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Filed with the State Corporation Commission
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Pursuant to House Bill (“HB”) 2506 and Senate Bill (“SB”) 1248, the Virginia, Maryland &
Delaware Association of Electric Cooperatives (“Association”) submits this 2009 Conservation,
Efficiency, and Renewable Resource Self-Assessment Report of the Virginia Electric
Cooperatives (“Report”) on behalf of each of the thirteen member distribution electric
cooperatives that do business in the Commonwealth of Virginia, all of whom are members of
the Association: A&N Electric Cooperative, BARC Electric Cooperative, Central Virginia Electric
Cooperative, Community Electric Cooperative, Craig-Botetourt Electric Cooperative,
Mecklenburg Electric Cooperative, Northern Neck Electric Cooperative, Northern Virginia
Electric Cooperative, Powell Valley Electric Cooperative, Prince George Electric Cooperative,
Rappahannock Electric Cooperative, Shenandoah Valley Electric Cooperative and Southside

Electric Cooperative (each individually a “Cooperative,” and collectively the “Cooperatives”).
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EXECUTIVE SUMMARY

Virginia’s electric Cooperatives have served as stewards of their members’ resources for seven
decades. Their statutory mission to provide reliable electric service at the lowest cost consistent
with sound economy and prudent management, has required them to be conscientious
stewards of the capital and other resources that their members have consigned to their care in

pursuit of this mission.

Throughout the Commonwealth, many Virginians have come to believe that the duty of
stewardship extends to shared natural resources, including the environment, and many
Cooperative members share this view. Cooperative stewardship has for many years included a
pragmatic approach to conservation and energy efficiency. Cooperative consumer demand
response programs date back several decades. Cooperatives have been investing in
sophisticated metering technology since long before the term “smart grid” entered the public

lexicon.

Cooperatives serve a single master — the member-consumer. There are no profit-seeking
investors to satisfy. Cooperative prices reflect only their costs, not markets, not profits.
Cooperatives assess risks and opportunities with a sole focus on the benefit to member-
consumers. Energy efficiencies are implemented when and where they promote reliability and
decrease cost. Every initiative is evaluated in light of its cost and benefit to the member-

consumers.

The Cooperatives truly are different from other electric utilities. Their governance and
organization are unlike those of investor-owned or municipal utilities. They are operated
consistently with the Cooperative Principles, and they have a very different financial model.
Because of their rural heritage, their demographics and load characteristics are very different

from other utilities.

As different as they are from other types of utilities, there is nearly as much diversity among

Cooperatives. Their size, demographics, geography, topography, line density, access to
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infrastructure, and deployment of advanced technologies vary widely from Cooperative to
Cooperative. What works well at one Cooperative may well be impractical and inappropriate

for another.

In addition, electric Cooperatives in Virginia were vertically unbundled long before the industry
restructuring of the last decade. Because the Cooperatives do not own and operate their own
generation fleets, they are generally dependent on contracts with third parties for wholesale
power supply. This affords them much less control over resource mix, fuel diversity, dynamic
price signals and other initiatives that a vertically integrated, investor-owned utility is

positioned to implement.

Virginia’s electric Cooperatives have long been leaders in the promotion of demand response
and energy efficiency programs. Well-established load control programs and consumer
education efforts have been effective for many years without the need for a statutory or

regulatory mandate. In addition, in 2009, Cooperatives in Virginia have:

e distributed valuable coupons for compact fluorescent bulbs,

e made energy-efficiency loans available to their members from Farm Credit,
e conducted energy surveys,

e distributed energy efficiency calendars to members,

e introduced voluntary residential load reduction programs,

e introduced an air conditioner switch program,

e conducted energy efficiency “how to” clinics,

e donated 4200 compact fluorescent bulbs to state parks throughout Virginia,
e implemented residential time of use rates, and

e begun adjusting tariffs to align fixed costs with fixed charges.

Several Virginia Cooperatives are exploring deployment of advanced, pre-paid metering
technology, which has been demonstrated to modify consumer behavior to promote energy

conservation and efficiency.

10
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While the Cooperatives embrace the stewardship values that underlie demand response and
energy efficiency initiatives, and implement such programs where they make practical sense for
their member-consumers, there are meaningful challenges to the imposition of mandatory
programs, generally designed for vertically integrated, investor-owned utilities. These
challenges include the cooperative business model, the enormous diversity among

Cooperatives, and uneven access to high speed, backbone communications infrastructure.

