer receives the bill. They may aso terminate service at the end
of the contract period.

PUBLIC PURPOSE PROGRAMS

On April 19, 2000, The Massachusetts Supreme Court uphdd the authority of the state to
impose a system bendfit charge. Intervenors had challenged the charge as an impermissible tax.
Thetax is expected to generate about $150 million over 5 years.

Renewable Ener gy Resour ces

Each didribution company must collect the following surcharge devoted to renewable
energy: $.00075/kWh in 1998, $.001 in 1999, $.00125 in 2000, $.001 in 2001, $.00075 in 2002 and
$.0005 each year thereafter. The funds will be remitted to the Massachusetts Technology Park
Corporation. In addition, the new law requires a renewable portfolio standard be adopted for al
energy 0ld in Massachusetts.  One percent new renewables above the existing 6 percent is required
by 2003. This percentage increases by 0.5% each year until 2009. Hydropower is considered an
acceptable renewable source.

To support renewable energy resources, the Massachusetts Department of Public Utilities
(MDPU) intends to require suppliers, when they register with the state, to provide information on
the sources and environmenta impacts of power they propose to sell. In the future, al suppliers will
be required to report on a quarterly basis information related to the fud sources and emissons
characterigtics of their supplies on a portfolio-wide basis.

Energy Efficiency
Didribution companies mug collect the following surcharge devoted to energy efficiency
programs. $.0033/kWh in 1998, $.0031 in 1999, $.00285 in 2000, $.0027 in 2001 and $.0025 in
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2002. At least 20% of these revenues must be used for programs targeted toward low income
customers.

Low Income
Didribution companies are required to continue to offer a Low Income Customer Tariff
based on income dligibility. These tariffs offer discounted electric rates.

RELIABILITY

The Department of Energy Resources (DOER) must issue an annua report on dl issues of
eectricity system rdiability, including generation & transmission data detailing load and capacity,
for the prior caendar year and forecasting potentia future capacity excesses/deficits for the next 5
cdendar years. The DOER mug use any and dl information available to forecast potential capacity
excesses or deficits, including anayses by the ISO and other such data collected by the DOER.

The Massachusetts DTE will continue to license energy service providers in the state. These
entities may or may not own generation fadlities In addition, the DTE has the authority to
coordinate the bulk power system operation and is authorized to pursue the formation of a regiond
oversght committee to monitor the 1SO.

The current requirements for a government "determination of need" and for the evaluation
of dterndive Stes has been diminated. However, andyss of dternative technologies is ill
required for plants that do not meet certain "clean” standards. An energy facilities siting board was
created to implement the energy Sting statutory provisions, so as to provide a reliable energy supply
for Massachusetts with a minmum impact on the ewironment at the lowest possible cost. To
dreamline its review of petitions to condruct generating facilities which have date of the art
environmentd  performance characterigtics, the EFSB periodicdly must conduct a rulemaking to
edtablish a technology performance standard generating fadlities emissons, induding, but not
limited to, emissons of sulfur dioxide, nitrogen oxides, particulate matter, fine particulates, carbon
monoxide, volatile organic compounds, and heavy metds.

ISO New England Inc. was established as a not-for-profit, private corporation on July 1,
1997, fdlowing its approva by the Federal Enegy Regulatory Commisson (FERC). The
organization immediady assumed the responsbility for managing the New England region's
electric bulk power generation and transmission sysems and adminigtering the region’s open access
tranamisson tariff. The New England 1SO either assumed or is in the process of assuming dl the
functions formerly performed by the New England Power Pool (NEPOOL). As the control area
operator, NEPOOL had responshility for al aspects of the minute-to-minute operation of the
region's bulk power sysem, induding: regulating system frequency; maintaining system voltage;
managing interchange between NEPOOL and neighboring power systems; dispatching NEPOOL
generating capacity to meet NEPOOL load obligations and reserve requirements, managing the
dispatch of the NEPOOL transmisson sysem; and coordinating daily transmisson and generation
outages. NEPOOL dso provided many operationa planning services in support of central dispatch
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(eg., coordination of annud generator mantenance schedules, transmisson facility outage
scheduling, adminigration of bilateral contracts between NEPOOL Participants and non-NEPOOL
entities, and short-term and long-term load forecasting).

The I1SO does not have authority to construct new transmission facilities.  This respongbility
remans with the individud utilities In addition, 1SO-New England sysematicadly assesses each
new edectric generaion fadlity requesting connection to the eectric grid for transmisson system
reliability.

PUC ROLE AFTER RESTRUCTURING

Massachusgtts's regtructuring legidation requires the Department of Telecommunications
and Enegy (DTE) to perform the following recurring activities in response to electric restructuring:

1 Impose a system benefit charge on a per kWh for energy efficiency programs.

2. Undertake consumer education functions including establishing atoll free number.

3. Issue licenses to al marketers, aggregators, and energy brokers in the state of Massachusetts.
4, Track the incidences of damming.

5. Coordinate with other states and regulatory bodies to ensure the successful operation of bulk
power sysems such as the ISO. The DOER has a monitoring function over the ISO. The
DOER aso has respongbility for issuing an annud report on dectric reiability.

6. Issue, in conjunction with the Divison of Energy Resources, an annuad report describing
pricing differentials between rate classes in Massachusetts and other states.

FOLLOW-UP

Massachusetts's restructuring legidation requires the Depatment of Tedecommunications
and Energy (DTE) to peform the following, non-recurring activities in response to dectric
restructuring:

8. Deveop rulesfor the provison of default service and standard offer service;

0. Is authorized to establish performance based rates and to establish qudity of service
gtandards for distribution and transmission companies,

10. Egtablish rules governing the responghilities of the generators, marketers, aggregators, etc.,
with respect to complaints, disconnections, contractua terms, and disclosure of information
in the service agreements,
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12.

13.

14.

15.

Egtablish a dispute resolution mechanism for cusomers,

Prior to the end of standard service contracts, the DTE shdl perform an analysis and provide
areport on the effects of competition on low income customers,

Edablish disclosure requirements for generation providers and provide uniform  hill
disclosure information;

Egtablish rules governing the confidentid trestment of customer informaion and develop
acode of conduct for marketers; and,

In conjunction with the Divison of Energy Resources, the DTE shdl report by January 1,
2000, if metering and hilling services should be unbundled.
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RESTRUCTURING AUTHORITY

Law

The Michigan Commission initisted retall competition in June of 1997, issuing its initid
order in Case U-11290, outlining the framework of its restructuring plan. Subsequent orders were
issued in this docket providing additional darification. The dstate supreme court overruled the
Commission’s authority to restructure without legidation. Absent legidation, the states two largest
utilities, Consumer’s Energy and Detroit Edison (together both serve 90% of Michigan's eectric
customers) agreed to voluntarily implement retail choice based upon the sructure outlined in the
Commissons orders. On June 5th, 2000 comprehengve restructuring legidation became effective.
Senate Bill 937 outlines redructuring and Senate Bill 1253 deds with securitization of stranded
cods. Thelegidation specified that dl previous restructuring orders remain in effect.

Applicability

Municipd utilities are not required to restructure. However, if they provide primary power
supply to customers outside ther service area, they must offer reciprocity for the same type and
amount of service. To do o, the municipaity must become a licensed aternative supplier and alow
dl of its customers outsde the municipa boundaries to choose and dternate supplier. Except for
large customers, cooperative utilities have until January 1, 2005 to provide retail choice.

MARKET STRUCTURE

Affected customers

Based upon Commission orders, customer sdlection is through a bid process, for both
Detroit Edison and Consumers Energy. Customers bid on what they will pay per KW for stranded
cost through a trandtion fee. Customers will be chosen by an independent arbitrator. These
customers may then choose dternate sources of generation.

Phase-in

Based upon Commisson orders, beginning September 20, 1999, both Detroit Edison and
Consumers Energy will make available 2.5% of its load for compsetition. An additiond 2.5% will
be added each 6 months. Pursuant to the legidation, by January 1, 2002, the PSC shdl issue orders
edablishing rates, terms and conditions of service alowing dl dectric utility customers to choose
an dternative supplier

MARKET POWER

A utility must divest a portion of its generating capacity or enter into a 5-year contract for
e or transfer of the capacity if the PSC determines that the utility has commercia control of more
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than 30 percent of capacity sarving the relevant market. The 30 percent calculation excludes any
retail contract sales exceeding 15 percent of the utility’ s load.

By January 1, 2001, dectric utilities serving more than 100,000 customers in the state must
file a jont plan with the PSC detailing measures to expand, within two years, transmission
capability by at least 2,000 megawatts. Also, each investor-owned utility must either join a
FERC-approved multi-state independent transmisson organization or divest its interest in
trangmisson facilities

The Commission has approved codes of conduct for afiliated transactions. Also, within one
year, utlities mug file with the PSC to unbundle commercid and indudtrid rates. The PSC may
aso require utilities to unbundle resdentia rates.

Rate Reductions

Residentid customers of large investor-owned utilities will receive a5 percent rate cut
effective May 1, 2000. Rates are capped until December 31, 2003, a a minimum, and until the
ealier of December 31, 2013 or when the PSC determines the utility has met the market test and
completed transmission expangon, as provided for in the act (see market power). In any event, the
rate cap will extend until January 1, 2005 for amdl commercia customers and until January 1, 2006
for resdentia customers.

STRANDED COST

Under SB. 937, utilities are dlowed full recovery of net stranded costs and implementation
costs as determined by the PSC. Qudified costs indude regulatory assets as determined by the PSC,
adjusted by invesment tax credits, plus cods the utility would be unlikely to recover in a
competitive market, induding retail open access implementetion costs, the costs of a PSC-approved
restructuring, and the buy-out or buy-down of power purchase contracts. The PSC shdl use various
methods to determine stranded costs, induding evauding the rdationship of market to net book
vaue of generation assets and purchased power contracts, and evauaing net stranded costs based
on the market price of power in relation to prices assumed by the PSC in prior orders. The PSC
shall annually approve atrue-up adjustment for stranded cost recovery.

A utility can apply to the Public Service Commission to recover its quaified costs via
securitization bonds. The PSC will issue a financing order if it finds that the net present vaue of the
revenues to be collected under the finandng order is less than via conventiond finandng methods.
The PSC mug aso ensure that the bond proceeds will be used soldly for refinancing or retiring debt
or equity, and that securitization provides quantifidble benefits to utility cussomers. Bonds will be
pad back via a non-bypassable charge (securitization charge). There is a fifteen-year limit to the
bond term, and the bonds are exempt from Michigan state or local government taxes. The PSC can
aso issue afinance order approving the refunding of a securitization bond.

CUSTOMER SERVICE ISSUES

Prior to enactment of Senate Bill 937 (SB 937), the Michigan Commission initiated Case No.
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U-12133, (9/14/99) to commence a proceeding to address the dlocation and recovery of costs for
a consumer education program in connection with retaill access. Prior to enactment of SB 937,
additiona consumer protection was not addressed by the Commission. SB 937 contains severa
sections dedling with consumer issues.

Licengn

T%e commisson shdl issue orders edablishing a licenang procedure for dl dternative
electric suppliers. To ensure adequate service to customers in this state, the commission shal require
that an dterndive dectric supplier maintan an office within Michigan, shdl assure that an
dternative dectric supplier has the necessary finandd, managerid, and technica capabilities, shall
require that an dternative dectric supplier maintan records which the commisson considers
necessary and dhdl ensure an dternaive dectric supplier’s accessibility to the commission, to
consumers and to eectric utilitiesin this Sate.

CUSTOMER PROTECTION

Deceptive Practices

The Commisson shdl issue orders to ensure that customers in Michigan are not switched
to another supplier or billed for any services without the customer’s consent. Upon a complaint or
the commisson’s own moation, the commission may conduct a contested case to review alegations
of a violaion regarding damming or cramming. |If the commission finds that a person has violated
the damming and cramming orders, the commisson shdl order remedies and penalties to protect
customers and other persons who have suffered damages as a result of the violation, including, but
not limited to, 1 or more of the falowing: Order the person to pay a fine for the first offense of not
less than $20,000.00 or more than $30,000.00. For a second and any subsequent offense, the
commission shall order the person to pay a fine of not less than $30,000.00 or more than $50,000.00.
If the commission finds that the second or any of the subsequent offenses were knowingly made,
the commission shdl order the person to pay afine of not more than $70,000.00.

If the person is licensed under this act, revoke the license if the commission finds a pattern
of violations and issue cease and desist orders.

Except for a violation concerning damming or cramming, upon a complaint or on the
commisson’'s own moation, if the commisson finds, after notice and hearing, that an eectric utility
or an dternative eectric supplier has not complied with a provison or order issued under the
Consumer Choice and Rdiahility act, the commission shal order such remedies and penalties as
necessary to make whole a customer or other person who has suffered damages as a result of the
violaion, including, but not limited to, one or more of the following:

@ Order the dectric utility or dterndtive eectric supplier to pay a fine for the first offense of
not less than $1,000.00 or more than $20,000.00. For a second offense, the commission shdl
order the person to pay a fine of not less than $2,000.00 or more than $40,000.00. For a third
and any subsequent offense, the commisson shdl order the person to pay a fine of not less
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than $5,000.00 or more than $50,000.00.
(b) Order arefund to the customer of any excess charges.

(© Order any other remedies that would make whole a person harmed, including, but not limited
to, payment of reasonable attorney fees.

(d) Revoke the license of the dternative dectric supplier if the commission finds a pattern of
violations.

(e |ssue cease and desist orders.

Product Disclosure

The commisson shdl require that, starting January 1, 2002, al eectric suppliers disclose
in standardized, uniform format on the customer's hill with a bill insert, on customer contracts, or,
for cooperatives, periodicads issued by an associaion of rurd €ectric cooperatives, information
about the environmentd characteristics of dectricity products purchased by the customer, including
al of thefalowing:

@ The average fud mix, induding categories for ail, gas, cod, solar, hydrodectric, wind,
biofuel, nuclear, solid waste incineration, biomass, and other fuel sources.

(b) The average emissions, in pounds per megawatt hour, sulfur dioxide, carbon dioxide, and
oxides of nitrogen. An emissons default, determined by the commisson, may be used if the
regiond average fue mix isbeing disclosad.

(© The average of the high-level nuclear waste generated in pounds per megawett hour.

Thisinformation will dso be posted on the Commisson’sweb Ste.

Consumer Education

Before January 1, 2002, the commisson shall establish a funding mechanism for eectric
utilities and dternative eectric suppliers to carry out an educational program for customers to do
al of thefallowing:

€) Inform customers of the changes in the provison of dectric sarvice, including, but not
limited to, the availability of dternative dectric suppliers.

(b) Inform customers of the requirements relating to disclosures, explanations, or sdes
information for dternative dectric suppliers.

(©) Provide assstance to customers in underganding and usng the information to make
reasonably informed choices about which service to purchase and from whom to purchase
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it.

Aggregation
Aggregation, including aggregation by loca government units, is permitted.

Residential customer advocacy
The act creates a 5 member utility consumer participation board within the Department of
Management and Budget to represent the interests of residential consumers.

PUBLIC PURPOSE PROGRAMS

Michigan's regtructuring was initidly accomplished through a series of Commisson orders.
The dtates's two largest utilities, Consumers Energy and Detroit  Edison filed a court chdlenge to
the PSC'’ s authority to implement  retail choice without legidation. In June 1999, the State Supreme
Court ruled that the Michigan Public Service Commisson could not force utilities to open ther
territories to competition. However, in September 1999, both utiliies began to voluntarily
implement the PSC orders. Under that scenario current public purpose programs were not impacted.

Environmental concerns were addressed in the restructuring orders, with surcharges
proposed for energy conservation, renewable resource research and low income conservation and
customer assistance. The Commisson discussed this issue, but determined any additional surcharge
would be considered a rate increase subject to hearing.

On June 5th, 2000, comprehensve redtructuring legidation became effective.  Senate Bill
937 outlines restructuring and Senate Bill 1253 deals with securitization of stranded costs. The

legidation specified that dl previous restructuring orders remain in effect. The Commisson plays
akey rolein overseaeing competition.

Senate Bill 937 addresses Public Benefit Programs as follows:

Renewable Resour ces

The PSC mug establish a renewable energy program to inform customers about the vadue
of usng renewable resources and the potential for reduced pollution, as well as to promote the use
of renewable resources and encourage their development.

L ow Income/Ener gy Efficiency

If securitization savings exceed the amount needed to achieve a 5% rate reduction for all
customers, then, for a period of 6 years, 100% of the excess savings, up to 2% of the eectric utility's
commercid and indudtria revenues, shdl be dlocated to the low-income and energy efficiency fund
adminigered by the commisson. The commisson shdl establish sandards for the use of the fund
to provide shut-off and other protection for low-income customers and to promote energy efficiency
by dl customer classes. Additiondly, The commisson shal monitor the extent to which federa
funds are avalable for low-income and energy assistance programs. If there is a reduction in the

75



MICHIGAN

amount of the federa funds avalable to resdents in this state, the commisson shall conduct a
hearing to determine the amount of funds avalable and the need, if any, for supplemental funding.
Upon completion of the hearing, the commission shdl prepare a report and submit it to the governor
and the legidature.

RELIABILITY

The Michigagn Commisson had previoudy implemented consumer choice through
Commission orders. However, the state supreme court ruled the Commisson did not have authority
without appropriate legidation. However, the dates two largest utilities agreed to voluntarily
implement the restructuring outlined in the Commission’s orders.

On June 5th, 2000, comprehengve redtructuring legidation became effective.  Senate Bill
937 outlines restructuring and Senate Bill 1253 dedls with securitization of stranded costs. The
legidation stated that prior commisson restructuring orders were in compliance with the act and
enforcesable by the Commission.

The orders specific to restructuring do not address rdiability, however Michigan has an
ongoing rdiability program which is gill in effect. In January of 2000, the Michigan Commisson
ordered its three largest 10Us to file an assessment of the generation and transmission capacity of
the utility and its affilistes for the summer of 2000 and its plan for meeting the demand of dl
customers in its sarvice teritory. The assessment will include a discusson of how the generation
and transmission activities of each utility and its afiliates affect the open access program.
Additiondly, in November 1999, the commisson daff concluded an invedigation of Detroit
Edison’ s digtribution system rdiability and made several recommendations for improvement.

Senate Bill 937 provides that the commission shdl adopt generdly applicable service qudity
and rdiability standards for the transmisson and distribution systems of eectric utilities and other
entities subject to its jurisdiction, induding, but not limited to, standards for service outages,
digribution fedility upgrades, repars and mantenance, telephone service, hilling service,
operational rdiability, and public and worker safety. In setting service qudity and réiability
standards, the commisson shdl consider safety, costs, local geography and westher, applicable
codes, national dectric industry practices, sound enginering judgment, and experience. The
commisson ddl aso indude provisons to upgrade the service quality of distribution circuits that
higoricdly have experienced dgnificantly below-average performance in reationship to samilar
digribution circuits

Annudly, each juridictiond utility or entity shdl file its report with the commisson
detailing actions to be taken to comply with the service qudity and reigbility standards during the
next cdendar year and its performance in reation to the service qudity and rdiability standards
during the prior cdendar year. The annud reports shall contain that data as required by the
commisson. The commisson shdl andyze the data to determine whether the jurisdictiona entities
are properly operating and maintaining their systems, assess the impact of deregulation on

76



MICHIGAN
reliability, and take corrective action if needed.

The commisson shdl be authorized to levy financid incentives and pendties upon any
jurisdictiond entity which exceeds or falls to meet the service qudity and
religbility sandards.

COMMISSION'SROLE

The Michigan Commisson had previoudy implemented consumer choice through
Commission orders. The State Supreme Court ruled that the Commission did not have authority
without appropriate legidation. Neverthdess, the date’'s two largest utilities agreed to voluntarily
implement the restructuring outlined in the Commission’s orders.

On June 5th, 2000, comprehensve redtructuring legidation became effective.  Senate Bill
937 outlines restructuring and Senate Bill 1253 deds with securitization of stranded costs. The
Commission plays a key role in overseeing the implementation of competition.

Rule Development
The Commisson was directed by the legidation to issue orders to accomplish specified
competition goals.

Enforcement Activities

The Commisson mud issue orders establishing a licensng procedure for dl dternative
eectric suppliers. To ensure adequate service to customers in this state, the commission must require
that an dternaive dectric supplier maintan an office within Michigan, must assure that an
dternative dectric supplier has the necessary finandd, managerid, and technicad capabilities, must
require that an dterndive dectric supplier mantan records which the commission considers
necessary and mus ensure an dternative dectric supplier’s accessbility to the commisson, to
consumers and to eectric utilities in this state. The commission aso will require dternative eectric
suppliers to agree that they will collect and remit to local units of government al applicable users,
sales, and use taxes.

Regarding rdidhility and safety, an dternate energy provider must provide information as
to the gpplicant’ s safety record and its history of service quality and rdliability.

CUSTOMER PROTECTION

The Commisson shdl issue orders to ensure that customers in this state are not switched to
another supplier or billed for any services without the customer’s consent. Upon a complaint or the
commisson’'s own moation, the commisson may conduct a contested case to review dlegations of
a violaion regarding damming or cramming. If the commission finds that a person has violated the
damming and cramming orders, the commission shall order remedies and pendties to protect
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customers and other persons who have suffered damages as aresult of the violation.

Rate Regulation
Unbundling is required for generation, transmisson and digtribution only. The Commisson
will continue regulation of the digtribution rates including billing and metering.

FOLLOW-UP

The Michigan Commisson had previoudy implemented consumer choice through
Commission orders. The State Supreme Court subsequently ruled that the Commission did not have
authority without appropriate legidation. However, the states two largest utilities agreed to
voluntarily implement the restructuring outlined in the Commisson’'s orders.

On June 5th, 2000, comprehensve redtructuring legidation became effective.  Senate Bill
937 outlines restructuring and Senate Bill 1253 deds with securitization of stranded costs. The
legidation specified that al existing restructuring orders issued by the Commisson remain in effect.
The Commission plays akey role in overseeing competition.

Pursuant to Commission orders, the Commission has requested its staff to keep it, as well
as other interested parties, aware of the restructuring program. As the open access program is
implemented, the Commission and other interested stakeholders need to be kept up-to-date on the
progress of the program and on issues as they arise. The daff will file reports in the restructuring
docket as needed to keep the Commission apprised of these matters. In addition, within 30 days of
the deadline for bids for the initid 2¥%% capacity block, the daff mug file a report with the
Commission specificaly addressng capecity bidding.

Pursuant to Senate Bill 937, the commisson shdl file a report with the governor and
legidature by February 1 of each year that shdl include dl of the following:

@ The status of competition for the supplying of dectricity in this state.

(b) Recommendations for legidation, if any.

(© Actions taken by the commission to implement measures necessary to protect consumers
from unfar or deceptive business practices by utilities dternative eectric suppliers, and
other market participants.

(d) Information regarding consumer education programs, approved by the commission, to
inform consumers of dl rdevant information regarding the purchase of dectricity and

related services from dternative dectric suppliers.

Further, within 1 year of the effective date of the 2000 legidation, the commission shal issue a
report to the governor and the legidature that analyzes all aspects relating to market power in the
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Upper Peninsula of Michigan. The report shal include, but not be limited to, concentration of
generating capacity, control of the transmisson system, redtrictions on the ddivery of power, ability
of new suppliers to enter the market, and identification of any market power problems under the
exiging market power test. Prior to issuing its report, the commisson shdl receive written
comments and hold hearings to solicit public input.
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RESTRUCTURING AUTHORITY

Law
SB 390 (1998) established giving customers with usage of 1 Megawatt or higher a choice
of providers.

Applicability

Real sdes within the state are supplied ether by investor-owned utilities (IOUs) or
member-owned rurd eectric cooperatives (RECs). On or before July 1, 1998, investor-owned
electric utility customers with loads greater than 1000 kilowatts or a customer with loads greater
than 300 kilowatts per meter that aggregate to 1000 kilowatts or greater must have the opportunity
to choose an dectric supplier. As soon as adminigtratively feasble, but before July 1, 2002, dl
remaining investor-owned utility customers must have choice.

MARKET STRUCTURE

Affected customers

Investor-owned dectric utility customers with loads greater than 1000 kilowatts or a
customer with loads greater than 300 kilowatts per meter that aggregate to 1000 kilowatts or greater
must have the opportunity to choose an dectric supplier.

Phase-in
Jduly 1, 1998 through July 1, 2002

Customer choice
Beginning July 1, 1998, utilites must run pilot programs offeing customer choice for
resdentia and smal commercid cusomer's.

MARKET POWER

Divestiture of Assets

Investor-owned  utiliies mugst  functiondly separate the utility's dectricity  supply,
transmisson, digribution and energy services operations. The utility must make its transmisson
and didribution fadlities available for dl dectricity suppliers and customers on a nondiscriminatory
and comparable basis. The utility must adopt and comply with a code of conduct consistent with
the Federd Energy Regulatory Commission's code of conduct.

