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A BILL to amend and reenact 88 15.2-2404, 56-231.39, 56-577, 56-578, 56-583, 56-585, 56-586, and
56-596 of the Code of Virginia, to amend the Code of Virginia by adding a section numbered
15.2-2404.1, and to repeal § 56-579 of the Code of Virginia, relating to the transmission of
electricity by electric utilities; ownership and control of transmission facilities; regional transmission
organizations.

Patrons—Marshall, R.G., Cole and McQuigg
Referred to Committee on Commerce and L abor

Be it enacted by the General Assembly of Virginia:

1. That 88 15.2-2404, 56-231.39, 56-577, 56-578, 56-583, 56-585, 56-586, and 56-596 of the Code of
Virginia are amended and reenacted and that the Code of Virginia is amended by adding a section
numbered 15.2-2404.1 as follows:

§ 15.2-2404. Authority to impose taxes or assessments for local improvements; purposes.

A. A locality may impose taxes or assessments upon the owners of abutting property for constructing,
improving, replacing or enlarging the sidewalks upon existing streets, for improving and paving existing
alleys, and for the construction or the use of sanitary or storm water management facilities, retaining
walls, curbs and gutters. Such taxes or assessments may include the legal, financial or other directly
attributable costs incurred by the locality in creating a district, if a district is created, and financing the
payment of the improvements. The taxes or assessments shall not be in excess of the peculiar benefits
resulting from the improvements to such abutting property owners. No tax or assessment for retaining
walls shall be imposed upon any property owner who does not agree to such tax or assessment.

B. In addition to the foregoing, a locality may impose taxes or assessments upon the owners of
abutting property for the construction, replacement or enlargement of waterlines; for the installation of
street lights; for the construction or installation of canopies or other weather protective devices; for the
installation of lighting in connection with the foregoing; and for permanent amenities, including, but not
limited to, benches or waste receptacles. With regard to installation of street lights, a locality may
provide by ordinance that upon a petition of at least 60 percent of the property owners within a
subdivision, or such higher percent as provided in the ordinance, the locality may impose taxes or
assessments upon al owners within the subdivision who benefit from such improvements. The taxes or
assessments shall not be in excess of the peculiar benefits resulting from the improvements to such
property owners.

C. In cities with a population (i) in excess of 170,000 according to the 1970 or any subsequent
census or (ii) between 22,000 and 23,500, the governing body may impose taxes or assessments upon
the abutting property owners for the initial improving and paving of an existing street provided not less
than 50 percent of such abutting property owners who own not less than 50 percent of the property
abutting such street request the improvement or paving. The taxes or assessments permitted by this
paragraph shall not be in excess of the peculiar benefits resulting from the improvements to such
abutting property owners and in no event shall such amount exceed the sum of $10 per front foot of
property abutting such street or the sum of $1,000 for any one subdivided lot or parcel abutting such
street, whichever is the lesser.

D. The governing bodies of the Cities of Buena Vista and Waynesboro and the County of Augusta
may, by duly adopted ordinance, impose taxes or assessments upon abutting property owners subjected
to frequent flooding for special benefits conferred upon that property by the installation or construction
of flood control barriers, equipment or other improvements for the prevention of flooding in such area
and shall provide for the payment of all or any part of the above projects out of the proceeds of such
taxes or assessments, provided that such taxes or assessments shall not be in excess of the peculiar
benefits resulting from the improvements to such abutting property owners.

E. In the Cities of Poguoson and Williamsburg, the governing body may impose taxes or assessments
upon the owners of abutting property for the underground relocation of distribution lines for electricity,
telephone, cable television and similar utilities. Notwithstanding the provisions of § 15.2-2405, such
underground relocation of distribution lines may only be ordered by the governing body and the cost
thereof apportioned in pursuance of an agreement between the governing body and the abutting
landowners. Notice shall be given to the abutting landowners, notifying them when and where they may
appear before the governing body, or some committee thereof, or the administrative board or other
similar board of the locality to whom the matter may be referred, to be heard in favor of or against such
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improvements.

F. In Loudoun County and the Towns of Hamilton, Leesburg, and Purcellville, the governing body
may request an electric utility that proposes to construct an overhead electric transmission line of 150
kilovolts or more, any portion of which would be located in such locdlity, to enter into an agreement
with the locality that provides (i) the locality will impose a tax or assessment on electric utility
customers in a specia rate district in an amount sufficient to cover the utility's additional costs of
constructing, operating, and maintaining that portion of the proposed line to be located in such locality,
or any smaller portion thereof as the utility and the locality may agree, as an underground rather than an
overhead ling; (ii) the tax or assessment will be shown as a separate item on such customers electric
bills and will be collected by the utility on behalf of the locality; (iii) the utility will construct, operate,
and maintain the agreed portion of the line underground; (iv) the locality will pay to the utility its full
additional costs of constructing, operating, and maintaining that portion of the line underground rather
than overhead; 2404.1and (v) such other terms and conditions as the parties may agree. This provision
shall not apply, however, to lines in operation as of March 1, 2005, or to non-operational lines for
which the utility has acquired any right-of-way by that date.