Ultimately, the Cooperatives evaluate initiatives according to a “Member-Consumer Benefit
Analysis.” Employing this analysis, they have already implemented, and continue to explore,
initiatives that make practical sense for their member-consumers. Overlapping and
uncoordinated regulatory mandates at the state and federal level run the risk of imposing
significant additional costs on Virginia consumers without an identifiable gain in efficiency or

resource conservation.

This Self-Assessment report discusses in detail the specific statutory, regulatory, organizational,
physical, contractual, financial, and market impediments to Cooperative implementation of
initiatives relating to dynamic rates, standby rates, interruptible rates, and rates for purchases
of electricity generated from renewable sources. In some cases, the Cooperatives are already
moving forward, to the extent it makes sense to do so. In others, there are good reasons for

them to be more cautious.

There are statutory impediments to implementation of two promising programs — prepaid
metering and tariffs for energy 100% from renewable resources. Legislation appears to be

necessary for Virginia electric Cooperatives to be able to implement these programs.

The Cooperatives’ practical approach to assessment of member-consumer costs and benefits is
consistent with their statutory mandate, their duty of stewardship and their historic mission,
dating back to the 1930s and 40s. Imposition of mandatory programs, designed to be effective
tools for investor-owned electric utilities, is unnecessary at best, and risks being wasteful and
counterproductive. Any targets that are mandated must take into account the significant work

that the Cooperatives have already done.

11
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The Cooperatives are proud of their legacy of proactive leadership in conservation, demand

response, and energy efficiency.

12
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BACKGROUND

Virginia legislators introduced more than 80 bills directly related to the energy industry in the
General Assembly Session of 2009. Rapidly rising energy prices, widespread concerns about
climate effects of carbon dioxide emissions, and the worst economic decline in a generation
prompted a broad sense of urgency regarding energy issues for many legislative leaders and

their constituents.

The initiatives were numerous and diverse. Some were innovative to a degree that would have
required a more thorough review and greater collaboration than was feasible in the brief
context of the Session. Others included duplicative or conflicting mandates that ran the risk of
increasing costs to consumers without a commensurate improvement in conservation,
efficiency, or climate effect. Some of the more straightforward and potentially effective
initiatives were based on assumptions that would work for investor-owned utilities (“IOUs”),
but would have required significant and time-consuming adjustments to adapt them to the
cooperative model. Many of the proposed initiatives would unintentionally have been
ineffective or disproportionately burdensome for the Cooperatives and their member-

consumers.

The Cooperatives discussed these challenges with legislators who were leaders in the energy
initiatives. These leaders expressed reluctance to delay adoption of mandates directed at
Virginia’s investor-owned electric utilities, or to take the time necessary to customize them for
the thirteen diverse, smaller Cooperatives. Nevertheless, some legislative leaders were
interested in better understanding how and why the Cooperatives were different, and how this
difference affects their ability to participate in mandates imposed on and embraced by the
larger 10Us. In response, the Cooperatives agreed to assess the impediments to applying the
same mandates to the Cooperatives as are applied to the IOUs, and to report that assessment
to the Governor and General Assembly, with a review for completeness and accuracy by the
State Corporation Commission (“Commission”). The self-assessment is mandated in Chapter
824 of the 2009 Acts of Assembly, as follows:

13



Virginia’s Electric Cooperatives

2. That each utility consumer services cooperative (cooperative) organized or operated pursuant
to Article 1 (§ 56-231.15 et seq.) of Chapter 9.1 of Title 56 of the Code of Virginia shall, on or
before October 31, 2009, file with the State Corporation Commission (Commission) an
assessment of the statutory, regulatory, organizational, physical, contractual, financial, and
market impediments to cooperative implementation of initiatives relating to dynamic rates,
standby rates, interruptible rates, and rates for purchases of electricity generated from
renewable sources. Each cooperative shall conduct its assessment and submit such assessment
individually, collectively with one or more other cooperatives, or collectively through an
association of cooperatives. The Commission shall review each assessment to evaluate its
accuracy and completeness. On or before December 1, 2009, the Commission shall forward each
assessment to the Governor and the General Assembly along with the Commission's evaluation of
the accuracy and completeness of each report.

