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\ The g@neration, tranamigsion_and distribution
of alactric enexgy representy one of the largest ib-
dugtries in the U.5. rlectric power jg supplied by
alectric supply gystems which range from rural coopera-
tives distributing power tO hundreds of customers to
giant‘inwestor owned utilities gupplying millions of cus=~
tomers. A supply system may itself.generate_all of its
enargy neads OY purchase alectriclity £rom -government
agenciles, {ndustrial firms .Ov private producexs. There
are more then 3000 separate electric gystemns of which the
1argest 200 provide more then 85 of generating capacity.

: Most large systems are publicly'owned. other
systems are under state, municipal OT 1ocal ownership .
or ere cooperatively or fedarally,ownad. ‘Cooparation
among the gystemns is highly davaloped..' o '

' InterstateAtransmission and wholesale gale of
electricity is regulated by the Faderal Energy Regulatory
Commigsion, whose members are appointed by the President -
with the advice and congent of the senate. The Commission
ey prder'interconnaction and coocrdination of slectric
utilities-and may order whegeling. = - :

: Retall sales of electriclty are regulatad’by
state ragulatory qommissioﬁs' (public utility
commiasions), which axist in all but one state. ‘Thelr
jurisdietion extends o other ragulated utilities. Al-~
though~tha_axac;»spructura and jurisdictian of the com-
missions wary from state- to state, most have betwean
t+hree and five commissioners, appointed by the Governor
of the state, with the consent of the gtate Senate oI the
legialatura.Terms of service are typically four to six
vRars, and are staggered. In saveral gtates the comiig~
gioners are elected. .

_ The juriadiction yested in the gtate commis-
gione includes administrative functions,such &s inves-
tigations of rates and service, judicial functions, guah
as conducting hearings and axamnining evidence, and legis-
lative functions, espacially fixing rates. The need for
rmontinual and frequent acts, based on uniform end con-
gistent polioy, which in themsalves raquire intimate and
expert knowledge of pumerous and complex facts which may
pe obtained by patient and impartisal and continuad inves-
tigation“ provided, in the words of Joseph Fastman, the
rationale for the establishment of public utility commis-
sieons.

: pecause of the gcope of the authorlty vested in
the state regulatory commigsions and ‘the nature ot the
decigions they are yeguired TO cake, Lmportance hes
sraditionally been attached to ensuring the
‘indepandance‘ of their members. This ls the rangon foOTr
ataggered telms and the usual prohibition on more than @
pare majority of +the members palonging %O the sSams
poiitical party. Removal of a commigsioney ig only per-
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mitted for "inefficiency, negleat of duty, or malfeasance
in office. Decilslons are taken on the basis of a record
made in public hearings.

The state regulatory commissgions are respon-
sible for controlling the quantity and quality of serv-
ice. They issue franchises for the exclusive right to
retail electric power in a territory. In most =states,
permits are also required for the construction or aban-
donment of facilities. Prior authorization is required
for changes in rates, with the utility bearing the burden
of proof as to the need. The public utility commissions
prescribe uniform accounting systems and may initiate
rate examlinations.

, Public utilities are required to serve all who
apply, to render safe and adequate service, to serve cus-
tomers on equal terms and to charge a just and reasonable
price, Determination of just and reasonable prices is 8
central parxt of the public utility’ commissions’' acge
tivities.
: In principle, rates ‘are set 8o as Lo satisfy
the utility's revenue: requlrement, consisting of
reasonable fixed and variable costs for efficient opera-
tions plug a rate of return on usad and useful property
in public service, net of depreciation. Charges to a par--
ticular class of customers are fixed to teke into account
customer costs, relating to hookup and service, demand
charges, relating to the nature of the capacity required,
and fuel (energy) charges.

The enactment, in 1978 of the Publié Utiligy
Regulatory Policies Act (PURPA) brought about a revolu-
tion in the regulation of electric utilities. The Act
required public utility commliasions to consider specific
ratemaking and regulatory standards intended to advance
energy conservation, efficiency and equitable rates.
Among the ratemaking standards were cost of service (i.e.
rates for each class of customer reflecting the cost of
providing service to that class), time of day reates,
seasonal rates, interruptible rates and load management
techniques to be offered by utilities to their cus-
tomars.

