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Public Utility Deregulation: Electrical Industry

This memorandum summarizes the current status of deregulation in the

electrical industry, and the input of stakeholders and the California Public

Utilities Commission on the need for code revisions. The material on the current

status of deregulation was prepared by Deborah Muns, of Stanford Law School.

CURRENT STATUS OF DEREGULATION

Electrical energy has historically been sold to retail customers by regulated

utilities with exclusive service monopolies. This regulatory framework is

believed to be partially responsible for California's electricity rates being some 50

percent higher than the national average. The electric utilities were vertically

integrated monopolies responsible for the generation, transmission, and

distribution of electricity and electrical services. Retail customers had no choice

but to purchase power from the local monopoly.

Congress began encouraging competition in the industry in 1978 with the

passage of the Public Utilities Regulatory Policies Act, which effectively created

competition among independent and utility generators. Congress pushed the

industry closer to full scale competition in 1992 by enacting the Energy Policy

Act, which promoted greater wholesale competition by lowering the threshold

for new producers to enter the market and allowing greater access to the

transmission lines owned by monopoly utilities. The Act also allowed states to

create a market where individual customers could buy power from independent

producers.

The California Public Utilities Commission began investigating new

approaches to regulating the supply and distribution of electricity in 1993. In

1996, the Legislature passed AB 1890, which provides a legislative framework for

the restructuring of California's electric industry. The goal of the bill was to

restructure California's electrical services industry in order to transition to

competitive markets by December 31, 2001, lower the cost of electricity, retain

and attract jobs, and reduce power outages.
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In the restructured electrical industry, there will be competition in the

generation of electricity. Thus in the future, electricity consumers may choose

among competing providers of electricity. The transmission and distribution of

electricity, however, will continue to be done by regulated franchise monopolies.

Delivery of a third party's power to customers over the local distributor's

lines is commonly referred to as ‘retail wheeling.’ In order to implement retail

wheeling, two new public benefit, non-profit market institutions were created:

the Power Exchange and the Independent Service Operator. The Power Exchange

is required to provide an efficient, competitive electric energy auction, open on a

non-discriminatory basis to all providers, to meet the electricity loads of

exchange customers. The Power Exchange must provide results of its auction to

the Independent Service Operator. The Independent Service Operator is

responsible for providing centralized control of the state-wide transmission grid

and for ensuring efficient use and reliable operation of the transmission system.

In order to ensure reliability, the Independent Service Operator is required to

adopt standards for maintenance of the transmission facilities, and to conduct

reviews of power failures affecting more than 10 percent of a service area. The

Independent Service Operator has authority to levy sanctions where appropriate.

Both publicly-owned and investor-owned electric utilities are required to commit

control of their transmission facilities to the Independent Service Operator until

the end of 2001.

The move to a competitive generation market will result in transition (or

stranded) costs. These costs consist primarily of continuing obligations for past

utility power plant investments and power purchase contracts that will not be

recovered in a competitive generation market. Investor-owned utilities have

through December 31, 2001, to recover most of these costs through an accelerated

recovery system. The Legislature found that these costs should be recovered

because the costs were imposed by regulations and were then included in utility

rates.

Once the restructuring of California's electrical industry is complete,

electricity consumers will have the opportunity to choose among competing

providers of electricity and to negotiate the purchase terms. Although customers

will be able to choose the energy-services company they wish, they can also

choose to remain traditional utility customers.

PUC will still have regulatory responsibilities to ensure that consumers are

protected from fraud and misinformation. PUC will be required to provide
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electricity consumers with information necessary to compare electric service

offerings. In addition, because many aspects of electric service will remain

monopoly-based, PUC will continue to be responsible for protecting consumers

where services are provided by monopoly suppliers.

PUC indicates a commitment to developing alternatives to the historical cost

of service methods of regulation to encourage efficient and least-cost service.

PUC is currently investigating regulatory reforms that will provide stronger

incentives for efficient utility operations and investment, simplify complex rate

proceedings, and reduce administrative burdens.

INPUT OF STAKEHOLDERS AND PUBLIC UTILITIES COMMISSION

PUC’s request for input on code revisions required by deregulation of the

electrical industry resulted in the letter from Southern California Edison,

attached as Exhibit pp. 1-16. This letter identifies a number of areas where code

revisions may be appropriate.

We have attached a chart as Exhibit pp. 17-29, based on tables provided by

PUC, that shows by code section the suggestions of Southern California Edison

and the preliminary reactions of PUC.

Respectfully submitted,

Nathaniel Sterling
Executive Secretary
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