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Public Power?

* “Public power” is the term used to describe not-for-profit utilities created by state
or local governments to serve the public interest.

* Most public power utilities are municipally owned. Other forms include political
subdivisions of the state (such as public utility districts or public power
districts); state-owned utilities; and joint action agencies, which are typically
formed under state law to provide wholesale power supply and other services
to their public power members.

* The approximately 2,000 public power utilities in the United States provide for
the electric power needs of over 45 million Americans and deliver more than 15
percent of electricity sales to retail customers.

* Most public power utilities are small, and over 70 percent serve communities
with less than 10,000 residents. The citizens of public power communities,
working through the local political processes, have managed their electric
utilities for decades and, in many cases, for more than a century.

* Most public power utilities are distribution-only, which means they do not
generate power, but instead purchase power at wholesale for resale to their own
retail customers. Many distribution-only utilities purchase power from their
joint action agencies.

* All public power utilities have a common purpose: to provide customers in the
communities they serve with reliable electric power at the lowest reasonable cost,
consistent with good environmental stewardship.
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Summary

Despite the many changes in
the electric industry beginning
in the mid-1990s, public pow-
er udilities have remained true
to their fundamental obligation
to their citizen-customers —
the obligation to serve. Public
power utilities offer low rates,
local control and commitment,
public accountability, and
responsive customer service to
the communities they serve.

The electric industry continues
to evolve and priority issues
include investment in utility
infrastructure, including smart
grid installations; power supply
options, including the use of
renewable resources, increased
energy efficiency and demand
response; and environmental
protection decisions. Electric
utilities also have new obliga-
tions to ensure the reliability
and security of the transmis-
sion grid and other electric in-
frastructure. As they face these
challenges, public power utili-
ties” special relationship with
their customers helps them set
a course that best serves their
communities’ interests.

The public power option is not
new. Local communities have
long had the right to choose
whether to own and operate
their own public power utility
or to grant a franchise to a pri-
vate or investor-owned (I0U)
utility. This freedom of choice
in how electric service is to be
provided is a local rights issue
and a cornerstone of consumer
protection. When city officials
investigate these alternatives,
they learn more about the
value of the franchise. And if
they ultimately decide not to
form a public power utility,
they can use what they have
learned to negotiate new and
more appropriate franchise
terms with the IOU — terms
that can benefit local consum-
ers and taxpayers.

10Us generally oppose the
formation of new public power
utilities because, for them, it
means the loss of customers
and profits. New public power
utilities also provide high-
profile examples of what com-
munities can do for themselves
and this may encourage other
cities to form public power
udilities.

For these reasons, IOUs often
employ an array of tactics to
fight the formation of new
public power utilities. The
most common tactic is to try
to discredit public power and
thereby create doubt and fear
about alternatives to renew-
ing their incumbent franchise.
But their arguments about the
superiority of private utility
ownership just don’t hold up
to scrutiny. In fact, public
power has been so successful

at its focused mission that it
has earned the praise of indus-
try analysts, the financial com-
munity, and most importantly,
electric consumers.
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This document provides an-
swers to many of the common
charges leveled against public
power and helps separate fact
from fiction.

PUBLIC POWER

UTILITIES SERVE SMALL
L COMMUNITIES AS WELL AS
7 LARGE CITIES SUCH AS LOS

ANGELES, SAN ANTONIO

AND MEMPHIS.



10 Common
False Charges

CHARGE:
Public power's time
has passed.

Not true. Public power utilities continue
to be strong and successful competitors
to IOUs because they continue to
provide reliable, efficient service to

their customers at the lowest possible
cost, even in this time of industry
change. Priority issues for the electric
industry include investment in utility
infrastructure, power supply options,
environmental protection decisions,

and ensuring the reliability and security
of the transmission grid and other
electric infrastructure. As they face these
challenges, public power utilities’ special
relationship with their customers helps
them set a course that best serves their
communities’ interests.

Public power utilities make good business
decisions every day, as reflected by their
solid credit ratings from the three major
national credit rating companies, Fitch
Ratings, Moody’s Investors Service, and
Standard & Poor’s. All three companies
consistently rate public power utilities
higher, on average, than they rate IOUs.
Management is one of the most important
rating criteria for public power utilities.

CHARGE:

Public power means more
bureaucracy and less
protection for consumers.

In fact, with the increase in mergers

and consolidations among IOUs, public
power utilities actually provide more
protection to consumers. Citizens direct
the activities of the public power utility
through the utility’s governing board,
which is made up of elected or appointed
officials. In addition, many public power
utilities appoint citizen panels to advise
them on services, reliability, rates and
other issues. Questions are answered and
decisions are made publicly. Citizens have
access to all meetings and records and, if
they disapprove, they can vote the elected
officials out of office.

()

CHARGE:

Public power utilities are not
large enough or sophisticated
enough to deliver excellent
service.

This statement is not true. Public power
utilities get high marks for customer
satisfaction because their focus is
always on service to the customer,
rather than profits. Service quality is
not compromised by mandates from a
company headquartered hundreds of
miles away, which may result in staff
reductions, closed service centers,
deferred maintenance, or delayed tree
trimming. Public power utilities match
local service needs with local resources.

©

CHARGE:

Public power utilities do not
have the resources to provide
reliable power in the event of
a major storm or outage.

Actually, public power utilities have

a strong reliability record because

they focus on core operations and

take care of their own assets. Public
power utilities can respond quickly to
emergencies because local crews live

in the community, are accountable to
local officials and have intimate, expert
knowledge of the electric distribution
system. In the event of a major outage,
public power utilities can get help from
crews from other utilities through mutual
aid programs.

(®)

CHARGE:

Blanket statements that
public power costs less are
simply not true.

Statements about public power’s rates
being lower are true. Year after year,

for over 50 years, data from the U.S.
Department of Energy demonstrate

that IOUs, on average, charge more for
electricity than public power utilities. In
2010, residential customers of IOUs paid
average rates that were 13 percent above
those paid by customers of public power
utilities.
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CHARGE:

A new public power utility
would not have the money
and the expertise to hire and
manage skilled crews, buy
and maintain equipment, and
Il center and

This statement is false. Electricity
distribution, as opposed to large-scale
generation and hig] e transmission,

as IOUs and recruit
anagers and other employees
from the same pool of qualified electricity
industry professionals as IOUs. In

fact, many public power management
employees began their careers working

in the distribution or power supply
departments of IOUs.

CHARGE:

Municipalization efforts,

for the most part, are
overwhelmingly unsuccessful
and those that succeed may
take many years.

This is not true. The number of new
systems formed is noteworthy — 17 i
last 10 years, 29 in the last 20
65 in the last 30 years. The en
are communities that have achi
substantial benefits, includi
and better service

advantages of merging
into larger, more bureaucratic institutions.
Municipal utilities also can provide their
own advantage of community economies
in billing, metering, 24-hour emergency
call centers, and other customer service
operations when they provide more

than just electric service to homes and
businesses.

O,

CHARGE:
Public power utilities do not
pay taxes or franchise fees.
In fact, public power utilities make as
large or larger financial contributions to
state and local governments, on average,
than do the IOUs. Public power utilities
contribute to local governments through
ayments in lieu of taxes, transfers to the
or reduced-cost

CHARGE:
Municipalization is an
expensive and risky
proposition.

The debt required for the acquisition

of utility assets can be substantial, but
that does not mean it is not a good

investment, especially if the asset will

rovide net benefits for many decades.

d the debt is not paid back in a single
year by current customers; rather, funds
for repayment of the debt are collected
from utility customers over many years.
I0Us — who regularly issue debt to
undertake major infrastructure projects
— repay debt obligations in the same
way, collecting the necessary funds via
customers’ electric bills. However, public
power customers are assured that the
capital investments are for the benefit

of their own community, while IOU
customers may be paying for projects that
primarily benefit customers in another
part of the state or region.
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LOCAL CONTROL OVER UTILITY POLICIES

Public power is distinctly different from the investor-owned utility sector because it is fully accountable to the people
it serves. Public power is about serving the local community. While IOUs measure success by the profits they send to
often distant stockholders, public power utilities measure success by how much money stays in the community.

Public power utilities provide benefits to the citizens of their communities through lower rates, responsive service,
payments in lieu of taxes, economic development and other programs. Decisions about pricing services, building
power plants, purchasing wholesale power and setting service policies are made locally and therefore can reflect the
values and choices of the community. In addition, unlike IOUs, these utilities operate publicly, subject
to open meetings and public record laws.

FALSE CHARGE THE TRUTH
Government-run operations Just the opposite is true. Beginning in the late 1990s, many I0Us merged with other [OUs or
are inherently inefficient, were acquired by private investment groups or other energy companies. As a consequence, there
bureaucratic and ill-equipped are fewer and larger I0Us, and most I0Us are now part of large holding company structures. The
to respond to changing market consolidations resulted in many 10Us having headquarters located far from their customer base,
conditions. and in some cases, located in another country. In another trend, |0Us have closed local customer
~ "Municipalization Hurts Taxpayers,” service offices as a cost-cutting measure.
Santa Barbara County Taxpayers
Association, March 2005, In public power communities, citizens direct the activities of the electric utility through their

utility governing boards, made up of elected or appointed officials, or through their elected city
councils. In addition, some power utilities appoint citizen panels to advise them
on services, reliability, rates and other issues of importance to the community.