If the locality and the utility enter into such an agreement, the locality shall by ordinance (i) set the
boundaries of the specia rate district within a reasonable distance of the route of that portion of the line
to be placed underground pursuant to the agreement, and (ii) fix the amount of such tax or assessment,
which shall be based on the assessed value of real property within such district. Thereafter, owners of
real property comprising not less than 60 percent of the assessed value of rea property within such
district may petition the locality to impose such tax or assessment. If such petition is filed, the locality
shall submit the agreement to the State Corporation Commission, which, after notice and opportunity for
hearing, shall approve the agreement if it finds it to be in the public interest. If the agreement is
approved by the State Corporation Commission, the locality shall impose such tax or assessment on
electric utility customers within the district, and the locality and the utility shall carry out the agreement
according to its terms and conditions.

G. The governing body of any locality within or located adjacent to the Eighth Planning District may
request that an electric utility proposing to construct an overhead electric transmission line of 450
kilovolts or more, any portion of which would be located in such locality, construct, operate, and
maintain the line underground rather than overhead at the expense of the electric utility. If the electric
utility declines to do so, the éectric utility, upon request from the locality, shall enter into an agreement
with the locality that provides that (i) the locality will impose a tax or assessment on electric utility
customers in a special rate district in an amount sufficient to cover the utility's additional costs of
constructing, operating, and maintaining that portion of the proposed line to be located in such locality,
or any smaller portion thereof as the utility and the locality may agree, as an underground rather than
an overhead line; (ii) the tax or assessment will be shown as a separate item on such customers' electric
bills and will be collected by the utility on behalf of the locality; (iii) the utility will construct, operate,
and maintain the agreed-upon portion of the line underground; (iv) the locality will pay to the utility its
full additional costs of constructing, operating, and maintaining that portion of the line underground
rather than overhead; (v) the electric utility will distribute to a corporation created by the locality
certain of its capital stock, as provided in § 15.2-2404.1, with a fair market value that equals the
amount required to cover the utility's additional costs of constructing, operating, and maintaining the
line underground as determined in clause (i); and (vi) such other terms and conditions as the parties
may agree.

If the locality and the utility enter into such an agreement, the locality shall by ordinance (i) set the
boundaries of the special rate district within a reasonable distance of the route of that portion of the
line to be placed underground pursuant to the agreement, and (ii) fix the amount of such tax or
assessment, which shall be based on the assessed value of real property within such district. The locality
shall impose such tax or assessment on electric utility customers within the district, and the locality and
the utility shall carry out the agreement according to its terms and conditions.

§ 15.2-2404.1. Creation of corporation to own shares of electric utility.

A. If the governing body of any locality within or located adjacent to the Eighth Planning District
enters into an agreement pursuant to subsection G of § 15.2-2404, whereby the locality imposes a tax or
assessment on electric utility customers in a special rate district to cover the utility's additional costs of
constructing, operating, and maintaining that portion of the proposed line as an underground rather
than an overhead line, then, notwithstanding any conflicting provision of law to the contrary:

1. The governing body of any locality is authorized to create a for-profit stock corporation as
provided in the Virginia Sock Corporation Act (8 13.1-601 et seq.), which corporation shall have as its
shareholders the owners of real estate within the special rate district established pursuant to subsection
G of § 15.2-2404. The shares of the corporation shall be allocated among such owners of property in
the special rate district as the governing body of the locality shall determine, based on a formula that
allocates to each property owner a fraction of the total number of shares equal to the ratio that the
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amount of the tax or assessment payable by each owner bears to the total of the tax or assessment
payable by all owners;

2. The corporation shall be created for the sole purpose of owning an interest in the eectric utility
as provided in this section;

3. Upon completion of the construction of the line and the start of the lewying of the tax or
assessment as provided pursuant to subsection G of § 15.2-2404, the electric utility shall distribute to
the corporation shares of capital stock in the electric utility, with the same voting rights, rights to
receive dividends, and other rights applicable to its common stock generally, with a fair market value as
of the date of the distribution equal to the amount required to cover the utility's additional costs of
constructing, operating, and maintaining that portion of the proposed line as an underground rather
than an overhead line. Such distribution of stock shall be subject to review by the Commission, which,
after notice and opportunity for hearing, shall approve the distribution if it finds such distribution to be
consistent with the terms of this section.