This Report will describe the distinctive organizational and financial characteristics of the
Cooperatives as compared with IOUs, the Cooperatives’ history of leadership and engagement
in energy efficiency for their member-consumers, their current efforts and initiatives, and the

impediments to and opportunities for additional initiatives.

‘A Glossary of terms and acronyms used in this report is attached as Exhibit A.
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VIRGINIA’S ELECTRIC COOPERATIVES

Currently, Virginia’s electric Cooperatives serve over 475,000 meters throughout the state.
Upon the completion of a pending proposed territorial acquisition,” the Cooperatives will serve
approximately 580,000 meters. While their combined service territories cover approximately
two-thirds of the land mass of the Commonwealth of Virginia, these territories only include
approximately 15% of the total electric load in Virginia, reflecting the rural heritage of the

cooperative program.
Organization and Governance

The Cooperatives are not-for-profit enterprises, wholly owned by the member-consumers they

serve, governed by democratically-elected boards, and operated on a cooperative basis.

In Virginia, electric distribution cooperatives are organized and operated pursuant to the Utility
Consumer Services Cooperatives Act (“Cooperatives Act”), Va. Code §§ 56-231.15 through 56-
231.37. With the exception of Powell Valley Electric Cooperative, whose rates are established
by the Tennessee Valley Authority (“TVA”), the Cooperatives are regulated by the Commission.
Pursuant to the Cooperatives Act, the Cooperatives are organized “for the principal purpose of
making energy, energy services, and other utility services available at the lowest cost consistent
with sound economy and prudent management of the business of such cooperative and such
other purposes as its membership shall approve ....” Va. Code § 56-231.16. This mandate is the
basis for the Cooperatives’ mission to provide the most reliable service possible at the lowest
reasonable cost to their member-owners. Responsive to their member-consumers’ interests,
the Cooperatives have for many years worked to accomplish their mission in an

environmentally responsible way, mindful of reliability and cost impacts.

Each Cooperative is governed by a board of directors, democratically elected by the member-

consumers in accordance with § 56-231.28 of the Cooperatives Act, and within the terms of

2 Rappahannock Electric Cooperative and Shenandoah Valley Electric Cooperative have entered into

agreements to acquire the Virginia electric distribution facilities and territory of Allegheny Power.

A map illustrating the Cooperatives’ service territories is attached as Exhibit B.
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each Cooperative’s charter and by-laws. As not-for-profit enterprises, the Cooperatives are

exempt from federal income taxation pursuant to section 501(c)(12) of the Internal Revenue

Code. Because there are no investor-owners, directors and employees are uniquely

accountable to their consumers. There is no conflict between the interests of investors and the

interests of ratepayers because those parties and interests are identical.

The Cooperative Principles

Each Cooperative is autonomous, and they vary widely in size, location, resources, how and

from whom they purchase power and other factors; however, they do share a unique business

model based on the Cooperatives Act and on seven guiding cooperative principles:*

1. Voluntary and Open Membership—Cooperatives are voluntary organizations, open
to all persons able to use their services and willing to accept the responsibilities of

membership without gender, social, racial, political, or religious discrimination.

2. Democratic Member Control—Cooperatives are democratic organizations controlled
by their members, who actively participate in setting policies and making decisions. The
elected representatives are accountable to the membership. In primary cooperatives,
members have equal voting rights (one member, one vote) and cooperatives at other

levels are organized in a democratic manner.

3. Members’ Economic Participation—Members contribute equitably to, and
democratically control, the capital of their cooperative. At least part of the capital is

usually the common property of the cooperative. Members usually receive limited

16

See “Statement on Co-operative lIdentity,” from the International Cooperative Alliance, available at
http://www.ICA.co-op/coop/principles.html (last accessed October 28, 2009). (Spelling formed to Standard

American Usage.) The guiding cooperative principals contained herein apply to all cooperatives, not just
electric distribution entities. The original principles were promulgated by the Rochdale Society of Equitable
Pioneers, an early cooperative of twenty-eight weavers and artisans, in 1844. The original “Rochdale
Principles” were: (1) open membership, (2) democratic control, in the form of one man, one vote, (3)
distribution of surplus in proportion to trade, (4) payment of limited interest on capital, (5) political and
religious neutrality, (6) cash trading with no extension of credit, and (7) the promotion of education.
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compensation, if any, on capital subscribed as a condition of membership.> Members
allocate surpluses for any or all of the following purposes: developing the cooperative,
possibly by setting up reserves, parts of which at least would be indivisible; benefiting
members in proportion to their transactions with the cooperative; and supporting other

activities approved by the membership.