But it surely also helps that Norwich Questions are answered and decisions are made in public. Citizens have access

Public Utilities’ general manager, 12 to meetings and records and, if they disapprove, they can vote the elected
linemen and five commissioners live in the officials out of office. In many public power towns, customers with questions
communifcy, drive the local roads, see the. or concerns can simply speak to the general manager. Customers of a private
ng[’g?nne%?gt%aenl?lr;?\?v::%?o?/bjrznh?l;ﬂﬂ'g?; a power company have little, if any, influence over or access to the company’s CEO
rare kind of accountability. or other top officers.

“The Troubling Connecticut Power Failure,” The New York As to being able to respond to changing conditions, here’s what Moody's

v, Beilser s, 200 Investors Service said about public power's performance:

“Additionally, public power electric utilities have shown an ability to manage

through the recent turmoil in credit and fuel markets and there have been generally
sound finances and reliable service to customers. There has been no public power credit rating
downgrades related to the impact of the unsettled credit markets. Many utilities also have
undertaken strategic efforts to begin to manage expected changes in environmental regulation.
Moody's expects most utilities to maintain this effective business model and performance
record through 2009, but we also believe credit risks are heightened due to the weakened
national economy.”

12009 U.S. Public Power Electric Utility Sector Outlook,” Moody's Investors Service, February 2009.
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FALSE CHARGE THE TRUTH

Will a City-Run Utility be Public power utilities make good business decisions every day, as demonstrated by their ability
Reliable? Can the City — with no to offer lower rates, on average; their reliable service; and their solid credit ratings from the
prior experience — guarantee three major national credit rating companies: Fitch Ratings, Moody's Investors Service, and
reliable service? Standard & Poor’s. In fact, all three companies consistently rate public power utilities higher, on
- Mailer from the Boulder Smart average, than they rate I0Us. Management is one of the most important rating criteria for public

Energy Coalition — a group that
opposes forming a municipal utility
in Boulder, Colo.

power utilities. For example, Fitch assigned an ‘A’ rating to revenue bonds issued by Winter Park,
Fla., in connection with the municipality’s acquisition of the incumbent I0U’s electric distribution

system. Fitch cited solid city management and its proven track record operating the city’s general
fund and its water and sewer systems as key factors in its rating.

The elected officials who oversee public power utilities are accountable to voters, who are also
the utilities’ ratepayers. In contrast, board members of an 10U are accountable to shareholders
and are judged not on their ability to provide low-cost, reliable power or excellent service, but

on their ability to maximize profits for the 10U or its holding company. In pursuit of short-term
profits, I0Us may implement cost-cutting measures that ultimately affect reliability. For example,
extensive reductions in the number of employees, maintenance expenses, or tree-trimming
programs can result in longer and more frequent outages. In 2011, this issue was highlighted
when Connecticut Light & Power experienced extensive outages after two separate storms. In an
article about the outages, The New York Times reported that the utility had cut its maintenance
spending by 26 percent between 2008 and 2010.2

For day-to-day operations, public power utilities hire competent, experienced managers. These
managers come from the same pool of qualified electricity industry professionals as 10U
managers do. In fact, many public power chief executive officers and other managers have come
to public power utilities from 10U distribution or power supply departments. Moreover, many
cities and their local officials have experience owning and maintaining a water, sewer or gas
utility when they decide to provide electric service as well.

=]

The Troubling Connecticut Power Failure,” Rob Cox, The New York Times, November 3, 2011.



The Benefits of Public Power

FALSE CHARGE

Another criticism leveled by
Progress Energy is the loss of
oversight by the state’s Public
Service Commission. While
public utilities must justify their
rates to the commission, city-
owned utilities are free to set
rates as high as they want.

- The Orlando Sentinel, reporting on
Winter Park's effort to municipalize
its electric system, June 3, 2003.

THE TRUTH

Public power utilities are under more intense scrutiny than I0Us because they are governed and
regulated by their consumer-owners through locally elected and appointed officials. This form

of governance takes place at the ballot box and by participation in city council and utility board
meetings, public hearings, citizen advisory committees and other public forums. Business is
conducted in the open and is subject to local scrutiny. Citizens have access to public meetings,
planning alternatives, reports, and cost estimates. Public participation in the utility’s governance,
including decisions on rates, budgets, facility siting, power supply, reliability, and customer
service, is a core attribute of public power. If citizens feel their rates are unreasonable they can
attend any of these meetings to express their discontent. In a few states, public power utilities’
rates are also regulated by the state public service commission.

While public power utilities generally are regulated by a local governing body accountable to

its citizens, I0Us are regulated by state and federal regulatory commissions. 10U customers
have the right to place complaints with the state public service commission, but because these
customers are not owners of the utility, they have no direct relationship to utility management
and cannot participate in board meetings. Thus, compared to customers of public power utilities,
customers of I0Us have /ess influence on rates, service and policies.




FALSE CHARGE THE TRUTH

Shareholder-owned electric
companies pay taxes and
franchise fees; government
agencies do not. This loss of
revenue is permanent and not a
one-time cost.... How will this
revenue be made up — new taxes?

—  Edison Electric Institute, sample
campaign message.

|n the 1970s, when Massena residents sought to break away
from Niagara Mohawk, the power company tossed out a trio of
regular arguments against the plan. If the town stopped buying
electricity from Niagara Mohawk, it would lose substantial tax
revenues, the company said. Furthermore, electric rates would
skyrocket and reliability would go “in the tank”.....

None of that happened in the utility’s first quarter-century of
existence, said [Andy] McMahon, who has headed Massena
Electric for the last four years. The municipally owned electric
utility makes annual payments in lieu of taxes and the town has
lost no revenue, he said. Electric rates have gone down and
reliability is up.

- “New York Anniversaries,” Public Power magazine, Nov-Dec 2006 issue. The article describes

Massena’s 25-year anniversary as a public power utility.

STRAIGHT

In fact, public power utilities, on average, make financial contributions as great or greater to
state and local governments than I0Us. Public power utilities contribute to state and local
governments through payments in lieu of taxes, transfers to the general fund, other taxes
and fees, and free or reduced-cost services to the local government. The level of support and
how these benefits are returned to the community is a local decision and another advantage
of the local control of public power. For example, some public power utilities make transfers
to the city’s general fund in an amount equal to the property taxes that would have been
paid by an I0U. Others set the amount as a percentage of electric revenue or as a charge
per kilowatt-hour of electricity sold. Some municipalities take
advantage of synergies between departments and use

electric employees to install temporary lighting, perform
electrical repairs or tree trimming services for ather
departments, or provide technical expertise.

APPA regularly analyzes payments and contributions
to state and local government based on surveys of
public power utilities and data submitted by I0Us to
the federal government. APPA has conducted these
studies every two years over the last few decades. The
results consistently show that public power utilities,
on average, make higher payments and contributions.
In the most current study year, 2010, when all taxes,
tax equivalents, and contributions to state and local
government are considered, the median amount
contributed by public power utilities was 5.2 percent

of electric operating revenue. This is more than a full
percentage point above the median of 3.9 percent of electric
operating revenue paid by I0Us in taxes and fees to state and local governments.



The Benefits of Public Power

B. RELIABLE POWER SUPPLY

Public power utilities have a strong record of delivering reliable power supply because they focus on core electric

operations. This includes maintaining utility assets and being responsive to their customers-citizens. SAIDI — the System
Average Interruptible Duration Index — measures the average length of time, in minutes that each customer was without
power during a year. Comparisons on the SAIDI index for IOUs and public power consistently show that customers of

public power utilities are without power less than half as many minutes each year as are customers of IOUs.?

FALSE CHARGE

Imagine what utility repairs after
[Hurricane] Irene would have

been like had local governments

— desperate to trim staffing to
balance their budgets — were put
in charge. - Imagine if Montgomery
County, instead of Pepco, had been
responsible for restoring customer
outages after last winter’s blizzard.

THE TRUTH

Public power utilities can respond quickly to emergencies because local crews live in the
community and are accountable to local officials, as well as to their friends, neighbors, and
families. Repair crews that are local are intimately familiar with the local electric distribution
system and can identify and correct problems quickly. Often municipal crews prepare for a storm
by taking pre-emptive measures, such as removing overhanging or loose branches and checking
known problem spots.

In the event of a major outage, public power utilities coordinate with other public power utilities for
assistance, making use of a broad network through mutual aid programs. Public power crews have
responded to calls for assistance in response to all sorts of disasters: hurricanes, tornados, ice storms,

As poorly as Pepco performed,
local government would have had
been even more dilatory.

- Barry Rascovar, “Don't let government

run power companies,” published
September 9, 2011 in the Gazette.Net.

Wellesley and other towns in the
electric power business were beacons
of light during the outages that left
thousands of homes across the western
suburbs in the dark last week. While
Natick, Sudbury, Framingham, and
other communities struggled with power
failures that dragged on through the
week, all the lights were back on in a
matter of hours in Wellesley, Belmont, and
Concord. The three towns run their own
municipal electrical utilities, complete
with crews ready to make repairs at
a moment’s notice, in contrast to the
majority of communities in the western
suburbs, whose power is provided by the
utility companies NStar and National Grid.
- "Municipal utiliies shine in storm,” Boston Globe, on
boston.com, September 4, 2011.

severe thunderstorms, and high winds.