The Act also provided that electricitiy genera-
ted by cogeneration technigues and by small producers
using blomasgs, waste, geothermal resources Or renewable
rasources must be purchased by electric utilities at "the
incremental cost to the utility of electric energy, or
. capapgity, or both, which, but for the purchase ... such &
utility would generate itself or purchasa from another
source.” In short, in such casss pricing was to be based
not on the costs of production but rather on the value of
the electricity to the utility.



' in the yesrs pince the anactm@nthof PURPA, many
utllities and most public utility commigsions have come
to realize vhat what was vequired by PURPA 1in raspect of
cogenaration and small producers made egual gense £Or
purchasesd of other categories of privately produced
(indep@ndqnt)} gggctricity. BY purchasing power from
private prbﬁucéfs 1t was possible to_shiftfailfconstruc—
tion and pperating rigks to the private producers.

o In 1985 pacific Gas and ElectriC, a Calitornis
utility invited wids for the private production of more
than one thousand negawatts of power. As & srandard prac-

tice gaveral public utility commisslons, inoluding
Califurnia?a commission, now . require the electric
utilities under thelr jurisdiation +o submit periodic in-
tegrated :aaourceuplaha. The plan must identify demand
gide. management approaches and lowsest aost reliable
gources of supply o cope with forecast_demand. substitu-
rion for, and deferral of, investment in additional gen~
erating capacity are taken into acocount. ;

‘ ' as of April 1992 more than a5 utilities ware
purchasing aignificant amounts Of {ndepaendent power,
equiValent to $10 pillion in alectricity sales., ID 1990,
6,300 megawatts of independent_power came On 1ine and in
1991 5,158 megawattis . Projects over 50 megawatlts repré-

gent more than 61% of on-line capacity. '
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TABLE 4-2

State Regulatory Commissions and Selecied Statistics, 1985, 1988 8
sttt . |
Number of  Term Mathod of Yearly Salary’ No. of Full-Time E#'Mm‘ &
Commissioners  Yea7 Selection®  Chairman Commissioneys Employsss (3000 omilied) Y
ey = 1
3 4 E " §44,550 $44,000 139 $ 4,882 )
B § G-8 66,816 66,816 49 L §
8 6 E 45,000 45,000 215 4,309% <,
8 6 G-§ 52,204 50,311 114 4,701 'g
) 6 G-8 78,495 76,079 987 p3g62  F
3 6 G-5 48,400 48,400 95 $,826° Q:
5 4 G-L £ f 83 §,171° E
qare 5 5 Gc.s ' 155858 12,5408 - 20 1,692
- rict of Columbia - 3 4 M-C 63,700 63,700 45 1,988
S PR—— 5 4 G-5 64,217 64,217 346 13.419"
................... 5 6 E 60,521 60,521 137 7 239‘
. — -} 6 G-8 61,560 - 55,404 24 6554
.................. 8 6 G-S 36,500 36,500 55 . - 2,400
T T — 7 5 G-§ 65000 . 55,000 . 580 18,182
dIARA comsseserrermeereeee 5 4 G-8 j i 108 4,045
............................. 3 6 G-S k k 117 4,961
PR——— 3 4 G 69,064 61,974 276 9,479
gentucky 3 4 G-5 54,744 1 . 106  2.665°
LOUISATIA. csereesssssrensese™s B 6 E 47,8008 37,8008 110 2,888
MAINE cerremssresersesssssssst™ '3 6 G-L 53,185 50,149 54 2,498
0000 oL | l TABLE 4-2 (Continued)
__________‘______._._—-—--*--‘-'—" B risuyisvAd e .
Number of  Term, Methad of Yearly Salary® No. of Fu!l-'l‘m Emtjuum‘
Stata Commissionsrs Years Selection® ‘Chatrman Cqmmmloners Employses (£000 omitied)
MaFyland osuseessssenssressss B 5 G5 62,100 60,000 125 5,718
MassachuBetis coovmessnrerss : 5 4 G 61,093 56,037 154 7,504
MACRIGARR <vsusersresseserenesss 3 ] G5 60,000 55,100 - 200 10,029
MIRRESOLR evesrnressersensss 5 6 G-5 44,850 44,850 28 1,128
: MISSISSIPPA crerereoseresrenees 3 4 E 40,000 40,000 111 3,717 .
fi MISSOUTE cosnscssnseressrene 5 6 G-S 62,100 62,100 191 9,431 -
R MORIANA cvvoneemssrressens® 5 4 E 87,369 86,141 44 —_ Ly
NeEbEgha oueveeresnenssesses 5 6 E 35,000 35,000 54 1,574 5
i NEVAAR ..overvenresssemsismessss 3 4 G 51,740 . 48,671 91 —