B. Payments received by the corporation as a result of its ownership of stock in the electric utility
may be used to reimburse the locality for its payments to the utility for the additional costs of
constructing, operating, and maintaining the line underground rather than overhead, to compensate
owners of property for any uncompensated diminution in the fair market value to the property as a
result of the construction, operation, or maintenance of the underground line, or for such other purpose
as the board of directors of the corporation shall determine.

§ 56-231.39. Organization and purpose.

A. Subject to 8 56-231.50:1, any utility consumer service cooperative or utility aggregation
cooperative may form a cooperative in accordance with this article, either stock or nonstock, not for
pecuniary profit, with the exception of for-profit affiliates, for the purpose of purchasing, generating or
transmitting energy products and services for sale or resale, eperating or participating A an Hdependent
system operator; regional transmission pewer exchange; or beth; and any other lawful
purpose, consistent with sound business prmupl& and prudent management practices; (i) provided,
however, that within the certificated service territory of any member distribution cooperative that existed
as of January 1, 1999, no such cooperative shall, prior to July 1, 2000, undertake or initiate any new
program (@) to buy or maintain an inventory of HVACR equipment or household appliances, (b) to
install or service any such equipment or household appliances for customers, unless such service is not
provided by the cooperative but by a third party individual, firm or corporation licensed to perform such
service, (c) to sell HYACR equipment or household appliances to customers who are metered and billed
on residential rates, (d) to sell HVACR equipment to customers other than those metered and billed on
residential rates except where such sale is an incidental part of providing other energy services or
providing traditional cooperative activities, (€) to sdl or distribute propane or fuel oil; sell, install or
service propane or fuel oil equipment; or maintain or buy an inventory of propane or fuel oil equipment
for resae, or (f) to serve as a coordinator of nonelectric energy services or provide engineering
consulting services except when such energy or engineering services are an incidental part of a
marketing effort to provide other energy or engineering services or as a part of providing services that
are traditional cooperative activities;, (ii) provided further, that notwithstanding clause (i), such
cooperative may, within the certificated service territory of a specific distribution cooperative that
existed as of January 1, 1999, and then only to the extent that such specific distribution cooperative
could lawfully do so, engage in any of the activities enumerated in clause (i) that (a) have received State
Corporation Commission approval prior to February 1, 1998, (b) such cooperative is ordered or required
to undertake by any jurisdictional court or regulatory authority, (c) were lawfully undertaken prior to
February 1, 1998, (d) are specifically permitted by statute, or (€) are undertaken by any other regulated
public service company or its unregulated affiliate within such distribution cooperative's certificated
service territory; and (iii) also provided that such cooperative or its affiliate may not undertake such
activities as are prohibited by clause (i) within the certificated service territory of another public service
company unless such activities are undertaken by such public service company or its unregulated
affiliate within the certificated service territory of a specific distribution cooperative existing as of
January 1, 1999, and the certificated service territories of the public service company and the specific
distribution cooperative overlap. In addition, such cooperative may establish one or more subsidiaries to
engage in any other business activities not prohibited by law. Notwithstanding the foregoing, no such
subsidiary may engage in any business activities that the cooperatives are prohibited from engaging in
under this section. For purposes of determining whether a cooperative is formed not for pecuniary profit,
the establishment of one or more affiliates thereof on a for-profit basis shall not disqualify such entity
from being formed as a cooperative pursuant to this article.

B. Nothing in this article shall be construed to authorize a cooperative formed pursuant to this
article, or any affiliate thereof, to engage, within any political subdivision of the Commonwealth on a
not-for-profit basis, in the sale of products, the provision of services, or other business activity, except
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for electric power services and traditional cooperative activities. However, if such business activities are
not currently provided by any person other than a cooperative formed under or subject to this chapter or
its affiliate and the Commission determines that no such other person is likely, within a reasonable time,
to effectively provide such products and services in such political subdivision, an affiliate of a
cooperative may provide such products or services on a not-for-profit basis. The Commission shall also
permit an affiliate of a cooperative formed under or subject to this chapter to provide such products or
services on a not-for-profit basis upon a finding that the affiliate will not receive the benefit of any
federal income tax exemption that is not available to persons other than cooperatives and will not
receive the benefit of any federally guaranteed or subsidized financing that is not available to persons
other than cooperatives; and provided further, that nothing in this subsection shall prohibit the continued
operation of any business activities of any not-for-profit cooperative or affiliate formed, operating, and
actively providing products or services to customers on or before July 1, 1999.