Public power mutual aid examples in 2011 include:

Electric Cities of Georgia, a state association of public power utilities, coordinated mutual aid
responses after Hurricane Irene, sending crews from Cartersville Electric System to assist the public
power utility in Robersonville, North Carolina.*
Crews from Naperville, Peru, and Springfield, lllinais, assisted the Winnetka public power utility
after severe thunderstorms knocked down utility poles and trees. Winnetka's service was restored
in 12 hours, while nearby communities went without power for as long as four days. ®
¢ The lowa Association of Municipal Utilities helped coordinate the response to the tornado
destruction of electric and gas services in Mapleton, lowa. By mid-day on the day after the
tornado hit, nearly 30 electric and gas operators were helping out in Mapleton. Additional
crews arrived the next day, and service was fully restored within 48 hours. 8

And, mutual aid is provided not only to fellow public power utilities. The Indiana Municipal
Electric Association (IMEA) responded to a call for assistance from the investor-owned utility,
Baltimore Gas & Electric (BG&E), after Hurricane Irene caused widespread outages in the
utility's service territory. IMEA sent 31 crews from eight separate public power utilities to aid
BG&E in its recovery efforts. The crews worked with BG&E to restore power for a full week. ’

*Distribution System Reliability and Operations Survey,” American Public Power Association, 2009. “Tracking the Reliability of the U.S. Electric
Power System: An Assessment of Publicly Available Information Reported to State Public Utility Commissions,” Ernest Orlando Lawrence
Berkeley National Laboratory, 2008.

*Cartersville Electrical crews on way to help N.C. Irene victims,” Bartow Headlines, August 29, 2011.

5"Power to the people: How Winnetka beat its neighbors to restore electricity,” Winnetka/Northfield TribLocal, June 29, 2011."

“Mapleton help: ‘Great testament’ to IAMU mutual aid" Informer, lowa Assaciation of Municipal Utilities, April 26, 2011.

"Correspondence with Leona Draper, Executive Director, Indiana Municipal Electric Association.
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because their first and only purpose

lowest possible ¢
ost. In contrast, 10
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FALSE CHARGE

Municipalization can lead to
higher electricity rates and
poorer customer service.
_ Edison Electric Institute, sample
campaign message.

To enhance the quality of life in
our community by providing reliable,
competitively priced utility and
communications S
safety-oriented an
employees.”
Mission Statement, Ea
Easton, Maryland)

ervices through skilled,
d customer—focused

ston Utilties, (Public power utility in
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Ccolljntable not to the local community, but to
stockholders, and therefore focus on meeting
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quarterly earnings projections and producing
profits for the stockholders.

THE TRUTH
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As a result, the utility can tailor
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Quite simply, local control and public power's not-for-profi
customer service. A public power utility and its governing
can easily maintain a close relationship with utility customers.

its services to meet the needs of its customers and the community
power utility’s customers are its owners, there is no conflict between the needs of customer

the needs of shareholders.
or utilities continue 0 receive high scores in the residential electric utility
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tilities: Clark Public Utilities in Vancouver, Wash;
and Santee Cooper, the state-owned utility in

Public pow
customer satisfaction survey cond

the most recent survey (2011), on
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Salt River Project (SRP) in Phoenix;

South Carolina.

One of the primary reason
its electric service i that t
community’s standards. Hermiston,
Energy Services (HES), in 2001 following
10U closed its local customer service office, and citizens
g. HES offers lower rates, and custom
t the local office.

jon to municipalize

s that a city or town explores the opt
that meets the

he local 10U is not providing service

Oregon, formed a municipal utility, Hermiston

a four-year effort that began because the

determined that the company’s
service levels were declinin ers can now pay bills and

address service concerms in person a

8J.D. Power and Associates, 2011 Electric Utility Residential Customer Satisfaction Survey, as described in J.D. Power and Associates press release, July

13,2011,



The Benefits of Public Power

D. LOWER RATES

Across the country, publicly owned electric utilities continue to lead the way in providing customers with low-cost
energy for homes and businesses. Data from the U.S. Department of Energy’s Energy Information Administration (EIA)
demonstrate year after year that IOUs, on average, charge more for electricity than public power utilities.

In the most recent data year (2010), residential customers of IOUs paid average rates that were 13 percent above those
paid by customers of public power utilities, and commercial customers of IOUs paid average rates that were 5 percent
above those paid by public power customers. Average rates for IOUs’ industrial customers were slightly below those of
public power utilities. However, industrial customers vary greatly in size, and on average, IOUs serve significantly larger
industrial customers than do public power utilities. The difference in customer size could account for the lower IOU
price for industrial customers. Overall, customers of IOUs paid average rates that were 7 percent higher than those paid
by public power utilities.

FALSE CHARGE THE TRUTH
The city makes an unsupported No utility can guarantee the future, but public power utilities have a long record of keeping
claim that you will save 15 rates as low as possible. And experience shows that communities that have formed new public
percent on your electric bill if power utilities have been able to offer lower rates, among other benefits, to local residents and
you allow it to take over the businesses. For some, the savings have been substantial.

utility. In reality, there is no
way the city can guarantee any
long-term reduction of your

A feasibility study by a qualified consultant can help determine reasonable estimates of how
much an individual community could save on electric rates by forming a public power utility. The

rates consultant examines the factors (wholesale power costs, system acquisition costs, etc.) that
— Carol Evans. Vice President help determine the short- and long-term savings that are possible with public ownership. These
California Taxpayers’ Association, savings can be passed on to customers in the form of lower rates.

et 2 Many communities find it worthwhile to make the change because they determine that public

power can deliver responsive, reliable electric service at the most reasonable rates. Consumers
pay for the cost of utility operations through their electric bills, and this is true whether service

is provided by a public power utility or by an I0U. In either case, the utility sets rates to cover its
costs. But through public ownership of the utility, the consumer-owners have greater control over
costs, prices and service. In addition, since a public power utility is directly accountable to the
people it serves rather than to stockholders, a public power utility's cost of operation does not
include paying profits to stockholders.

Hermiston Energy Services (HES) in Oregon began operations in 2001 after acquiring its electric
distribution system from PacifiCorp. HES reduced customers’ rates in its first year of operation,
and the utility’s average rates remain below the average rates that PacifiCorp charges its
customers in Oregon. U.S. Energy Information Administration data show that in 2010 PacifiCorp's
average revenue per kilowatt-hour (KWh) from its residential customers in Oregon was 23
percent above the HES average residential rate (8.6 cents per kWh compared to 7.0 cents per
kWh). Similarly, PacifiCorp’s average rate charged to commercial customers was 11 percent
above the HES average commercial rate (7.1 cents per kWh compared to 6.4 cents per kWh).



Retail Electric Rates, 2010
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Source: Energy Information Administration, Form EIA-861 for 2010. Rates reflect both full-service (bundled) and
retail choice (unbundled) sales in utilities' service territories.

STRAIGHT

The Massena Electric Department, formed in New York in 1981, immediately reduced
electricity rates by more than 20 percent below those charged by Niagara Mohawk, the
I0U that had previously served Massena customers. And Massena has kept its rates low
while Niagara Mohawk's (now National Grid) rates have increased dramatically. In the 20
years from 1990 (the earliest year for which EIA data are available) to 2010, Massena’s
residential rates rose by 30 percent (from 4.6 cents per kWh to 6.0 cents per kWh), while
Niagara Mohawk's average residential rates increased by 75 percent (from 8.9 cents per
kWh to 15.6 cents per kWh). Average rate comparisons for the two utilities’ commercial and
industrial customer classes are similar. (Massena’s average rates in 2010 were 7.1 cents
per kWh for commercial customers and 5.3 cents per kWh for industrial customers, while
National Grid's average rates were 13.7 cents for commercial customers and 15.0 cents per
kWh for industrial customers.)

Typically, newly created public power utilities, just like those that have been operating for

100 years or more, can charge lower rates because they:

¢ Are accountable to the consumer-owners they serve;

¢ Are not-for-profit and do not pay dividends to often distant stockholders;

¢ Have lower administrative costs and are more efficiently managed;

¢ Have rates set locally by citizen-controlled boards or city councils that operate publicly;

¢ Do not pay federal income tax because they are entities of state or local governments;

¢ Are eligible to issue revenue bonds that are exempt from federal income tax for capital
expenses; and

¢ May have access to lower cost hydroelectric power marketed at wholesale by federal
and state agencies.
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FALSE CHARGE

“People confuse the fact that
existing municipal utilities have
a cost advantage because they
don’t pay taxes and they have
access to cheap federal power,”
[Pacific Gas & Electric vice
president] Richard continued...
“Well, guess what, you cannot
use tax-exempt financing to
condemn property, and there’s
no more cheap federal power
because it’s all been sopped up.”
— "Cities charting paths to energy

independence, ” Greenwire, May
2005.