Rate Reductions

An investor-owned utility dhdl inditute a rate moratorium during the transition to
competition. Beginning July 1, 1998, there is a 2 year rate moratorium for al customers. After June
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30, 2000, rates for customers that do not have choice as of July 1, 1998, cannot be increased, except
for transmisson and didribution rates subject to PSC approva. Power supply costs may not increase
for these customers until after June 30, 2002.

STRANDED COSTS

Definition

Stranded costs are defined as the costs of resources above their market value. These include:
1. High cost power purchase contracts and Qualifying Facility contracts;
2. High cost generating resources,
3. "Regulatory assets' that cannot be marketed at dl, eg., past demand-sde management program
costs; and,
4. Defered taxes that are generally recoverable under traditional regulatory arrangements, but
probably cannot be recovered under conditions of retail competition and customer choice.

Recovery

The Montana Public Service Commission is proposing that the state float tax exempt bonds
to cover stranded costs. The bonds would be repaid out of "competitive transition charges' (meter
charges) to customers. This proposal may provide a darting point for congdering proposas on a
sharing of stranded costs between ratepayers and shareholders, using tax exempt bonds to provide
an early recovery of the company's share while stretching customer payments over a longer period
while holding down rates to resdentiad and small commercia customers,

CUSTOMER SERVICE ISSUES

Standard Service Provisionsand Policies

Montanas naturd gas and dectricity restructuring laws require the PSC to establish
information and protection requirements for consumers and suppliers in these newly restructured
industries.  Following is a summary of the PSC's consumer information and protection rules that
became effective in June 1999. Most of these rules apply to suppliers dealings with resdentid and
andl commercid customers only. They do not apply to eectric cooperatives or their customers,
except for cooperatives supply afiliates operating outside the cooperatives traditiona utility service
territories.

The supplier may contract with the customer’s didribution utility to do its hilling. In that
case, the cusomer will receive one combined bill from ther digtribution utility that includes the
supplier's charges and the didribution utility's charges. Alternaively, a supplier may choose to send
its own bill to customers. That bill could ether contain just the charges for supply service and arrive
separately from the digtribution utility's bill or, depending on hilling agreements, could include the
digribution utility's ditribution and transmission charges as well.

Each service component (supply, transmisson or transportation and distribution, trangtion
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charges and universd system benefits charges) will be itemized. Charges must be identified as
regulated or unregulated. If a combined hill is received, the supplier's charges and the distribution
utility's charges will be separately subtotaled. The hill must incdlude the name and toll-free phone
number of each company for which charges are billed. Bills combining charges for both dectric and
naturd gas services must separate the dectricity-related portion of the bill from the natura
gas-related portion and separately subtotal each.

Default Service Provisions and Policies

If a customer is without supply service because they have not chosen a supplier or because
their supplier has terminated the supply service contract, the customer’s dectricity or natura gas
supply will continue uninterrupted from a default supplier. For now, the digtribution utility in the
immediate area will serve as the default supplier but, in the near future, other entities may aso
provide default supply service.

Default supply service is meant to provide consumers with a stopgap energy supply source
for the short period of time it takes them to move to a competitive supplier. If a customer receives
default supply service, they mugt have a paid-up account with the default supplier in order to exit
the sarvice in favor of acompetitive supplier.

The default supplier may require a depodt from a customer. The default supplier may
disconnect service to a customer who has not paid for its default service or its distribution service,
after providing notice to the customer. Both deposits and termingions must be handled in
accordance with the PSC's rules.

CUSTOMER PROTECTION

Samming and Cramming

A supplier must obtain a customer’s written authorization before making a supplier switch
on ther behdf. The supplier will provide a customer with a written authorization form that is
accompanied by the supplier's service contract. The customer must sign, date and return the
authorization form to the supplier to switch suppliers.

If the customer bdieves a supplier has switched his account without authorization and the
supplier cannot produce written authorization for the switch, then the customer is not liable for
payment of any charges to the unauthorized supplier.

Deceptive Practices

A supplier must be able to document any marketing clams it makes that its eectricity or
naturd gas product is environmentdly beneficid or is produced primarily with renewable energy
sources. The PSC may invedigate suppliers marketing dams and may pendize suppliers whose
clams are determined to be mideading, fase or fraudulent.

Suppliers that are efilisted with previoudy regulated public utilities that offered supply,
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transmisson and digribution dl in one package may not associate themsdves in their marketing
efforts with the perceived virtues of the previoudy regulated public utility. A supply afiliae is a
separate and digtinct company from a previoudy regulated public utility and may not use its
affiliation to gan advantage in the competitive supply market in the service area of the previously
regulated public utility.

Customer Complaint/Redress

Every supplier mugt be able to respond to customer inquiries and complaints. If the supplier
is unable to resolve a dispute with a customer, the customer must be informed of his or her right to
filean informa complaint with the PSC.

Provider of Last Resort
For now, the digtribution utility in the area will serve as the default supplier but, in the near
future, other entities may aso provide default supply service.

Product Disclosure

A supplier's service contract provides a planlanguage explanation of the supplier's rates,
terms and conditions. A supplier must provide its service contract to a customer upon request. The
service contract will include an information label giving basic information about the supplier's offer.
All suppliers must use the same label format to make it easier for consumers to compare suppliers
offers.

Besides the information required to be shown on the labd, the service contract must aso
prominently identify al charges, fees and pendties associated with the supplier's service and explain
whether there are conditions under which the supplier may terminate the supply agreement. The
contract mugt include an explanation that digtribution and transmisson charges remain regulated,
are not provided by the supplier, and identify whether the digtribution utility or the supplier will bill
for digribution and transmission.

The customer has a three-day grace period after Sgning the contract during which they may
rescind it without pendty. The supplier must explain in the service contract how the customer may
rescind the contract. The supplier may not inform the digtribution utility of the customer’s decision
to change suppliers until after the three-day grace period is over.

Disconnection Procedures

A regulated digtribution utility may not disconnect or deny distribution service to a customer
due to the customer's falure to pay for a supplier's service or any service provided by another
company. When the same utility provides digribution of both eectricity and natural gas to a
customer, it may not deny or disconnect naturd gas service due to a customer's failure to pay for
electric service, or deny or disconnect eectric service due to a customer's failure to pay for natura
gas sarvice.

If the customer does not pay the charges owing to their supplier, the supplier may terminate
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the customer’s service contract after providing the customer with written notice at least 14 days
before the terminaion date. The notice mug include the reasons for termination, the termination
date, and the name, address and phone number of a supplier representative who can address your
questions about the proposed contract termination. The notice must dso inform the customer that
a default supplier will continue to provide their eectricity or naturd gas supply if the service
contract is terminated.

PUBLIC PURPOSE PROGRAMS

The Public Service Commisson was given a wide range of authority under The Electricity
Buying Cooperative Act approved on May 5, 1999. The Act authorizes the Commisson to oversee
the trangtion from a regulated to a competitive eectric market. The Act established the following
requirements and procedures in the Public Purpose Programs area.

L ow income assistance

Universdl sysems benefits programs are established. A charge will be paid by al utility
customers (assessed at the meter) to ensure continued funding of energy conservation, renewables
and low-income energy assistance programs.

@ Beginning January 1, 1999 and until July 1, 2003, 2.4 percent of each utility's 1995 retail
sdes revenue is edtablished as the annud funding level for universd sysems benefits
programs.

(b) A minmun anud funding requirement for low income energy hbill and westherization
assgance is edablished a 17 percent of each utility's annud universa system benefits
funding leve.

(© The annud charge for customers with loads greater than 1000 kilowaitts is the lesser of
$500,000 or .9 mills per kilowatt hour purchased.

(d)  Utilities and large customers receive credit toward their universd system benefits obligation
for their internd programs.

(e If a utility's or a large customer's credit does not satisfy the annud funding requirement, then
it shdl make a payment to the universd sysems benefit fund or the universal energy
assistance fund.

) Cooperatives may collectively pool their credits statewide.

()] Investor owned utiliies and cooperatives mug file annud reports reating to universa
systems benefits to the trangition advisory committee created by thishill.
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RELIABILITY

Utilities must maintain standards of safety and rdiadbility of the éectric ddivery system and
exiging customer service requirements. An eectricity supplier mug file an application with and
obtain a license from the commisson before offering dectricity for sde to retall cusomers in the
gsate of Montana. As a condition of licensng, an dectricity supplier is required to identify and
describe its activities and purposes and the purposes of each of the dectricity supplier's affiliates,
if any, induding whether an dfiliate that owns or operates didribution facilities offers customer
choice through open, far, and nondiscriminatory access to the eectricity supplier's or the eectricity
supplier's efilites didribution fadiliies The commisson may require dectricity suppliers that
provide dectricity supply service to smal customers to make a standard service offer that ensures
that those customers have access to affordable eectricity.

The commisson may require proof of finencd integrity and a demonstration of adequate
reserve margins or the ability to obtain those reserves and may require a licensee to post a bond
should an dectricity supplier fal to supply eectricity or lack finendd integrity. An dectricity
supplier shdl provide the commisson and dl didribution services providers with copies of dl
license gpplications. Licensees shdl update information and file annua reports with the commission
and dl didribution services providers. If the commisson reects a license application, the
commisson shdl specify the reasons in writing and, if practicd, identify dternative ways to
overcome deficiencies. A cooperative utility is not required to apply for a license from the
commission to be an dectricity supplier to customers served by that cooperative utility in its eectric
fadlities service territory or to any customers served by another cooperative utility subject to the
consent of the other cooperative utility'sloca governing body.

ROLE OF PUC

Enforcement Activities

The Montana Public Service Commisson (PSC) will continue to regulate the retal
tranamisson and digtribution system within Montana after it issues a find order on each utility’s
trangtion plan. The PSC may find that workable competition does not exist and continue the
regulation of dectricity supply by distribution service providers for a period of no more than 3 years
past the trandtion period. The PSC must determine whether compstition is sufficient to inhibit
monopoly pricing or anticompetitive price leadership.

Customer Service

The PSC mug ensure that universal systems benefits programs are established. A charge

will be pad by dl utility customers (assessed at the meter) to ensure continued funding of energy
conservation, renewables and |ow-income energy assistance programs.

FOLLOW-UP
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A trangtion advisory committee on dectric utility industry restructuring was crested. The
trangtion advisory committee is composed of twelve voting members who are gppointed by the
Legidature. The advisory committee is composed of members from the Legidature as well as from
the dectric industry and the generd public.  The trandtion advisory committee will make
recommendations to the Governor, regarding the implementation of statewide universa system
benefits and universal energy assistance funds, in time to dlow for those funds to be created on or
before January 1, 1999. This includes recommendations regarding the assgnment of an exigting
govenment agency or private, nonprofit entity as the fund administrator and administration
guiddines for the funds, induding the means by which funds may be made avallable for use.  The
trangtion advisory committee must provide an annua report on the status of eectric utility
restructuring on or before November 1t to the Governor, the Speaker of the House, the President
of the Senate, and the Commission and mugt provide quarterly interim summary reports to the
members of the legidature through January 1, 1999. The trangtion advisory will dissolve on the
ealier of ether the date that full trangition to retail competition is completed or December 31, 2004.

The trangtion advisory committee will monitor and evaduate the universal system benefits
prograns and comparable levds of funding for the region and make recommendations to the
legidature to adjust the funding leve to coincide with the related activities of the region at that time.
On or before July 1, 2002, the trandtion advisory committee, in coordination with the commission,
must conduct a reevauation of the ongoing need for universal system benefits programs and annual
funding requirements and shall make recommendations to the legidature regarding the future need
for those programs. The determination must focus specifically on the existence of markets to provide
for any or dl of the universa system benefits programs or whether other means for funding those
programs have developed. These recommendations may also address how future reevauations will
be provided for, if necessary.

On or before November 1, 2001, the transition advisory committee must collect information
to determine whether Montana utilities or ther affilistes have an opportunity to sdl dectricity to
customers outside of the state of Montana comparable to the opportunity provided pursuant to this
chapter to utilities or their affiliates located outsde the state of Montana. That information must be
included in the report to the legidature.
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RESTRUCTURING AUTHORITY

Law

The Nevada legidature passed AB 366 which restructured the Nevada dectric industry.  This
Act applies to exiding investor-owned dectric utilities with gross annua revenues from Nevada
exceeding $250 million.

Applicability

The Act does not gpply to exiding cooperatives unless those cooperatives choose to provide
electric service to a customer in the service territory of another eectric utility. In this instance, the
requirements of AB 366 would gpply to cooperatives and their service territories aswell.

Plan submittal by utility

All dectric utilities are to submit a plan to comply with any obligations established by the
Act and the regulations adopted by the PSCN to implement the provisions of the plan. The plan is
to indude information needed to set rates for non-competitive services and as well as to establish
interim price regulations for potentidly competitive services whose markets are not sufficiently
competitive.

MARKET STRUCTURE

Dates and Phase-in

The opening of the eectricity market was scheduled to begin December 31, 1999. However,
in January 1999, the Nevada PUC, citing a list of “unresolved issues,” decided to delay the start of
retail eectric competition. The PUC indicated that the process to resolve certain issues was taking
an additional two to nine months longer. On August 7, 2000 the Nevada PUC announced a
Settlement agreement with its two largest 10U, Serra Pacific and Nevada Power to alow retall
compstition to begin. The agreement set November 1, 2000, as the beginning date for large
commercid customers, April 1, 2001, for small commerciad customers, and the Fall of 2001, for
resdentid customers.

MARKET POWER

Functional unbundling

An dfiliate of a provider of a non-competitive service may provide competitive services
upon a finding that the affiliate has an arm’slength relationship with the non-competitive services
entity.
Transmission oper ating company

Nevada Power and Sierra Padfic Power are in the process of forming the Desert Star
independent system administrator (ISA). The Nevada PUC has stated that it would prefer Nevada
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to join the Cdifornia 1SO because it is dready operational. The Nevada PUC says its concept calls
for an independent Nevada board “working with” the Cdifornia 1SO, borrowing “protocols, such
as transmission scheduling, dispatching and rdliability consderations.”

Rate Reductions

The Nevada legidaure passed SB 428, an amendment to the stat€'s eectricity industry
restructuring law. The amendment imposed on the gtat€'s incumbent utilities, Nevada and Sierra
Pacific Power Co., a three year rate freeze. The hill dlows Nevada Power to request a smdl rate
hike (4%) to cover fud and purchased power expenses. After that hike, if granted, Nevada Power’s
rates, along with those of Sierra Pacific, would be frozen through the year 2003.

STRANDED COSTS

Definition

Electric regtructuring was approved in Nevada in April of 1999. The utilities have been
submitting their trandtion plans to the Public Service Commission of Nevada (PSCN), however, no
implementation has begun. The legidation, AB 366, authorized the PSCN to determine the
recoverable stranded costs and may impose a procedure for the direct and unavoidable recovery of
alowable stranded costs from ratepayers. However, stranded cost recovery is not guaranteed.

Calculation and Recovery

The legidation directs the PSCN to determine which costs on the books of an electric utility
are properly dlocated to a potentidly competitive service as of the date on which customers are
authorized to obtain that service from dterndive sdlers. The determination of recoverable cost
should take into account:

- the extent to which the utility was legdly required to incur the costs,

- the extent to which the market vaue of utility assets or obligations that can be used to provide
potentialy competitive services exceeds the book cost of the assets or obligations,

- the effectiveness of the utility’s efforts to increase and realize the market value of the assets and
obligetions,

- the extent to which rates previoudy established by the PSCN have compensated shareholders for
the risk of non-recovery of the cogts,

- the tax effects associated with the difference between market value and book cost, and

- where the utility had discretion to incur the costs, the performance of the utility with respect to the
codsrdative to utilities having smilar higtoric obligetions to serve the public.

The PSCN is to impose a mechanism for the nondiscriminatory, nonbypassable recovery of
that portion of past costs determined to be owed by the ratepayers.

CUSTOMER SERVICE ISSUES
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Standard Service Provisions and Policies

The Public Service Commission of Nevada (PSCN) will establish minimum terms and
conditions for the provision of basc service. This includes minimum periods in which customers
must purchase basic service, and the prices for basic service that must reflect the incremental cost
of serving customers.

If an dectric utility is the basic service provider, the utility must provide the service through
an dfiliate whose sole business activity isthe provison of basic service.

Default Service Provisions and Policies

The PSCN had originadly set the auction of smal default customers, those end-users not
secting a provider, at the start of competition. However, Legidative Senate Bill 428 delayed the
auction of smal default customers until July 2001.

The provison of dectric service for those customers unable or unwilling to shop for
dternative sdlers of dectricity will remain the obligation of the éectric utility unless assgned to
another entity. The recovery of costs incurred to carry out this obligation will be subject to the
current statutes and provisons of the Act. Other entities may be assgned these customers through
direct assgnment of customers to dterndive sdlers or holding a competitive bidding process for
the right to provide the service upon a finding that the public interest would be promoted by having
them provide that service.

Customer Education Campaigns

Since Nevada approved eectric restructuring in 1999, with customer selection not beginning
until 2001, many of their customer service issues are dill being developed. PSCN will implement
a consumer education program for informing customers of the changes in the dectric industry prior
to the date direct access to dectric service is authorized. At this time, it is the PSCN’s intention to
require eectric utiliies and dternative sdlers to provide information that alows a comparison of
prices and services.

CUSTOMER PROTECTION
Samming and Cramming

The PSCN has addressed several customer service issues. To prevent “damming,” which
has become a growing problem in the long-distance telephone market, the PSCN will establish
procedures to reduce the chances for “damming” as wel as impose pendties for such behavior. The
PSCN is dso to establish procedures to ensure that no customer of an dternative sdler is switched
to another dterndive sdler without rdiable confirmation of the transfer. In addition, to ensure the
ful disclosure of information the PSCN requires that any person sdling a potentialy competitive
sarvice is to provide sufficient information to enable retail customers to easily compare price, price
variability, and resource mix of their purchases.

Environmental Programs (renewable programsor portfolio standards)
Assembly Bill 366 provides that the Public Utility Commisson of Nevada (PUCN) establish
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portfolio standards for renewable energy. The standard will phase-in a requirement that 1% of
energy consumed be from renewable energy resources.

Beginning in 2001, two-tenths of one percent of the eectricity consumed must be derived
from renewable energy sources. The amount will be increased biannually thereafter by two-tenths
of one percent until the standard reaches a total of one percent of the total amount of eectricity
consumed. In establishing the portfolio, the PUCN may establish a system of tradable credits that
enable eectric utilities and dternative sellers to comply with the renewable energy standards.

In thar consumer informetion, Nevada states that customers will be dble to receive
eectricity from a “green energy” provider tha relies primaily on energy produced through
renewable resources, solar, wind, geothermd or hydrodectric. In that ingance, the PUCN will
establish labding requirements so customers will know the fud source of the provider from whom
they are buying. In addition, customers may decide to purchase and use power during certain blocks
of time when it is cheaper. The PUCN assures customers that the information they will receive
about this“time of use” option is accurate and customers can make the best choice.

RELIABILITY

The legidation places the respongbility for ensuring rdiability on the Public Service
Commisson of Nevada (PSCN). The Public Service Commission of Nevada will ensure the
continued safety and reliability of eectric service. According to the Legidation, the PSCN may not
smply “deregulate’ and leave consumers a the mercy of the market. The PSCN must determine
that competition will be vigorous and will protect consumers before removing itsdf from rate
regulation.

The Public Service Commisson of Nevada will license new service providers and protect
consumers from shady business practices. Each dternative sdler must obtain a license from the
PSCN before it is dlowed to sdl any dectric service to a customer. By January 1, 1999, the PSCN
had to set forth procedures and conditions that dternative sellers must satisfy to obtain a license to
sal eectric services to customers.  The PSCN may suspend or revoke a license if it determines it
is in the public interest or deny a license if the applicant had engaged in activities inconsistent with
effective competition in other jurisdictions.

The state's mgor dectricity companies are discussng the formation of an ISA to be named
Desat Star.  Discussions are ill in the formative stages.  The Desert Star concept cdls for an
independent Nevada board “working with” the Cdifornia 1SO, borrowing “protocols, such as
transmisson scheduling, dispaiching and reigbility consderaions”  Eventudly, it is envisoned
the two entities could be merged into one. However, the PSCN has suggested that Desert Star not
be formed and ingtead the utilities join the Cdifornia ISO. The man concern is tha the full
operation of Desert Star is dill severa years avay, whereas, the Cdifornia ISO is now functioning.

PUC ROLE DURING RESTRUCTURING
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The Nevada Electric Regtructuring Bill holds the Public Service Commisson of Nevada

(PSCN) accountable for dectric restructuring.  According to the legidation, the PSCN must make
careful findings before authorizing competition.  However, at the same time, the legidation prohibits
the PSCN from delaying competition. The PSCN must:

1.

8.

determine that competition will be vigorous and will protect consumers before removing
itsdlf from rate regulation;

develop regulaions edablishing prices, terms and conditions for potentidly competitive
Services,

license dternative dectric sdllers in Nevada and set forth procedures and conditions under
which they may operate in the state;

edtablish minimum terms and conditions for the provision of basic sarvice;
design a mechanism for nondiscriminatory, nonbypassable recovery of stranded costs;

establish procedures to ensure that no customer of an dternative sdller is switched to another
dternative sdler without reliable confirmation of the trandfer;

implement a consumer education program for informing customers of the changes in the
electric utility industry prior to the date direct access to eectric service is authorized; and

deve op the provisons by which each utility’ s trangition plan should follow.

PUC ROLE AFTER RESTRUCTURING

The Public Service Commisson of Nevada was directed in the eectric restructuring

legidation to prepare a quarterly report for the Legidaure that assesses the developments in the
eectricindustry in Nevada. The report isto evaluate:

1.

2.

whether there is effective competition for each competitive service,

the compaibility of direct access for retal customers to dtenaive sdlers with
environmenta gods,

the impacts of direct access for retall customers to dternative sdllers on each customer class,
relaive to the present structure;

the opportunities to cooperate, formdly or informaly, with other states or with the federd
government in the implementation of effective, competition; and
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5. the need to amend Nevada statutes further to achieve the goals of the Act.
FOLLOW-UP

The Nevada Legidature required the Public Service Commission of Nevada to prepare a
quarterly report for the legidature that assesses the developments in the dectric industry in the State
of Nevada. The reports must be submitted to the director of the legidative counsel bureau for
transmitta to the legidature and must include, but is not limited to, a discussion of:
1. Whether there is effective competition for each potentially compstitive service;

2. The compatibility of direct access for retal customers to dtenaive sdlers with
environmenta gods,

3. The effects of direct access for retal customers to dternaive sdlers on each class of
customers, compared to the noncompetitive regulatory structure;

4, The opportunities to cooperate, formdly or informdly, with other states or the Federal
Government in the implementation of effective competition; and

5. The need to amend Nevada statutes further to achieve the goals of this act.
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RESTRUCTURING AUTHORITY

Law

Retall access legidation was passed in May, 1996, and was codified as RSA 374-F. The
datute cdled for ful retal access by January 1, 1998, but federd litigation resulted in delays.
Utilities agreed they would terminate ther federal court challenges after settlement agreements were
approved by the New Hampshire Public Utility Commisson (NHPCU). Then, as the NHPUC
gpproved settlement offers, competition would be introduced within thet utility’s service area.

Legidation passed May 31, 2000 (Senate Bill 472) established the terms and conditions
under which the NHPUC can issue finance orders authorizing the issuance of rate reduction bonds.
The legidation adso describes how a secured interest in the rate reduction property can be created
and perfected.

The commission held hearings regarding the origina proposed

settlement to restructure the Public Service Company of New Hampshire (PSNH). The commission
issued an Order on April 19, 2000, accepting the origind proposed settlement as being in the public
interest and consstent with New Hampshire law.

The commission held hearings with respect to the securitization proposa contained in the
origind proposed setlement and found that implementation of that securitization proposal, subject
to the conditions liged in the April 19 Order, will result in benefits to customers that are
ubgtantidly congstent with the principles contained in previous legidaion (RSA 374-F:3 and RSA
369-A:1, X and with RSA 369-A:1, XI).

Applicability

Municipa utiliies are not required to open thar markets to consumer choice, but may
choose to participate.
Plan submittal by utility

The two largest investor-owned utilities, Public Service of New Hampshire (PSNH) and
Granite State Electric Company (GSE), offered settlement agreements to the NHPUC.
MARKET STRUCTURE
Affected customers

As the NHPUC approves settlement offers, competition is introduced within that utility’s
sarvice area. GSE's proposal was approved in July of 1998, and al customers were able to choose.

Retall access legidaion was passed in May, 1996, and was codified as RSA 374-F. The statute
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cdled for ful retal access by January 1, 1998, but federa litigation resulted in delays. Utilities
agreed they would terminate ther federal court chdlenges after settlement agreements were
approved by the New Hampshire Public Utility Commisson (NHPCU). Then, as the NHPUC
approved settlement offers, competition would be introduced within that utility’s service area

Legidation passed May 31, 2000 (Senate Bill 472) established the terms and conditions
under which the NHPUC can issue finance orders authorizing the issuance of rate reduction bonds.
The legidation adso describes how a secured interest in the rate reduction property can be created
and perfected.