§ 56-577. Schedule for transition to retail competition; Commission authority; exemptions; pilot
programs.

A. The transition to retail competition for the purchase and sale of electric energy shall be
implemented as follows:

§56-579.

2 On and after January 1, 2002, retail customers of eectric energy within the Commonwealth shall
be permitted to purchase energy from any supplier of electric energy licensed to sell retail electric
energy within the Commonwealth during and after the period of transition to retail competition, subject
to the following:

a. The Commission shall separately establish for each utility a phase-in schedule for customers by
class, and by percentages of class, to ensure that by January 1, 2004, al retail customers of each utility
are permitted to purchase electric energy from any supplier of electric energy licensed to sell retail
electric energy within the Commonwealth.

b. The Commission shall also ensure that residential and small business retail customers are
permitted to select suppliers in proportions at least equal to that of other customer classes permitted to
select suppliers during the period of transition to retail competition.

32. On and after January 1, 2002, the generation of electric energy shall no longer be subject to
regulation under this title, except as specified in this chapter.

43. On and after January 1, 2004, al retail customers of electric energy within the Commonweslth,
regardiess of customer class, shall be permitted to purchase electric energy from any supplier of electric
energy licensed to sell retail electric energy within the Commonwealth.

B. The Commission may delay or accelerate the implementation of any of the provisions of this
section, subject to the following:

1. Any such delay or acceleration shall be based on considerations of reliability, safety,
communications or market power; and

2. Any such delay shall be limited to the period of time required to resolve the issues necessitating
the delay, but in no event shall any such delay extend the implementation of customer choice for all
customers beyond January 1, 2005.

The Commission shall, within a reasonable time, report to the General Assembly, or any legidative
entity monitoring the restructuring of Virginias electric industry, any such delays and the reasons
therefor.

C. The Commission may conduct pilot programs encompassing retail customer choice of electricity
energy wppllastmeaehmeumbemdeemeun#wmathasnet#msﬁeﬁedﬁunenendeemmns
transmission faciities to a regional transmission entity prior to January 1 2003. Upon application of an
incumbent electric utility, the Commission may establish opt-in and opt- out munici pal aggregation pilots
and any other pilot programs the Commission deems to be in the public interest, and the Commission
shall report to the Commission on Electric Utility Restructuring on the status of such pilots by
November of each year through 2006.

D. The Commission shall promulgate such rules and regulations as may be necessary to implement
the provisions of this section.

E. 1. By January 1, 2002, the Commission shall promulgate regulations establishing whether and, if
so, for what minimum periods, customers who request service from an incumbent electric utility
pursuant to subsection D of § 56-582 or a default service provider, after a period of receiving service
from other suppliers of electric energy, shal be required to use such service from such incumbent
electric utility or default service provider, as determined to be in the public interest by the Commission.

2. Subject to {5 the availability of capped rate service under § 56-582, and (i) the transfer of the
management and control of an incumbent electric uuhty—s#ansmmsenassetsteamgmnal#ansmeaen
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after approval of sueh transfer by the Commission under 8-56-579; retail customers of such utility
(@ [IM1] purchasing such energy from licensed suppliers and (b) otherwise subject to minimum stay
periods prescribed by the Commission pursuant to subdivision 1, shall nevertheless be exempt from any
such minimum stay obligations by agreeing to purchase electric energy at the market-based costs of such
utility or default providers after a period of obtaining electric energy from another supplier. Such costs
shall include (i) the actual expenses of procuring such electric energy from the market, (i) additional
administrative and transaction costs associated with procuring such energy, including, but not limited to,
costs of transmission line losses, and ancillary services, and (iii) a reasonable margin. The methodology
of ascertaining such costs shall be determined and approved by the Commission after notice and
opportunity for hearing and after review of any plan filed by such utility to procure electric energy to
serve such customers. The methodology established by the Commission for determining such costs shall
be consistent with the goals of (a) promoting the development of effective competition and economic
development within the Commonwealth as provided in subsection A of § 56-596, and (b) ensuring that
neither incumbent utilities nor retail customers that do not choose to obtain electric energy from
aternate suppliers are adversely affected.

3. Notwithstanding the provisions of subsection D of § 56-582 and subdivison C 1 of § 56-585,
however, any such customers exempted from any applicable minimum stay periods as provided in
subdivision 2 shall not be entitled to purchase retail electric energy thereafter from their incumbent
electric utilities, or from any distributor required to provide default service under subdivision B 3 of
§ 56-585, at the capped rates established under 8 56-582, unless such customers agree to satisfy any
minimum stay period then applicable while obtaining retail electric energy at capped rates.