THE TRUTH

I0Us often falsely charge that the only reason for public power’s lower rates is the combination
of its use of tax-exempt financing and its preferential access to federal hydropower. However
these factors only explain part of public power's rate advantage. Other important factors are
public power's not-for-profit status and its local presence and local control.

In his comprehensive study of factors affecting performance in the U.S. electric industry,
Professor John Kwoka concluded that public ownership confers both cost and price benefits.
He found that the most likely reason for public power’s advantages over their privately owned
counterparts “appears to be that retail distribution — of electricity and perhaps other goods and
services — may be performed better by enterprises closely rooted to the customer community.
Such proximity may yield greater knowledge of local customer needs and a greater sense of
responsibility for addressing those needs.”

While there are restrictions on local government’s use of tax-exempt financing to buy privately
owned assets, feasibility studies take these financing costs into account. In addition, with
today's low interest rates, the difference between tax-exempt and taxable financing rates is
relatively small. In most cases, forming a public power system still makes economic sense,
even with the use of taxable bonds. Going forward, for new investments in infrastructure, for
example, the new public power utility will be able to use tax-exempt bonds.

And some new public power utilities may be eligible to receive hydro-power allocations.

For example, the Jefferson County Public Utility District (PUD) in the State of Washington

is planning to provide electric service to county residents once the purchase of assets from
Puget Sound Energy is complete. The PUD reached an agreement with the Bonneville Power
Administration (BPA) to receive an allocation of BPAs lowest-priced power beginning in 2013.

Moreover, while a federal hydropower allocation can be beneficial, it is not necessary in order
for new municipals to be cost effective. Again, a thorough study by a qualified consultant can
analyze these issues and provide the needed economic analysis.

*John E. Kwoka, Jr., “Power Structure: Ownership, Integration, and Competition in the U.S. Electricity Industry,” Kluwer Academic Publishers, 1991, p. 143
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FALSE CHARGE

Even the best new efficient gas
fired generation units will not
produce power cheaper than
the hydro and nuclear units
retained by the I0U’s. And, it
will be a risky challenge for

the new MU’s [publicly owned
municipal utilities] to buy
cheaper power in the wholesale
market.

— “The Economics of Electric System
Municipalization,” Bay Area
Economic Forum, October 2001.

THE TRUTH

There is no reason to believe that new public power utilities would not have access to
economically-priced sources of power. More than 2,000 public power utilities across the country
take care of the power supply needs of their customers every day. They build power plants and
purchase power in the wholesale market in order to supply electricity at the lowest possible cost.

Public power utilities have formed more than 60 joint action agencies as an efficient way to
combine their work in partnership with each other. Joint action agencies, which typically are
established through an act of the state legislature, obtain power supply for their member public
power utilities. This can be done through ownership of power plants or by purchasing power on
the wholesale market.

Joint action is an option for most new public power utilities as well. For example, in 2004,

the town of Huron, Ohio, established a public power utility to serve new developments. Huron
became a member of American Municipal Power, a joint action agency that provides power and
other services to public power utilities in Ohio and surrounding states.

And in regard to the “hydro and nuclear units retained by the 10Us,” many 10Us sold off their
power plants as part of electric industry restructuring and now purchase their power needs in
the market. For example, Niagara Mohawk (now National Grid), the 10U that owned the town of
Massena’s electric system before Massena acquired the distribution assets, sold its hydro and
nuclear units in 1999-2001. Other I0Us have sold generating assets to unregulated affiliates,
which sell the power from these assets in regional wholesale markets at market prices.




The Benefits of Public Power

E. EFFIC
IENT LOCAL OPERATION
s

FALSE CHARGE THE TRUTH

we don’t pelieve they [the Public power utilities keep costs down through loca! serutiny of gperations. They use strategic
city of South paytona) can do partnerships and joint action with other public power agencies 10 obtain the advantages of size
it at the same jow cost, and in wholesale supply matters without taking on the disadvantages of merging into 1arget more
also provide the same services bureaucratic institutions.

as we do, [Florida power &
Light vice president] Rauch
said. “The pottom liné is the
economies of scale gives us 2

Electricity distribution, as opposed 0 large-scale generat'\on and high-voltage transmission, is

local, and public power utilities find that their gmaller size cal be an advantage in electricity

distribution. A public power utility's headquarters and operations are located in the same

big advantage.” location as the utility's customers. Distribution linemen aré very familiar with the utility's service
"~ wgouth Daytona, FPL facing off” territory — and thus likely to be more responsive to outages — and utility managers and customer

The Daytona Beach News-Journal, service representatives are fellow citizens. Qversightis pm\nded bya local govem'\ng body. which
May 1, 2011- keeps the utility focused ON reliability, price and Service. Also, municipal utilities provide their
own advantage of community aconomies i pilling, metering,
24-hour emergency call centers, and other customer

service gperations when they provide multiple utility

One big bonus ofa C\ty-owned system, Knight said, is that services (electric, wateh wastewater, natural gas. and
it can focus all its (esources — police, emergency teams, tree te\ecommun'\cat'\ons services) to homes and businesses:
trimmers and line cré s — making repairs | ity without

waiting for @ big power company to coordinate all their repair
offorts. “It was like c\ockwork during the last hurr'\cane.”

Randy Knight, Assistant Gity Manager; Winter Park, Fia,, discussing the drop in outages after
the city formed its OWN electric utilty: Energy Central Professiondl, December 2006.



FALSE CHARGE

Taking business away from
the private sector, so that
the district can try its hand
at making a profit, or rally
behind some vague concept
of local control, is misguided.
California’s government
agencies, such as the LID
[Lathrop Irrigation District],
need to focus on core
competencies . ..

The rationale behind these municipal acquisitions includes the economic

Larry McCarthy, President,
California Taxpayers Assaciation
press release, January 2006.

THE TRUTH

Communities across the country have decided that they can best serve their citizens by
offering essential services such as water, gas, sewer, and electricity. The ability of a
community to make such a decision embodies the very meaning of “local control.” And
once a public power utility is formed, the citizens — via their local officials, citizen advisory
committees, and public hearings, for example — can continue to provide input into utility
decisions. Public power utilities are not trying to make a profit. On the contrary, because
they are operated on a not-for-profit basis, they can offer lower rates, on average, than
can 10Us.

The formation of early public power utilities was for the most practical of reasons:

communities wanted the benefit of electric lighting, and the quickest way of getting it

was to do the job themselves. Subsequently, municipal utilities were formed in order to

better focus on the community’s specific needs — whether it be customer service centers,

options for renewable energy, underground wires, faster responses to outages, or lower

rates. Now, as then, public power utilities
are a reasoned, pragmatic solution to a

perceived civic need.

benefits available to the acquiring city by reinvesting free cash flow back Public power has an excellgnt _
into the local system, greater local control over rates, improved reliability record of performance, not just in
and benefits associated with the use of tax-exempt debt for future capital the last few years, but through the

improvement compared with the existing corporate utilities’ higher cost of

capital.

- Fitch Ratings, “Public Power Municipalization,” May 25, 2005

industry’s 130 year history. Over

700 of the more than 2,000 public

power utilities in the U.S. have been

in operation for 100 years or more.

Their very existence provides a yardstick
against which the rates and service of I0Us can be compared. Many cities with public
power systems also have experience owning and operating water, sewer or gas utilities
and can obtain additional efficiencies by combined operations of these utility services.
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The Benefits of Public Power

F. LOCAL ECONOMIC DEVELOPMENT

A public power utility spurs economic development in the community by meeting the interrelated needs of
residential, business and industrial customers, thereby making the community a more pleasant place to live and

T T

allowing it to compete more successfully in attracting business and employment. Public power utilities are able to

focus on the overall needs of the communities and provide efficiencies in achieving the overall community goals.

FALSE CHARGE

A government takeover of the utility system
would thwart efforts to bolster economic
development in the community. Business
today increasingly depends on technology
and needs a highly reliable power supply...

In addition, it is quite common for municipal

utilities to subsidize residential rates by

charging companies higher prices...

All of these factors will discourage new

businesses from locating or expanding in the

city and could even drive existing jobs away.
— Alliant Energy

THE TRUTH

On the contrary, local control allows a community and its utility to work
together to achieve common economic goals. Many public power utilities
are able to offer lower rates, which result in lower costs for businesses.

In addition, many public power utilities have taken a leadership role in
preparing their communities for the future by pursuing new technologies as
an integral part of community growth. They serve as information sources in
a variety of technology fields such as environmental stewardship, high-
speed Internet capability, safety, and community technology development.
Some public power communities have begun offering telecommunications
services, which encourage economic development, because private
companies may not offer them to smaller towns at competitive prices.

A public power utility also offers opportunities for efficiency gains through
integration of electric operations with the
operations of other city services. A locally
controlled utility is part of a public

The big reason for doing this is local control of our destiny. Number 2, service community team that cooperates

we keep all of the revenue generated from the sale of electricity locally,
and 34 municipalities in South Dakota can attest to that. And No. 3, it’s

on public works projects, downtown

a lot better economic-development tool. You can offer incentives (on renovations, extension policies, business
electric rates) to businesses. With NorthWestern, we can’t do that. development, industrial parks, and energy

—  Ken Cotton, City Attomey; Wagner; S.D., “Wagner voters to decide municipal power proposal Tuesday,” efficiency programs. Public power utilities

Energy Central Professional, December 2, 2007.

waork with their larger customers, offering
them power quality, demand response
programs, alternative pricing structures,




special communications during outages, and other customer-defined and
customer-focused programs. Businesses enjoy the streamlined “one-stop
shopping” customer service that public power towns offer through key
accounts and other large customer programs.

