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	SUBJECT/TITLE
	Kentucky electric utility deregulation


	SPONSOR
	Rep. Thomas Kerr


MANDATE SUMMARY

	Unit of Government:
	X
	City;
	X
	County;
	X
	Urban County Government


Program/

	Office(s) Impacted:
	 City-owned utilities


	Requirement:
	X
	Mandatory
	X
	Optional


Effect on

	Powers & Duties
	X
	Modifies Existing
	X
	Adds New
	
	Eliminates Existing


PURPOSE/MECHANICS


BR 966 is a broad electricity deregulation measure allowing consumers, under certain circumstances, to choose who they want to supply their electricity.  The right to choose would be effective after January 1, 2000.  The bill does not mandate across-the-board consumer choice because municipal electric companies must elect to participate in open markets by accepting regulation of their distribution systems and certification as suppliers.  In addition, rural electric cooperatives could elect not to open their territories to competition.  The measure sets out a five-year transition period during which the changes would take place.


The legislation also:

SYMBOL 183 \f "Symbol" \s 10 \h
Removes jurisdiction over the generation of electricity from the Public Service Commission after  January 1, 2000;

SYMBOL 183 \f "Symbol" \s 10 \h
Defines a retail electric distributor and electric energy supplier;

SYMBOL 183 \f "Symbol" \s 10 \h
Directs the commission to consider alternate methods for setting rates and tariffs when requested by the distributor;

SYMBOL 183 \f "Symbol" \s 10 \h
Requires retail electric suppliers to be certified by the commission before they can do business;

SYMBOL 183 \f "Symbol" \s 10 \h
Establishes procedures to decertify a supplier;

SYMBOL 183 \f "Symbol" \s 10 \h
Prohibits any company from selling energy in Kentucky unless it or an affiliate outside of the state allows retail competition within their territory;

SYMBOL 183 \f "Symbol" \s 10 \h
Requires retail electric suppliers to consent to the jurisdiction of Kentucky courts and to designate an agent;

SYMBOL 183 \f "Symbol" \s 10 \h
Specifies that the Consumer Protection Act, rather than the Public Service Commission, regulates retail electric transactions;

SYMBOL 183 \f "Symbol" \s 10 \h
Requires each electric utility to file a transition plan with the Public Service Commission, consisting of separation of the utility's property by function, a proposed distribution tariff, transition rate, and access charge to apply during the transition period;

SYMBOL 183 \f "Symbol" \s 10 \h
Specifies that, to maintain existing tax revenues, electricity sales by parties other than the retail distributor will be subject to the school utility tax, to franchise taxes, and to sales and use taxes, but do not allow municipalities to franchise retail electric suppliers;

SYMBOL 183 \f "Symbol" \s 10 \h
Requires the supplier to bill the consumer through the distributor, and the distributor to render a single bill for all electric services to the consumer, including taxes and franchise fees;

SYMBOL 183 \f "Symbol" \s 10 \h
Requires a functional separation between a retail electric distributor and affiliated retail supplier;

SYMBOL 183 \f "Symbol" \s 10 \h
Creates a new section of KRS chapter 205 to establish a Low Income Assistance Trust Fund to maintain 1996 level of funding for the electricity component of the Energy Assistance Program, funded through a surcharge levied by retail electric distributors, in an amount established annually by the Public Service Commission;

SYMBOL 183 \f "Symbol" \s 10 \h
Creates a new section of KRS Chapter 224 establish a Coal Utilization Trust Fund, financed through a $.00034 per kilowatt levy on retail electric supplier sales in Kentucky, to support research needed to improve utilization of coal for generation of electric energy.

	FISCAL EXPLANATION/BILL PROVISIONS
	ESTIMATED COST



The impact of the bill upon local governments is indeterminable. BR 966 mirrors changes that are taking place throughout the U.S. whereby consumers are given the option of choosing their electric supplier.  Writing in Issues Confronting the 1998 General Assembly, LRC research analyst Linda Kubala said, "Retail competition allows end-use customers to choose their supplier.  The utility still would control the wires and other infrastructure that connect local customers to the transmission grid, but would operate as a common carrier transportation system, open to anyone who pays the rates and follows the rules of business.  Customers could contract with someone other than the utility for electric power and related services, rather than taking the whole package from the local utility.  Whether a customer chooses the utility or a competitor, the customer pays the local utility a transportation charge."


Among local governments, provisions in BR 966 probably would have the greatest impact on cities that own or have granted franchises to electric utilities.  There are 29 municipal electric systems in Kentucky.  About 27 of those buy their electricity from distributors such as the Tennessee Valley Authority.  At least two municipal systems generate their electricity--Owensboro and Henderson.


One of the issues in the electricity deregulation debate is "stranded costs," or those investments or assets owned by regulated electric utilities that are likely to become inefficient or uneconomic in a competitive marketplace.  Stranded costs usually apply to systems with power generating plants such as Owensboro or Henderson, according to Ms. Kubala.  As noted earlier, the vast majority of municipal utilities buy their power from other distributors and resell it to their customers.  The question is, would some municipal utilities be left with assets rendered unmarketable because of deregulation?


Section 17 of the measure indicates that "it is the intent of the General Assembly that enactment of legislation permitting customer choice shall not cause a loss of revenue to the state, municipalities, or taxing authorities."  The sale of electricity, no matter at what point it takes place, would still be subject to state sales taxes, school district gross receipt taxes, and municipal franchise fees.  However, there apparently exists the possibility that if electric rates decline because of deregulation, various taxes or franchise fee receipts also would decline.


Municipal electric utilities deciding to participate in electricity deregulation may have to restructure themselves.  There may be some contract renegotiations in franchise situations.  Perhaps city ordinances would have to be amended.  Those procedures would entail legal fees and carry other costs, such as legal notice charges and the like.
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