4. The Commission shall promulgate such rules and regulations as may be necessary to implement
the provisions of this subsection, which rules and regulations shall include provisions specifying the
commencement date of such minimum stay exemption program.

§ 56-578. Nondiscriminatory access to transmission and distribution system.

A. All distributors shall have the obligation to connect any retail customer, including those using
distributed generation, located within its service territory to those facilities of the distributor that are
used for delivery of retail electric energy, subject to Commission rules and regulations and approved
tariff provisions relating to connection of service.

B. Except as otherwise provided in this chapter, every distributor shall provide distribution service
within its service territory on a basis which is just, reasonable, and not unduly discriminatory to
suppliers of electric energy, including distributed generation, as the Commission may determine. The
distribution services provided to each supplier of electric energy shall be comparable in quality to those
provided by the distribution utility to itself or to any affiliate. The Commission shall establish rates,
terms and conditions for distribution service under Chapter 10 (8 56-232 et seq.) of this title.

C. The Commission shall establish interconnection standards to ensure transmission and distribution
safety and reliability, which standards shall not be inconsistent with nationally recognized standards
acceptable to the Commission. In adopting standards pursuant to this subsection, the Commission shall
seek to prevent barriers to new technology and shall not make compliance unduly burdensome and
expensive. The Commission shall determine questions about the ability of specific equipment to meet
interconnection standards.

D. The Commission shall consider developing expedited permitting processes for small generation
facilities of fifty megawatts or less. The Commission shall also consider developing a standardized
permitting process and interconnection arrangements for those power systems less than 500 kilowatts
which have demonstrated approval from a nationally recognized testing laboratory acceptable to the
Commission.

E. Upon the separation and deregulation of the generation function and services of incumbent electric
utilities, the Commission shall retain jurisdiction over utilities electric transmission function and
services; to the extent not preempted by federal law. Nothing in this section shall impair the
Commission's authority under 88 56-46.1, 56-46.2, and 56-265.2 with respect to the construction of
electric transmission facilities.

F. If the Commission determines that increases in the capacity of the transmission systems in the
Commonwealth, or modifications in how such systems are planned, operated, maintained, used, financed
or priced, will promote the efficient development of competition in the sale of electric energy, the
Commission may; to the extent net preempted by federal law; require one or more persons having any
ownership or control of, or responsibility to operate, al or part of such transmission systems to:

1. Expand the capacity of transmission systems;

2. File applications and tariffs with the Federal Energy Regulatory Commission (FERC) which (i)
make transmission systems capacity available to retail sellers or buyers of electric energy under terms
and conditions described by the Commission and (ii) require owners of generation capacity located in
the Commonwealth to bear an appropriate share of the cost of transmission facilities, to the extent such
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cost is attributable to such generation capacity; or

3. Enter into a contract with; or provide information to; a regional transmission entity; or

4. Take such other actions as the Commission determines to be necessary to carry out the purposes
of this chapter.

G. If the Commission determines, after notice and opportunity for hearing, that a person has or will
have, as a result of such person's control of electric generating capacity or energy within a transmission
constrained area, market power over the sale of eectric generating capacity or energy to retail customers
located within the Commonwealth, the Commission may; te the extent not preempted by federal law and
mmmmmmmmmgm%%w%m
practices of the applicable regiona transmission entity having F&spensbm-ty management and control
of transmission assets within the Commenwealth, adjust such person's rates for such electric generating
capacity or energy, only within such transmission-constrained area and only to the extent necessary to
protect retail customers from such market power. Such rates shall remain regulated until the
Commission, after notice and opportunity for hearing, determines that the market power has been
mitigated.

§56-583. Wires charges.

A. To provide the opportunity for competition and consistent with 8 56-584, the Commission shall
calculate wires charges for each incumbent electric utility, effective upon the commencement of
customer choice, which shall be the excess, if any, of the incumbent electric utility's capped unbundled
rates for generation over the projected market prices for generation, as determined by the Commission;
however, where there is such excess, the sum of such wires charges, the unbundled charge for
transmission and ancillary services, the applicable distribution rates established by the Commission and
the above projected market prices for generation shall not exceed the capped rates established under
subdivision A 1 of § 56-582 applicable to such incumbent electric utility. The Commission shall adjust
such wires charges not more frequently than annually and shall seek to coordinate adjustments of wires
charges with any adjustments of capped rates pursuant to § 56-582. No wires charge shall be less than
zero. The projected market prices for generation, when determined under this subsection, shall be
adjusted for any projected cost of transmission, transmission line losses, and ancillary services subject to
the jurisdiction of the Federal Energy Regulatory Commission which the incumbent electric utility (i)
must incur to sell its generation and (ii) cannot otherwise recover in rates subject to state or federa
jurisdiction.