4. Autonomy and Independence—Cooperatives are autonomous, self-help
organizations controlled by their members. If they enter into agreements with other
organizations, including governments, or raise capital from external sources, they do so
on terms that ensure democratic control by their members and maintain their

cooperative autonomy.

5. Education, Training, and Information—Cooperatives provide education and training
for their members, elected representatives, managers, and employees so they can
contribute effectively to the development of their cooperatives. They inform the general
public, particularly young people and opinion leaders, about the nature and benefits of

cooperation.

6. Cooperation Among Cooperatives—Cooperatives serve their members most
effectively and strengthen the cooperative movement by working together through

local, national, regional, and international structures.

7. Concern for Community—While focusing on member needs, cooperatives work for
the sustainable development of their communities through policies accepted by the

members.

5

No added compensation is paid on capital subscribed by the members of the Cooperatives.
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Financial Model

Cooperatives are operated on a not-for-profit basis for the mutual and exclusive benefit of their
member-owners. Each Virginia Cooperative’s central objective is to provide safe and reliable
electric service to its members at the lowest price that it can reasonably charge over the long
term, achieved by pooling resources and appropriately assigning and recovering all costs.
Member-consumers participate in and are impacted by cost savings as well as cost increases.
For a cooperative, the operative focus is on minimizing the cost of providing service to its
member-owners, rather than maximizing profits. In a cooperative, all benefits ultimately accrue
to the members and, conversely, the members are responsible for all costs. Revenues in excess
of costs each year are allocated to the member-consumers based on their patronage with the
cooperative in the form of capital credits. This patronage capital, credited to the member-
consumers, serves as a cooperative’s operating equity. Dependent on the cooperative’s
financial condition and subject to the board of director’s discretion, capital credits are “rotated”

and refunded back to member-consumers in the form of checks or credits against electric bills.®

As a part of their long-term financing, many of the Cooperatives have debt financing issued or
guaranteed by the United States Department of Agriculture’s Rural Utilities Service (“RUS”).
RUS guarantees function as a mortgage over all of the Cooperative’s plant and property.
Additional debt financing may be obtained from the National Rural Utilities Cooperative
Finance Corporation (“CFC”), CoBank (a national bank for cooperatives organized as a part of

the United States Farm Credit System), and other, more traditional, lenders.

®  Other arrangements are often made for returning outstanding capital credits of a decedent’s estate.
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Demographics and Load Characteristics

One of the consequences of the Cooperatives’ rural legacy is that their communities and
populations are generally different from the higher-density, higher-growth regions typically

served by IOUs. Their populations are generally somewhat older and less affluent.’

In July 2009, Virginia’s average annual per capita income was approximately $43,000.% The
average for the populations served by the Cooperatives was meaningfully less, at approximately
$36,500. Excluding Northern Virginia Electric Cooperative and Rappahannock Electric
Cooperative, whose territories are increasingly suburban, the average annual per capita income
in the remaining Cooperatives’ territories was just over $31,900. For three Cooperatives, it is
less than $30,000. Throughout Virginia, 12% of the population was aged sixty-five or older.
Across the Cooperatives’ territories, it is a point higher, at 13%, with four Cooperatives having
15 to 16% of their populations over sixty-five, and five Cooperatives having 17 to 21% of their
populations over the age of sixty-five. When the Virginia unemployment rate was 7.3% in July
2009, seven Cooperative territories had unemployment rates in excess of 8.0%, with one as

high as 12.5%.

Cooperative load is predominantly residential. The peak demand of some of the Cooperatives,

individually, is less than several large, individual industrial users in Virginia.
Diversity Among Cooperatives

The Virginia electric Cooperatives share much in common; however, there also is significant
diversity among them. Their diverse size, demographics, population and line density, weather
and usage patterns, topography, local economies and industries, supporting infrastructure,
proximity to metropolitan centers, and other factors can vary widely from one Cooperative to
another. A&N Electric Cooperative, on the Eastern Shore, and Northern Neck Electric

Cooperative, on the Northern Neck peninsula on the western shore of the Chesapeake Bay,

7 This is not uniformly true, as some Cooperative territories have enjoyed significant economic development

and population growth over the last two decades.
For all data in this section see Exhibit E, attached.