The commisson held hearings regarding the origina proposed

Settlement to restructure the Public Service Company of New Hampshire (PSNH). The commission
issued an Order on April 19, 2000, accepting the origind proposed settlement as being in the public
interest and congstent with New Hampshire law.

The commission held hearings with respect to the securitization proposa contained in the
origind proposed settlement and found that implementation of that securitization proposa, subject
to the conditions lisged in the April 19 Order, will result in benefits to customers that are
substantidly consgtent with the principles contained in previous legidaion (RSA 374-F:3 and RSA
369-A:1, X and with RSA 369-A:1, XI).

Dates, Phase-in

An agreement by the New Hampshire Electric Cooperative (NHEC) was approved alowing
a limited number of NHEC customers to choose a supplier beginning the summer of 1999. All
customers became digible January 1, 2000. An exact date for retail access is not specified in the
PSNH settlement offer, but it is expected to be sometime in 2000.

MARKET POWER

Divesture of Assets

GSE plans to divest itsdlf of al wholesde generation contracts, thus making it a distribution
utility only. GSE will also provide the default of standard offer service for those customers not
decting an aternative eectric provider. GSE agreed in its settlement to reduce the period (from 4
to 2 ¥ years) in which it offered trangtion servicee.  The Commission determined that the base
energy charge for GSE default customers would be 3.5 cents in 1999, 3.8 cents in 2000 and 2001,
and 4.2 centsin 2002. These are based on estimates from GSE’ s wholesde suppliers.

PSNH agreed to divest nearly dl of its 1100 MW of fossl generation and its 408 MW
ownership share of the Seabrook nuclear unit. Afterwards, PSNH essentially becomes a distribution
company, dthough it will retain some transmisson assets. For 3 years after the start of retall
competition, PSNH will provide standard offer service for al customers not electing a new provider.
The utility will procure energy by bidding from competitive suppliers. At the end of the three-year
period, any remaining standard offer customers will be assigned to new energy suppliers.
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Transmission oper ating company

The restructuring agreements did not address transmisson and market power issues.  All
New Hampshire utilities with generation and transmission assets are members of the New England
ISO. This transmission entity was approved by the FERC in 1997; and, therefore, predates the
restructuring settlements.

Rate Reductions

When retail access begins, average rates for default customers will be reduced by 18% from
exiding levels. This is an average across dl customer classes. The resdentid default customer will
then have rates a $.106 per kWh (3.7¢ for energy, 2.8¢ for transmission and distribution, 3.79¢ for
stranded costs, 0.25 for system benefits, and 0.06¢ for a consumption tax). The 2.8¢ ddivery charge
will be effective for 30 months.

GSE agreed to reduce its average resdentid rate by 10%. Upon divestiture of New England
Power assets, an additiona 7% rate reduction is expected.

STRANDED COSTS

HB 1392 dates that utilities should be alowed to recover net unmitigated stranded costs, and
are obligated to take reasonable measures to mitigate their stranded costs. A nonbypassable charge
to consumers is recommended as the recovery mechaniam. Legidation passed May 31, 2000 (SB
472) fixes PSNH’ s stranded cost recovery charge for customers at 3.4 cents per KWh.

GSE's only stranded cost recovery is the termination fee owed to New England Power for the
cancdlation of its ful requirements wholesdle tariff. The stranded cost recovery charge was set at
$.028 through December 31, 1999, and is scheduled to decline until full recovery is achieved.

CUSTOMER SERVICE ISSUES

Standard Service Provisons and Palicies - All customers are entitled to Trandtion Service. This
service is designed to provide customers with a guaranteed level of savings upon the beginning of
choice as wdl as provide gable and predictable pricing in the near term. The service will be
avalable initidly for 2.5 years but may be extended by the NHPUC for an additional 1.5 years.
During the first year of choice, resdentid and smadl commercia customers may leave and then
return to the Trandtion Service if they eect to return within 120 days of leaving. Thereafter, and for
dl other customers, once a customer leaves Trangition Service, the customer may not return to the
service.

Default Service Provisons and Policies - Default Service will be competitively procured by
Granite State Electric. This service will be avalable for all customers a anytime. It is intended to
provide supply to customers who do not qudify for Trangtion Service or who, for

whatever reason, do not have supply arrangementsin place.
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PSNH will arrange for default service for consumers not receiving energy supply from a competitive
provider and who are not digible for Trangtion Service. Terms and conditions for default service
will be provided by the NHPUC.

Customer Education Campaigns - A statewide public education program was designed to fulfill
the requirements contained in the New Hampshire Public Utilities Commission's February 28, 1997
ruing (DR96-150). In one of its many findings this ruling concluded that .a public education
program is essential to a smooth trangtion to a competitive dectric energy marketplace in New
Hampshire.

Customer Protection

1. Universal Service - GSE committed to offering a low income program funded by a wires
charge imposed on dl hills In addition, a safety net for low income customers will be established
whereby energy will be competitively bid for this group. All codts for this program are recoverable
through arecovery clause.

With respect to PSNH, a system benefit charge will be gpplied to dl classes of customers.  There
will be a $0.001 per kWh charge for DSM, conservation, and load management. An additiona
$0.0015 wires charge will be added for low income programs. These charges are subject to change
by the commisson at any time. The low income assistance program will provide energy to low-
income consumers based on a percentage of the consumer’ sincome.

2. Rules on Energy Service Companies - The NHPUC adopted interim procedures for
licenang competitive energy providers. All competitive energy providers (CEP) must demongrate
a mnimum leve of financd resources to provide service in New Hampshire. They must engage
in far business practices and comply with al applicable consumer protection rules and regulations.
They mugt disclose and make available to the public infformation that will enable customers to make
informed choices among CEPs. All CEPs must demondirate that they are quadlified to do business
in New Hampshire and are subject to its service of process requirements.

PUBLIC PURPOSE PROGRAMS

Renewable resour ces

NHPUC declined to approve a surcharge for renewable energy commercidization. It stated
its preference for a regiond or nationa Strategy to deal with this issue.  The topic was referred to
aworking group for further development.
L ow income assistance

According to Senate Bill 472, the commisson should design low income programs in a
manner that targets assstance and has high operating efficiency, so as to maximize the benefits that
go to the intended beneficiaries of the low income program. Senate Bill 472 preserves assstance
programs for low-income customers and energy conservation services. The systems benefits charge
isfixed at .2 cents per KWh.
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Granite State Electric Company committed to offering a low income program funded by a
wires charge imposed on dl hills In addition, a safety net for low income customers will be
established whereby energy will be compstitively bid for this group. All costs for this program are
recoverable through arecovery clause.

Conservation/ener gy efficiency

With respect to Public Service of New Hampshire, a system benefit charge will be applied
to dl classes of customers.  There will be an initid $0.001 per kWh charge for demand-side
management, consarvation, and load management. This will increase to $0.0015 kWh for the
second year and $0.0025 kWh in dl future years. An additiona $0.0015 kWh wires charge will be
added for low income programs. These charges are subject to change by the commission at any
time.

RELIABILITY

House Bill 1392 states “Rdigble dectricity service must be maintained while ensuring public
hedth, safety, and qudity of life” The Commission will continue to ensure consumer protection,
safety and reliability of servicee New England Power Pool (NEPOOL) should be reformed and
efforts to enhance competition and to complement industry restructuring on a regional basis should
be encouraged. New Hampshire should work with other New England and northeastern states to
accomplish the gods of restructuring. Working with other regional states, New Hampshire should
assert maximum state authority over the entire dectric industry restructuring process. While it is
desirable to design and implement a restructured indudiry in concert with the other New England
and northeastern states, New Hampshire should not unnecessarily delay its timetable.  Any pool
structure adopted for the restructured industry should not preclude bilateral contracts with pool and
non-pool services and should not preclude ancillary pool services from being obtained from
non-pool sources.

ROLE OF PUC

Rule Development

The Public Utilites Commisson must issue detalled implementation rules, gpprove the
issuance of securitization bonds, as well as decide whether to force Public Service of New
Hampshire (PSNH) to write off $76 million in stranded costs for tax deferrds, which the company
says it cannot do under federa tax rules.

Enforcement Activities
The sdle of PSNH's foss| generation assets mud take place no later than July 1, 2001, unless
the PUC finds that adelay isin the public interest. The PUC will oversee the asset sde.

Customer Protection
The origind redtructuring legidation authorized the Commisson to continue to ensure
consumer protection, safety and reliability of service. Senate Bill 472 sets PSNH's systems benefits
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charge at 0.2 cents per kWh. The funds will be divided between low-income assistance and energy
efficiency/conservation programs.

Rate Regulation

The Commisson will regulate the rates for the digtribution and transmisson components.
PSNH mug reduce its rates by 5% on October 1, 2000, and then by an additiona 15% when
competition actualy becomes available. Resdentid rates should drop by 17%. The initid 5% rate
reduction will end upon the earlier of the start of competition or April 1, 2001. Overdl customer
savings mudt be at least $450 million. Savings expected from rate reduction bond financing and the
pending merger would be additiond.

The commission shdl establish charges for retail customers that purchase or otherwise obtain
or are supplied back-up, maintenance, emergency or other delivery service provided to a retall
customer by an dectric utility. Such charges shall be just and reasonable, and shall not be designed
in amanner that creates a charge smilar to or has the same effect as an exit fee.

FOLLOW-UP
Beginning in 2000, the New Hampshire Public Utility Commission must submit a report to

the legidaive oversght committee on electric utility restructuring by October 1t of each year. The
report shal concern the results and effectiveness of the system benefits charge.
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NEW JERSEY

RESTRUCTURING AUTHORITY

Law
"The Electric Discount and Energy Competition Act,” was passed by the legidature in
January 1999, and signed by the Governor on February 9, 1999.

Applicability

A municipd dectric corporation, a municipa dectric utility, or a cooperative dectric utility
that existed prior to the effective date of this Act is not subject to the requirements of this Act,
except that a loca governmentd entity may choose to require the municipal eectric corporation,
municipa eectric utility or cooperative eectric utility to implement retail choice.

MARKET STRUCTURE

Dates
The law requires the New Jersey Board of Public Utilities (BPU) to open up the stat€'s retall
electricity market by August 1, 1999.

Phase-in

The four investor-owned utilities include: Public Service Electric and Gas (PSEG), Atlartic
City’s Conectiv, GPU (Jarsey Centra P&L), and Rockland Electric. Conectiv received fina
approval from BPU for its restructuring plan in July of 1999. Consumers will be given retail choice
by November 14, 1999. Rates will be cut by 5% on August 1, 1999, increased to 7% on January 1,
2001, and increased again to 10.2% on August 1, 2002. GPU received find gpprova from BPU for
its restructuring plan as of August 1, 1999. The settlement includes rate reductions in addition to
the 5% due on August 1, 1999. An additiona reduction in rates will include 1% in 2000, 2% in
2001, and 3% in 2002.

MARKET POWER

Functional unbundling
The Act does not mandate divestiture. The BPU may require a utility to functionaly separate

its generation assets to its holding company or a related competitive business segment. The BPU
may order divedtiture to an unaffiliated entity if it finds that concentration or location of generation
fadlities results in market control that would adversdy effect the formation of a compstitive
generation marketplace.

Rate Reductions

Consumers will receive a 5 percent discount off their dectric bills, when competition gtarts,
and at least another 5 percent discount over the next three years. The BPU must decide the exact
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amount and timing of the second rate discount. During a term to be fixed by the board, each eectric
public utility shdl reduce its aggregate leve of rates for each customer class by a percentage to be
approved by the board, which shdl be at least 10 percent rdative to the aggregate level of bundled
rates in effect as of April 30, 1997. The board may set a term for an eectric public utility to phase
in a rate reduction of ten percent or more during the first 36 months of the trangtion period. On the
dating date of the trandtion period, each éectric public utility shal reduce its aggregate level of
rates for each customer class, induding any surcharges assessed pursuant to this act, by no less than
five percent. The board may order a rate reduction that exceeds the 10 percent rate reduction if
necessary in order to achieve just and reasonable rates.

Conectiv received find gpprova from BPU for its restructuring plan in July of 1999.
Consumers will be given retail choice by November 14, 1999. Rates will be cut by 5% on August
1, 1999, increased to 7% on January 1, 2001, and increased again to 10.2% on August 1, 2002. GPU
received find approva from BPU for its restructuring plan as of August 1, 1999. The settlement
includes rate reductions in addition to the 5% due on August 1, 1999. An additiona reduction in
rateswill include 1% in 2000, 2% in 2001, and 3% in 2002.

Other

The board will conduct an investigation into competitive metering and billing, and customer
service issues within 3 months of the indituting of retail competition. The board shall issue an order
for providing customers the opportunity to choose a supplier for some or al customer account
services not later than one year from the sarting date of retail competition.

STRANDED COSTS

Definition
New Jersey approved a market trangtion charge to be collected as a limited duration
non-bypassable charge payable by dl of the dectric public utility's customers.

Calculation and Recovery
The following categories are costs capable of being recovered:

1 Utility generation plant stranded cods,

2. Stranded codts related to long-term and short-term power purchase contracts with other
utilities, including buydowns and buyouts of such contracts and interim debt;

3. Stranded costs related to long-term power purchase contracts with non-utility generators,
including buydowns and buyouts of such contracts and interim debt issued to effectuate the
buydown and buy out of such contracts, and the costs of new power contracts as the result
of renegotiation, redructuring, or termination of previous non-utility generator power
purchase contracts; and

102



NEW JERSEY

4, Redructuring related costs, as the board determines to be appropriate for recovery in a
market trangtion charge.

A stranded cogt filing must be submitted to the board and the board may approve, reect, or
approve with modificaions in order to comply with the act. The term of the market transtion
chargeislimited to 8 years, absent extraordinary circumstances.

CUSTOMER SERVICE ISSUES

Default Service Provisions and Policies

For at least three years fdlowing the start of retal choice, utilities dhdl provide generation
service to customers who do not or cannot choose another dectric supplier or are dropped by another
supplier. On or before the end of this three-year period, the New Jersey Board of Public Utilities
(BPU) will decide whether to permit generation suppliers to be offered by others on a competitive
bid basis, and utilities will be permitted to bid.

Shopping Credit Computation
Utilities will provide a "shopping credit” for retall customers to be set at a level determined
by the BPU.

Competitive Metering and Billing

The BPU will conduct an investigation into competitive metering and billing, and customer
sarvice issues within 3 months of the indituting of retail competition. The BPU shadl issue an order
providing customers the opportunity to choose a supplier for some or dl customer account services
not later than one year from the starting date of retail competition.

Provider of Last Resort

Smultaneoudy with the starting date for the implementation of retail choice as determined
by the board and for at least three years subsequent and thereafter until the board specificaly finds
it to be no longer necessary and in the public interest, each eectric public utility shdl provide basic
generation service.

Universal Service

For the purpose of establishing initid unbundled rates, the societd benefits charge shal be
set to recover the same leve of sociad program costs as is being collected in the bundled rates of the
electric public utility on the effective date of this act.

PUBLIC BENEFIT ISSUES

The Electric and Gas Regtructuring Assembly Bill No. 16 (The Bill) authorizes the Board
of Public Utilities (BPU) to edablish an adjustable societal benefits charge (SBC), as a non-
bypassable charge on dl dectric and gas public utility cusomers. The Bill will alow dectric and
gas utilities to impose an SBC, beginning at the start of retail choice, to recover costs associated with
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sodidly beneficid programs, approved by the BPU prior to April 30, 1997. These programs include
low-income customer assistance, consumer protection and promotion of certain societal goals,
nuclear plant decommissioning, demand side management approved by BPU prior to April 30, 1997,
manufactured gas plant remediation, and consumer education.

Energy Efficiency and Renewable Resour ces

The BIill provides that funding for demand side management (DSM) programs will be hdd
at 1999 leves with, after four years, at least 50% of DSM funding dedicated to energy efficiency
and renewable energy projects up to $140 million. This hill requires the BPU to undertake
comprenensve resource andyses and determine the gppropriate level of funding for energy
efficiency and renewable energy programs.

L ow Income Assistance

The Bill also establishes a nonlgpsing Universal Service Fund and leaves it up to the Board
of Public Utilities to determine: "the leve of funding and the appropriate adminidration of the fund;
the purposes and programs to be funded with monies from the fund; which socia programs shdl be
provided by an eectric public utility as part of the provison of its regulated services which provide
a public benefit." This could indude the current state-funded Lifeline Credit Program and the costs
of offseting uncollectible utility bills The adminidrator of these funds will be determined by the
New Jersey Board of Public Utilities.

The Bill's language specificaly points out that the universal service fund could include
exiding state and federa energy assstance resources, such as. the Lifdine Credit Program, a
sate-funded utility hill credit for the ederly and disabled; LIHEAP (Low Income Home Energy
Assstance Program); and funds dready collected by dectric and naturd gas utilities to offset
uncollectible utility bills

RELIABILITY

State legidation dtates that utilities must meet dl rdiability sandards established by the
Mid-Atlantic Area Council of the North American Electric Reiability Council or its successor, the
PIM Interconnection, L.L.C. independent system operator or its successor, the Federal Energy
Regulatory Commission, the board, or any other state, regiond, federal or industry body with
authority to establish rdiability standards. The board may establish specific standards applicable to
electric power suppliers to ensure the adequacy of dectric power capecity, if it determines that
standards established by any other state, regiond, federa or industry bodies are not sufficient to
assure the provison of safe, adequate, proper and reliable eectric generation service to retall
customers in this State. Such rdiability standards shall ensure bulk power system operations and
security, and shall ensure the adequacy of electric power capacity necessary to meet retail loads.

PIM Interconnection, L.L.C., the ISO serving New Jersey, is responsible for the day-to-day
operation of the largest centraly-dispatched dectric system in North America. PIM’s foremost
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responghility is to provide ssfe and religble operation of the transmisson system and ensure the
reliable supply of energy from generating resources to wholesdle customers. In addition, the 1SO
operates the competitive wholesdle energy market for the region and facilitates open access to
transmisson.

PIM currently enforces NERC system rdiability standards by requiring al its members to
demongtrate that they have auffident generation to meet their projected loads two years in advance
on an annud basis. Also, by contract, each PIM company is obligated to share its generation with
the system during emergency conditions. A regiond reserve requirement is established and the PIM
Interconnection Association assigns each Utility its capacity reserve requirements. The result of
generation sharing is that each utility is adle to meet its individud reserve requirement with less
generation than if it had to meet NERC' s standards on its own.

New Jersey believes that rdigbility should continue to be judged by complying with NERC
religbility criteria. This proposition appears to have the unanimous support of interested stakeholders
as wdl. The disagreement comes with how this criteria will be met. New Jersey PSC staff supports
the continued use of an ingtalled capacity obligation on a planning basis until both buyers and sdllers
have a better understanding of how market-based rdiability would be implemented and enforced.

PUC ROLE

Rule Development

The New Jersey Board of Public Utilities (BPU) had generd rulemaking authority to carry
out the intent of the restructuring legidation. The BPU conducted an investigation into competitive
metering and hilling, and customer sarvice issues within 3 months of the indituting of retall
compstition. The BPU a0 issued an order for providing customers the opportunity to choose a
supplier for some or al customer account services not later than one year from the starting date of
retail competition.

Enforcement Activities

The BPU believes that rdiability should continue to be judged by complying with NERC
religbility criteria. BPU dtaff supports the continued use of an instaled capacity obligation on a
planning basis until both buyers and sdlers have a better understanding of how market-based
reliability would be implemented and enforced.

Rate Regulation
The BPU will continue to regulate remaining utility services (digribution) in the same
manner as before the deregulation of generation.

FOLLOW-UP
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The Board of Public Utilities is required to submit a report that assesses the devel opments
in the dectric indudry in the State of New Jersey. The report is cdled the “Energy Restructuring
Annud Report” and is due to the Legidaure on December 1st of the third year following the
effective date of the legidation and every four years theresfter.
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RESTRUCTURING AUTHORITY

Law

The New Mexico Legidature approved dectric restructuring in 1999. The law will open the
state's dectric power market to consumer choice beginning in 2001 with dl consumers having retail
access by January 2002.

Applicability
Didribution cooperative utilities and municipd utilities may participate in the restructured
market in ways that differ from rules applicable to other participants that are not customer owned.

Plan submittal by utility

Public utilities mugt file a trangition plan by March 1, 2000. New Mexico Power’s trangition
plan indudes residentia rate reductions totaing 9% during the five-year transtion period. A 3%
reduction became effective immediately upon the sgning of the find order. Commercid rates will
be reduced by 1% over the same period. Customers will receive smilar reductions in January 2000
and January 2001. A review will be conducted during the third year of the trangtion period to
ensure customers are receiving the gppropriate level of benefits.

MARKET STRUCTURE

Unlike Cdifornia, who requires its utilities to use a Power Exchange which results in energy
prices that vary on an hourly basis, New Mexico plans to auction year-long contracts for standard
offer service that will insulate customers from price fluctuations.

New Mexico's dectric restructuring law requires utilities to separate transmisson and
digribution operations from ther generation and power marketing activities. However, the law does
not require a public utility to divest itself of any of its assets owned, leased or in which an interest
is held, owned or leased. In New Mexico, public utilities have to separate into a least two
corporations, separating (1) Supply Service and Energy-related Service congsing of generation
and power supply fadlities, operations and services and energy-related facilities, operations and
sarvices that are to be made avallable to the public pursuant to the Restructuring Act on a
competitive unregulated bass from (2) Transmisson and Digribution Services condgting of
tranamisson fadlities operations and service, didribution fadlities operations and service and
customer hilling and metering that are to be made available to the public pursuant to that act on a
regulated basis.

Customer Classes, Dates and Phase-in
The New Mexico Legidature ordered that consumers, schools and smdl businesses would

have firg choice of dectricity suppliers garting in 2001. Then in 2002, large indugtrid users will
have achoice of eectricity suppliers.
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As of Augus 2000, a codition of the State Attorney Generd, PRC staff, some large energy
users, and dectric cooperatives have asked the PRC to delay implementation of retail competition
for three years. They are concerned that the Southwest has too little generating capacity to alow
a smooth trandtion to competition. Also, they fear that allowing New Mexico utilities to separate
their generation assets to unregulated affiliates will result in an irrevocable loss of state jurisdiction
over retail eectric power supply.

MARKET POWER

Divestiture of assets - Functional unbundling

Corporate separation of regulated from unregulated services shdl be accomplished by either
the creation of separate affiliated companies that may be owned by a common holding company
through the creation of separate non-ffiliated corporations or through the sdle of assets to one or
more third parties. A public utility may provide al competitive and ancillary services within a
sngle unregulated company and provide al non-competitive and ancillary services within a separate
regulated company. Unregulated service shall not be provided by aregulated company.

The Public Service Company of New Mexico asked its state regulators in November 1999,
to approve its plan to it its busness into two subsidiaries under a newly organized holding
company. One subsidiary would be the eectric and gas utility, and the other the company’s
generating plants, and power business activities The company states that al transmisson and
digtribution assets will be transferred or sold to the utility subsidiary a book vaue, while generation
assets and $586 million in associated tax-exempt debt will remain with the power generation
subsdiary. About $403 million in taxable debt may be transferred to the utility subsidiary, or the
utility subsidiary may issue its own debt to finance acquisition of the transmisson and didtribution
assets. The company aso dtates that it has off balance sheet obligations in the form of transmission
line leases and leases of a portion of the company’s share in Palo Verde Nuclear Generating Station.
The holding company plan cdls for the transmisson leases to be transferred to the utility subsidiary.
The Pdo Verde leases will remain with the power generating company.

Rate Reductions

The law does not specify that rates should be reduced by a certain amount. The law states
that resdentid and amall business customers are least likely to benefit from the restructuring of the
eectric industry and need specid protection to hdp ensure ther participation in any benefits of
competition.

STRANDED COST
Definition
The New Mexico Legidaiure approved electric restructuring in November of 1999,

therefore, as of this date, no utilities in New Mexico have begun restructuring.  Each public utility
is required to file a trangtion plan that complies with the New Mexico Electric Utility Industry
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Redtructuring Act of 1999 with the Commisson no later than March 1, 2000, for Commission
approva on or before December 1, 2000. The trangtion plan should include a detailed description
of the public utility's proposed non-bypassable wires charge for recovery of trandtion costs and
stranded costs and how those costs will be alocated among customer classes.

Calculation and recovery

In the legidation, SB 428 sdlits the responghility for recovering stranded costs between
consumers and stockholders, dlowing utilities to recover at least 50% of its stranded costs through
charges to consumers over afive year period.

CUSTOMER SERVICE ISSUES

Customer education campaigns

New Mexico's legidature approved dectric restructuring at the end of 1999 with an effective
date for customer sdection to begin in 2001. During the year 2000, the New Mexico Public
Regulatory Commisson (NM-PRC) will be defining the customer service requirements for each
utility. The NM-PRC is requiring utilities to file trangtion plans with the Commisson by March
1, 2000. In those plans, the utilities must provide information on their proposed customer education
programs. In addition, the New Mexico legidature established an dectric system benefits fund that
would, among other activities, support customer information. The dectric system benefits fund
conssts of money collected as a wires charge assessed on a three-hundredths-of -one-cent ($.0003)
per kilowatt-hour bass monthly. This fund will provide five hundred thousand dollars annualy to
the commission for consumer education and information and for the administration of the Electric
Utility Industry Restructuring Act of 1999.