B. Customers that choose suppliers of electric energy, other than the incumbent electric utility, or are
subject to and receiving default service, prior to the earlier of July 1, 2007, or the termination by the
Commission of capped rates pursuant to the provisions of subsection C of § 56-582 shall pay a wires
charge determined pursuant to subsection A based upon actual usage of electricity distributed by the
incumbent electric utility to the customer (i) during the period from the time the customer chooses a
supplier of electric energy other than the incumbent electric utility or (ii) during the period from the
time the customer is subject to and receives default service until the earlier of July 1, 2007, or the
termination by the Commission of capped rates pursuant to the provisions of subsection C of § 56-582.

C. The Commission shall permit any customer, at its option, to pay the wires charges owed to an
incumbent electric utility on an accelerated or deferred basis upon a finding that such method is not (i)
prejudicial to the incumbent electric utility or its ratepayers or (ii) inconsistent with the development of
effective competition, provided that all deferred wires charges shall be paid in full by July 1, 2007.

D. A supplier of retail electric energy may pay any or all of the wires charge owed by any customer
to an incumbent electric utility. The supplier may not only pay such wires charge on behalf of any
customer, but also contract with any customer to finance such payments. Further, on request of a
supplier, the incumbent electric utility shall enter into a contract alowing such supplier to pay such
wires charge on an accelerated or deferred basis. Such contract shall contain terms and conditions,
specified in rules and regulations promulgated by the Commission to implement the provisions of this
subsection, that fully compensate the incumbent electric utility for such wires charge, including
reasonable compensation for the time value of money.

E. 1. Subject to ) the availability of capped rate service under § 56-582, and (i the transfer of the
managerent and eontrol of an eumbent dectrie wlilby's transmission assels 1o a regienal ransmission
entity after approval of sueh transfer by the Commission under §-56-579; (ai) individual customers
within the large industrial and large commercia rate classes of such incumbent electric utility, and (bii)
aggregated customers of such incumbent electric utility in all rate classes, subject to such aggregated
demand criteria as may be established by the Commission, may elect, upon giving 60 days prior notice
to such utility, to purchase retail electric energy from licensed suppliers thereof without the obligation to
pay wires charges to any such utility that imposes a wires charge as otherwise provided under this
section.

2. Notwithstanding the provisions of subsection D of § 56-582 and subdivision C 1 of § 56-585, any
such customers (i) making such election and (ii) thereafter exercising that election by obtaining retail
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electric energy from suppliers without paying wires charges to their incumbent electric utilities, as
authorized herein, shall not be entitled to purchase retail electric energy thereafter from their incumbent
electric utilities, or from any distributor required to provide default service under subdivision B 3 of
§ 56-585 at the capped rates established under § 56-582.

3. Customers making and exercising such election may thereafter, however, purchase retail electric
energy from their incumbent electric utilities at the market-based costs of such utility, upon 60 days
prior notice to such utility. Such costs shall include (i) the actual expenses of procuring such electric
energy from the market, (ii) additional administrative and transaction costs associated with procuring
such energy, including, but not limited to, costs of transmission, transmission line losses, and ancillary
services, and (iii) a reasonable margin. The methodology of ascertaining such costs shall be determined
and approved by the Commission after notice and opportunity for hearing and after review of any plan
filed by such utility to procure electric energy to serve such customers. The methodology established by
the Commission for determining such costs shall be consistent with the goals of (a) promoting the
development of effective competition and economic development within the Commonwealth as provided
in subsection A of § 56-596, and (b) ensuring that neither incumbent utilities nor retail customers that do
not choose to obtain electric energy from alternate suppliers are adversely affected.

4. The Commission shall promulgate such rules and regulations as may be necessary to implement
the provisions of this subsection. Such rules and regulations shall include provisions specifying the
commencement date of such wires charge exemption program and enabling customers to make and
exercise such election on a first-come, first-served basis in each incumbent electric utility's Virginia
jurisdictional service territory until the most recent total peak billing demand of al such customers
transferred to licensed suppliers in any such territory reaches, at a maximum, 1,000 MW or eight percent
of such utility's prior year Virginia adjusted peak-load within the 18 months after such commencement
date, and thereafter according to regulations promulgated by the Commission.