i BE New Hampshire L & G-GC 58,940 58,940 55 1,987 ‘
50% New Jersey .omsmmmmserrersss 3 8 G-$ 90,000 85,000 375 11,158 R
FHAL | New Mexico BEC wore 3 6 G-S 51,420 50,040 51 g0t o

-.E £ New Mexico SCC: e 3 8 E 40425 40,425 119 2,382 g

§U3 | New York oo 6 6 G-S §8,407 79,051 620 36,666 K
§§ ’§ | North Cavolina .o 7 8 G-l . 62,044 61,024 136" 5,202 ¢
i £

53 % North Dakota v 3 6 £ 46,000, 46,000 54 4075 - i
B Ohio 5 5 G5 61,000 53,000" . 485 18,274 ‘

I é E OKIAROTAA ©roveermrarmesress 3 6 E 52,000 50,000 438 20,876%

Z (T —— t° 4 G-$ 62,988 368 15,735

Pennsylvani@ ..oeorsseeresees 5 10 G-S 57,500 55,000 589 99,536
e
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TABLE 4-2 (Continued) g
0
Number of  Term, Method of Yeavly Salary No. of Full-Time Expenditures® U§
Commissioners  Years - Selection®  Chairman. - Comnissioners Employees (8000 omitied)
&8,
............... 3 6  GS 57130 39,091 38 908 &
7 4 L 50,510 46,688 145 4,462b g
............... 3 6 E 36,000 36,000 24 1,196" S
........ 3 6 E 57,480 57,480 159 5,352 §
3 6 G-§ 0,976 60,976 204 10,667
BT — 8 8 E . 73238 75,238 954 2,741P .
Ol S 3 6 G-§ 59,675 - 57,650 21 4,278
MR T — — 3 6 G-S . 49,500 15,0008 12 794
T S— coesernrenees 3 6 L 75,843 74,399 474 - 21,879
R Y 3 6 G-§ 60,400 54,400 220 : 8,797
8 6 G-$ 44,675 41,000 177 6,428
3 6 G-§ q q. 180 6,457
3 6 G-$ v r 41 2,155

- .
chart is shown I

/AR

técted. G=Governor. G-GC=Governor, confirmed by Governor's Council, G-L=Governor, confirmed by Legislature.
, confirmed by Senate. L= Legislawre (General Assembly). M-C = Mayor, confirmed by Council.

e, 1986. _ ‘ 7
ifures, unless otherwise noted, are for the fiscal year ending in 1985 and exclude amounts transferred to the state treasury

ized for fiscal year ending in 1986.

ear ending in 1983.

inan: $64,200-$78,821; commissioners: $59,681-$72,875.

m

kar ending in 1984.

sar ending in 1986.

an: §45,000-$69,576; commissioners: $40,586-563,154.
45,600,

airman: $51,696; comnissioner; $52,512.

ission staif: 58; Public Swff: 78.

missioner receives $55,660,

mber commission, effective April 1, 1987.
es division only.

an: $54,319-562,698; commissioners: £52,500-$59,535.

jan; $44,300-§70,800; commissioners: $40,150-364,200.

