KENTUCKY PUBLIC SERVICE COMMISSION

PRINCIFLES AND GUIDELINES ON THE
RESTRUCTURING OF THE ELECTRIC INDUSTRY

A nationwide dialogue has begun among federal and state legislators and
utility requlators, electric utitity companies, ron-utility 2leclricity suppliars, and
wholesale and ratail electricity consumera on the reed to fundamentally restructure
the electric industry. This is a very important and complex issue that witl have
profound implieatians far every American household and business.

The Kentucky Fublic Service Cornrmission has been following the development
af these issues and urges all affected parties 1o give careful ang thoughtful
cansideration tg all aspects of this industry restrugluning. The Commission is
especially interested in examining the posaible impacts that such a restruzturing wii
have on states, ke Kentucky, with low electric rates,

The citizens of the Commuonwealth of Kentucky currently enjoy some of the
wwast electsic rates in the nation. i fact, according o the Energy Information
Administration's electvic sales and revenue data for 1995, Kentucky had the Iowest
BieClricity prices in the natian, as measured by average revenue per Kilowat-hour for
all sestors of all utilities. The average slectric rate in Kentucky in 1925 was 4 o7
cents per wilowalt-hour campared to the national average af 6.8% cents par kilowatlt-
hour.

Kentucky's low elechric rates can be attributed to many factars, Arnong these
factors are, (1) close proaximity tg coal-producing areas; () a state ban os nuclear
generating units, which have proven to be tremendausly expensive o canstruct and
maintain; {3} beneficial corparate management and efficiant aperations by utiity
companies; and {43 far and reasonable reguiation and oversight by state autharities.
Ag the ralionwide dialegue on electric indusiry reslructuring continuas, the Kentugky
Public Service Commigsian will focus intently on mantaining the low électric rates
that have developed in Kentucky over a long period of stable and beneficial utiliey
regulation. The Commissich urges the Kentucky General Assembiy and all afectad



parmes o adopt a cautious and prudent approach toward electric ing sty

restructuring.
The Commission has identified the Ballowing principles that will serva to quide

the Commission in its activities and consideratian of issues pertaining to the

restructuring of the electric industry, The principles are in ne panicular arder.

I Ensurse the refiability and safety of slactricity systems and services

The reliability and safety of electric systems and services is of utmaost concemn
to the P3C. If decigions on how a utility system is maintained and aperated are
based salely on economic, competitive ar markel-based considerations, the likelfiood
of a deterioration of service quaity and refiability is increased. Furthermore, if
decizians regarding the need for and types of new power supply or generation
capacity are based salaly on the vacillations of a competitive marketplace the
relability af electncity supplies in hard-to-serve and less lucrative ragions could be
compromised. The restrugtuning of the electric industry must be accomplished in a
manner that preseryes the reliability, safety and quality of slectricity systems and

suppies far all cornsumers.

2, Ensure that any benefits and advantages resulting from rotail competition are

shared eguafly by af consumers

The restructuring of the electric industry should resclt in fair and equitable
benefits for all consemears. All consumers should be guaranteed equal access to
reputable and non-discrimirating eleciricity suppliers These cancepts should ba tha
cornerstane of any restructucing of the elegiric mdwestry. Undess all consumers shars
equally in the benefits, changing the way in whuch eleclricity s supplied and
purchased simply does not make sense from a public protection perspective.



3. fnsiitute sufficient safeguards to protect Kentucky consumers against undue
discrimination and unfair business practices

In a competitive environment, the current safequards that protect custamers
against undue diserimination and unfair biling and disconnection practices could e
compromised or even eliminated. Other consumer ahyses that cauld result from a
competitive utility industry include deceptive and discriminatory market practices,
Electric industry restructuring must provide sufficient consumer protections and
address the serious issues of service quality, abligation to serve, and providers of last
resort for 2 retail customers. In addition, retail consumers must be fully informed

and educated regarding any significant changes taking place in the electric induskry.