§ 56-585. Default service.

A. The Commission shall, after notice and opportunity for hearing, (i) determine the components of
default service and (ii) establish one or more programs making such services available to retail
customers requiring them commencing with the availability throughout the Commonwealth of customer
choice for all retail customers as established pursuant to 8 56-577. For purposes of this chapter, "default
service' means service made available under this section to retail customers who (i) do not affirmatively
select a supplier, (ii) are unable to obtain service from an aternative supplier, or (iii) have contracted
with an aternative supplier who fails to perform.

B. From time to time, the Commission shall designate one or more providers of default service. In
doing so, the Commission:

1. Shall take into account the characteristics and qualifications of prospective providers, including
proposed rates, experience, safety, reliability, corporate structure, access to electric energy resources
necessary to serve customers requiring such services, and other factors deemed necessary to ensure the
reliable provision of such services, to prevent the inefficient use of such services, and to protect the
public interest;

2. May periodically, as necessary, conduct competitive bidding processes under procedures
established by the Commission and, upon a finding that the public interest will be served, designate one
or more willing and suitable providers to provide one or more components of such services, in one or
more regions of the Commonwealth, to one or more classes of customers;

3. To the extent that default service is not provided pursuant to a designation under subdivision 2,
may require a distributor to provide, in a safe and reliable manner, one or more components of such
services, or to form an affiliate to do so, in one or more regions of the Commonwedlth, at rates
determined pursuant to subsection C and for periods specified by the Commission; however, the
Commission may not require a distributor, or affiliate thereof, to provide any such services outside the
territory in which such distributor provides service; and

4. Notwithstanding imposition on a distributor by the Commission of the requirement provided in
subdivision 3, the Commission may thereafter, upon a finding that the public interest will be served,
designate through the competitive bidding process established in subdivision 2 one or more willing and
suitable providers to provide one or more components of such services, in one or more regions of the
Commonwealth, to one or more classes of customers.

C. If adistributor is required to provide default services pursuant to subdivision B 3, after notice and
opportunity for hearing, the Commission shall periodicaly, for each distributor, determine the rates,
terms and conditions for default services, taking into account the characteristics and qualifications set
forth in subdivision B 1, as follows:

1. Until the expiration or termination of capped rates, the rates for default service provided by a
distributor shall equal the capped rates established pursuant to subdivision A 2 of § 56-582. After the
expiration or termination of such capped rates, the rates for default services shall be based upon
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competitive market prices for electric generation services.

2. The Commission shall, after notice and opportunity for hearing, determine the rates, terms and
conditions for default service by such distributor on the basis of the provisions of Chapter 10 (8§ 56-232
et seq.) of this title, except that the generation-related components of such rates shall be (i) based upon
a plan approved by the Commission as set forth in subdivision 3 or (ii) in the absence of an approved
plan, based upon prices for generation capacity and energy in competitive regional electricity markets,
except as provided in subsection G.

3. Prior to a distributor's provision of default service, and upon request of such distributor, the
Commission shall review any plan filed by the distributor to procure electric generation services for
default service. The Commission shall approve such plan if the Commission determines that the
procurement of electric generation capacity and energy under such plan is adequately based upon prices
of capacity and energy in competitive regional electricity markets. If the Commission determines that the
plan does not adequately meet such criteria, then the Commission shal modify the plan, with the
concurrence of the distributor, or reject the plan.

4. a. For purposes of this subsection, in determining whether regional electricity markets are
competitive and rates for default service, the Commission shall consider (i) the liquidity and price
trangparency of such markets, (ii) whether competition is an effective regulator of prices in such
markets, (iii) the wholesale or retail nature of such markets, as appropriate, {iv} the reasonable

ity of such markets to the regiond transmission entity to which the distributor belongs, and
(viv) such other factors it finds relevant. As used in this subsection, the term "competitive regional
electricity market" means a market in which competition, and not statutory or regulatory price
constraints, effectively regulates the price of electricity.

b. If, in establishing a distributor's default service generation rates, the Commission is unable to
identify regional electricity markets where competition is an effective regulator of rates, then the
Commission shall establish such distributor's default service generation rates by setting rates that would
approximate those likely to be produced in a competitive regional electricity market. Such proxy
generation rates shall take into account: (i) the factors set forth in subdivision C 4 a, and (ii) such
additional factors as the Commission deems necessary to produce such proxy generation rates.

D. In implementing this section, the Commission shall take into consideration the need of default
service customers for rate stability and for protection from unreasonable rate fluctuations.