Public power stimulates the local economy. Lower electric prices allow
consumers to spend mare money on other goods and services, in addition

to attracting business and industry to the community. Local dollars stay at
home in public power communities. They are not sent to companies and
shareholders out of the city, state, or in some cases, country. The public
power systems often do business with local financial institutions and make
purchases from local businesses. Salaries earned by local utility employees
are spent in the community for housing, groceries and other services. Payroll
dollars multiply in value to the community as they are spent locally by

businesses and their employees.

Finally, public power utility rates are set by the local governing body,

which must comply with any revenue requirements in bond covenants

and is generally guided by the principle that rates should be determined

by the cost of serving each separate customer class. Regardless, public
power utility boards are very responsive to all of their customers —
residential, commercial and industrial. Large power users are integral to the
community’s economic vitality, and their needs are heard by the utility’s staff
and governing board. A public power city has flexibility to offer incentives to
expand existing businesses and attract new business, while still protecting
residential and commercial customers.




2. Forming a Public Power Utility

A. THE RIGHT TIME FOR PUBLIC POWER

Despite years of upheaval in the electric industry, public power systems have remained true to their fundamental goal
of providing reliable, efficient service to their local customers at the lowest possible cost. Generation and transmission
supply issues and environmental protection decisions will continue to be a priority, as will efforts to build and secure
the nation’s infrastructure. The special relationship of public power systems with their electricity customers gives them
an advantage as they face these challenges and set a course that best serves their communities’ interests. Despite public
power’s consistent and impressive record, its critics continue to charge that public power hurts the community.

FALSE CHARGE

If Corona believes it can run private businesses better
than our business community can, then why stop at
utilities? Maybe the city should provide all its residents
free health care and take over all hospitals and doctors’
offices. Or perhaps Corona could take over all retail
stores. Surely the city could earn a profit doing that!

— Carol Evans, Vice President, California Taxpayers® Association,
December 2002

The private corporation whatever its public duties is organized for private
ends and may be presumed to intend to make whatever profits the business
will allow. The municipal corporation is allowed to go into the business only
on the theory that thereby the public welfare will be subserved. So far as gain
is an object, it is a gain to a public body and must be used for public ends.

- 1921 U.S. Supreme Court decision affirming the right of municipal governments to sell electrictty to private

consumers, without regulation by state public utilities commissions.

THE TRUTH

This argument is fatally flawed because retail stores and doctors’
offices offer competitive services, and their owners can decide what
prices they will charge. In contrast, the provision of electricity is an
essential service that has characteristics of a monopoly. Because of
its monopolistic nature, electric distribution service is regulated.
I0Us are not simply private businesses that charge whatever they
choose. Their rates are regulated by state public utility commissions
that determine which costs can be recovered from
ratepayers and that set the allowed rates
of return.

Public power utilities’ rates are also
regulated, in some states by the state
commission, but generally through
oversight of the local governing bodies
or boards. Further, public power utilities
do not provide “free services” to its
residents. Their rates are designed to
cover the cost of service. Nor are public
power utilities in business to make a profit
— they provide service on a not-for-profit basis,
which in turn means lower rates. In contrast, I0Us charge rates that
include a profit factor, that is, the cost to provide their shareholders
with a return on equity.



FALSE CHARGE

Vote no on Prop 1. Stop a
government takeover of Jefferson
County’s power system.

— Sign posted by Citizens Against
Proposition 1, a group opposing the
ballot measure that would allow
Jefferson County Public Utility District
to provide electric service in the county.

THE TRUTH

The “government” does not “take over” electric systems. Municipalization of electric service
occurs because local citizens, through the democratic process, decide that public power will
provide important benefits to their community.

And 10Us may try to thwart the democratic process. For example, in 2010, the Pacific Gas &
Electric Company (PG&E) sponsored a California ballot initiative that would have required a
two-thirds majority vote before a local government could establish or expand electric delivery
service or establish a Community Choice Aggregation program. The Los Angeles Times
endorsed a “no” vate on the initiative:

“The so-called Taxpayers Right to Vote Act is really a ploy by [PG&E] to
block ratepayers from forming cooperatives to purchase and distribute
electricity at reduced rates. PG&E is spending its customers” money to

The records reviewed by the Orlando Sentinel... tell those same customers that they have to protect themselves against
provide a glimpse at how a big company mixes an imaginary power grab by local government. It is PG&E, in fact, that

persuasion and political muscle to keep a grip on
business. The documents cover everything from
broad policy positions to the way buyout attempts

is trying to protect its market share by requiring a two-thirds vote to
establish a new local power system.” °

should be described -- “bureaucratic boondoggle” The initiative was defeated, with the largest percentage of “no” votes

and “government takeover” are the recommended

terms.

“Power play,” Orlando Sentinel article on Progress Energy’s apposition to Public power is as old as the electric industry system itself: almost 300
the Winter Park municipalization efforts, published August 31, 2003. publicly owned utilities were serving customers prior to 1300. Public

occurring in areas served by PG&E.

power utilities represent the desire and action by local citizens to have
direct control over an essential service: electric power.

Local public ownership of utility service is not a revolutionary or a radical idea. It is a
mainstream idea, and can be summed up in the phrase: accountability to the community. In a
public power community, the electric utility belongs to the people it serves, and the economic
benefits are retained locally.

19“0n June 8," Editorial, Los Angeles Times, June 6, 2010.

STRAIGHT



2. Forming a Public Power Utility

FALSE CHARGE

“Things have changed in the
electric industry and in the
world market that have made it
so that it’s just not in the best
interest of towns and cities.”
~ Spokeswoman for NStar (an
investor-owned utility) discussing
a proposed Massachusetts bill that
would make it easier to establish a

municipal utility. Assaciated Press,
October 2005.

THE TRUTH

Creating a new publicly-owned utility is now, and always has been, an important option for
communities to consider. Public power has many distinct advantages, and these advantages
hold true today. In the late 1990s, opponents predicted that public power would not be able to
survive in the new, restructured electric markets. They said public power systems were too small
to compete. In fact, just the opposite was true: because they have long planning horizons and a
low tolerance for risk, public power utilities were able to avoid the significant credit downgrades
—and even bankruptcies — that occurred in the 10U and merchant generator sectors in the early
2000s.

Public power utilities continue to operate under a “stick to the basics” business model.

Their interests are necessarily aligned with the long-term interests of their customers

and communities. This alignment of interests is the source of public power’s fundamental

advantages:

e |tis owned by and accountable to the people it serves;

e |t can offer, on average, lower electric prices because it is not-for-profit;

e |t measures success by how many dollars are invested in the local community, not how many
dollars leave in the form of dividends to stockholders;

e |t brings decision-making back to the local community where it carries out the community's
goals, such as investing in the local infrastructure, energy efficiency, demand response,
renewable energy, pollution prevention, and safety;

e |t can provide more efficient utility management with local scrutiny over electric operations;
and

e [t provides the local employment and service reliability that comes with using local service
personnel.

All three credit rating agencies acknowledge public power’s advantages and assign higher
ratings to public power systems than to investor-owned utilities. Fitch Ratings’ 2011 Outlook for
the public power sector includes a typical assessment of public power’s strengths:"

“Fitch believes that the fundamental structural characteristics of the sector’s conservative
business model will continue to provide stability and strength, even during this period of
uncertainty. The following are the key credit characteristics of public power and electric
cooperative issuers, which should, once again, serve their customers and investors well in 2011:
e Essentiality of electric utility service.

e Defined service area, with near monopolistic characteristics.

e |ocal control over rate setting.

¢ Predominately residential and commercial customer base.

¢ Relative cost advantage over investor-owned utilities.

e (Customers/ratepayers are the ultimate “stakeholders.”

112011 QOutlook: U.S. Public Power and Electric Cooperative Sector: Keep Calm and Carry On,” Fitch Ratings, January 18, 2011.



B. STUDYING THE FEASIBILITY

The first step in forming a new public power utility is to determine if the new utility is likely to be economically viable
and has community support. Feasibility studies are designed to answer the initial question: what savings will result from

forming a public power utility or exercising other local control options? The study may identify legal requirements to be
fulfilled,

ethods for valuing the utility property to be acquired, alternative sources of wholesale power, and projections
and operating costs for the new utility. Often the IOU will make an offer to do an alternative study at little or
he city. Obviously such IOU-sponsored studies do not produce objective results, and in fact are created to

city from pursuing municipalization. A

-

-
bent IOU may attack the concept of public ownership even before the feasibility study is begun. As citizens
arn about the alternatives available to them, the IOU typically invests substantial resources in a campaign to
blic power and the idea of establi a {% power utility.