PUBLIC BENEFIT PROGRAMS

The New Mexico Legidature created the “eectric industry system benefits fund.” It consists
of money collected as a wires charge assessed on a three-hundredths-of-one-cent ($.0003) per
kilowatt-hour bass. This sysem benefits charge is collected monthly and paid quarterly to the
Department of Environment for disbursd. The Department is responsible for accepting applications
and developing aqudifications sysems for digible projects.

The Depatment of Environment shdl manage, adminiser and maintain the fund in the
following manner and for the following purposes:

(1) no more than one hundred thousand dollars ($100,000) annualy to the department for
adminidration of the fund,

(2) five hundred thousand dollars ($500,000) annudly to the New Mexico Public Regulation
Commission for consumer education and information, and adminigtration of the Restructuring Act.

Environmental Programs (renewable programsor portfolio standards)
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No more than four million dollars ($4,000,000) annudly will be expended to encourage the
use of renewable energy through the initiation development and evauation of renewable technology
projects authorized and directed by public post-secondary educationd institutions or a school district
in conjunction with the education of its students or by the governing body of an incorporated city,
town or village or a county, each in conjunction with the respective governing body’s interest in
protecting the environment and reducing the city’s or county’s utility codts.

No more than four million dollars ($4,000,000) will be provided to the governing body of
a community or Indian nation, tribe or pueblo, where limited or no dectric service is available, to
develop dectric sarvice through the initiation and implementation of new projects, including those
using renewable energy, to provide or extend dectric service in low-income communities.

Energy Efficiency and Conservation
In September 1999, the Public Regulation Commisson of New Mexico approved rules
alowing net metering for homes and businesses. The rules took effect 9/30/99.

L ow Income Assistance

At least five hundred thousand dollars ($500,000) annudly will be provided for low-income
energy assistance through the federal low-income housing energy assistance project to be expended
for that project’'s weatherization program adminigered by the New Mexico mortgage finance
authority or for other low-income energy assistance authorized and administered by the State.

RELIABILITY

The dtate legidation states that to ensure an orderly and equitable restructuring of the electric
utility industry in New Mexico and to achieve the its stated purposes, the state public utility
commisson is directed to examine the safety, relidality, qudity and performance standards for
competitive power suppliers and didribution and transmisson facilities. The legidation dates that
dl public utilities have to file a trangtion plan with the state public utility commisson by March 1,
2000, that includes proposed tariffs for digtribution service for customers and competitive power
suppliers, and trangmisson service, dther on file with a federa regulatory agency having
juridiction or as proposed by the public utility.

A compdtitive power supplier must file an application and obtan a license from the
commission before offering competitive services for sde to customers.  The gpplication requires the
provison of specific information on the suppliersfinancid vidhility.

The legidaion that approved dectric redtructuring states that the PUC must examine
dternative operations and regulations, including an independent system operator.

PUC ROLE DURING RESTRUCTURING
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The New Mexico's Electric Utility Industry Restructuring Act of 1999, created an active role
for the state Public Utility Commisson. The following activities were identified by the legidation
in the restructuring act where the Commission:

- shdl gpprove eech utility’ s restructuring trangtion plan;

- may delay customer choice for up to one year if needed;

- will determine the amount of stranded costs to be recovered;

- shall adopt codes of conduct applicable to public utilities;

- must gpprove each utility’s policies to avoid cross subsidy;

- shdl evauate each utility' s gpplication for service;

- shdl conduct customer educetion efforts to promote consumer choice;
- may adopt rulesto provide further customer protections; and

- shdl diminate any ingppropriate part of the system benefits charge.

PUC ROLE AFTER RESTRUCTURING

The New Mexico legidaure, in its Electric Restructuring legidation, ordered the
Commission to report to it once a year for three years after the effective date. In addition, the
legidation authorized the Commisson to promulgate any rules necessary to implement its authority
and the directives granted in the Electric Utility Industry Restructuring Act of 1999. Specifically
the Commission was encouraged to impose adminigtrative fines on any person subject to regulation
that was knowingly in violation of the Restructuring Act.

FOLLOW-UP

The New Mexico Depatment of Environment must submit to the legidative finance
committee, prior to each regular session, a report on the disbursements made from the benefits fund
crested to assist low-income customers and to promote renewable technol ogies.

The New Mexico legidature expressed concern that residentia customers would gain no
benefit from eectric restructuring and required that, after a reasonable period of time, an assessment
should be made to determine the usefulness, acceptability, and benefits (both environmenta and
economic) of eectric restructuring. The Public Utility Commission was ordered to review a
number of criteria on éectric restructuring and report to the legidature by December 1st of each of
the three years fdlowing the effective date of the Electric Restructuring Act and provide its
recommendations for further legidaive changes or direction.  The report must include an
examination of:

@ the standard offer;
2 consumer education and protection;
3 sfety, rdiablity, quality and performance standards for competitive power suppliers and
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(4)

Q)
(6)

()
(8)

©)

digtribution and transmisson facilities;

the presence of market power, its impacts on the restructuring of the dectric industry and
methods available to limit or diminate its adverse impacts;

dternative operations and regulations, including an independent system operator;

regiond transmisson and governance efforts, both public and private, and the advisability
of regiona cooperation by the state;

emergency and back-up service;

the advisability and dedrability of requiring renewable energy portfolio standards in supply
service offered to customersin the state; and

how power may be procured from on-ste generation facilities, including facilities net
metering.
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RESTRUCTURING AUTHORITY

Law

On May 16, 1996, the New Y ork State Public Service Commisson (NY PSC) issued its plan
(the “Competitive Opportunities Case,” Opinion and Order No. 96-12) to introduce retall
compstition to the state. New York is one of the few states to successfully pursue restructuring
without expressed |egidétive authority.

Applicability

The phase-in dates for retal access vary by company, but generdly a class-and-load phase-in
system was developed. Full retail access for al customers is expected in December 2001.  As of
March 2000 2.3 % of resdentia customers and 5% of non-resdential customers had switched to
an dterndtive energy provider.

Plans Submitted

In late 1997 and early 1998, the Commission approved six rate and restructuring orders for
the folowing utilites: Consolidated Edison Company of New York, Inc. (Con Edison); Centra
Hudson Gas and Electric Corporation (Central Hudson); Orange and Rockland Utilities, Inc. (O&R);
New York State Electric and Gas Corporation (NY SEG); Niagara Mohawk Power Corporation
(NiagaraMohawk); and Rochester Gas and Electric Corporation (RG&E).

Long Idand Lighting Company’s (LILCO) restructuring differs from other utilities in New
York State. On June 26, 1997, LILCO's dectric transmission and distribution system and its nuclear
assets were acquired by the Long Idand Power Authority (LIPA). As a result of this transaction,
the NYPSC no longer has regulatory authority over the former LILCO dectric system. LILCO's gas
assets and operations and its non-nuclear generating assets and operaions were transferred to
subgdiaries and then purchased on February 5, 1998, by corporate entities associated with Brooklyn
Union Gas Company.

MARKET STRUCTURE

Prices for dectricity purchased from an energy service company (ESCO) will be unregulated
and determined by the competitive market. However, during the trangtion to full competition, rates
for dectricity and deivery service provided by the locd utility will be set by the Commission.
Further rate reductions could come from efficiency savings due to competition, further reductions
in New York State gross receipts utility taxes, effects of the sales of generating plants, passage of
legidation to bring down the cost of utility financing, refunds of profits over specific percentages,
and/or potential savings from renegotiation of independent power producer contracts.
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MARKET POWER

The PSC views generdion asset divedtiture as a necessary step in the trandtion to a
competitive retall market. All gx 10Us participating in the restructuring proceedings have filed
divedtiture plans. Auctions for the plants have ether been completed or are currently in process.
Initidly, the utilities were permitted to submit bids on their own assets, but the PSC's position has
changed and the |OUs have now agreed not to bid on their own assets.

An ISOfiling for New York State was given conditional FERC approva in June, 1998. New
Y ork has not determined if a Power Exchange will be necessary in conjunction with the 1SO.

Rate Reductions

All of the orders cdl for ether dectric rate reductions or freezes for al classes of customers,
whether or not such customers choose to purchase their eectricity from an dternative supplier.
O&R agreed to implement a four-year rate plan which provides an opportunity for large industria
customers to redize an average price of 6 cents per kWh, through a combination of energy choice
pursuant to O& R’'s PowerPick retal access pilot program, and base rate reductions. The plan cals
for rate reductions of 1.09% to the remaning classes in the firs year, and an additional 1% the
folowing year. These rate reductions will remain in place for the four-year term of the agreement.
ConED’s plan cdls for rate reductions for a five-year period beginning April, 1997. Large industrial
customers will recelve an immediate 25% rate reduction. Under the plan, large commercid
customers would receive a 10% reduction, and smal commercid and residentid customers would
receive a 3.3% reduction. These rate reductions would be subject to change due to higher than
expected inflation, new government mandates, for a “system benefits charge” which would cover
energy effidency, research and development, and other programs such as low income assistance.
RG&E's agreement indudes rate reductions of 2.5% for smdl commercid and residentia
customers, 10% reductions for large indudrid customers, and 4.5% reductions for all other
commercid and indudrid customers. Findly, Centrd Houston agreed to freeze its base rates
through 2001. By the end of the phase in period covered by each order (three to five years), al
customers of a utility will have the ability to purchase their dectricity from an dternative supplier,
dthough the traditiona utility will continue to deliver the eectricity to the consumer, (i.e, serve as
adigribution only utility). All charges will be unbundled on the cusomer’ s hill.

STRANDED COSTS

Definition

New York did not have a state Statute requiring retail access. The New York PUC negotiated
through a collaboretive process individuel settlements with each utility. Generdly, the New York
utilities are permitted recovery of stranded costs under the settlement agreements. Given the primary
utility concessions of rate cuts and generation divedtiture, the PSC's policy is to alow utilities to
recover stranded cogts, athough full recovery (i.e. utility estimates) is not guaranteed.

The recovery mechanism vaies from utility to utility but generdly is through a
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non-bypassable wires charge or impliat within the ddivery charge. Niagra Mohawk (NIMO), for
example, explicitly unbundles the charge in the form of a competitive trangition charge (CTC), while
others, such as Con Edison, wrap recovery into the delivery charge. An assessmert of stranded costs
will be made once individud utilities have divested their generation assets. The PSC does not have
the authority to securitize the utility's Stranded costs.

Calculation and Recovery

Each utility submitted a restructuring plan including stranded cost recovery requirements as
folows Central Hudson Gas & Electric: 100% recovery through a CTC with the specific amount
to be determined. Consolidated Edison: Stranded costs recovered through the delivery charge - not
unbundled. Edtimate of the average charge is 3.4¢ per kWh. NIMO absorbed $1.7 hillion in stranded
costs due to a reduction in return on equity. An adjustable CTC will alow recovery of $3.6 million
in debt used to pay off IPP contracts. New York State Gas & Electric has adready fully recovered
its stranded costs except for lost revenue due to rate reductions and avoided rate increase. Orange
& Rockland requested 100 percent recovery after any rate reductions. The CTC will be charged for
four years darting in May 1999, at the end of which assets will undergo a market vauation and
customers will pay 80% of the difference in vdue with shareholders covering the other 20%.
Likewise, Rochester Gas & Electric requested 100% recovery after rate reductions and the final
amount of its stranded cogts has not been determined nor has the recovery period been set.

Securitization

Efforts to pass securitization legidation in New York over the past severa years have been
unsuccessful.  Such legidation would authorize the PSC to dlow utilities to securitize a portion of
its regulatory assets, which includes invesments required by the PSC for DSM and the costs of 1PP
buyouts and buydowns.

CUSTOMER SERVICE ISSUES

Standard Offer Service

Customers not sdlecting an energy service company (ESCO) will remain with the incumbent
utility who will serve them at the negotiated rate contained in each utility settlement agreement.
However, if a customer leaves sandard offer service and then comes back, the customers rate will
be served from market based rates.

L oad Aggregation Policies

In the Modified Uniform Business Practices, passed April 14, 1999, the definition of Direct
Customer was expanded to include aggregation. A Direct Customer may aggregate and schedule
load for itsdf and other Direct Customers, each of which would continue to be responsible
individualy for meeting requirements placed on Direct Customers.

Cusgtomer Education Campaign
There are no specific guiddines for customer education. Each utility is conducting its own
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education efforts that include bill inserts, pamphlets, videos, handbooks and media campaigns.
The NYPSC provides consumer information as part of its on-going functions.

Competitive Metering and Billing

Competitive metering will open up initidly in the year 2000 to gpproximately 40,000 large
energy users in the state.  Those whose pesak eectricity requirements amount to at least 50 kilowatts
will open in two consecutive months. The Commisson will determine the dighbility of ESCOs,
meter service providers and meter data services providers to perform metering and meter data
sarvices.  All providers of such services will be required to conform to gpplicable Commission
regulations, nationd and state codes and certain locd utility operationd practices, such as locking
of meters and safety practices.

The state's sx dectric utiliies will track dl meters on thar sysems and report to the
Commisson gaff on the types and performance of meters in service, at least during the transition
to competitive markets. Commisson daff will periodicaly verify the performance of dl metering
and meter data service providers, with assstance from the utilities.

The dectric utiliies will also continue to provide metering services upon request to
customers of ESCOs who wish the utility to do so. Utilities will continue to be the only entities
alowed to remove meters for the purpose of disconnecting eectric service.

In compliance with the Commisson's earlier orders, each dectric utility filed unbundled
metering tariffs on November 1, 1999, that identifies utility metering costs as a component of
exiging rates (unbundling refers to the process of separating out or itemizing charges on a utility
bill). In an "Order Suspending Proposed Amendments' issued November 19, 1999, the Commission
suspended the effective date of these tariffs, pending further review.

L oad Profiling Requirements
The NY PSC has not adopted final rules on thisissue.

CUSTOMER PROTECTION

Currently, New York residentid consumers are protected pursuant to the Home Energy Fair
Practices Act, or HEFPA. HEFPA provides strong protections requiring prompt connection, limits
on depodits, notice requirements for termination and continuation of service during the notice
period, and assstance for payment of overdue hills for qualifying customers to avoid cutoffs. The
Commisson decided that the protections of HEFPA would continue to gpply to those customers who
receive thair eectricity from the provider of last resort (PLR). However, the HEFPA requirements
would not apply to ESCOs. Instead, the Commission articulated a set of protections that will be
required of non-PLR ESCOQOs, to be implemented as a part of the ESCO oversight process.

Samming and cramming

To request a switch, ESCOs/Marketers must natify the utility of the switch using the process

outined under "Switching Requirements’.  Upon receipt of the switch request from an
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ESCO/Marketer, the utility must, a least five cdendar days prior to the switch date, send a
verification letter to the affected customer and natify the incumbent ESCO/Marketer, if any, that is
saving the customer at that time. After dectronic data information becomes avalable, utilities will
notify the incumbent ESCO/Marketer about customer enrollment information eectronicaly. The
verification letter must advise the customer of the switch request and ask that he/she contact the
designated utility within five cdendar days if the switch request information is incorrect. The
generd content of the letter mugt be filed with Department of Public Service for review before it is
used for this purpose. If the customer notifies the utility that the request is not valid, the switch will
not be made or will be reversed. If the current ESCO/Marketer notifies the utility that the request
is not valid, the utility will contact the customer for verification and then follow the procedure noted
herein for notices that come directly from customers.  All unauthorized switches must be reported
by the utility to the Department of Public Service.

Privacy and Advertisng
There are no redrictions imposed on ESCOs on how they advertise or recruit customers.
The ESCOs are certificated by the NY PSC, but are not directly regulated.

Customer Complaints/Redress

Commission complaint handling process is available to customers who participate in retall
access. As written in the find Order, "...to ensure that customers are ale to obtan basc
information regarding billing problems related to meter and usage mesasurement, we will require that
the didribution tariffs require the transmisson and digtribution company, which controls the meter,
to promptly investigete customer complaints regarding excessve consumption and to allow ESCOs
to pursue hilling disputes with the Commisson. This requirement will make the transmisson and
digribution company's specid expertise in metering matters available to cusomers. Findly,
regarding customer complaints, while we expect ESCOs to be responsive to customers and to use
innovative means for resolving disputes, we will make our complaint handling process available to
gngleretailer ESCO customers.”

Provider of Last Resort
Options for PLR Services remain under condderation. Until such time as the Commission
makes aruling, the IOUs remain the PLR.

Product Disclosure

Every load-serving entity is required to disclose the average fud mix and average emissons
rate. Even for products where specific clams are not made, suppliers must disclose the required
information. However, a retal supplier that does not make any clams that identify its dectricity
sources as different than net system power may disclose net system power. Suppliers can
disaggregate generation sources and provide disclosure by product. Labels must report on nine
general fud categories. biomass, cod, gas, hydro, nuclear, oil, solar, solid waste, and wind.
Geothermal and fud cdls may be added in the future. The label must dso include data on CO2,
NOx, and SO2. Emissons data must be presented relative to the State average. Suppliers are only
required to disclose information on fud mix and emissons. Disclosure information must be given
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to dl prospective customers and mugt be induded with bills at a frequency determined by the PSC
which will be at least quarterly. The PSC can sanction a utility or revoke an ESCO's digibility for
tariffed digtribution service for violation of the environmental disclosure requirements.

Universal Service
Each utility negotiated programs and rate reductions targeted to low income customers. The
amount and programs vary by utility.

Ruleson Energy Service Companies

There are no date "licenang" requirements but ESCOs must meet certain "digibility”
requirements to participate as competitive suppliers in the state. One of the digibility criteria is that
companies demondirate they are certified businesses registered with the NY Department of State.
ESCOs mug dso abide by the service and credit requirements established by the utilities in whose
sarvice territories they are competing. ESCOs and marketers aso face more dringent state business
rules than aggregators or self-generators do. ESCOs must establish an agreement with the loca
utility company on the specific terms and conditions on how they will operate in the utility's service
territory. No security is required in dtuaions where, and to the extent, a utility bills customers on
behdf of an ESCO/Marketer and has the right to retain funds collected by the billing to off-set utility
charges (e.g., imbaance charges). A utility may require security for its ddivery charges in Stuations
where an ESCO/Marketer acts as a Billing Agent for the customer. ESPs do have to post security
if they are unable to meet certain creditworthiness standards.

Disconnection Procedures
ESCO’'s mug give at least 15 days notice for disconnection and provide other information
to the customer.

PUBLIC PURPOSE PROGRAMS

A dgnificant issue in the restructuring proceedings was the maintenance of environmenta
protection and other public policy gods. In Opinion 96-12, the New York Public Service
Commission (NY PSC) directed that a non-bypassable system benefits charge (SBC) be established
to support investments in energy efficiency, research, development and demongtration, low income
programs and environmenta monitoring that might not be fully supported in a competitive market.
Statewide, about $233 million in SBC funds will be collected through wires charges over the three
year period. The NYPSC designated the New York State Energy Research and Development
Authority (NY SERDA) to be the statewide adminigtrator for the SBC program.

RENEWABLE ENERGY
New Y ork does not have arenewable portfolio standard.

By Opinion No. 98-3, "Opinion and Order Concerning System Benefits Charge Issues'
(issued January 30, 1998), the Commission designated the NY SERDA as the administrator of the
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system benefits charge that will fund research and development programs. The July 2, 1998 Order
Approving SBC Plan adjusted previoudy proposed SBC funding levels, but deferred decision on
the dispogtion of any unexpended NYSERDA funding until the Commisson condders extenson
of the program beyond its initid threeyear term. Over the three years, $27.6 million will be
alocated to NY SERDA planned public benefit research and development projects focusing largely
on renewables and environmenta protections.

Energy Efficiency

By Opinion No. 98-3, the Commission designated the NY SERDA, as the administrator of
the system bendfits charge that will fund the New York Energy Smart programs for a three-year
period which began duly 1, 1998. Over the three years Energy Efficiency programs totaing $130
million will be conducted by NYSERDA. An additiona $31 million has been alocated to the IOUs
to complete ther exiding programs. Each 10U will continue to administer and complete their energy
efficiency programs by the end of the trangition period in 2001.

L ow Income Assistance

Each digribution utility designs programs and services directed toward the low income
customers.  These programs include combinations of discounted rates, LIHEAP and other assistance
for paying bills, targeted conservation programs, and energy audits.

RELIABILITY

New York restructured its dectric industry without specific statutory authority. Thus, there
is N0 new legidaive mandates with respect to rdigbility. The ISO assumed the responsibility for
operating the bulk transmisson system in a reigble manner. As part of this function, it will
coordinate trangmisson and generator mantenance, and the levels a which generators operate.
Regardless of which dectricity supplier a customer chooses, the IOUs will continue to be
responsible for mantaining and expanding the transmisson and didribution system, and for
restoring service in the event of an outage.

The NY PUC does not produce long term load and energy forecasts, nor do they develop a
state energy plan. These functions are performed by the New York State Energy Research and
Development Authority.

Artide X of the Public Service Law sets forth a unified and expedited review process in New
York State for consideration of any application to construct and operate an electric generating
fedility with a capacity of 80 megawatts or more. Any applicant is required to meet Article X
requirements in order to obtain a "Certificate of Environmenta Competibility and Public Need"
before congructing such a fadlity. The Sting Board, ater reviewing the recommended decision of
the presiding examiner, any report of the associate examiner, and briefs thereon from the parties in
a case, will decide if a certificate should be granted. The find decison on certification from the
Sting Board is generdly required within 12 months from the date that an application is judged to
be in compliance with Article X. However, there is a possibility of a six-month extension.
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The NYISO is a not-for-profit organization formed in 1998 as part of the restructuring of
New York State's dectric power industry. Its mission is to ensure the reliable, safe and efficient
operation of the State's mgor trangmisson system and to administer an open, competitive and
nondiscriminatory wholesale market for eectricity in New York State. The I1SO does not do
expanson of transmisson or generation facilities. The 1SO does perform reliability and cost studies
for system expansions, including requests from the New York PUC. It aso performs studies on the
impact of member expansons and Siting or new generaion facilities.

COMMISSION'SROLE

New York is unique in that the state legidature did not establish statutory requirements for
trangtioning to retall access.  Settlement agreements were negotiated between individud utilities
and the New York Public Service Commisson. Therefore, there was no change in the legiddively
directed respongilities of the Commission.

However, with the advent of dectric choice, the Commisson will continue to perform the
following activities

1 Oversee the trangtion to competition and continue to regulate services provided by utilities;

2. Make sure ESCOs meet the PSC's requirements for serving New Y ork's consumers, such as
clear switching and complaint handling procedures, and

3. Carry out a statewide outreach and education program to help consumers make informed
choices.
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RESTRUCTURING AUTHORITY

Law

In the summer of 1999, the Ohio Legidature passed and the Governor sgned Senate Bill 3
deregulaing Ohio's dectric generation indudry. Tranamisson and digtribution service remains
regulated.

Applicability
The hill is applicable only to investor owned and cooperative utilities.

Plan submittal by utility
The Ohio Commisson mugt approve trangition plans for each incumbent utility by October,

2000.
MARKET STRUCTURE

Affected customers
Effective January 1, 2001, dl customers will have the opportunity to choose their eectric

supplier.

Phase-in

Upon the effective date, eectric generation, aggregation service, power marketing and power
brokering are declared compsiitive retal services. At a later date, ancillary services such as
metering, billing and collection may be declared competitive.

MARKET POWER
Divestiture of assets

The hill requires corporate separation between compditive and non-competitive retall
electric operations.

Functional unbundling
Functiond unbundling is required.

Transmission oper ating company
An independent system operator is required for transmission facilities.

Rate Reductions

Until December 31, 2005, the incumbent’s rates are frozen at their level as of the effective
date of the act. Ultilities that collect a trangtion charge must reduce the generation portion of
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resdentid customers hbills by 5%. Unbundiing of generation, transmisson and didribution is
required with the total not exceeding the above rate freeze. Competition will be jump started by the
use of shopping credits which have yet to be determined.

STRANDED COSTS

During its market development period, a utility can recover PUC approved trangtion
revenues through its standard offer rate and through a per kilowatt-hour transtion charge paid by
each customer that chooses an dternate supplier. Trandgtion costs include net costs related to
generation services unrecoverable in a compstitive environment, employee assistance costs and
regulatory assets. The market development period will end December 31, 2005, unless competition
isfound by the PUC at an earlier date in aparticular utility’s area.

CUSTOMER SERVICE ISSUES

Consumer choice legidation was approved in July 1999, to be implemented in January 2001.
The utilities have filed trandtion plans for commisson gpprovad which are pending. Many details
reman to be resolved through approval of the trangtion plans. The Commisson is ill formulaing
rules and palicy.

Standard Service Provisions and Policies
The Commission will establish, through rules, dectric service standards (quality, safety and

rdiability) for competitors as wedl as codes of conduct for affiliate transactions. The Commisson
will monitor mergers and energy supplier activities.

L oad Aggregation Policies
Communities, schools and others can pool together to achieve the benefit of buying power

asalarger volume group.