<, Guaraniee universal electric service st reasonable prices for all Kentuckisns

Few would dispute the position that electric senice has became a basic
human need. Reliable slectric service is crucial for the continued health, safety and
ecancmic well-being of Kentucky's citizens. Far these reasons, universal SenICE IS A
wery important concept that must be considered in a restructured industry,
Consumers should be entitled to nan-descriminatory access to reasonably priced
power. An electric market that is driven strictly by campetitive and BCONOMIG
considerations will not necessarily protect the interests of smai CONsUMers,
particularty roral and [ow income househalds. The availakility of affordabkle ang
adequate electricity far all Kentucky consumers should be preserved in any

restruciured eleciric indusiny.

4. Encouvrage environmentally sound resource allpcation strategies in o
CQmPetitive genaeration markat
The generation and delivery of electricity significantly afects the environment
in Kentucky and elsewhere. Under the present regulatary framework, utiities are
encauraged and occagionally required to pursue enviranmentally responsible

expansign plans. A& marketplace driven sirictly by competitive and economic



censiderations may be very lirnited in #s ability to promote enviranmentally scund
resource allacation strategies. A restructured electrie industry should ensure that the
envirgnmental implications of all electric resource decisions are thoraughly

considered by electricity suppliers and consumers.

. Statey should have the autharity fo handla alf maiters pertaining to utifity

rataidl stranded costs

in a competitive eleciric market, utdity assets that were originally constructed
ar acquired under the current regulatory reqime in order to serve the utifity’'s electric
load could become stranded in 3 restructured market, These costs and expenditures
that were traditionally recovered thraugh ulility rates could be greater than the prices
established in the marketplace  Individual states must have the authority to consider
utility claims to recover net, verifizble and non-mitigatable retail stranded coste.
States arg in the best position to develop fair and equitable verificatian and recovery
methods that consider the interasts of utility shareholders and ratepayars.  Currently
it appears that utilities in Kentucky will kave little or no costs taat will be siranded in a

competitive marketplace.

s Establish fair cost alfocation methodolegios between utilitios” reguiatad and

unregiiated energy services

The Commission wilf be very concerned about the allocation of cages by
utilitins betwaen requlated and unreguiated energy services and subsidiariaes and
cress-subsidies bebween utility profit centars. Al the present time. the Cammission
has instituted safeguards to manitor cost allozation betwean vertically-integrated utility
hoiding company subsidiaries. I wtilities unbundle services and certain aspecis of
ulility aperations become unregutated or fedarally radulated, the Commission could
have some difficulty in protecting Kentucky consumers against the mi:sallucari-::n af
costs between regulated and unregutated activities. A restructuring plan must provide

the Commission with access to all appropriate books and records.



a. fnxiitute 3 reasgnable coda of canduct For afl electricity providers in a

restrictured electric industry

It & restructured electric industry, many types af etectricity providers and
purchasers wil be interacting and eompeting  These providers will likely include
imvestar-owned utility companies, rueal electric cogperalives, municipalities. powear
marketers {agants for generation projects who market pawer an behalf of the
gererator), power brokers {retail agents who buy power on behalf of a customer),
aggregators (entities that aggregate custormers for a market), self-generatars, and
noen-utility generators.  The objectives and motives of each of these entities ara
cifferent and possibly at cross purposes fram those of cther parties. Instituting =
code of conduct for all electricity providers that, ameng cther thirgs, fely protects
customess from unsercpulous ggants and transactians will Ee very imporant,  Egqually
impartant ir: the restructured electric indusiry will be the need for fair and equilabie
rules and policies which pravide for a “evel playing fisld" among the various
electricity providers. Differences currently exist between the investor-owned utiities,
rural electric cooperatives, and municipals. The participation of additional providers
in e restructured electric market will add complexities to these differences. To the
2xtent possiple, the participants in this marker shauld be distinguished by the product

and services they offer, and nat by differences in the rules under whizk they operate.