AN AV T,
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FALSE CHARGE THE TRUTH
A preliminary feasibility study, Feasibility studies usually cost significantly less than this charge implies. The cost of a
typically costing more than preliminary feasibility study or full feasibility study depends largely on the scope of work
$100,000, and a detailed feasibility defined. Costs will vary with the size of the community, the type and condition of resources
study — required in order to needed to serve the community, the consultant’s expenses, and the length, scope and
determine the precise details of formality of the final report presentation.

the utility property and equipment

to be purchased — will need to be A preliminary study can be completed for as little as $25,000 and a more detailed feasibility

completed. A detailed feasibility study can be completed for $200,000 - $500,000.
study can cost $1 million or more. A few recent examples:
— Michael McGrath, Edison Electric ¢ A medium-size city (population 56,000) paid $25,000 to look at options for providing

Institute, “The Siren Call for New
FPublic Power Warrants a Closer Look,”
Public Management, August 2003.

municipal electric and gas service.

e A community with a population of 100,000 paid $100,000 for a preliminary feasibility
study.

e A community with a population of 70,000 paid $250,000 for a more detailed feasibility
study.

When a study shows that significant savings are possible with public power, the |0U is likely
to dismiss the study as “flawed.” Of course, it is not that the study is flawed, but that the ‘I'
incumbent 10U does not like the results. Feasibility studies by qualified engineering firms
have had an excellent track record of estimating savings and other benefits from forming
a public power utility because the reputation of the consulting firm and its future business
depend on their objectivity and accuracy.




2. Forming a Public Power Utility

FALSE CHARGE THE TRUTH

Those communities that seek to
take over distribution systems
would have to purchase entire
systems at today’s market prices.

_ Edison Electric Institute, sample
campaign message.

This charge is intended 0 intimidate communities that are trying to form a public power utility.
\While I0Us may assert that a community must pay “market prices” for electric facilities, the
mast common valuation methods are original cost less depreciation and replacement cost less
depreciation. The city may also have to pay costs associated with severing the distribution
system in the city from the 10U's remaining system (reintegration COSTS, for example). And,

in some cases, courts have allowed additional costs in recognition that the city is acquiring

a going concern. This generally depends on the |0U's right to serve, with little or no “going
concern” valug awarded in cases where the I0U's franchise is nonexclusive, revocable at will,
or expired."

Some franchises expressly allow the city to acquire the incumbent utility's distribution
assets upon expiration of the franchise term. The franchise agreement itself may specify the
method — or the process (for example, via an arbitration panel) — for establishing the value of
the distribution facilities. State law may also set forth the method or process 10 be used for
valuation.

If the 10U refuses to sell or insists on an unduly inflated price, the city may consider
condemnation action under a municipality’s right of eminent domain. State laws differ on
eminent domain quthority, with some states granting municipalities non-specific authority
and others granting specific authority 10 condemn utility property. In Ohio, for example, the
state constitution allows any municipality to acquire @ public utility by “condemnation or
otherwise.”"”

12Clinton A. Vince and J. Cathy Fogel, “Franchise Competition in the Electric Utility Industry,” The Flectricity Journal, May 1995.
3Article 18.04 of the Ohio Constitution.



FALSE
CHARGE

Stranded costs are not
a part of the price of
purchasing FPL’s [Florida
Power & Light] assets
and could be added to the
overall value of buying
out the system after the
Federal Energy Regulatory
Commission reviews the
sale. “Since our electrical
assets in South Daytona are
included in the rate base
for all of our customers,
we have a responsibility
to recover these costs,”
Mr. Volenec [FPL's area
manager] said.

— “South Daytona moves

forward with power takeover,
FPL will fight purchase price,

Hometown News, August 12,
2011.

THE TRUTH

The Federal Energy Regulatory Commission (FERC) does not automatically review the sale of an

I0U’s assets to a municipality. A 1996 FERC order on wholesale transmission access does allow for
stranded cost recovery from new municipal utilities (called “retail-turned-wholesale” customers in the
order), but only under specific circumstances. The order provides for stranded cost recovery if the new
municipal utility uses FERC-mandated transmission service to reach a new power supplier.

In some cases, a new municipal utility chooses to sign a power supply contract with the 10U that
formerly served the city. FERC's stranded cost provisions do not apply in these cases because the I0U
is not providing transmission access to another supplier; rather it is still supplying power to the new
municipal utility. The 10U no longer owns the distribution assets in the city, but the 10U is still using
its generation resources to provide power to the city’s customers at the wholesale level. Thus, FERC's
requirements for open access transmission service do not “strand” the costs of the I0U’s generating
assets in such cases.

In South Daytona, the city chose FPL's wholesale power supply proposal, but FPL refused to

negotiate the final terms of the contract until the parties came to an agreement on stranded costs.
South Daytona then petitioned FERC for a declaratory order that “the commission’s stranded cost
regulations do not apply to a retail-turned-wholesale municipal utility that intends to continue
receiving its power supply from its former retail supplier.”™ FERC promptly decided the case, denying
FPLs arguments and granting the declaratory order. In its analysis, the commission said that its order
on transmission access limits stranded cost recovery in the case of new municipalizations “to those
cases in which the new wholesale entity uses Commission-mandated transmission access to obtain
new power supply on behalf of retail customers that were formerly supplied power by the utility
providing the transmission service.”™

States may award an incumbent 10U stranded cost recovery or an exit fee as part of the valuation
process. Typically, these decisions focus on the loss of generation load, and are often based on a
determination of whether the incumbent utility had invested in power supply resources under the
expectation of continuing to serve the city’s customers.

In Florida, two of three circuit court decisions on stranded costs ruled that the cities (Casselberry
and South Daytona) owed no stranded costs, while the third decision assessed Winter Park stranded
costs of $10 million. In the Casselberry case, the judge ruled that the 10U did not prove that there
would be any stranded costs, primarily because the city’s load was small relative to the IOU's total
forecasted load. In the South Daytona case, the judge ruled that since the city’s 1978 franchise
agreement gave the city the right to purchase the utility at the end of thirty years and set the
valuation method for the purchase, there could be no stranded costs.

In regard to how the 10U’s other customers are affected, the IOU will recover the costs of the city's
distribution assets as part of the purchase price of the system. Therefore the 10U should remove the
distribution assets from its rate base in order to ensure that customers remaining in the 10U’s service
territory do not pay for assets for which the 10U has already been reimbursed.

"“Federal Energy Regulatory Commission, “Order Granting Petition for Declaratory Order and Dismissing Rate Filing Without Prejudice,” Docket Nos. EL12-1-000
and ER 12-46-000, P 1.

lbid. at P. 29, citing Order No. 888-A, FERC Stats. & Regs. 1 31,048 at p. 30,404



2. Forming a Public Power Utility

C. WEIGHING THE RISKS, COSTS, AND BENEFITS

If after completing the appropriate studies, forming a public power utility is determined to be feasible, the overall issue,
along with the costs and benefits, is typically discussed at public meetings and in the media.

Not surprisingly, opponents focus on the risks but overlook the significant revenues and improved service the new
utility could provide. Their goal is to scare the citizens of the community into believing that the risks and costs are so
high that they are not worth the effort. But new public power communities continue to prove that public power can
provide substantial net benefits to the community. Citizens of these communities now have the advantage of owning a

distribution asset, rather than paying rental fees to someone else. The assets give the community control, options and a
stream of revenue benefits on into the future.

FALSE CHARGE

A hostile takeover of PG&E’s
electricity distribution system is an
expensive proposition — potentially
costing well over $100 million in
bond debt. That’s $5,000 out of the
pocket of each electric customer in
the district.

— Pacific Gas & Electric mailing sent to

customers in the South San Joaquin
Irrigation District.

“I find the study to be deeply flawed in that it does not look

THE TRUTH

Both public power utilities and 10Us regularly issue debt to undertake capital projects, and
the funds for repayment of the debt are collected from utility customers over many years.
There is a major difference between the two: public power customers are assured that the
projects are for the benefit of their own community, while 10U customers may be paying for
projects that primarily benefit customers in another part of the state or region.

The debt required for the acquisition of utility assets can be substantial, but that does not
mean it is not a good investment, especially if the asset will provide net benefits for many
decades. Local governments typically issue electric revenue bonds when they buy or build
an electric distribution system. Thus, the debt is not paid back in a
single year by current customers. Rather, it is paid back from
future electricity revenues — from customer payments over
30 years, for example.

out over the 10 or 20 or 30 years. It only looks at one year...” The credit rating company Moody's gave public power
— Spokesman for Ctizens for Local Power, critiquing an IOU-sponsored feasibilty study on utilities high marks for good management of their

Jefferson County’s proposed takeover of Puget Sound Energy’s electric service. Peninsula

Daily News, July 30, 2008.

financial obligations:

“For most public power electric utilities, rates are
established by autonomous governing boards and the rates
are set to ensure timely payment of annual principal and
interest on the bonds. The record of financial stability of public power electric utilities is
reflected in a stable record of sound financial metrics.”™

"®Moody’s Investors Service, “U.S. Public Power Electric Utility Outlook —2010," June 15, 2010.



FALSE CHARGE

What we’re talking about is a
city participating with venture
capitalists in a risky venture
capital move... If Edison as a
public company does that, the
shareholders take the risk.
But with a city utility, you’re
risking taxpayer money.