Customer Education Campaigns
The Commission has ordered each utility to develop both a statewide and service territory
specific consumer education plan as part of its trangtion plan.

Competitive Metering and Billing
The Commisson is authorized to declare meering, hilling and collection services
competitive at alater date.

L oad profiling requirements
Customer authorization is needed for the incumbent to release customer specific load data.

Customer Protection
The Commission will adopt eectric supplier codes of conduct and minimum electric service
standards, which mugt indude provisons regarding: contract disclosures;, service termination;
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minmum content of customer hills disconnection and termination, including requirements with
respect to master-metered buildings, minimum service qudity, safety and reliability; disclosure of
generation resource mix; and environmental characteristics of power supplies.

Samming and cramming
Samming is prohibited.

Provider of Last Resort
Through its standard service offer, the incumbent remains the provider of last resort.

Product Disclosure
Energy providers are required to disclose the generation source of the dectricity they dl.

Rules on ener gy service companies
Codes of conduct and minmum service standards will be implemerted for both competitive
and non-comptitive services.

PUBLIC PURPOSE PROGRAMS

Energy Efficiency Revolving L oan Program

The redtructuring legidation, Senate Bill 3 (SB 3) creates the Energy Efficiency Revolving
Loan Program to be adminigtered by the Director of Development. Eligible projects would include
resdentid and andl commercid energy efficiency and renewable energy projects. The program
is funded through a temporary rider on retall distribution service rates and must be uniform
datewide. The leve of the rider will be determined by dividing the revenue target by the number
of customers of the electric digtribution utilities. The amount collected cannot exceed $15 million
in any year until 2005, or $5 million in any year theregfter. The fund will terminate ten years after
the starting date of competition or until the fund reaches $100 million, whichever comesfirgt.

Energy Efficiency

SB 3 requires the Director of Devdopment to edablish an energy effidency and
wesetherization program targeted to high cost, high volume use structures occupied by customers
eligible for the Percentage of Income Payment Plan (PIPP) assistance.

Conservation Programs

Utilities with conservation programs embedded in their rates may spend the funds as they
have done, remit the funds to the Universd Service Fund, or return the funds to ratepayers through
arate reduction.

L ow Income Assistance

SB 3 edtablishes in the State Treasury a Universal Service Fund to be used to provide
funding for low income customer assistance programs. The plan consolidates dl existing programs
to be adminigtered by the Ohio Department of Development (ODOD) . This provides for one stop
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shopping for services. A universal service rider is applied to dectric distribution service rates. The
PIPP, which currently amounts to $103 million per year, was formerly collected through a surcharge
on customers hills. A unique feature is that SB 3 forgives arrearage for elderly or disabled customers
presently on the PIPP plan. Additiondly, the ODOD is authorized to aggregate PIPP customers to
seek competitive generation suppliers. Any savings from such aggregation would be reinvested in
the targeted weatherization program.

RELIABILITY

Senate Bill 3 dates that service quality, safety, and reiability requirements for eectric
generation service shdl be determined primanily through market expectations and contractua
relationships. The Commission will certificate new suppliers based upon finandd, managerid and
technica ability.

Ohio is looking to the 1SO to hdp improve rdiddlity in conjunction with the date. The
PUCO ghdl adopt minimum service qudity, safety, and reliability requirements for noncompetitive
retal dectric sarvice by dectric utilites The rules shdl include: prescriptive standards for
ingoection, maintenance, repair, and replacement of each subgtantid type of transmisson and
digribution equipment or fadlity; standards for operation, religdility, and safety during periods of
emergency and disagter; and standards for nondiscriminatory metering.

For the protection of Ohio consumers, the public utilities commission shdl adopt rules that
goecify minmum service qudity, safety, and rdiability requirements for non-competitive retall
eectric services supplied by an dectric utility in this state, to the extent such authority is not
preempted by federal law. The rules shdl include prescriptive standards for ingpection, maintenance,
repair, and replacement of the transmisson and digtribution systems of eectric utilities. Further,
each utility shdl establish uniform interconnection standards to ensure transmisson and digtribution
system safety and rdiability and shal otherwise provide for high qudity, safe, and religble dectric
sarvice.  Utilities shdl dso include standards for operation, reliability, and safety during periods of
emergency and disaster and shdl indude voltage standards for eficient operation of single-phase
motors. The rules regarding interconnection shall seek to prevent barriers to new technology and
shdl not make compliance unduly burdensome or expensive.

When questions arise about specific equipment to meet interconnection standards, the
commisson shdl initiate proceedings open to the public to solicit comments from dl interested
parties. Additiondly, rules under this divison shdl indude nondiscriminatory metering standards.

The commisson shdl require each eectric utility to report annualy to the commission on
and after the darting date of competitive retail eectric service, regarding its compliance with the
required rules. The commisson shdl make the filed reports available to the public periodicaly as
determined by commisson rule. The commisson shal review a utility's report to determine the
utility's compliance and may act to enforce compliance.
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COMMISSION'SROLE

The Ohio restructuring act requires that the Public Utilities Commission of Ohio (PUCO)
ensure that competitive retall eectric service isimplemented.

Rule Development

The PUCO was given generd rule making authority to carry out the provisons of the act.
The PUCO will adopt rules requiring PUCO certification of suppliers and prescription of minimum
sarvice requirements for competitive and non-competitive services.  Additiondly, the PUCO wiill
adopt rules that specify minmum sarvice qudity, safety, and rdiability reguirements for non-
competitive retall dectric services supplied by an dectric utility in Ohio, The rules must include
prescriptive standards for ingpection, maintenance, repair, and replacement of the tranamisson and
digribution sysems of dectric utiliies must goply to each subgantial type of transmisson or
digribution equipment or facility; must establish uniform interconnection standards to ensure
transmisson and didribution sysem safety and reiability and otherwise provide for high qudlity,
safe, and reliable dectric service; and must include standards for operation, rdiability, and safety
during periods of emergency and disaster and voltage standards for efficient operation of
single-phase motors.

Enforcement Activities
The PUCO has the authority to resolve abuses of market power by any dectric utility that
interferes with effective competition in the provison of retail eectric service.

Customer Protection

The PUCO will adopt consumer protection rules that prohibit unfair or deceptive marketing
and sdes practices. The rules will cover contract disclosure, switching service providers, minimum
bill content and procedures for disconnection and service disconnection. The PUCO also will
resolve any disputes between providers and consumers. It will have the statutory authority to fine
providers for violation of Commisson rules and policies, and can order reditution for any party
injured because of violations.

Rate Regulation
The PUCO will continue regulation of transmisson and digtribution services and establish
a universa sarvicerider on retal dectric distribution service rates.

FOLLOW-UP

The Public Utility Commisson of Ohio (PUCO), on an ongoing basis, must monitor and

evaluae the provison of retail dectric service for the purpose of discerning any non-competitive
retall dectric service that should be avalable on a competitive bass. Additionaly, the PUCO must
determine the existence of any competitive retall dectric service that is no longer subject to effective
competition on or after that date. Based on this evauation, the PUCO periodicaly must report its
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findings and any recommendations for legidation to the standing committees of both houses of the
Genera Assembly that have primary jurisdiction regarding public utility legidation. Until 2008, the
PUCO and Ohio Consumers Counsdl (OCC) mug dso provide biemia reports to those standing
committees, regarding the effectiveness of competition in the supply of competitive retail eectric
servicesin Ohio.

In determining whether there is effective competition in the provison of a retall eectric
sarvice or reasonably avalable dternatives for that service, the PUCO must consider factors
including, but nat limited to, dl of the following:

@ The number and size of dternative providers of that service
(2  The extent to which the service is available from dternative suppliers in the relevant market;

3 The dbility of dternaive suppliers to make functiondly equivdent or subgtitute services
readily available at competitive prices, terms, and conditions,

4 Other indicators of market power, which may indude market share, growth in market share,
ease of entry, and the dfiliation of suppliers of services. "Market power” is defined for
purposes of the act as the ability to impose on customers a sustained price for a product or
service above the price that would prevail in a competitive market

The ganding committees of the Generd Assembly that have primary jurisdiction over public utility
legidation are required to meet at least biennidly, urtil the end of dl market development periods
as determined by the PUCO, to consider the effect on Ohio of eectric restructuring and to receive
reports from the PUCO, OCC, and the Director of Devel opment.
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RESTRUCTURING AUTHORITY

Law

An Electric Utility Task Force was created in 1995 by the Oklahoma legidature. The Task
Force was made up of 14 members from the Oklahoma legidature. The Electric Restructuring Act
of 1997 (SB 500) directed the Task Force to study topics impacting dectric restructuring in
Oklahoma and to provide a framework for restructuring the electric industry that would expedite the
trangtion to ful consumer choice. The Act mandated five studies: (1) Independent System
Operator (1SO) Issues; (2) Technical Issues, (3) Financia Issues; (4) Consumer Issues; and, (5) Tax
| ssues.

The Oklahoma Legidaure amended the Electric Restructuring Act of 1997 in 1998 (Session
Laws, Chapter 391). The Act requires the Oklahoma Corporation Commission (OCC) to assist the
Task Force but prohibits the OCC from promulgating any rules or issuing any orders relating to
electric restructuring without prior authorization from the legidature.

After holding hearings in 1995 and 1996, the Joint Electric Utility Task Force issued its fina
report on October 1, 1999. The legidature must now review the findings of the Task Force.

Bills deding with implementing the eectric restructuring act were drafted, but not passed
during the 2000 legidative sesson.

MARKET STRUCTURE

Affected Customers
Retall customers

Customer classes
Electric billsfor adl dasses shdl be unbundled.

Dates
On or before July 1, 2002, Oklahoma will implement retail customer choice for eectricity.

Phase-in
No

MARKET POWER

Divestitur e of Assets
Generation services may be subject to minimd regulation and shdl be functiondly separated
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from transmisson and didtribution services, which shal remain regulated. Rates will be unbundled
when consumer choice is introduced, by July 1, 2002, to provide clear price information on the
components of generation, tranamisson and didribution, as wel as ancillary charges. Charges for
public benefit programs shdl dso appear in line item format. Electric bills for adl classes shdl be
unbundled.

Transmisson Operating Company
Not mandated in pending legidation.

Rate Reductions

It is unknown at this time whether there will be mandatory rate reductions, though the Act
gpecifies that “rate leves for al customer classes shdl not rise above current levels throughout the
trangtion period’. The trangtion period has yet to be defined, but will be a sat period of time.
Pending legidation includes a provison for incumbent providers to freeze their retall rates at pre-
restructuring levelsfor five years

Other

At least one consumer group, the Oklahoma Industrial Energy Consumers, does not support
Senate Bill 220 or House Bill 2541, a group spokesperson stated “Both hills call for exclusve utility
service territories and both fail to keep affiliate operations separated.”

STRANDED COSTS

The October 1999 Task Force Report concluded that Oklahoma's exposure to high levels
of stranded costs is rdaivey low, though some providers could incur some level of stranded costs
when redtructuring is implemented. Most hearing participants agreed that any costs considered to
be stranded would be subject to a verification and mitigation process prior to any consderation of
arecovery mechanism being put in place.

Though Oklahoma's exposure to stranded costs may be limited, it will certainly incur
trangtion costs. As of October 1999, no consensus had been reached on the development of a
gpedific lig of items that should be considered transition costs. However, the Task Force did
recommend that there should be a ngle mechaniam for the recovery of stranded cost (which should
indude trangtion costs). The Task Force also recommended that utilities that do not seek recovery
of stranded costs will not be subject to stranded margin crediting.

CUSTOMER SERVICE ISSUES

The Oklahoma Corporation Commission Staff presented ther podtions on May 13, 1999,
however, no formd action was taken by the Commisson. Following are saff postions:

Code of Conduct
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A code of conduct and licenang requirement should be developed for any retail eectric
energy supplier or aggregate conducting business in Oklahoma.

Samming and Cramming

Staff recommended that a consumer hill of rights should be developed and adopted by state
datute prior to implementation of retall access to discourage marketing abuses such as damming
and cramming.

Service Rdiability Standards

The Commission should be granted the authority to adopt and enforce the necessary
safeguards to ensure reliability and enforce distribution level power balancing standards and service
qudlity.

Small Use Customers

These customers should receive additiona rate protections. A regulated, cost-of-service
based rate should continue to be made avalable to smdl consumers. Utilities should be required
to retain sufficient low-cost generation assets to serve their smal use consumer loads.

PUBLIC PURPOSE PROGRAMS

The Oklahoma Senate passed HB 2541 without amendment on April 18, 2000. The bill will
now go to conference to be reconciled with Senate Bill 220 (substitute version passed by the House
on April 17, 2000). The Oklahoma Corporation Commission has expressed some concerns with the
hill in a report to the state legidature dated April 26, 2000. One concern expressed was that the hill
provided only for public benefits programs currently funded.

Environmental Programs (renewable programsor portfolio sandards)

The proposed legidation directs the Oklahoma Corporation Commisson to promulgate rules
which encourage invesment in renewable energy technologies. Generators, retail energy suppliers
and aggregators will be encouraged, but not required, to use energy acquired from renewable sources
after restructuring takes place (proposed for July 1, 2002). The proposed legidation would require
information about renewable energy technology dternatives and distributed generation aternatives
to be made available to consumers.

L ow Income Assistance

The proposed legidation would require information about low income assistance programs
be made available to consumers.

RELIABILITY

The Oklahoma legidation created an Electric Utility Task Force to study topics impacting
the restructuring of the dectric market in the state. The Task Force has reported to the legidature
and both the House and Senate currently have bills pending.
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The commission daff has recommended that the Commisson be granted the authority to
adopt and enforce necessary safeguards to ensure rdiability and enforce distribution level power
bdancing standards and sarvice qudity. The commisson staff has recommended that a licensng
requirement be devel oped.

There is no 1S0O in the State, as of yet. The Task Force is studying development of a state
or region wide voluntary independent power exchange. In the interim, either a regiona network
tariff will be avalable under the Southwest Power Pool or its successor organization or service from
a retal energy supplier to a consumer can be obtained from the current matrix of bilatera open
access through aretail dectric service distributor.

ROLE OF PUC

Rule Development

An Electric Utility Task Force was created in 1995 by the Oklahoma legidature. The
Electric Restructuring Act of 1997 (SB 500) directed the Task Force to study topics impacting
eectric restructuring in Oklahoma and to provide a framework for restructuring the eectric industry
that would expedite the trangition to full consumer choice. The Act mandated five Sudies:

(2) Independent System Operator (1SO) Issues
(2) Technical 1ssues

(3) Financid Issues

(4) Consumer Issues

(5) Tax Issues

The Oklahoma Legidature amended the Electric Restructuring Act of 1997 in 1998. The
Act requires the Oklahoma Corporation Commisson (OCC) to asss the task force, but prohibits
the OCC from promulgeting any rules or issuing any orders relating to eectric restructuring without
prior authorizetion from the legidature. After holding hearings in 1995 and 1996, the Joint Electric
Utility Task Force issued its final report on October 1, 1999. The legidature must now review the
findings of the Task Force.

Enforcement Activities
This topic was not specificaly addressed in legidation.

CUSTOMER PROTECTION

The 1997 legidation stated that consumers should be alowed to choose among retail eectric
energy suppliers to hdp ensure fully competitive and innovative markets. A process should be
established whereby dl retal consumers are permitted to choose ther retall dectric energy suppliers
by duly 1, 2002. The OCC should ensure that consumer confusion will be minimized and consumers
will be well informed about changes resulting from restructuring and increased choice.

130



The legidation seeks to ensure minimum residentia consumer service safeguards and
protections induding programs and mechanisms that enable residentid consumers with limited
incomes to obtain affordable essential eectric service, and the establishment of a default provider
or providers for any didribution customer who has not chosen an dternative retall dectric energy
supplier.

Establishment of a distribution access fee.

The task force shdl consider the establishment of a distribution access fee to be assessed to
dl consumers in the State of Oklahoma connected to dectric distribution systems regulated by the
Corporation Commission. This fee shdl be charged to cover socid costs, capitd costs, operating
costs, and other appropriate costs associated with the operation of eectric digtribution systems and
the provison of eectric service to the retail consumer.

FOLLOW-UP

The Electric Redructuring Act created a Joint Electric Utility Task Force to direct and
oversee sudies by the Oklahoma Corporation Commission and the Tax Commission. The task force
is authorized to retain consultants and experts to study the creation of an 1SO and the benefits of
edablishing a Power Exchange, which would operate as a power pool. The Task force will remain
in effect until termination, which shdl be no later than January 1, 2003. The Commission has
already made three reports to the Task Force on independent system operator issues, technica
issues, finanda issues, and consumer issues and is scheduled to make its find report no later than
Augugt 31, 2000. The Task force may then make find recommendations to the governor and the
legidature.
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OREGON

RESTRUCTURING AUTHORITY

Law

In the 70th Oregon Legidative Assembly 1999 Regular Sesson, Senate Bill 1149 was
introduced. The Bill was sponsored by the Committee on Public Affairs. The Bill directs the PSC
to study eectric restructuring and report back to the 71th Oregon Legidative Assembly in 2000.

Applicability
Retall sdes within the date are supplied ether by investor-owned utilities (IOUs) or
member-owned rural electric cooperatives (RECS).

MARKET STRUCTURE

Affected customers
All retaill dectricity consumers of an dectric company, other than residentia dectricity
consumers, shal be allowed direct access not later than October 1, 2001.

Phase-in
July 9, 1999 through October 1, 2001

Customer choice
Residentid dectricity consumers shdl be alowed to purchase dectricity from among a
portfolio of rate options as described in the Act, not later than October 1, 2001.

MARKET POWER

Divestiture of Assets

Investor owned utilities mugt functiondly separate the utility's eectricity supply,
trangmisson, digtribution and energy services operations.  The utility must make its transmisson
and didribution fadlities avalable for dl dectricity suppliers and customers on a nondiscriminatory
and comparable basis. The utility must adopt and comply with a code of conduct consistent with
the Federd Energy Regulatory Commission's code of conduct.

Functional Unbundling

The utility must make its transmisson and distribution facilities available for al dectricity
suppliers and customers on a nondiscriminatory and comparable basis.
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STRANDED COSTS

Calculation and Recovery

The Public Utility Commisson was directed to adopt such rules to implement the 1999
Electric Utility Restructuring Act. Rules adopted by the commission must address market vauation
methodologies for determining the amount and recovery of the costs of uneconomic utility
investment and the amount of and credit for economic utility investment.

A consumer-owned Uutility has the sole authority to determine the manner of collecting
stranded digtribution charges, sysems benefit charges, franchise fees, taxes and payments made in
lieu of taxes from retall eectricity consumers located within the utility's service territory for eectric
power transactions udng transmisson fadlities, whether or not such transactions use distribution
fadilities. The governing body may assgn charges on the basis of usage, demand or any combination
or method it finds gppropriate. Charges need not be assigned to specific facilities.

CUSTOMER SERVICE ISSUES

Customer Protection

The commission shdl establish, by rule, a code of conduct for eectric companies and their
affiliatesto protect against market abuses and anticompetitive practices. The code shdl, at a
minimum:

@ Require an dectric company and any affiliate that shares the same name and logo to disclose
to dl consumers the rdaionship between the company and dfiliae and to clarify that the
dfiliae is not the same as the dectric company and that in order to receive service from the
company a consumer does not have to purchase the services of the affiliate;

(b) Prohibit preferentid access by an dectric company dffiliate to confidentid consumer
information;

(© Prohibit cross-subsidization between competitive operations and regulated operations,
including the use of eectric company personnd and other resources,

(d)  Prohibit joint marketing activities and exclusive referral arrangements between an electric
company and its effiliates;

(e Provide the commission with al necessary access to books and records,

@ Require eectric companies to make regular compliance filings, and

()} Require fair trestment of al competitors by adigtribution utility.

An €eectric company shal permit retail eectricity consumers that are digible for direct
access to voluntarily aggregate their ectricity loads.

PUBLIC PURPOSE PROGRAMS
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Renewable Resour ces/Conservation and Ener gy Efficiency

Beginning on the date an eectric company offers direct access to its retail eectricity
consumers, except resdentid eectricity consumers, the dectric company shdl collect a public
purpose charge from dl of the retail eectricity consumers located within its service area for a period
of 10 years. The public purpose charge shall be equa to three percent of the total revenues collected
by the dectric company or eectricity service supplier from its retall eectricity consumers for
electricity services, didribution, ancillary services, metering and hilling, trangtion charges and other
types of costsincluded in eectric rates on the effective date of this 1999 Act.

Low Income Assistance

In addition to the public purpose charge, beginning on the date direct access is offered, an
eectric company shdl collect funds for low-income dectric hill payment assistance in the amount
of $10 million dollars. The commission shdl determine each éectric company's proportionate share
of the tota amount. The commisson shdl determine the amount to be collected from a retal
electricity consumer, except that a retall eectricity consumer shall not be required to pay more than
$500 per month per site for low-income eectric bill payment assistance.

RELIABILITY

Every dectric utlity must maintain the integrity of its transmisson facilities and distribution
system and provide safe, reliable service to dl retail dectricity consumers. Nothing in the 1999 Act
may reduce or diminish the Statutory or contractua obligations of dectric utilities to maintain the
safety and rdidbility of their transmisson fadlities and digtribution system and other infrastructure
and equipment used to ddiver dectricity.

The commisson for dectric companies, or the governing body for other dectric utilities,
must adopt rules, ordinances, policies and service qudity standards designed to maintain a reliable,
safe and efidet didribution sysem. The commisson will regulate eectricd safety regarding
generation, transmisson, subgation and digtribution facilities for dectric utilities and other eectrica
system owners and operators.

To the extent permissble under federd law, the Public Utility Commission is required to
ensure that an dectric company, that offers direct access, provides dectricity service suppliers and
retall eectricity consumers access to its transmisson facilities and distribution system comparable
to tha provided for its own use and provides dectricity service suppliers and retall eectricity
consumers timdy access to information about its transmisson facilities and didribution system,
metering and loads comparable to that provided to its own nondistribution divisons, affiliates and
related parties. An dectricity supplier must file an application with and obtain a license from the
commission before offering dectricity for sdeto retall customersin the State.

ROLE OF PUC
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Rule Development
The Public Utility Commisson (PUC) mugt establish, by rule, a code of conduct for eectric

companies and their affiliates to protect againgt market abuses and anticompetitive practices.

Enforcement Activities

The duties, functions and powers of the PUC will include developing policies to eliminate
barriers to the development of a competitive retaill market structure. The policies should be designed
to mitigate the vertica and horizonta market power of incumbent dectric companies, to prohibit
preferentia treatment, or the appearance of such treatment, of generation or market dfiliates and
to determine the dectricity services likely to be competitive.

The commisson may provide incentives for divedtiture to unaffiliated persons of the
generation assets of an dectric company, or the structurd separation of such assets. The commission
ghdl ensure that divedtiture does not deprive consumers of the benefit of the utility's or the region's
low-cost resources, independent of the power supplier.

Customer Service
The Commisson shdl develop a consumer education program designed to provide the
following information to retail customers during the period of trangition to retail competition.

Rate Regulation
Not later than October 1, 2001, each dectric company must provide each residential

electricity consumer that is connected to its distribution system a portfolio of rate options.
FOLLOW-UP

The Public Utility Commisson and the Office of Energy jointly mugt select an independent
nongovernmenta entity to prepare a biennid report to the Legidative Assembly describing program
spending and results for public purpose requirements. The first report is due on January 1, 2003.

The Commisson and the Office of Energy jointly shdl sdect an independent nongovernmenta

entity to prepare a report to the Legidaive Assembly describing proposed modifications to public
purpose requirements. This report is due on January 1, 2007.

The Commisson and the Office of Energy jointly must sdect an independent
nongovernmental entity to prepare a report to the Legidative Assembly recommending whether the
public purpose funding requirements should be renewed. The report is due on January 1, 2011. The
Housng and Community Services Department will prepare a biennid report to the Legidative
As=mbly describing program spending and needs for low-income bill assstance, that is due on
January 1, 2003.

PENNSYLVANIA
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RESTRUCTURING AUTHORITY

Law
Act 138 of 1996 st forth the restructuring of Pennsylvania. In this legidation, the PUC was
given the authority to st the filing for the individud distribution companies restructuring plans.

MARKET STRUCTURE

Dates and Phase-in

Customers may choose asupplier on the following dates:
On 1/1/99, a maximum of 33% of GPU’s and UGI’s peak load of each customer class will be
avalable for retal choice to dl customers, and al of PP&L’s residentia customers will have retall
choice. On 1/1/00, a maximum of 66% of the peak load of each customer class will have choice.
On 1/1/01, dI digtribution companies will have avaladle the opportunity for direct access to their
customers.

MARKET POWER

Divestitur e of Assets
Redructuring statutes state the Commission may permit, but shal not require, an eectric
utility to divest itsdlf of facilities or to reorganize its corporate structure (66 Pa. C.S.A. 88 2804).