E. On or before July 1, 2004, and annually thereafter, the Commission shall determine, after notice
and opportunity for hearing, whether there is a sufficient degree of competition such that the elimination
of default service for particular customers, particular classes of customers or particular geographic areas
of the Commonwealth will not be contrary to the public interest. The Commission shall report its
findings and recommendations concerning modification or termination of default service to the General
Assembly and to the Commission on Electric Utility Restructuring, not later than December 1, 2004, and
annually thereafter.

F. A distribution electric cooperative, or one or more affiliates thereof, shall have the obligation and
right to be the supplier of default services in its certificated service territory. A distribution electric
cooperative's rates for such default services shal be the capped rate for the duration of the capped rate
period and shall be based upon the distribution electric cooperative's prudently incurred cost thereafter.
Subsections B and C shall not apply to a distribution electric cooperative or its rates. Such default
services, for the purposes of this subsection, shall include the supply of electric energy and al services
made competitive pursuant to § 56-581.1. If a distribution electric cooperative, or one or more affiliates
thereof, elects or seeks to be a default supplier of another eectric utility, then the Commission shall
designate the default supplier for that distribution electric cooperative, or any affiliate thereof, pursuant
to subsection B.

G. To ensure a reliable and adequate supply of electricity, and to promote economic development, an
investor-owned distributor that has been designated a default service provider under this section may
petition the Commission for approval to construct, or cause to be constructed, a coal-fired generation
facility that utilizes Virginia coal and is located in the coafield region of the Commonwealth, as
described in § 15.2-6002, to meet its native load and default service obligations, regardless of whether
such facility is located within or without the distributor's service territory. The Commission shall
consider any petition filed under this subsection in accordance with its competitive bidding rules
promulgated pursuant to 8 56-234.3, and in accordance with the provisons of this chapter.
Notwithstanding the provisions of subdivision C 3 related to the price of default service, a distributor
that constructs, or causes to be constructed, such facility shall have the right to recover the costs of the
facility, including allowance for funds used during construction, life-cycle costs, and costs of
infrastructure associated therewith, plus a fair rate of return, through its rates for default service. A
distributor filing a petition for the construction of a facility under the provisions of this subsection shall
file with its application a plan, or a revision to a plan previoudly filed, as described in subdivision C 3,
that proposes default service rates to ensure such cost recovery and fair rate of return. The construction
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of such facility that utilizes energy resources located within the Commonwealth is in the public interest,
and in determining whether to approve such facility, the Commission shall liberaly construe the
provisions of this title.

8§ 56-586. Emergency service provider.

On and after January 1, 2001, if any supplier fails to fulfill an obligation, resulting in the failure of
retail electric energy to be delivered into the control area servi ng the supplier's retail customer, the entity
fulfilling the control area function, or; if applicable; the regional transmission entity or other entity as
designated by the Commission, shall be responsible for charging the defaulting supplier for the full cost
of replacement energy, including the cost of energy, the cost incurred by others as a result of the
default, and the assessment of penalties as may be approved either by the Commission, to the extent not
precluded by federa law, or by the Federal Energy Regulatory Commission. The Commission, as part of
the rules established under § 56-587, shall determine the circumstances under which failures to deliver
electricity will result in the revocation of the supplier's license.

§ 56-596. Advancing competition.

A. In al relevant proceedings pursuant to this Act, the Commission shall take into consideration,
among other things, the goals of advancement of competition and economic development in the
Commonwealth.

B. By September 1 of each year, the Commission shall report to the Commission on Electric Utility
Restructuring and the Governor information on the status of competition in the Commonwedlth, the
status of the development of regional competitive markets, and its recommendations to facilitate
effective competition in the Commonwealth as soon as practical. This report shall include any
recommendations of actions to be taken by the General Assembly, the Commission, electric utilities,
suppliers, generators, and distributors and regional transmission entities it considers to be in the public
interest. Such recommendations shall include actions regarding the supply and demand balance for
generation services, new and existing generation capacity, transmission constraints, market power,
suppliers licensed and operating in the Commonwealth, and the shared or joint use of generation sites.

2. That the State Corporation Commission and Office of the Attorney General shall institute
proceedings at the Federal Energy Regulatory Commission or other body of appropriate
jurisdiction to obtain all necessary federal approvals to accomplish the withdrawal of Virginia's
electric utilities from membership in PJM Interconnection LLC or any other regional transmission
organization to which they are a member, and any other actions that the State Corporation
Commission deems necessary to restore the jurisdiction of the Commonwealth over the
transmission of electric power and the dispatch of generation units.

3. That §56-579 of the Code of Virginia is repealed.
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