— Charley Wilson, Southern

THE TRUTH

Taxpayer money is not at risk. In almost all cases, public power utilities issue revenue bonds to
purchase the I0U's facilities, and these bonds are repaid from electric utility revenues. Revenue
bonds, unlike general obligation bonds, are not backed by the city or by the city’s ability to impose
taxes; rather they are backed by the revenues of the utility. The new electric revenue bonds would
have no impact on other city projects and borrowings.

Every day more than 2,000 public power utilities provide reliable electric service to their customers,
setting their priorities based on the priorities of the citizens. If the citizens do not like the direction
the utility is taking, they can express their views to the governing board or city council as ratepayers

California Edison and voters. Moreover, a municipal utility's costs are scrutinized line by line, locally and publicly.
Unlike with 10Us, costs do not include dividends or profits paid to stockholders.
In contrast, there are risks associated with being customers of an [0U.
Most 10Us are part of a larger holding company structure that can
In our view, another key strength of public power is invest in risky, unrelated, and unregulated ventures. Diversification
its focus on providing low-cost power to customers. into non-core businesses generally has a negative effect on the
We think this tends to make municipal utilities more regulated utility's credit rating. The added risk can raise the cost of

risk-averse and less likely to put capital in danger
through diversification into unregulated business
ventures such as telecommunications or merchant

generation plants.

the utility’s business (through a higher cost of capital) and in some
cases, result in the utility providing financial support to affiliates or
the parent company itself.

~  Standard & Poor’s, ‘Regulatory Uncertainty And A Tepid Recovery Could |0Us continue to merge, forming larger and larger holding companies.

Weaken the U.S. Public Power Sector's Credit Qualtty,” February 16, 2011

The local 10U can be bought by another 10U holding company or other
business or by a consortium of private investors. The new owners
may be headquartered across the country or the world. The enormous
salaries, costly stock options, and golden parachutes awarded the CEOs of private power companies
(unheard of in public power communities) also become a factor when mergers take place.
Customers of I0Us have virtually no say in these management decisions.

STRAIGHT



2. Forming a Public Power Utility
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FALSE CHARGE THE TRUTH

They will find the municipal option
is very expensive, comes with a
specific degree of risk and doesn’t
necessarily address the issue that’s

I0Us like to focus on the cost of new public power operations, but consumers pay for the
cost of utility operations through their electric bills — whether service is provided by a
public power utility or an 10U. With public ownership of the utility, the consumer-owners
behind high energy prices. have gre.aFer control over the glectnc rates. they p:.;ly and the service they re.ce|ve. Many
) _ " communities explore the public power option not just because of energy prices, but also
— Kenneth Tompkins, National Grid, “Some ) .. ) ) e
spared jolt of energy costs,” Utica because of the benefits of local control over utility operations. A public power utility is
Observer-Dispatch, February 2006. directly accountable to the people it serves, and so implements policies that reflect the
community’s needs. These can include green power options,
undergrounding lines, and working with other branches
of city government on economic development

And it was never about the local people or their corporate projects, for example.
personnel. It has everything to do with the philosophy of whether

the city wants to be share croppers or landowners. Do you want to !OUS are _dlSlngenpogs n warn.mg cities O_f .the risk
own your own home or rent? involved in establishing a public power utility. Much

- Ken Cotton, City Attorney, Wagner, S.D., “Wagner OKs Municipal Power,” Press & Dakotan, of the risk and uncertainty is in fact due to the
December 5, 2007 incumbent I0U’s activities against municipalization.
Private power companies generally spend enormous
resources to block formation of a new public power
utility, and may use intimidation and threats of long,
expensive legal battles to achieve their goals.




FALSE CHARGE THE TRUTH

Fluctuations in the cost of When the community owns and operates a public power utility, it has options and choices in
energy will leave Santa Maria power supply as in other areas of operations. Public power utilities that do not own power plants
ratepayers at the mercy of the purchase wholesale electricity and transmission services through contracts with other utilities,
market. And that would quickly power marketers, or merchant generator companies. Some public power utilities build generating
translate into higher energy facilities to serve their load. Corona Municipal Electric Utility, in California, began operations
costs. in 2001, serving customers in greenfield areas of the city and direct access customers under

~ "Muncipalization Hurts Taxpayers,” California’s retail choice law. In 2005, Corona completed construction of a 32-megawatt gas-fired

Santa Barbara County Taxpayers

Association, March 5, 2005 power plant. The city benefits by having its own source of power supply, and it also uses excess

heat from the plant to solidify biowaste at the city's wastewater facility, thereby reducing the
cost of transporting the waste.

A strategy mixing both plant ownership and wholesale purchases allows many cities to

hedge risks and benchmark one source against another to achieve cost, reliability and social/
environmental benefits. Another way to hedge risks is to diversify power supply, for example,
by building a diverse portfolio of energy sources, counterparties to contracts, and length of
contracts. These are the same strategies used by I0Us, which face the same fluctuations in the
cost of energy.

In addition, hundreds of public power utilities participate in joint action power supply agencies to
gain economies of scale in wholesale supply that small municipal utilities might otherwise find
unattainable.




2. Forming a Public Power Utility

FALSE CHARGE THE TRUTH

It is doubtful the city will have the
money and the expertise to hire and
manage skilled line crews, buy and
maintain a fleet of special trucks,
dispatch enough employees to rapidly
repair downed lines after a major storm,
provide a call center and billing service,

Public power utilities obtain the revenues needed to pay for these expenses through
their electric rates, just as I0Us do. They purchase trucks and equipment from the same
suppliers as 10Us, and they recruit managers and other employees from the same pool
of qualified electricity industry professionals as |0Us. In fact, many public power CEOs
and other management employees began their careers working in the distribution or
power supply departments of |0Us.

along with a control center and meter Some cities outsource the operation of their new public power utility in the early
readers. It’s a big, tough job. years of operation. They contract with an experienced electricity provider to operate
— Alliant Energy and manage the utility. The electricity provider is accountable to city officials for its

performance. Although this is a viable option for the
city to consider, outsourcing is not essential.

There's even a near-perfect model of how Connecticut Light and Many cities_ qlready have experience owning
Power could have done the job better. Norwich, Conn., a city of and maintaining a water, sewer or natural
40,000, has owned its own electric utility, as well as those for sewage, gas utility. A new municipal electric utility can

gas and water, for 107 years. Norwich Public Utilities’ customers pay, ol ;
on average, a bit less than Connecticut Light and Power’s. Yet after combine bl.l ing, mter reading, cal cgnters, and
this past weekend’s snow dump, power was out for only about 450 of other functions with those already being offered
its 22,000 customers — and for no more than an hour. As of Thursday by the city for other services.

morning, nearly half a million Connecticut Light and Power customers
were still waiting for the lights to go on.

“The Troubling Connecticut Power Failure,” The New York Times, November 3, 2071.

Cities have only to look at the existing public

power utilities — more than 2,000 of them

nationwide — to learn how they manage their
operations.




FALSE CHARGE

The takeover process typically
takes years. By the time
all studies are completed,
legislation is passed, voter
approval is obtained and
outstanding lawsuits are
settled, as many as 10 years
may have passed. During this
period, circumstances change
and the original impetus for the
takeover may no longer be a
factor.

— Edison Electric Institute

THE TRUTH

Ten years is an exaggeration — the average is 4 to 6 years. Some public power systems have
been formed in a year or two, and in some of these cases the price was negotiated amicably.

A few of the most hard-fought municipalization campaigns took 8 — 10 years to complete. Of
course, because communities that establish public power utilities sometimes have a long history
of dissatisfaction with the incumbent I0U's rates or service, they already may have spent many
years fighting in many different ways for electric service that meets their needs. For dozens of
communities across the country today, local control and ownership is the goal — and the benefits
are worth a considerable investment of time and money.

When it does take years, it is because the 10U continually puts up roadblocks and fiercely
fights the city for the system. Las Cruces, New Mexico and Massena, New York each spent
about 7 years trying to overcome legal hurdles put up by the IOU. Massena saved its customers
$25 million in the first 10 years of operation and millions more since. Las Cruces did not form

a system, but it did win important concessions with a short-term franchise, a substantial
settlement payment, and future options for the purchase of facilities.

When forming a public power utility, a feasibility study is conducted initially to identify projected
costs and retail rates if the city were to remain with its current supplier, and to identify power
supply alternatives for the community. The comparison between the city's current supplier and
alternative suppliers may be updated over time as wholesale power and other costs or situations

change.




2. Forming a Public Power Utility

D. LEGAL AND PUBLIC RELATIONS CHALLENGES

If one community is able to establish a public power utility and save money for its citizens, then so can other communities.
This means a loss of electric load and profits for the IOU. Not surprisingly, the IOU is likely to do everything it can to stop
a community from forming a public power system.

When an 10U talks about a costly legal challenge to forming a public power system, it is really part of a public relations
battle to stop the initiative. The IOU’s goal is not necessarily to win the legal battles, but to exhaust city funds or frighten
policymakers into abandoning the idea. Cities often win the lawsuits, either because there is no merit to the IOU’s claim or
because the company decides to settle at the last minute rather than risk a result that sets an undesirable precedent.