Unbundling Plans

The divedtiture or structura unbundling plans of Pennsylvanias mgor utilities
1) Allegheny - mug sl a portion of the output on wholesde market through 2002 (2,500 MW). The
utility is authorized to transfer West Penn's generating assets to a non-regulated corporate entity at
book vaue.
2) Duquesne - The utility plansto divest voluntarily.
3) GPU - The utility plansto divest voluntarily.
4) PECO - The utility plans to separate its generating company from its EDC, but there will be no
divedtiture.
5) PP&L - The utility plans to separate its generating company from its EDC, but there will be no
divedtiture.
6) Penn Power - The utility plans to separate its generating company from its EDC, but there will
be no divedtiture.
7) UGI-Electric - The utility plansto divest voluntarily.

Functional unbundling

The Commisson requires the unbunding of eectric utility services, tariffs and customer
bills to separate the charges for generation, transmission and distribution. The Commisson may
require the unbundling of other services.
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Rate Reductions
The rate making reductions and time limits are specific to the settlement agreements for each

|OU:

1) Allegheny: 2.5% rate cut for 1999, 0% thereafter. Rate cap on transmisson and distribution until
2005 and generation untl 2008. According to settlement agreements, Allegheny’s marketing
dfiliate is not dlowed to market in Allegheny territory and West Penn Power Company is not
alowed to do the samein its service territory until 1/1/2004.

2) Duguesne: No rate cut. Transmisson and digtribution rate caps in effect until June, 2001 and
generaion until 2005.

3) GPU: - 2.5% rate cut for Metropolitan-Edison customers in 1999 only, 0% thereafter. 3.0% rate
cut for Pennsylvania Electric customers in 1999 only, 0% thereafter. Tranamisson & digtribution
rate caps until 12/31/04 and generation rate caps until 12/31/10.

4) PECO: - 8.0% rate cut in 1999, 6.0% in 2000, and 0% thereafter. Transmission and distribution
rate caps until 6/30/05. Generation rate caps until 2010.

5) PP&L: - 4.0% rate cut in 1999, 0% thereafter. Transmisson and didribution rate caps will exist
until 12/31/04 and the generation rate caps will exist until 12/31/09.

6) Penn Power: - A sdtlement is pending before the PUC. Under the settlement, as tentatively
approved by the PUC, the transmisson and digtribution rate cap would be extended to 12/31/01 and
the generation rate cap would be extended to 12/31/06. Absent approva of the settlement, that rate
cap would expire on 6/30/01 cons stent with the statute.

The distribution company’s total charges to its generation customers can not exceed the tota
PUC-approved charges exiding when the dectric restructuring act became effective. This rate cap
is in effect for a period of 54 months after the effective date of the eectric restructuring act or until
a digribution company is no longer recovering its transtion/stranded costs through a competitive
trangtion charge or intangible trandtion charge and al the digtribution company’s customers have
retail access, whichever is shorter.

STRANDED COST

Definition

The Electric Generation Customer Choice and Competition Act, HB 1509, was passed in
1996. In the Act trangtion or stranded cods were defined as "An dectric utility's known and
meesurable net eectric generation-related costs, determined on a net present value bass over the
life of the asset or liability as part of its restructuring plan, which traditionally would be recoverable
under a regulated environment but which may not be recoverable in a competitive eectric generation
market and which the commisson determines will remain following mitigetion by the dectric
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utlity."

Calculation and Recovery
Those costs that are eigible for recovery include:

1) Regulatory assets and other deferred charges typically recoverable under current regulatory
practice,

2) The unfunded portion of the utility's projected nuclear generating plant decommissoning
costs,

3) Costs and obligations under contracts with nonutility generating projects,

4) Prudently incurred costs related to cancelaion, buy out, buydown or renegotiation of
nonutility generating projects,

5) Net plant investments and costs dtributable to the utility's exiding generation plants and
fadilities

6) The utility's disposd of spent nuclear fud,

7) The utility's long-term purchase power commitments,

8) Retirement codts attributable to the utility's existing generating plants, and

9) Other trangtion costs, induding costs of employee severance, retraining, early retirement,
outplacement expenses for employees who are affected by changes that occur as a result of
the restructuring of the eectric industry.

Didribution customers must pay Competitive Trangtion Charges (CTCs) to the utility
digribution company. This charge should be alocated based on inter-classlintra-class costs and the
most recent rate base alocation method. The period for collecting a Competitive Trangition Charge
(CTC) can't exceed 9 years and must be determined by the PUC. During the trangition period,
dectric utilies must mitigate generation related trandtion or stranded costs to the extent
practicable. The PUC mugt review each utility's stranded cost recovery plan which may include
Securitization.

CUSTOMER SERVICE ISSUES

Shopping Credit Computation
All the investor owned utilities (IOUs) in Pennsylvania have established a different shopping

credit. The credit is subject to increase over time.

Cusgtomer Education Campaigns

Electric restructuring consumer education programs must include both a statewide campaign
and a locd dectric digtribution company education plan with oversight by an advisory Consumer
Education Board.

Competitive Metering and Billing M etering

As of 9/1/99, an Electric Generation Supplier (EGS) may perform al advanced metering
services for Allegheny's commerciad and indudtrid sector. The same is true for its resdential sector,
but the EGS is not adlowed to ingall, initidly test or maintain meters until 1/1/03. The PUC has
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yet to dlow metering competition in the service territories of other PA utilities.

Billing

The PUC ordered that a third-party provider (e.g., someone who provides hilling services
but does not provide energy supply) would be obligated to make other providers whole for
undisputed basic charges that were not paid by the customer.

Depending on its arangement with the PUC, some 10U’s are dlowed to act as a single
billing agent immediatdly.

Samming and Cramming

The Public Utility Code provides for pendties for damming which indude monetary
pendties of up to $1,000 per day, per violation, suspension of licenses and revocation of licenses.
The code permits the PUC to impose pendties of $1,000 per day, per customer from the day the
unauthorized switch occurred until the matter is corrected. The Commisson may aso order
suspension of licenses so as to prohibit marketing or acceptance of new customers for a period of
time. As the ultimate pendty, the PUC has the authority to revoke a license and prohibit any sde
of retall generation services in Pennsylvania. Customer damming is considered among the most
serious violaions of PUC rulesand regulations.

Deceptive Practices

Didribution companies may not engage in fase or mideading advertisng with respect to
their Provider of Last Resort (PLR) function. The PUC's licensng regulaions hold a licensed
supplier respongible for any fraudulent, deceptive or unlavful marketing or billing acts performed
by the licensee, its employees, agents or representatives.

Provider of Last Resort
For the mogt part, I0Us will be the Provider of Last Resort (PLR) uniil a date certain.  They
will then be phased out to competitive generation providers. Each date is different for each 10U.

PUBLIC PURPOSE PROGRAMS

L ow Income Assistance/Ener gy Conservation

Penngylvania's restructuring law daes tha "the Commonwedth mugt, & a minimum,
continue the protections, policies, and services that now assst customers who are low-income to
afford dectric service" It also states that "dectric distribution companies should continue to be the
provider of last resort in order to ensure the avalability of universd dectric sarvice in this
Commonwedth unless another provider of last resort is approved by the Commisson.” The costs
of universd service and energy conservation services will be recovered by non-bypassable,
competitively neutral digtribution service charges, according to the law. Electric cooperatives are
aso required to continue their universa service and energy conservation programs, using the same
funding mechanism.
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At least for now, the question of who will administer the programs has been settled. In July,
1997, the Pennsylvania Public Utility Commisson (PUC) issued a Find Order establishing
Guiddines for Universa Service and Energy Conservation Programs. The PUC order stated that
utilities themsalves should continue to administer their programs, relying on community-based
organizations. Currently, some utiliies use community action agencies and community-based
organizetions to adminigter their programs locdly. In response to requests for comments by the
PUC, there was no support expressed for statewide adminidration of the programs. However,
utilities regulators and advocacy groups have expressed different opinions about whether the
universa service benefits (affordable pay plans, rate discounts, arrearage forgiveness, etc.), as well
as LIHEAP (Low Income Home Energy Assistance Program) benefits, should be assigned to one
provider or divided between generation suppliers, some of whom are new players in the state's
deregulated market, and local ectric distribution companies.

The date office that adminigers LIHEAP, the Department of Public Welfare, has sad it
plans to send the LIHEAP payment to the dectric distribution company’s (EDC's) because it
believes this is the best way to protect low-income customers. Under Pennsylvanid's restructuring
satute, the EDC'’s are the suppliers of last resort, they remain regulated, and they must comply with
the state's drict winter termination rules. The department also decided it woud not split the
LIHEAP benefit between suppliers and distributors, nor will it split the benefit between dectric and
gas utiliies or other vendors. This is because a two or three way division of benefits would be
adminigratively burdensome and would likely result in a very smal grant to each entity. (Currently
Pennsylvania LIHEAP dlients have the choice of designating which vendor (gas, dectric or bulk
fud) isther primary heating vendor and the payment is sent to the vendor they designate).

The Order stated that the "universal service funding mechanism should be collected by the
EDC as a non-bypassable digtribution charge, paid by al customers. Universal service and LIHEAP
bendfit should be assigned to the EDC." However, the PUC said it will address the issue again as
it reviews individud restructuring plans. The Find Order did not specify any particular spending
level for universa service or energy conservation. In its tentative order, the PUC had recommended
expansion of spending on these programs and had pegged funding of at least 0.2 percent of revenues
for LIHEAP and 0.5 percent of jurisdictional revenues for customer assistance programs. Some local
agencies and some members of the state legidature had concurred.

Renewables

The Pennsylvania Department of General Services agreed to alow Green Mountain.com to
supply about hdf a dozen Penngylvania government offices with eectricity generated with
renewable energy sources. Part of the eectricity will be generated at the 10.4 MW Green Mountain
Wind Farm currently under congtruction in Garrett, PA. Currently, Sx companies are offering
Green-e certified dectricity in Pennsylvanias retail market.

RELIABILITY
The Commisson shdl ensure continuation of safe and rdiable dectric service to Al
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consumers in the Commonwedth, induding: the mantenance of adequate reserve margins by
eectric suppliers in conformity with the standards required by the North American Electric
Rdiahility Council (NERC) and the regiond reigbility council appropriate to each supplier or any
successors to those rdiability entities, and in conformity with established industry standards and
practices and the inddlation and maintenance of transmisson and didribution facilities in
conformity with established industry standards and practices, including the standards set forth in the
National Electric Safety Code.

Traditiondly, information about energy resources, customer demands and reserve margins
has been obtained from jurisdictional eectric utilities. Under restructuring, the functions previoudy
carried out by electric utilities will be divided between distribution companies (discos) and dectric
generation suppliers (EGSs). Discos will continue to forecast the energy demands of their customers;
however, the resources needed to serve those customers will be shared by severd EGSs, including
the discos as the suppliers of last resort.

Under the regulations, the PUC will monitor the performance and rdiability of the
transmisson and digtribution systems based on industry-accepted performance indicators, and will
require annua filings of utility performance results. The purpose of the reliability indices is to
measure the peformance of the discos transmisson and didtribution sysems in terms of the
frequency and duration of unplanned dectric service outages to ensure that current levds of
reliability do not deteriorate.

PIM Interconnection, LLC, the ISO serving Pennsylvania, is responsible for the day-to-day
operation of the largest centraly-dispatched eectric system in North America PIM’s foremost
respongbility is to provide safe and reliable operation of the transmisson system and ensure the
relidble supply of energy from generating resources to wholesale customers. In addition, they
operate the competitive wholesde energy market for the region and fadlitate open access to
transmisson.

PIM currently enforces NERC system rdiability standards by requiring al its members to
demondtrate that they have sufficient generation to meet their projected loads two years in advance
on an annud basis. Also, by contract, each PIM company is obligated to share its generation with
the system during emergency conditions. A regiona reserve requirement is established and the PIM
Interconnection Association assigns each utility its capacity reserve requirements. The result of
generation sharing is that each utility is ale to meet its individua reserve requirement with less
generation than if it had to meet NERC' s standards on its own.

Pennsylvania believes that reliability should continue to be judged by complying with NERC
religbility criteria. This proposition appears to have the unanimous support of interested stakeholders
aswell.

PUC ROLE
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Rule Development
The Pennsylvania Public Utility Commisson (PPUC) has generd rulemaking authority to

cary out the intent of the restructuring legidation.

Enforcement Activities

The PPUC mug ensure continuation of safe and relicble electric service to al consumers in
the Commonwedth. This includes the maintenance of adequate reserve margins by dectric
suppliers in conformity with the standards required by the North American Electric Réiability
Council (NERC) and the regiona reliability council appropriate to each supplier or any successors
to those reliability entities, and in conformity with established industry standards and practices.

The PPUC has imposed reporting requirements on the utilities participating in the dectric
restructuring program. Under the regulations, the PPUC will monitor the performance and the
reiability of the transmisson and distribution systems based on industry-accepted performance
indicators.  The PPUC will dso require annud filings of utility performance results. The purpose
of the rdiability indices is to measure the performance of the digtribution companies transmission
and digtribution sysems in terms of the frequency and duration of unplanned eectric service outages
to ensure that current levels of religbility do not deteriorate.

CUSTOMER PROTECTION

Customer damming is considered among the most serious violations of PUC  rules and
regulations. The PPUC offers customers protection in the event damming occurs through monetary
pendties and license suspension or revocation.

Rate Regulation
The PUC will continue to regulate remaining utility service (distribution) in the same manner

as before the deregultion of generation.
FOLLOW-UP

In terms of the number of customers who have chosen aternative generation suppliers,
Pennsylvania has become the most successful restructured state in the Nation. Almost 9 percent or
408,414 resdentid customers have switched to a competitive supplier. As of July 1999, the rate of
resdential switches was highest in PECO’s service teritory, the Philaddphia area, where dmost
15 percent or 201,874 customers have switched.! It should be noted that in Pennsylvania competition
among dectric generation suppliers was phased-in over two periods. The law provided that two-
thirds of al consumers be adlowed a choice of generation suppliers on January 1, 1999, with the find
third of consumers being alowed to choose on January 2, 2000.

'Promoating Competitive Electricity Markets Through Community Purchasing: The Role
of Municipa Aggregation, Jan. 2000.
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These datistics do not necessarily, measure the "success' or "failure’ of dectric restructuring
in Pennsylvania. The primary question for any <tate going through restructuring is whether
consumers as a whole have benefitted from ther dectric restructuring program. In Pennsylvania,
consumers have seen about $450 million in guaranteed rate reductions for the year 1999, and have
seen prospective funding for low-income universd service and energy conservation programs
increase to nearly $100 million per year. Perhaps most dgnificant are the long-term caps on the rates
that can be charged by exigting utilities to customers who continue to buy generation from those
utiliies What this means is that while customers may have the opportunity to see lower prices as
a result of competition, even those customers who stay with their utility will be protected against
rate increases for many years into the future. These rate caps effectively prevent the shifting of
stranded costs from customers who depart from traditiona utility service onto those customers who
remain.

The Commisson must report and certify to the Secretary of the Department by August 1,
1998, and each August 1<t theredfter, the tota amount of dectricity distributed for utimate
consumption in the Commonwedth during the previous two calendar years and the total gross
receipts for the past year. Beginning June 15, 1999, and each year thereafter, an amount equa to
0.18% of tota utilities gross receipts must be deposited into the Public Transportation Assistance
Fund.
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RHODE ISLAND

RESTRUCTURING AUTHORITY

Law

The Rhode Idand restructuring act required that retail wheding be phased in over one yesr,
beginning on duly 1, 1997. Almog dl utilities in Rhode Idand are digtribution only utilities. Mogt
had ful requirement contracts with out-of-state wholesde, generation utilities The goal of the
restructuring act was to terminate these contracts and alow competitors to offer generation service
directly to consumers. The Act required that each distribution company file unbundled rates with
the RIPUC by January 1, 1997. On March 14, 2000 the RIPUC approved the merger of Eastern
Utilities Associates, Newport Electric, and Narragansett Electric. These 3 distribution companies
serve 90 % of the load in Rhode Idand.

Applicability

Municipas and coops who did not purchase power a wholesale from a wholesale supplier
under a ful requirements contract could be exempted from retail choice upon a finding by the
RIPUC.

MARKET STRUCTURE

For customers who choose not to purchase power from a nonregulated power producer
(NPP), digtribution companies are required to provide service under a standard offer service
contract. Rather then amply making arrangements with its own wholesde power supplier to
provide this standard offer service, digtribution companies mugt procure the service from the lowest
price bidder through competitive bidding. Customers who initidly dect the sandard offer service
cannot be required to pay a withdrawa fee or pendty when they choose an dternative supplier,
unless such a fee was agreed to as part of a contract. Under no condition may a resdentid customer
be required to pay awithdrawa fee or pendty.

MARKET POWER

The objective of the Rhode Idand initidive was to require the digtribution wholesde
customers to divest of any firm contractual obligations from ther wholesde suppliers. The law
required mitigation and placed an incentive such that the distribution company would receive 10%
of the svings for any renegotiated contracts.  New England Electric System, the parent of
Narrangansett Electric, sold 18 coad and hydro plants to U.S. Generaing. Eastern Utilities
Associgtion, another wholesde supplier to RI distribution companies, divested both plant ownership
and firm power contracts.

Rate Reductions
The RIPUC st rate caps on digtribution service for 1997 and 1998 to ensure that residential
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customers did not experience higher rates if large numbers of industrid customers left the system.
When RI distribution companies bid for power for standard offer service in June, 1998, no
competitors won the bid, so the incumbents will continue to provide this service from their
wholesde suppliers at 3.2 centskWh. Competitor suppliers complained this rate was too low for
them to compete.

As of March, 1999, only 0.4% of the customers had eected to switch from standard offer
service to competitive suppliers.  The vast mgority of the customers that did change were large
customers.

STRANDED COSTS

Definition

The enabling Act states that “public utilities should have a reasonable opportunity to recover
trangtiona codts associated with commitments prudently incurred in the past pursuant to their legal
obligations to provide rdiable dectric service at reasonable costs.” Most stranded costs are those
of the utiliies wholesde power suppliers as recovered through the rates of dl-requirements
contracts. The Act authorizes distribution companies to terminate these contracts, to pay contract
termination fees, and to recover these payments through a nonbypassable trandtion charge paid by
dl customers of the didribution company. The contract termination fees paid by distribution
companies to thar wholesde power suppliers must include each distribution company’s share of its
wholesae supplier’s cods.

Calculation and Recovery

Due to the difficulty of estimating the timing and amounts of the decommissioning costs and
the above market payments for purchased power contracts, the Act dlows for recovery of these costs
through trangtion charges until they have been satisfied, with an annua reconciliation of estimated
to actual expenses. To moderate the impact on rates, recovery of these costs will be spread over the
period from July 1, 1997, through December 31, 2009, with a return on the unamortized balance.
These costs may not be recovered through trangtion charges after January 1, 2010. In recognition
of the potential for exising generating fadlities to have a pogtive residud vaue in the year 2010,
the Act alows areduced return on the unamortized balance of these codts.

The Act provided that distribution companies shdl callect, for the period July 1, 1997,
through December 31, 2000, a fixed trangtion charge of 2.8 cents per kWh transmitted to pay for
stranded costs. However, in December, 1998, this charge was reduced to 1.15 cents. This period
of fixed trandtion charges is desgned to dlow digribuion companies time to terminate dl-
requirements contracts with their wholesale suppliers and to permit the administrative determination
of dlowable stranded costs associated with the resulting contract termination fees. After the year
2000, this fixed charge will be replaced by a RIPUC-determined transtion charge to recover
stranded costs. The new charge will be adjusted to reflect any over or under recoveries accrued
under the initid, fixed charge.
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Wholesde suppliers are required to offer to renegotiate at least that portion of their power
purchase contracts attributable to ther filiated distribution companies. As an incentive, the Act
dlons wholesde suppliers to retain 10 percent of the savings expected to result from such
renegotiated power purchase contracts.

Every wholesdle power supplier recaiving contract termination fees is required by the Act
to subject its generaing fadlities, other than nuclear units, to market vauation by lease, sde, spin-
off, or other method. To meet this requirement, the wholesale supplier must dispose of at least a 15
percent interest in its generating facilities. Each wholesde supplier mugt file an implementation
methodology for accomplishing the disposition of its interest. The RIPUC may rgect the wholesde
supplier's proposed implementation methodology if it finds that the methodology is not reasonably
likely to approximate market value.

Securitization

In July 1997, the governor Sgned legidation permitting distribution companies to seek
authority from the RIPUC to finance dl or some of the contract termination fees owed by the
digribution company to its wholesdle power supplier. Under this law, a digribution company
seeking to securitize its contract termination fees must file with the RIPUC an gpplication containing
specific dements.

Under this securitization law, the RIPUC mug act upon a distribution company’s gpplication
within 120 days. The RIPUC shdl approve an application if (1) the transaction is reasonably certain
to result in quantifisble savings, (2) the terms of the financing plan are commercidly reasonable;
and (3) dl svings (net of costs) will be credited to the customers through intangible transition
charges.

If the RIPUC approves a securitization application, the state of Rhode Idand has authority
to limit or dter any rights established under the RIPUC's order until the bonds are paid in full and
the related contracts are fully performed. The RIPUC will continue to have jurisdiction over the
order, regardiess of whether the assignee or financing party is an dectric distribution company or
other RIPUC-regulated company. The vast mgority of the customers that did change were large
customers.

CUSTOMER SERVICE ISSUES

Standard Offer Service

For customers who choose not to purchase power from a non-regulated power producer
(NPP), digtribution companies are required to provide service under a standard offer service
arangement. Rather then smply making arrangements with its own wholesde power supplier to
provide this standard offer service, digtribution companies must procure the service from the lowest
price bidder through competitive bidding. Customers who initially select the standard offer cannot
be required to pay a withdrawa fee or pendty when they choose an dternative supplier, unless such
a fee was agreed to as part of a contract. Under no condition may a residentiad customer be required
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to pay awithdrawal fee or penalty.

Default Service Provisions and Policies

Each digribution company mug arrange for a “last resort power supply” for customers no
longer digible for the standard offer and unable to obtain service from NPPs. In addition,
digribution companies mus preserve ther low income programs. Specid rates for low income
customersin effect when the Act becomes effective must be continued.

L oad Aggregation Policies

The Utility Restructuring Act dlows any combination of customers to form a purchasing
group to negotiate with competitive power suppliers for group rates. These groups could be
municipalities, senior citizen organizations, low income associations, etc.

Customer Education Campaign
Find and legdly binding policy decisions addressing this topic have yet to be established.

Competitive Metering and Billing

Each didribution company within the state shall be required to propose and file a set of
accounting, billing, and metering service (ABMS) procedures designed to implement retail access
for Rhode Idand customers. The eectric distribution company shal propose such ABMS in its retall
access digtribution tariffs.  The Commisson shdl review and approve the proposed ABMS
Procedures. ABMSis not competitive in Rhode Idand.

L oad Profiling Requirements
The DPUC has not adopted fina rules on thisissue.

CUSTOMER PROTECTION

Samming and Cramming
Find and legdly binding policy decisions addressing this topic have yet to be established.

Deceptive Practices

Every person employed by a public utility company or norregulated power producer whose
job requires the person to enter homes or business establishments for the purpose of ingaling,
reparing, servicing, meter reading, or other related activities, must display on the person an
identification card bearing the person's photograph during the performance of the person's duties.

Privacy and Advertisng
Find and legdly binding policy decisons addressing this topic have yet to be established.
Customer ComplaintsRedress

Any person or entity who reasonably believes that an NPP has faled or is faling to comply
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with regulations may file a complaint with the Commisson. In such case, the Commission shdl
provide the NPP with an opportunity to file an answer to the complaint. Within thirty days of
receipt of such complaint, the Commisson may open a public hearing or dismiss the complaint on
the pleadings. Any hearings shdl be conducted pursuant to the Commission's Rules of Practice and
Procedure. Any aggregator or energy supplier may be fined.

Provider of Last Resort

The digtribution company must periodically solicit bids from non-regulated power producers
for service at market prices plus a fixed contribution from the distribution company. The PUC must
approve any winning bids as well as the associated terms and conditions.  All fixed contributions
and any reasonable costs incurred by the distribution companies for last resort service must be
included in the digribution rates charged to all other customers. All distribution companies must
arange for a lagt resort power supply for customers who are no longer dligible to receive standard
offer service and who are unable to obtain/retain eectric service from non-regulated power
producers.

Product Disclosure
Find and legdly binding policy decisions addressing this topic have yet to be established.

Universal Service

Special rates for low income customers in effect must be continued, and the costs of al such
discounts must be included in the digribution rates charged to al other customers. Didtribution
companies can dill offer additiona special rates/programs for low income customers, subject to
PUC approvd. The Rhode Idand Statute generdly forbids utilities from charging different rates for
"like and contemporaneous sarvice, under substantidly smilar circumstances and conditions.”
However, this prohibition againg rate discrimination does not prohibit the utilities from offering free
or reduced rate service to elderly persons.