Annual Report op Ulility and Carrier Regulation {Washington, D.C.: Nattonal Association of Regulatory Utility Commissioners,
2151, 855-57. :
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442 The Regulotion of Public Utilities

impediment 10 increased competition in bulk power markets and, possibly,
enhance generation deregulation.® But too often, they contend, wheeling is
not economically feasible because of high wheeling rates.® While there are a
variety of wheeling rate schedules, _

... the most common is 2 “postage stamp rate” under which a cus-
tomer iz charged 2 fixed rate per unit of service; e.g., miles per kilowati-
hour for nonfirm wheeling or dollars per kilowat: for firm wheeling.
In approving rates for firm power wheeling, the FERC has employed
an (embedded) “rolled-in” costing methodology; ie., all transmission-
related costs are aggregated and uniformally allocated to firm. transmis-
sion customers based on their respective demand. The commission hzs
also approved numerous transmission rate schedules utilizing the costs
of specific transmission facilities where it can be argued that those
facilities are the principal ones employed in providing the service. . . o

Second, there is the problem of the “full avoided cost rule.” Title 1i of
the Public Utility Regulatory Policies Act encouraged both cogereration and
smail power production. The former “is the combined production aof eleciri-
cal power and useful thermal energy, such as heator sicam.”™ The latter ars
those producers which use biomass, waste, geothermal resources, or rensw-
able resources {such as wind, solar energy. and water) to produce electric
power and, whose power production capacity is no greater than eighty
megawatts.”® Plants meeting PURPA requirements. are termed “qualifying
facilities” (QFs). Their encouragement has come from 2 requirement in the
act (Section 210) that electric utilities purchase power preduced from such
facilities ai their full avoided costs, defined by the FERC as “the incremental

costs to an electric utility of electric energy, or capicity, or both which, but

for the purchase from the qualifying facility or qualifying facilities, such a
utility would generate itself or purchase from another source.*
To date, the states have not adopted a uniform calculation of avoided

costs.®® Moreover, the issue has become even more complex with the emer-

gence of surplus capacity. A district court, for example, has ruled that .

PURPA does not require electric utilities to purchase power from QFsat a
higher than market price.’® And one state commission has approved
“anticogeneration” rate ‘contracts.” e
Third, there are special discount rates; rates that have been proposed
and adopted (often on an experimental basis) that are commonly known as
“ncentive” or “economic development” rates. Such rates “are designed boih
to promote increased sales: to:existing rrial .clist ttract
new firms to.a utility'yse

18. The Rate Structure 443

offered to only one class of customers), although they are based upon

short-run marginal or long-run incremental costs. Three state commission
decisions are typical:

. In approving a discounted industrial rate {on a two-year experimen-
tal basis), the Rhode Istand commission aoted that the company's
marginal costs wers below its average embedded costs. While the
proposed rate was discriminatory, it was in the “interest of the pub-
lic,” since its purpose was “to stimulate the local economy and pro-
vide new jobs” for the state, by being “attractive to growing New -
England companies who currently consider Rhode island tc be
“invisible."%®

2. In approving a proposal for an “economic redevelopment” tariff, the’
Michigan commissicn agreed thai the proposal resuited “in a form
of discrimination.” However, the rate was “designed to accomplish a
rational purpese which includes encouraging minimum consemp-
tion, increasing manufacturing activity, increasing employment, and
.mmnmlmm revenues o cover the utiiity’s fixed costs. Furthermore, by
increasing such business activity, the economic redevelopment rate
will contribute to the eradication of the dismal economic climate in
tertain portions of the applicant’s service territery within the state of
Michigan.”'%

3. In approving a “special industrial contract policy,” the New Hamp-
shire commission concluded tha: as long as “an incrementai cus
tomer pays a price that is above marginal cost, he is sharing the
fixed coss with the company's nonincremental customers, thus re-

ducing the responsibility of the nenincremental customer to pay those
fixed costs.”'?!

Notes

*Abba P. Lerner, “Conflicting Principles of Public Utllity Price Regulation,” 7 |
Jounal of Law and Economics 51 (1964).
!Alfred E. Kakn, The: Economtics of Regulation (New York: John Wiley & Sons,
1970), Vol I, p. 64, - - - . . oric Jobn Wiy Rl
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{ THE FRG (WEST) 1990

F THE PUBLIC SUPPLY SYSTEM

ORDING TO THEIR SIZE

; Siié'ﬁafegory' Number 'Capaci-ty_
. in MW
<1 MW 595 199
1. 10MW 319 1138
>10- 100 MW 175 6782
200 MW 43 6 312
00 -1 000 MW 84 42 696
© >1.000 MW 19 32 355
Total 1235 89 482
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