Another hurdle is the IOU’s use of its considerable economic and political clout to sway public opinion against the
formation of the new public power system. The incumbent IOU may use mailers, newspaper editorials, television, Internet
videos, and presentations by company officials to minimize the benefits and highlight the risks of public ownership. Often
the purpose is to create fear and confusion about important issues related to the start up of the new public power system.

FALSE CHARGE THE TRUTH
In the last several decades, There have been many successful initiatives to form new public power utilities, including 17 in
nearly all attempts at forming the last 10 years, 29 in the last 20 years and 65 in the last 30 years. The end result is often a
an electric municipal system community that has achieved substantial benefits including lower rates and better service.

have failed when the takeover

was contested by the incumbent Many public power ballot initiatives have passed by wide margins. For example, in 2003, residents

utility. The causes of failure run of Winter Park, Fla. voted overwhelmingly (69% to 31%) in favor of a referendum authorizing the
from financlal difficulties to lack city to issue bonds to buy the local distribution facilities of the I0U. In 2008, citizens of Jefferson
of popular support. County, Wash. voted to authorize the county’s public utility district to provide electric service in the
R county. And in 2011, citizens in Boulder Col. voted to authorize the creation of a municipal utility if
Feasibility Considerations for the customer rates would be the same as the |0U’s rates at the startup of the municipal utility.

Potential Public Utility District's o . D
Takeover of Pugent Sound Energy’s In other cases, the city's governing body has approved the purchase of the local distribution

Electric Utility Business within Skagit facilities. In 2009, the board of the South San Joaquin lrrigation District (SSJID) unanimously voted
County,” June 2008 to proceed with the proposed plan to provide retail electricity service in the district, and in 2011, the
South Daytona city council voted 4-1 to purchase Florida Power &
Light's distribution system in the city.

For 100 years, five people have made the decisions that Opposition from ‘the ,'”C‘?mbe”t utility can mcrease.the
have gotten us here today. [As far as PG&E saying we need costs of a municipalization effort — costs may be higher
a public vote —] we don’t need to have a vote on whether or in terms of time, money or political capital. Despite these
not thlsfSh0U|ﬂ hapgen’-t\ﬁf ha;/]eta VOtZ eVﬁ:’y :cjhreetyears on costs, it is possible to establish a new public power system
some of you. If we don't like what you do, the direction you’re - :
headed, then that’s when we take care of it. At that time, that provides real benefits to consumers. For example,

even PG&E can get involved . . . and the times that they have, SSJID has persevered in its effort to acquire Pacific Gas
they’ve lost.” & Electric’s distribution system, despite the disapproval
—  Leo Zuber; resident in SSJID's district, quoted in SSJID Press Releass, September 9, 2009 of its initial application to the San Joaquin Local Agency

Formation Commission (LAFCo), an adverse court decision,
and opposition from PG&E. Recently, however, the news



PG&E [Pacific Gas & Electric] spent
more than $10 million to defeat the
ballot initiative [to allow the Sacramento
Municipal Utility District to serve
customers in Yolo County]. The utility municipalization may become the focus of political campaigns.
had estimated that it could lose about 10Us intentionally may thrust the issue into elections by putting
$43 million annually in gross profit
margin if the measure succeeded.

- “Voters Nix SMUD Takeover of Yolo County Customers,”
Dow Jones Newswires, November 8, 2006.

Once a community begins to evaluate the public power option,
politics almost certainly will play a role. The pros and cons of

up candidates to run against those local policymakers who support
evaluating the public power option.

To respond effectively to the IOU’s tactics, local officials, citizens,
and business leaders who support public power need a well-
coordinated public education campaign to set the record straight.
Local officials are most successful when they pay attention to citizens’ concerns, document the legal and economic
feasibility, and explain the advantages clearly and succinctly. The educational campaign is strengthened by encouraging
support from community groups, speaking at community events, and keeping the local media well informed.

has been good. In 2009, the SSJID's board voted to proceed with the plan, and in 2011, the expert study required by the LAFCO concluded
that SSJID’s plan to acquire the system and reduce rates by 15 percent was feasible and financially viable. Several new public power utilities
have avoided court battles by establishing municipal electric systems serving new developments or industrial parks. Other cities have begun
by establishing a municipal utility to take on various money-saving endeavors. These include community energy conservation projects,
acquiring and operating the street lighting system, and where state law allows, serving as an aggregator of customer accounts. Both Ohio
and lllinois, for example, allow municipal electric aggregation of residential and business customers, subject to approval by referendum. In
Ohio, there are two large government aggregations (the Northeast Ohio Public Energy Council and the Northwest Chio Aggregation Coalition),
and approximately 100 cities and towns approved aggregation initiatives in the November 2011 election. Numerous municipalities in lllinois
plan to include a referendum on local electric aggregation in the March 2012 primary election. Other states allowing community aggregation
include Massachusetts and California.

California enacted its community aggregation law in 2002. In 2008, Marin County and independent cities in the county created a joint powers
authority, the Marin Energy Authority, for the purpose of providing a renewable energy alternative to the local I0U, Pacific Gas & Electric. In
2009, the Marin authority filed a California Community Choice Aggregation Plan, and in 2010 signed a 5-year contract with Shell Energy North
America. Customers can choose between two rate plans, one providing 27 percent of the power from renewable resources and the other
providing 100 percent from renewable resources. The authority is currently serving over 13,000 customers.

While many public power initiatives do not result in new systems being formed, these initiatives have not been altogether unsuccessful. Many
communities end up dropping their efforts to form a public power utility because the 10U responds to the competitive pressure and offers
valuable concessions. These may include lower rates, improved service, and performance standards for reliability. For example, after negotiating
with Progress Energy Florida for two years on a new franchise agreement, Casselberry's city council voted in April 2003 to begin buyout
proceedings. In August, the city accepted a new agreement that included a franchise fee of 6 percent, reimbursement of expenses incurred,

and a requirement that Progress Energy Florida fix any problems identified in reliability studies to be conducted by a consultant every five years.
Reliability was the city’s main reason for considering the formation of a municipal electricity utility.

“Feasibility Considerations for the Potential Public Utility District's Takeover of Puget Sound Energy's Electric Utility Business within Skagit County,” June 2008.



2. Forming a Public Power Utility

3. MORE E
LECTRIC
SYSTEMS TURN PUBLIC THAN P
RIVATE

FALSE CHARGE

No Colorado city or town has
municipalized its electric
system for nearly 40 years.
ltis an extremely rare event.
The same is true nationwide.
In fact, most transfers occur
when a city sells its electric
utility to the surrounding
private company as a way o
reduce risk, increase reliability,
and benefit from economies of
scale.

— UtiliPoint Rebuttal to Boulder's
Feasibility Study, August 2011.

THE TRUTH

Currently, dozens of communities are studying the public power option for electricity
service, while only @ handful are looking at selling. During the last decade 16 new
public power utilities were formed. Thirteen communities sold their public power
systems, most of these 10 neighboring rural electric cooperatives (which aré also
owned by their consumers), s. The decade has also seena arge number
of corporate mergers and acquisitions, and thus the number of |0Us has decreased,
falling from 239in 1999 t0 194 in 2010.

\With more than 3,000 electric utilities operating nationwide, there is no statistical
trend in either direction (municipa\'lzat'\on vS. pr'\vatization). But most jmportant, these
changes do not indicate that there is @ trend toward pr'lvatizat'lon, as opponents claim.

ANSWERS






WHAT ARE PUBLIC POWER'S BENEFITS?

Lower prices from:

Not-for-profit status.

Local cost consciousness, including review in a public process of policy decisions,
expenses, salaries, and management compensation.

Ability to borrow using tax-exempt bonds, exempt from federal income taxes.

Ownership of the asset:

Local management control over decisions involving investments, operations,
maintenance, power supply choices, customer programs.

Options and choices available only to an owner, including asset leverage, equity
borrowing, ratemaking, financial contributions to local government.

Future streams of income.

Local control:

Community control over management decisions with success measured by how
many dollars stay and are invested in the local community, not how many dollars
leave in the form of dividends to often-distant stockholders.

Citizen-owners with direct say in policies through elected or appointed officials.
Local citizen participation in meetings and access to information on planning
alternatives, cost estimates, performance and other reports.

Responsiveness to customers’ needs and concerns.

Quick response to outages from crews located in the community.

Power reliability, power quality, safety and efficiency that come from being singly
focused on local operations.

Emphasis on long-term community goals with control over special programs
(conservation and renewable resources, assistance to low-income, service extension
policies, industrial parks, etc.).

Control over electric distribution system aesthetics and design, including
undergrounding choices.

Economic development and jobs from lower rates that attract businesses.

Local employment with payroll dollars spent in the community.

Utility management focused on local goals such as innovation, community
technology development, environmental stewardship.

Improved local government efficiency through integrated utility operations with
electric, water, gas, sewer, garbage, and community broadband.

Customer Service

In sum, responsive and reliable customer service.



For more information on public power
go to www.publicpower.org and click
on “About Public Power,” or contact
Ursula Schryver at the American Public
Power Association, 202-467-2980 or
uschryver@publicpower.org.
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