Ruleson Energy Service Companies

NPP/Customer reations will be largdy governed by the specific service contracts entered
into between the NPP and the customer. NPPs must be registered in good standing with the Divison
of Public Utilities and Carriers and are subject to the requirements of RIPUC's regulations on
rdiability. The regulations provide that any person who reasonably believes that an NPP has not
or is not complying with these rdiability regulations may file a complaint with the RIPUC. The
regulaions include a procedure for handling such complaints and dlow the RIPUC to impose
reasonable pendties and/or remedies for violations, including barring an NPP from serving in the
state.

Disconnection Procedures

No public utility which digtributes dectricity or supplies éectric shal terminate service to
any household in which dl adult resdents are greater than or equal to 65 years, or where any
resdent is handicapped or serioudy ill, for falure to pay an outstanding indebtedness for service,
without firsd complying with dl PUC temination regulations. No public utility providing light,
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power produced, transmitted, distributed, ddivered or furnished shdl terminate such service or
deprive any home or building, whatsoever, of service if the reason is nonpayment without first
natifying the service users or building owners of the impending service termination by written notice
a least ten days prior to the proposed termination date. Any PUC regulations deding with the
termination of utility service and edtablishing reasonable methods of debt collection including any
regulaions deding with depost and deferred payment arangements, winter moratorium and
medical emergency protections, and customer dispute resolution procedures, shdl be applicable to
any public utility which digtributes dectricity. Providers of last resorts can ill terminate service
for nonpayment as long as they follow PUC termination rules and regulations.

PUBLIC PURPOSE PROGRAMS

Renewable and Ener gy Efficiency

For the five-year period beginning January 1, 1997, each digtribution company must include
a charge of 2.3 mills per kwWh to fund demand side management programs (DSM) and renewable
energy sources. The Rhode Idand Public Utilities Commisson (RIPUC) will determine how to
dlocate revenue from this charge between DSM programs and renewables, but digtribution
companies will determine how these funds will be spent.

During the initid five-year period, the RIPUC may increase this charge at its discretion, after
notice and public hearing. After the initial five-year period, the RIPUC must review the needs of
DSM and renewables programs and establish an gppropriate charge for them.

Low income

Didribution companies are required to preserve ther low income programs. Specid rates
for low income customers in effect when the Act becomes effective must be continued. The costs
of these discounts must be included in the didribution rates charged to dl other customers.
Digtribution companies may offer other specia rates or programs with RIPUC approvd.

RELIABILITY

Given that Rhode Idand is a digtribution only state, al generation exists outsde of the state
and is sold wholesdle to retail digtributors, there was a minmum role for the state PUC in bulk
power rdiaility. Prior to the Act, the New England Power Pool (NEPOOL) was the entity
reponsble for mantaning sysem rdiability and for determining if adequate generation and
transmisson fadilities existed among the sx New England states. Most of these functions have been
assumed by the New England 1SO.  Rhode Idand will continue to make decisons concerning the
gting of certain facilities. Pursuant to the Act, the RIPUC adopted regulations, effective January
1, 1997, governing nonregulated power producers responsbility for rdiability. These regulations
intend to ensure that nonregulated power producers meet the operating and reliability standards of
the New England Power Pool (NEPOOL) or any successor entity. NEPOOL and the New England
SO have operationa responsbility for the bulk power system that provides energy to Rhode Idand
digtribution companies.
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Specificdly, the regulations provide that an NPP that serves retail load in the state must
mantan an effective registration under the Act and mus either (1) become a NEPOOL member,
or (2) have a written agreement with a NEPOOL member through which the member will include
the NPP's load in its own-load dispaich. The regulations dso provide that any NPP providing the
electric requirements of retail customers must (1) meet the load requirements of each customer it
sarves, (2) ddiver the associated capacity and energy to a point or points on the integrated
tranamisson system of the didribution companies and thar dfiliaes pursuant to FERC-approved
tariffs, and (3) provide necessary ingtalled and operating reserves to serve each retail customer.

The redructuring Statute adds language to the existing facility dting rules that dlows a
town/city where the proposed fadility would be located to request funding from the applicant to
perform studies of the local environmentd effects of the proposed fecility. The expense of such
studies must not exceed the lesser of $100,000 or (.1%) of the estimated capital cost of the proposed
faglity. If the gpplicant contests the relevance of the requested study, or believes it to be redundant
with studies aready performed, the applicant may request a ruling from the board whether such
study is necessary and reasonably expected to produce relevant information.

COMMISSION'SROLE

96-H 8124 B Rhode Idand’'s restructuring legidation requires the Divison of Public
Utilities, to perform the following recurring activities:

1 The Commission shdl participate in al proceedings before the Federa Energy Regulatory
Commission with respect to modifications and terminations of dl wholesdle power contracts
in Rhode Idand.

2. Beginning in January, 1998, and each year for four years, the PUC shdl transmit to the
governor and legidaive leaders a report on the development of competitive markets in the
sate, edimated savings from competition, progress toward a regiona transmisson
agreement for New England and a status of restructuring activities in New England and any
recommendations for changes.

3. Shdl review and approve any registration applications from nonregulated power producers.

4. Provide annua reports to the legidature on dl commission activities.

FOLLOW-UP

96-H 8124 B Rhode Idand’s redtructuring legidation requires the Divison of Public
Utilities, to perform the following non-recurring activities in response to eectric restructuring:

16.  The commisson shdl promulgete rules to provide for supplier of last resort for customers
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17.

18.

19.

no longer digible under standard offer contracts or not adequately supplied by the market

Commisson gl review each restructuring plan of the didribution utility to evauate if it
isin compliance.

On or before July 1, 1997 the commission shal adopt quality of service standards for those
utilities subject to performance based regulation.

By 1/1/97, the commission is to establish standards for nonregulated power producers to
meet operaing and reliability standards of the power pool.

The enabling legidation contained a standard code of conduct rules. The Rl PUC
did not have to develop these.

The commission may establish rules on accounting, billing and settlement statements for the
didribution utilities.
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TEXAS
RESTRUCTURING AUTHORITY

Law
Senate Bill 7 was signed into law on June 18, 1999, and took effect September 1, 1999.

Applicability
The law is agpplicable to investor-owned eectric utility companies which generate and/or
provide retail ectric service. Participation by municipaities and cooperatives is optiondl.

Plan submittal by utility

By December 1, 2000, dectric utilities and power generation companies owning and
controlling more than 20% of the generation capacity located in, or capable of delivering dectricity
to, a power region mugt file a plan to reduce ownership and control of generation capacity. The
Commisson will approve, modify, or regect a plan within 180 days after filing. If a plan has not
been approved by January 1<t of the effective year, the Commission may order auction of excess
capacity pending approva of a plan. The Commisson may modify this requirement when a power
region’ s borders extend outside the state of Texas.

MARKET STRUCTURE

Affected Customers
All resdentia, commercid, and industrid customers must choose a supplier by January 1,
2002, or they will be assgned to their present utility’ s newly-formed retail eectric provider.

Phase-in

The redtructuring legidation directs the utilities to implement pilot programs amounting to
5% of the utility's load beginning June 1, 2001. The pilot programs will dlow the PUC to evauate
the ability of each power region and utility to implement direct access.

MARKET POWER

Divestiture of Assets

Exiding verticaly-integrated utilities were required to divide into three companies. (1) a
digribution and transmisson company which would remain regulated by the PSC; (2) a power
generation company to sl power at wholesde rates; and, (3) an unregulated Retail Electric Provider
(REP), who may <l directly to the public. The REP can buy its power on the market or from its
dfiliated generation company. The REP is only alowed to charge the “price to beat” within its own
sarvice territory for three years or untl 40% of ther origind customer base has moved to a
compstitor.

No dngle power generation company may own and control more than 20% of the ingtdled
generation capacity capable of ddivering power to a Sngle power region. Mergers between power
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generation entities are subject to PUC approval, though the PUC cannot disapprove a merger if the
resulting entity does not exceed the 20% cap.

Sale

Any investor-owned utility with more than 400 MW of generating capacity must auction at
leest 15% of its (Texas jurisdictiond) inddled generation capacity. A REP dffiliated with a
generation provider cannot purchase entittements from an effiliate. Capacity auctions must continue
for five years or urtil 40% or more of the dectric power consumed by residentia and small business
customers within the affiliated utilities service area is provided by nonaffiliated REPs. The PUC
will establish the process and procedures for the capacity auction.

Functional Unbundling

As of September 2000, eectric utilities were required to separate from the regulated utility
activities competitive energy services business activities that are widdly avalable in the competitive
market. Among the services that are consdered competitive are security lighting, energy efficiency,
energy management, load management services, and transformer and substation maintenance.

Senate Bill 7 requires eectric utilities to create separate units for power generation, power

delivery, and retall sdes functions in the retall market. 1t aso requires the Commission to set the
rates for delivery service and determine whether the business separation plans are consstent with
lav. Findly, SB. requires utilities to discontinue offering competitive energy services. These
competitive energy services may be provided by a compstitive affiliate of a utility, but they may not
be provided by the utility itsdf. The Satute established dates for the filing of applications for
approval of business separation plans, ddivery rates, and plans for discontinuing competitive energy
services.
Utilities filed their applications for approva of busness separation plans and ddivery rates in
February and March 2000, and these cases are being processed. The Commission adopted
procedures to consider generic issues, and it referred rate cases for the delivery service to the State
Office of Adminidrative Hearings. The Commisson gpproved the business separation plans for
American Electric Power (the new owner of Central Power & Light Company, West Texas Utilities
Company, and Southwestern Electric Power Company), Entergy Gulf States, Inc., Southwestern
Public Service Company, Texas-New Mexico Power Company, and Sharyland Utilities.

Transmission Operating Company

On August 21, 1996, the Public Utility Commission of Texas (PUCT) endorsed an ERCOT
joint industry task force filing, required by newly revised PUCT rules, and created an Independent
System Operator (ISO) in ERCOT. The PUCT agpproved the filing charging the 1SO with
respongbility for: security of the ERCOT bulk power sysem; market fadlitation including the
adminigration of the ERCOT OASIS; and, coordination of transmisson planning in ERCOT.
Operating and business policies were developed by industry task forces under the supervision of a
newly structured ERCOT Board of Directors. The ERCOT 1SO began Security Center operation
in September of 1996. Market operations began in January of 1997. ERCOT is now in the process
of implementing retall transactions beginning with a triad sarting on June 1, 2001, and full
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operations on January 1, 2002.

Rate Reductions

Retall base rates are frozen at September 1, 1999 tariff rates until Jan 1, 2002. Utilities will
continue to provide retail eectric service within their certificated service area to those customers
who do not choose another provider. REPs may continue to revise their fuel factors and reconcile

fuel expenses.

Effective January 1, 2002, the affilisted REP of an dectric utility must make avalable a
“Price to Beat” to reddentid and smdl commercia customers (large commercid/industria
customers are not included) that is 6% less than the bundled rates of the dectric utility in effect on
January 1, 1999. Although they cannot compete with other providers within their exising service
area, REPs are permitted to charge less than the “price to beat” outside their existing service area.

Other (Pilot Projects)

Two pilot projects began November 1, 1999, in Texas-New Mexico Power Company’s
(TNMP) sarvice teritory. The cities of Olney and Gatesville were alowed to choose an dectric
supplier on behdf of the resdents of their communities. Bryan Texas Utilities, a municipa eectric
utility, will be serving both cities in this firg test of how competition will work in Texas. TNMP's
pilot projects were approved by the PUC in July 1998 as part of TNMP's trangition to competition.

STRANDED COSTS

Definition

The Texas Electric Restructuring Act passed on June 18, 1999, defines stranded costs as the
positive excess of the net book vaue of generation assets over the market vadue of the assets, taking
into account al of the eectric utility's generation assets, any above market purchased power costs,
and deferred debit for generation-related assets.

Cost Categoriesand Calculations

The categories of costs are capitd costs incurred to improve ar quality, and other retail
stranded cogts. Initid estimates of stranded cogts are to be computed using the Texas Public Utility
Commisson's ECOM modd. The ECOM method is the estimation model prepared for and
described by the Commisson's April 1998 Report to the Texas Senate Interim Committee on
Electric Restructuring entitled "Potentially Stranded  Investment (ECOM) Report: 1998 Update.”
The natural gas prices used to determine the market price of dectricity used in the modd must be
market-based “forward” prices where avalable. Growth rates of operations and maintenance and
adminigrative and genera costs must be benchmarked against cost trends of comparable generating
plants.

Mitigation Required
Two years after cusomer choice is introduced, the utility Commission will hold a true-up
proceeding to determine the actua leve of stranded costs using market-based methods. After the
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true-up, a utility may securitize dl remaining stranded costs.

Recovery

Two methods of recovery were created by the Texas Electric Restructuring Act, competition
trangtion charges and securitization. Utilities may use one or both of these methods to recover
stranded costs.  Utilities with stranded costs will be required to use these revenues to improve or
expand transmisson or digtribution fadlities or to improve air quaity. Unused revenues must be
returned to the customers.  Utilities mugt file an annud report with the Commisson detaling ther
cogs and revenuesto ad in the determination of invested capitdl.

If the compstition transtion charge is not aufficient, the commisson may extend the
collection period for the charge or, if necessary, increase the charge. Alternatively, if it is found in
the true-up proceeding that the competition trangtion charge is larger than is needed to recover any
remaining stranded costs, the commisson may: (1) reduce the competition trangtion charge, to the
extent it has not been securitized; (2) reverse, in whole or in part, the depreciation expense that has
been redirected under Section 39.256; (3) reduce the transmisson and digtribution utility's rates,
or (4) implement acombination of dements.

A utility may securitize 100% of its regulatory assets (as reported in its 1998 Form 10-K)
and up to 75% of estimated stranded costs, or implement under bond a nonbypassable charge of up
to 100% of estimated stranded costs, or use a combination of those two methods. Securitization
proceeds must be used to retire debt and equity.

Period of Recovery

The length of time over which stranded costs may be recovered will be determined by the
Public Utility Commisson. The Commission will consder: (1) the dectric utility's rates as of the
end of the freeze period; (2) the sum of the transmission and distribution charges and the system
benefit fund fees; (3) the proportion of estimated stranded costs to the invested capita of the eectric
utility; and (4) any other factor consstent with the public interest.  Securitization bonds may not
exceed 15 years.

Allocation to customer classes

The competition trangtion charge is alocated among customer classes in accordance with
the methodology used to dlocate the costs of the utlity’s underlying assets in the utility's most
recent rate order.

Securitization

Senate Bill 7 alows utilities with stranded codis to include an estimate of these costs and
begin recovering them in the ddivery rates. Utilities that have stranded costs included estimates in
their March 2000 filing for approval of unbundled rates, and approval of estimated stranded costs
and rates for ther recovery were pending as of September 2000. SB. aso permits utilities to
securitize stranded costs and regulatory assets, and three utilities have filed gpplications to securitize
their regulatory assets.
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Securitization is a transaction that permits a utility to receive a lump sum payment for stranded costs
from investors in lieu of collecting such costs through its regulated cost-of-service. The lump sum
payment is financed through the issuance of debt securities to third party investors. The utility's
customers pay the principal and interest on the securitized debt by a charge in their eectric rates,
but the stranded costs are paid at a lower rate of return and without a federa income tax expense.

The law provides for an expedited process for review of the utility's gpplication and for
expedited judicid review. Where a securitization order is issued, the Commission establishes a
non-bypassable charge for the recovery of the asset. Three utilities have sought to securitize their
regulatory assets and the results of these applications are described bel ow:

Central Power & Light. The Commission approved the company's request to securitize $764
million of regulatory assets plus transaction costs. Under the securitization order issued by the
Commission, CPL's dectric customers are expected to save a least $90 million over the next 12
years. Thedecision is currently under gpped with the Texas Supreme Court.

TXU Electric.  The Commisson gpproved the company's request to securitize $363 million of
regulatory assets. TXU filed a request to securitize a much larger amount, $1.650 billion. The
Commission concluded that the securitization of this larger amount would not meet the dtatutory
standard, that is, it would not provide tangible and quantifiable benefits to customers. Under the
securitization order issued by the Commisson, TXU's eectric customers are expected to save at
least $60 million over the next 12 years. TXU has chdlenged the financing order in Didrict Court.

Reliant Energy. The Commission approved its request to securitize $740 million of regulatory
assets plus transaction costs.  Under the securitization order issued by the Commission, Rdiant's
electric customers are expected to save at least $350 million over the next 12 years.

CUSTOMER SERVICE ISSUES

Standard Service Provisons and Policies

There are two pieces of legidation driving the Texas Public Utilities Commission’s adoption
of customer service rules, Senate Bill 7 and Senate Bill 86. The Texas Electric Restructuring Act
(SB 7, passed June 1999) dates that before retall customer choice begins on January 1, 2002, the
Texas Public Service Commission (TPUC) must establish safeguards, through rulemaking, for retall
customers.

The implementing rules on rdiability and continuity of service require dectric utlities to
mantan adequately trained and experienced personnd throughout their service area sufficient to
comply with the service qudity and religbility standards. The rule adso adopts system-wide
reliability indices.

An emergency operaions plan rule was established to reflect the relationships between the
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customer, the retail dectric provider (REP), and the transmisson and didtribution utility (TDU). The
new rule requires each utlity to file a description of its emergency operations plan with the
Commission by December 31, 2000; and to file an afidavit indicating dl rdevant personnel within
the utility are familiar with the contents of the plan, and are committed to following it in the event
of asystlem emergency.

In May of 1999, the Texas Legidaure passed an Act (SB 86) rdding to the protection of
retall eectric (and telephone) services customers. The Act contains customer service provisons
deding with minmum service qudity standards, customer service, far busness practices, and
grants the Texas Public Utility Commission the authority to make and enforce rules to protect
customers.

The TPUC was authorized to pass rules which promote public awvareness of changes in the
electric market, protect customers from unauthorized switching of their retall eectric provider
(REP), deceptive marketing practices, and provide penalties for REPs who violate the rules adopted
under authority of the Act.

Default Service Provisions and Policies

The TPUC has a rulemaking project underway to designate a provider of last resort for areas
in the state in which customer choice will be in effect by June 1, 2001. Rulemaking is expected to
be completed by May 2001.

Shopping Credit Computation

From January 1, 2002 until January 1, 2007, an dfiliaed retal dectric provider will be
required to offer to its resdentid and smdl commercid customers rates that are 6% lower than its
bundled rates as of January 1, 1999. This reduced (bundled) rate is referred to as the “price to beat”.
The TPUC expects find rules on rate design and the “price to beat” will be adopted by February
2001.

An dfiliaed retail eectric provider may not charge residentia or smal business customers
a rate different from the “price to beat” until the earlier of 36 months after the date customer choice
is introduced; or, the date the TPUC determines that at least 40% of dectric power consumed by that
class of customers within the utility's certificated service area is committed to be served by
nonaffiliated retall dectric providers.

Customer Education Campaigns
Senate Bill 7 ordered the PUC to create a System Benefit Fund. The System Benefit Fund

was edtablished to fund customer education and low-income customer assstance programs, and to
replace potentid state and loca school funding reductions due to property tax revenue declines. The
fund is based upon a nonbypassable charge of no more than $.50 per Mwh.

The PUC awarded a contract to develop a customer education plan to an outside research
firm in January of 2000. The company, High Point/Franklin, will focus on identifying what Texans
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want and need to know about dectric restructuring, paying specid attention to the needs of low-
income and non-English spesking Texans. Later in 2000, the PUC will award a contract to
implement afull customer education plan garting in early 2001

Competitive Metering and Billing

The transmisson and digtribution utility affiliate of the dectric utility that served the area
before competition will continue to provide metering and hilling to resdentid customers until
September 1, 2005, or the date on which at least 40% of the customers are taking service from
unaffiliated retail dectric providers, whichever is later. Other customers will have compstitive
metering services on January 1, 2004.

CUSTOMER PROTECTION

The Act contains customer protection provisons that include a three-day "cooling off" period
in which a contract may be canceled, clear disclosure of costs, work activities and completion dates,
and liability insurance for property damage.

Deceptive practices
Legidation includes prohibitions againg deceptive practices and the TPUC is conducting
rulemaking on this issue.

Privacy and Advertisng

Under new rules released by the PUC in November 1999, utility affiliates are prohibited
from using their parent company’s name or logo without a disclamer. Parent companies must not
olict busness for ther afiliaies and may not participate in “favorable’ joint marketing campaigns.

Provider of Last Resort

TPUC is in the process of developing rules governing how it will designate the provider of
last resort and set standards for provison of service. According to legidation, the provider of last
resort must offer a standard retail service package for each class of customers a a fixed, non-
discountable rate approved by the commisson. The TPUC has until June 1, 2001 to designate a
provider of last resort for each service area

PUBLIC PURPOSE PROGRAMS

Environmental Programs (renewable programsor portfolio sandards)

The state legidature directed the Public Utility Commission of Texas (PUC) to adopt rules
necessary to generate an additional 2,000 megawatts of generating capacity by January 1, 2009 from
renewable energy technologies, and to have cumulative indalled renewable capacity in the State
totd: 1,280 megawatts by January 1, 2003; 1,730 megawatts by January 1, 2005; 2,280 megawatts
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by January 1, 2007; and 2,880 megawatts by January 1, 2009. This requirement was adopted by the
PUC and become effective January 10, 2000.

The rule gpplies to power generation companies and comptitive retailers, but will not apply
to eectric utilities subject to the PURPA Section 39.102 until their rate freeze period expires. The
rule dlows renewable energy credits to be generated, transferred, and retired by renewable energy
power generators, competitive retailers, and other market participants.

Energy Efficiency and Conservation

On March 1, 2000, the Public Utility Commisson of Texas adopted energy efficiency rules
which require dectric utiliies to expand the variety of incentives offered through independent
energy efficency providers. The energy efficiency rule gpplies to investor-owned utilities which
sarve goproximately threefourths of Texas dectric customers. Municipa utilities and eectric
cooperatives are sdf-regulated and are exempt from therule.

The new rules mean Texas dectric customers will get more choices for energy-savers such
as home weatherization, energy-saving appliances and the use of waste heat. The rules direct
utilities to develop energy efficiency programs to offset 10 percent or more of a utility's annua
growth in energy demand to dl customer groups. Utilities will develop standard-offer programs to
inddl energy efficiency measures and services. Independent service providers will deliver these
services to customers.

The rules require each utility to: (1) File an energy efficiency plan with its April 2000 rate
filing; (2) Include information about demand growth, program plans and affected customers; and,
(3) Report yearly on energy efficiency projects, with information on cost and energy savings.

Statewide, there will be a 50% reduction of nitrogen oxides from older power plants. There
will be 2,000 megawatts of new “green” power from renewable energy sourcesin place by 20009.

L ow Income Assistance
Senate Bill 7 established a system benefit fund (SBF) to provide revenues for four different
programs.
1. To compensate the state and school didtricts for losses in property taxes resulting from
lower vaues of the utilities assets directly caused by eectric industry restructuring.
2. To provide dectric rate reductions for low-income customers.
3. To fund targeted low-income wesatherization program administered by the Texas
Department of Housing and Community Affairs, and
4. To fund the PUC customer-education program, and support the PUC and Office of Public
Utility Counsdl in connection with the cogts of implementing SB7.

The source of revenues for the fund is a fee charged to customers based on the kilowatt-hours
of electric energy used. The fee may be up to fifty cents per megawatt hour, except that during the
fird five years after the introduction of customer choice, the fee may be set at up to sixty-five cents
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per Mwh, if necessary to fund at least a 10% rate reduction for low-income customers.
RELIABILITY

Legidation requires the Texas Public Utility Commisson (TPUC) to implement service
quaity and rdiability standards relaing to the delivery of dectricity to retall cusomers by dectric
utilities and transmisson and didribution utilitiess The Texas PUC amended its eectric reliability
rules in December of 1999 to be consstent with PURPA 838.005. Section 25.52, (Reliability and
Continuity of Service) requires an electric utility to maintain adequately trained and experienced
personnd throughout its service area sufficient to comply with the service qudity and rdiability
standards. The rule aso adopts system-wide reliability indices. Index values for the 2000 reporting
year mugt not exceed the interim system-wide standard by more than 10%. Index vaues for the
2001 reporting year and thereafter, must not exceed the system-wide standard by more than 5%.

According to the legidaion, a power generation company must comply with the rdiability
standards adopted by an independent organization certified by the commisson to ensure the
relidbility of the regiond eectricd network for a power region in which the power generaion
company is generating or selling eectricity.

The Texas Independent System Operator (1SO) was fully implemented in January 1997. The
SO is operated by the Electric Reliability Council of Texas and serves 12 million customers, though
it does not cover the entire state. The legidation states, a power region must establish one or more
independent organizations to perform the fallowing functions; ensure access to the transmission and
digtribution systems for dl buyers and sdlers of dectricity on nondiscriminatory terms, ensure the
reiability and adequacy of the regiona dectricd network; ensure that informetion rdating to a
customer's choice of retail eectric provider is conveyed in a timely manner to the persons who need
that information; and ensure that dectricity production and ddivery are accurately accounted for
among the generators and wholesale buyers and sdllersin the region.

An independent organization certified by the commission for a power region must establish
and enforce procedures, consgtent with the legidation and the commission's rules, reating to the
religbility of the regiond eectricd network and accounting for the production and delivery of
eectricity among generators and dl other market participants. The procedures will be subject to
commisson oversgght and review.

ROLE OF PUC

Rule Development

Senate Bill 7 charges the Public Utility Commisson of Texas with adopting rules in a
number of areas to carry out the new law. The PUC will adopt rules in the areas of setting and
enforcing rdiability standards, minmum service standards for retail electric providers, auctioning
of excess capacity, market power abuse, registration of aggregators, programs to assist low-income
customers, and establishment of anatura gas energy credits trading program.
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Enforcement Activities

The PUC is respongble for enforcing safety, certification, and reliability requirements. The
PUC mug certify an indegpendent organization for each power region that will establish and enforce
procedures reating to the rdiability of the regiond eectricd network and accounting for the
production and delivery of electricity among generators and all other market participants. The
procedures shal be subject to PUC oversight and review.

Customer Service

The Texas PUC has the authority to implement cusomer protection measures along with
punitive recourse for non-compliance. Although legidation did not provide specific requirements
for rue development in this area, it required the PUC to modify its current rules regarding customer
protections to ensure that at least the same level of customer protection against potential abuses and
the same qudity of service that exists on December 31, 1999, is maintained in a restructured electric
industry.

Rate Regulation
The PUC continues to regulate remaining utility service (didribution) in the same manner

as before the deregulation of generation.

Reporting Requirements

The only new reporting requirement imposed upon the PUC is a requirement to report to the
dectric utility restructuring legidative oversght committee on the status of the educationd program,
on or before December 1, 2001.

FOLLOW-UP

By December 1, 2000, eectric utiliies and power generation companies owning and
controlling more than 20% of the generation capacity located in, or capable of deivering eectricity
to, a power region must file a plan to reduce ownership and control of generation capacity. The
Commission will approve, modify, or reject a plan within 180 days after filing. If a plan has not
been approved by January 1 of the efective year, the Commission may order auction of excess
capacity pending approva of a plan. The Commisson may modify this requirement when a power
region’ s borders extend outside the state of Texas.

An Emergency Operations Plan was established to reflect the relationships between the
customer, the retall dectric provider (REP), and the transmisson and didribution utility (TDU).
Each utility must file a description of its emergency operations plan with the Commission by
December 31, 2000, and an affidavit indicating dl relevant personnd within the utility are familiar
with the contents of the plan and are committed to following it in the event of a sysem emergency.

Service Qudlity Reports are required to be filed annualy instead of semi-annudly, on a form

prescribed by the Commisson. Utilities must report yearly on energy efficiency projects, with
information on cost and energy savings.
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A rulemaking project, Energy Efficiency Programs, is currently underway at the Texas PUC.
Its purpose is to implement the goa for energy efficiency which cals for a reduction in statewide
energy consumption by at least ten percent of the utility’s annua growth in demand by 2004. The
god is to be achieved through market based standard offer programs and limited market
transformation programs. The programs must result in reduction in consumption and energy costs

and be available to dl customer classes.
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VIRGINIA

RESTRUCTURING AUTHORITY

L egidative Authority
The Virginia Electric Utility Restructuring Act was gpproved on March 25, 1999,

Applicability
Real sdes within the state are supplied ether by investor-owned utilities (I0OUs) or
member-owned rurd eectric cooperatives (RECs).

MARKET STRUCTURE

Affected customers

On and after January 1, 2002, retal customers of eectric energy within the Commonwedth
ghdl be permitted to purchase energy from any supplier of eectric energy licensed to <l retal
dectric energy within the Commonwedth during and after the period of trandtion to retal
competition.

Phase-in

January 1, 2002 through January 1, 2004. The Commission shall establish a phase-in
schedule for customers by class, and by percentages of class, to ensure that by January 1, 2004, all
retall customers are permitted to purchase dectric energy from any supplier of dectric energy
licensad to sl retall dectric energy within the Commonwed th.

MARKET POWER

Functional Unbundling
The utility must make its transmisson and digtribution fecilities avallable for dl dectricity

suppliers and customers on a nondiscriminatory and comparéble basis.  Each affected utility shdll
trandfer the management and control of its transmission assets to aregiond transmisson entity.

Transmission oper ating company

On or before January 1, 2001, each incumbent eectric utility owning, operating, contralling,
or having an entittement to transmisson capacity shdl join or establish a regiond transmisson
entity (RTE) to which such utility shal transfer the management and control of its transmission
assets, subject to the falowing: No such incumbent dectric utility shal transfer to any person any
ownership or control of, or any respongbility to operate, any portion of any transmission system
located in the Commonwedth without obtaining the prior approva of the Commisson. On or after
January 1, 2002, the Commission shdl report to the Legidative Transition Task Force its assessment
of the success in the practices and policies of the RTE facilitating the orderly development of
competition in the Commonwedlth.
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Rate Reductions

Capped Rates were addressed in the Act. The Commisson must establish capped rates,
efective January 1, 2001, and expiring on Juy 1, 2007, for each service territory of every
incumbent utility.

STRANDED COSTS

Calculation and Recovery.

Just and reasonable net stranded costs, to the extent that they exceed zero value in total for
the incumbent dectric utility, are recoverable by each incumbent eectric utility provided each
incumbent eectric utility only recovers its just and reasonable net stranded costs through either
capped rates or wires charges. To the extent not preempted by federa law, the establishment by the
Commission of wires charges for any digtribution cooperative is conditioned upon such cooperative
entering into binding commitments by which it will pay to any power supply cooperative of which
such digribution cooperative is or was a member, as compensation for such power supply
cooperative's stranded cogts, dl or part of the proceeds of such wires charges, as determined by the
Commission.

CUSTOMER SERVICE ISSUES

Consumer Education and Protection

The Commisson must develop a consumer education program designed to provide specific
information to retaill customers during the period of trandtion to retail competition and theresfter.
The Commisson mugt dso complete the development of the consumer education program and
report its findings and recommendations to the Legidative Trangtion Task Force on or before
December 1, 1999, and as frequently thereafter as may be required by the Task Force.

Deceptive Practices

The Commission shdl develop regulations governing marketing practices by public service
companies, licensed suppliers, aggregators or any other providers of services made competitive by
this chapter, induding regulations to prevent unauthorized switching of suppliers, unauthorized
charges, and improper solicitaetion activities. The Commission shall also establish standards for
marketing information to be furnished by licersed suppliers, aggregators or any other providers of
services made competitive by this chapter during the period of trandtion to retaill competition and
theresfter.

Customer Billing

The Commisson shdl dso establish standards for hilling information to be furnished by
public service companies, suppliers, aggregators or any other providers of services made competitive
by this chapter during the period of trangition to retail competition and theregfter.

Customer Complaints
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The Commission dhdl establish or maintain a complaint bureau for the purpose of receiving,
reviewing and invedigaing complaints by retal customers againg public service companies,
licensed suppliers, aggregators and other providers of any services made competitive under this
chapter.

PUBLIC PURPOSE PROGRAMS

Consumer Education and Protection

The Commisson mus develop a consumer education program designed to provide the
falowing information to retall customers during the period of trandtion to retail competition and
theresfter:

1 Opportunities and options in choosing suppliers and aggregators of dectric energy and any
other service made competitive pursuant to this chapter;

2. Marketing and hilling information suppliers and aggregetors (a person licensed by the
Commisson that purchases or arranges for the purchase of eectric energy as an agent or
intermediary for sale to, or on behdf of, two or more retail customers) of dectric energy will
be required to furnish retail customersinformation about their company.

3. Retall customers rights and obligations concerning the purchase of eectric energy and
related services; and

4, Such other information as the Commisson may deem necessary and appropriate in the
public interest.

The Commisson must complete the development of the consumer education programs and
report its findings and recommendations to the Legidative Trangtion Task Force on or before
December 1, 1999, and as frequently thereafter as may be required by the Task Force.

RELIABILITY

The Commission shal continue to regulate, to the extent not prohibited by federa law, the
reliability, qudity and maintenance of transmisson and retail distribution systems.

The Commisson may permit the construction and operation of eectrica generating facilities
if it determines that such generating fadlity and associated fedilities induding transmisson lines
and equipment (1) will have no materid adverse effect upon rdiability of eectric service provided
by any regulated public utility, and (2) are not otherwise contrary to the public interest. In its review
of a petition for a cetificate to congtruct and operate a generating facility, the Commisson will
condder the effect of the fadlity and associated fadlities including transmisson lines and
equipment, on the environment and establish such conditions as may be desirable or necessary to
minimize adverse environmenta impact.
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As a condition of doing business in the Commonwesdlth, each person seeking to sell, offering
to I, or «ling eectric energy to any retall customer in the Commonwedlth, on and after January
1, 2002, mug obtain a license from the Commission to do so. A license is not required solely for the
leesng or financing of property used in the sde of dectricity to any retal cusomer in the
Commonwedlth.

On or before January 1, 2001, each incumbent eectric utility owning, operating, contralling,
or having an entittement to transmisson capacity mugt join or establish a regional transmisson
entity (RTE) to which such utility shdl transfer the management and control of its transmisson
assets.

The Commission will adopt rules and regulations, with appropriate public input, establishing
eements of regiond trangmisson entity Structures essential to the public interest, which dements
ghdl be gpplied by the Commission in determining whether to authorize transfer of ownership or
control from an incumbent dectric utility to a regiond transmisson entity. The Commisson will,
to the fulles extent permitted under federa law, participate in any and al proceedings concerning
regiond transmisson entities furnishing transmisson services within the Commonwedth, before
the Federa Energy Regulatory Commisson. Such participation may include such intervention as
is permitted State utility regulators under FERC rules and procedures.

ROLE OF PUC

Enforcement Activities

The Commisson must edtablish interconnection standards to ensure transmisson and
digribution safety and rdiability. These dandards should not be inconsstent with nationdly
recognized standards acceptable to the Commisson. The Commission should atempt to prevent
barriers to new technology and shal not make compliance unduly burdensome and expensive.

The Commisson mus consder developing expedited permitting processes for small
generation fadlities of fifty megawatts or less. In addition, the Commisson should dso consider
developing a standardized permitting process and interconnection arrangements for those power
gysdems less than 500 kilowatts which have demonstrated approval from a nationdly recognized
testing |aboratory.

Upon the separation and deregulation of the generation function and services of incumbent
eectric utilities the Commisson will retain jurisdiction over utilities dectric trangmisson function
and services. The Commission's jurisdiction with respect to the congruction of dectric transgmission
facilities should not be impaired.

If the Commission determines that increases in the capacity of the trangmisson systems in
the Commonwedlth, or modifications in how such systems are planned, operated, maintained, used,
financed or priced, will promote the efficient development of competition in the sde of dectric
energy.
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Customer Service
The Commisson mus develop a consumer education program designed to provide the

following information to retail customers during the period of trangition to retail competition.

Rate Regulation

The Commission will regulate the rates for the tranamission of eectric energy, to the extent
not prohibited by federa law, and for the distribution of eectric energy to such retail customers on
an unbundled basis. The Commission no longer shdl regulate rates and services for the generation
component of retail eectric energy sold to retail customers.

Reporting Requirements

No later than September 1, 1999, and annually thereefter, the Commisson shal submit a
report to the General Assembly evauating the advantages and disadvantages of competition for
metering, billing and other services which have not been made subject to competition, and making
recommendations as to when, and for whom, such other services should be made subject to
competition.

FOLLOW-UP

The Legidaive Trangtion Task Force was established to work collaboratively with the
Commission in conjunction with the phase-in of retall competition within the Commonwedth. The
Task Force condgts of ten members, with Sx members from the House of Deegates and four
members from the Senate.

The Task Force members were gppointed to begin service on and after July 1, 1999, and will
continue to serve until July 1, 2005. Responshilities include monitoring the work of the Virginia
State Corporation Commisson in reviews, andyss, and impact on consumers of dectric utility
restructuring programs of other states, determining whether, and on what basis, incumbent eectric
utilites should be permitted to discount capped gereration rates established — after the
commencement of customer choice; monitoring, with the assstance of the Commission, the Office
of the Attorney Generd, incumbent dectric utilities, suppliers, and retall customers, whether the
recovery of stranded costs, has resulted or is likely to result in the over-recovery or under-recovery
of just and reasonable net stranded codts, examining utility worker protection during the trangition
to retal competition; identifying generation, tranamisson and didribution systems rdiability
concerns, monitoring energy assstance programs for low-income households, renewable energy
programs, and energy efficiency programs, and annualy reporting to the Governor and each sesson
of the General Assambly during their tenure concerning the progress of each stage of the phase-in
of retall compstition, in order to mantan the Commonwedth's postion as a low-cost eectricity
market and ensuring that resdentid customers and smdl business customers benefit from
competition.

The Consumer Advisory Board was established effective July 1, 1999. The Consumer
Advisory Board consists of seventeen members.  Appointed members are from al classes of
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consumers and with geographica representation. The Consumer Advisory Board assists the
Legiddive Trandtion Task Force in its work and on other issues as may be directed by the
Legidative Trangtion Task Force.
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RESTRUCTURING AUTHORITY

HCR 27 approves the Public Service Commisson's deregulation plan as set forth in the
PSC’s January 28, 2000 order in Case No. 98-0452-E-Gl. All references in the following summary
are to sections of the plan.

MARKET STRUCTURE

The garting date for customer choice is January 1, 2001, unless the PSC modifies the date
in order to complete dl necessary rules and regulations. All retail customers can choose their power
supplier as of the sarting date. Large commercid and indudtrid customers have choice in metering
and hilling services as of the garting date. Choice is extended to dl remaining customers within four
years.

Each utility shdl functiondly separate generation as of the starting date. By January 1, 2005,
a utility's generation assets mugt be in a separate corporate entity. Rates shdl be unbundled to
indude transmission, didribution, power supply, metering, hilling and collecting, and other ancillary
services.

MARKET POWER

The PSC will adopt codes of conduct for eectric utilities and their affiliates to the extent
necessary to prevent market power or imparment of competition. Utilities will join a FERC
approved regiond transmisson organization by January 2003. The PSC will establish an affiliate
code of conduct that prohibits a utility from discriminating againgt non-affiliates. A utility shal not
tie any product, service or information to any discount of rates, or condition the provison of any
regulated service or product to the provison of any other service offered by the utility or its affiliate.
A utility shdl not share any marketing information with an afiliste or subsdize any dfiliate.
Accounts and records shall be kept separately.

Rate making implications
Beginning with the starting date, rates are capped for 4 years. Theresfter, the cap is removed
for dl portions of the rate except power supply.

The default power supply rate will be escalated each year until year 11, at which time it will
equal the market rate. However, regulation of default power supply rates for large commercia and
industrial customerswill end as of year 8.

Each utility will create a rate dabilizetion deferral account that will be used to offset the
price paid by default resdentiad and small commercia customersin years 11, 12 and 13.
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STRANDED COST

Definition

HCR 27 approves the Public Service Commission’s deregulation plan as set forth in the
PSC’s January 28, 2000 order in Case No. 98-0452-E-GlI. All references in the following summary
are to sections of the plan.

The starting date for customer choice is January 1, 2001, unless the PSC modifies the date
in order to complete dl necessary rules and regulations. All retall customers can choose their power
supplier as of the garting date. Large commercial and indugtrial customers have choice in metering
and hilling services as of the starting date. Choice is extended to al remaining customers within four
years.

The issue of far tretment of exising utility commitments, and the determinations of
stranded costs that might exist in a competitive market have been addressed throughout the PSC's
January 28, 2000 Order in Case No. 98-0452-E-Gl. The Order does not impose any mandatory
conditions on the eectric utilities to divest themsdves of ther generation facilities, to provide below
cost power to customers or to involuntarily lose the protection of being a fully rate regulated public
utility. Utilities are not forced to sudtain stranded costs under the Order. Customers do not lose the
benefit of exiding commitments of utilities since they will have a choice to remain with the utilities
for an extended period of time at rates that are either frozen at current levels or capped under the
terms of the Plan.

Calculation and Recovery

However, Investor-owned utilities that do divest themselves of their generation facilities will
collect a per kilowatt-hour wires charge through 2010. The charge is included in the bundled rates
that are the basis for the cap rate.

CUSTOMER SERVICE ISSUES

Customer Service | ssues

HCR 27 approves the Public Service Commisson's deregulation plan as set forth in the
PSC’'s January 28, 2000 order in Case No. 98-0452-E-Gl. This order contains the consumer
protection requirements. The incumbent utility will be the default service provider. Beginning 6
years after the darting date, the PSC may select the provider of default power supply service through
abidding procedure.

Cusgtomer Education Campaign
The Commission developed a consumer education program designed to provide information
to retail customers during the period of trangition to retail competition and theresfter.

The Commisson established Rules for consumer protection. Such Rules shdl ensure that
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no eectric service supplier shdl use any deception, fraud, fase pretense, misrepresentation, or any
deceptive or unfar practices in providing, digributing or marketing electric service. Such Rules
shdl include, but not be limited to Rules governing:

N
2
3
(4)
Q)

(6)

()

Customers rights of cancellation following execution of any contract;
Pricing and other key contract terms and conditions;

Tdemarketing for energy services,

Requirements for providing a toll-free telephone number for customer assistance;

Standards for hbilling information to be furnished by energy service providers. Such hilling
information sandards shdl require that billing information:

@ Clearly diginguishes between charges for regulated services and unregulated
SEVICeS,

(b) Itemizes any and al non-bypassable wires charges,

(© Includes such other hilling information as the Commisson deems necessary and
appropriate in the public interest.

Such other and further marketing information and truth-in-advertisng requirements as the
Commisson may deem necessary and appropriate in the public interest. These Rules provide
that dl suppliers of power that are advertised or marketed in any way as to be from any
gpecific type of generation technology or fud source shall be required to provide accurate
verification of the source and amount of such power that is a part of each supplier's portfolio
of retal dectric energy. Suppliers shdl be permitted to promote, advertise and market the
dectric energy they offer based on assertions of environmental, ecologica or any other
advantage, subject to drict truth-in-advertisng Rules to be established by the Commission.
The truth-in-advertisng Rules include requirements for the accurate, verifigble and uniform
labding of the source, amount and proportion of any portfolio of electric energy supplies
which a supplier intends to advertise, promote or market as available, preferable or
advantageous relative to other sources or portfolios of eectric energy.

The Commission aso require that dl suppliers, induding default service providers, provide
accurate information on emissons and fud mix to their customers upon request, and publish
such information on a least an annud bass, or as frequently and in such forma as the
Commission determines is necessary to provide adequate public disclosure,

PUBLIC PURPOSE PROGRAMS
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Public Benefit | ssues

HCR 27 approves the Public Service Commisson’s deregulation plan as set forth in the
PSC's January 28, 2000 order in Case No. 98-0452-E-Gl. All references in the following summary
are to sections of the plan.

The Commission shdl approve a System Bendfits Charge (SBC) of $.0003 (0.3 mils) per
kilowatt hour on dl retall dectric energy delivered to retall customers in the State. This charge shdl
be assessed beginning with implementation of choice for customers of each incumbent eectric
utility and shdl be in addition to the current rate levels of any incumbent eectric utility. The
minimum monthly SBC to any retail customer shall be $0.60 and the maximum monthly SBC to any
retal customer shdl be $450. Low income dectric utility customers recelving "specid reduced
rates’ under West Virginia Code 24-2A-1 et seq. shdl be exempted from the requirement to pay the
SBC. The SBC ddl be collected by each incumbent dectric utility or other billing entity and shdll
be disbursed pursuant to the requirements contained in Sections 20 and 21 of the Plan. Collection
and disbursement of the SBC shd| be subject to Commission jurisdiction and oversight.

Any person served through multiple meters, or a multiple delivery points, a a sngle

location shdl be treated as a Sngle retal customer; provided, however, tha the customer has the
burden of demongtrating thet it isa single retail customer.

The SBC ddl be in effect for retall customers of an incumbent electric utility for a period
of ten years from the starting date and may be extended.

Protection for low income customers

The Commisson retains full jurisdiction over the digtribution sysems in the state and will
continue to have any jurisdiction over transmisson fadlities that is condgtent with federa
precedents. To the extent that universal service is intended to mean geographic universal service,
the Commisson retains full jurisdiction to review utility line extenson policies and to require line
extensons to customers under reasonable terms and conditions. To the extent that universa service
is intended to mean affordability of service, many of the provisons discussed above with regard to
other criteria will contribute to mesting this criteria. Two thirds of the revenue generated from the
SBC ghdl be deposited in a Trust Fund account administered by the Governor's Office of Economic
Opportunity for the bendfit of low income dectric consumers and low income families and shal be
digtributed through the exising wesatherization provider system. Fifty percent (50%) of the money
deposited in such trust fund shdll be used to assst low income consumers in the payment of electric
bills and fifty percent (50%) will be used to provide wesatherization assstance to low income
families

The Commisson may consider an gpplication made after the third, fifth, and seventh years
to modify the digtribution of SBC funds for the benefit of low income consumers and low income
families set forth in (a), above; however, the amount and applicability of the SBC to retail customers
ghdl not be modified by the Commission.
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In addition to edtablishing the SBC for low income dectric consumers and low income
families, to assure protection of low income customers entitled to "specia reduced rates’, West
Virginia Code 24-2A-1 shdl be modified to replace the exising "specia reduced rate" for digible
dectric energy customers of twenty percent (20%) with a $0.012 per kilowatt hour credit on dl
qudifying customer hills during the winter heeting months.

Environmental programs

The Commission finds that the benefits of energy efficiency, renewable resource technology
and research and development can be maintained and even enhanced by Commission Case No. 98-
0452-E-Gl, that offers customers freedom to choose power supply from sources of their choice. The
Case dlows such choice. In addition, it provides for truth-in-advertising rules and labeling of power
supply so that customers can be assured that their preferences for power supply sources are being
honored. Adoption of the Plan, by opening new power supply markets, will encourage innovetive
technology and production efficiencies for competitive price advantage. This will encourage
expanded research and development into such innovative and efficiency technology.

RELIABILITY

HCR 27 approves the Public Service Commisson’'s deregulation plan as set forth in the
PSC’s January 28, 2000 order in Case No. 98-0452-E-Gl. All references in the following summary
areto sections of the plan.

The Commission shdl retain full jurisdiction over the digtribution systems of the eectric

utilities in the state and over transmission facilities, consstent with federd precedents. In addition,
HCR 27 callsfor the Commission to establish Rules to apply to the interconnection of power supply
fadlities with the fadlities of the utilities in the state. The Commission will retain full jurisdiction
over new suppliers that wish to operate in the State, and will establish Rules to gpply to such
suppliers. The Plan provides that suppliers must satisfy al requirements established by the
Commission induding demondgtration of technical capability and access to power supply and
reserves. The Plan dso provides for the establishment of emergency service provisons.

PUC ROLE DURING RESTRUCTURING

HCR 27 approves the West Virgina Public Service Commisson's (WVPSC) deregulation
plan as set forth in the PSC's January 28, 2000 order in Case No. 98-0452-E-GlI. All references in
the following summary are to sections of the plan.

The public service commission is the appropriate agency to determine whether West Virginia
should adopt a plan whereby users of dectricity in the state would have open access across existing
and new utility ddivery sysems to a competitive market for power supply. The commission is also
the appropriate agency to develop such a plan for submission to the Legidature for approval,
hereafter desgnated in this section as a "deregulation plan™; The PSC will adopt codes of conduct
for dectric utilities and ther éfiliates to the extent necessary to prevent market power or
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impairment of competition. The PSC established an affiliate code of conduct that prohibits a utility
from discriminating againgt non-affiliates. A utility shal not tie any product, service or information
to any discount of rates, or condition the provison of any regulated service or product to the
provison of any other service offered by the utility or its affiliate.

Also, West Virginia created a task force to review restructuring of the dectric utility industry
in West Virginia and to address specific questions asked by the Public Service Commission was
created by Commission Order dated May 8, 1998. This task force undertook the development of
a consensus plan to implement restructuring of the eectric utility industry in West Virginia.  This
task proved to be too great to achieve in the time dlotted despite dl parties best efforts to find
common ground.

The mgority of the task force participants are advocates of competition in the eectric
indugry. However, despite this commondlity of interests, a comprehensive agreement on how to
get from today's regulated industry to a future deregulated market could not be achieved.

The task force created a report that describes the possible positive and negative attributes
of changing and maintaining the structure of the dectric industry; the present power supply market
with price information; stranded costs/benefits options,; the appropriate structure for a competitive
eectric industry; tax revenue implications, guiding restructuring principles, proposed rule and
statutory changes; and a blue print for restructuring. While consensus was reached on several aress,
a complete plan was not devel oped.

PUC ROLE AFTER RESTRUCTURING

The PSC will develop a consumer education program and establish rules for consumer
protection, induding standards for billing information to be furnished by energy service providers.
Suppliers that advertise power based on environmenta or other assartions are subject to strict
truth-in-advertisng.

FOLLOW-UP
HCR 27 approves the West Virginia Public Service Commisson’s (PSC) deregulation plan
as st forth in the PSC’'s January 28, 2000, order in Case No. 98-0452-E-GI. Since the West

Virginia Legidature just recently passed HCR 27, the PSC not had sufficient time to address the
topic of follow-up.
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