19



Virginia’s Electric Cooperatives

have very different topography and weather than BARC Electric Cooperative and Craig-
Botetourt Electric Cooperative in the Blue Ridge Mountains. Economic development follows
very different patterns in the service territories of Northern Virginia Electric Cooperative and
Rappahannock Electric Cooperative compared to Mecklenburg Electric Cooperative or
Southside Electric Cooperative. Cooperatives are essentially local, and they are just as diverse

as Virginia — perhaps more so, as many serve the remotest parts of our Commonwealth.

Size. The number of meters served by the Cooperatives ranges from fewer than 7,000 to

more than 141,000. There also are vast differences in sizes of service territories.’

Demographics. Just as there are meaningful demographic differences between the
Cooperatives as a group and the rest of the Commonwealth, there are significant
demographic differences among the Cooperatives. Rates of unemployment range from
5.9% to more than double that at 12.5%. Annual average per capita income ranges from
a low of about $26,000 in several Cooperative territories to almost double that at
$48,000. The percentage of the population that is over sixty-five ranges from a low of

8% (less than 1 in 10) to highs of more than 20% — one-fifth of the population.*®

Line Density. Line density refers to the number of meters per mile of electric line.
Meters per mile of line range from just over five meters to twenty-two meters per

mile.™*

Communications Infrastructure. Very significant among the differences in the
Cooperatives is the level and availability of communications technology, in many cases a
product of geographic location. Two factors that affect the types of communication
infrastructure available to the Cooperatives are the differences in the topography of the
state and the contrast of rural areas versus urban areas. Within the subset of electric

Cooperatives of Virginia, there are vast differences. One of the differences is the

°  See Exhibits B and F.

For all data in this section, see Exhibit E.
See Exhibit F.
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diversity of the topography of the terrains that each serves. In the western portions of
the state, there are limited means by which necessary information can be passed from
the Cooperative to the end consumer. The types of communication range from slower
speed dial-up to higher speed broadband Internet or radio communications. The
mountainous topography limits the available options for two reasons. It creates
unreachable areas and pockets of low-density concentrations of population. The other
difference is the urban-versus-rural aspect of each Cooperative’s service territory. In the
more urban areas, the Cooperatives have a greater range of communications

technology available to them.

Currently, none of the Cooperatives has universal access to broadband, which is
necessary to support advanced metering, throughout its territory. Some Cooperatives
still depend on self-reading of meters, while others have already installed advanced

metering infrastructure (“AMI”).

Advanced Metering Deployment. A recent survey undertaken by the Federal Energy
Regulatory Commission ("FERC") documented cooperative leadership in deploying
advanced grid technologies. The 2008 FERC Demand Response and Advanced Metering
Survey (2008 FERC Survey") indicated that advanced metering penetration (i.e., the
ratio of advanced meters to all installed meters) has increased substantially in nearly all
regions and across all types of electric utilities since 2006, and noted that the high
penetration levels achieved by cooperatives in the past two years has been particularly
impressive. According to FERC, on a national basis, advanced metering penetration by
electric cooperatives increased from 3.8 percent in 2006 to an impressive 16.4 percent

in 2008.*

For some of the Cooperatives, developing technologies such as AMI, distribution

automation, and the related integrative software that are all part of a "smart grid,"

2 Federal Energy Regulatory Commission, “Assessment of Demand Response & Advanced Metering: Staff

Report,” available at http://www.ferc.gov/legal/staff-reports/12-08-demand-response.pdf (last accessed Sept.
17, 2009).
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make good business sense. The Cooperatives serve a wide range of customers in an
equally wide range of service territories, but they almost invariably have a higher
concentration of residential customers and a lower density of customers per mile of
line. For example, on average, Dominion Virginia Power serves over 40 meters per mile
of line, compared to the Cooperatives who, on average, serve less than 10 meters per
mile of line. This disparity affects many business practices, including the allocation of the

costs of implementing AMI among the member-consumers.

The operational benefits of technologies like AMI and other distribution automation
technologies are often heightened in the kinds of territories many of the Cooperatives
serve, rural areas with low population densities, because the low population density
tends to increase the costs of meter reading, outage response, system maintenance,
and distribution losses. The potential benefit from technology that helps the

Cooperatives address those issues is obvious.

While the Cooperatives are favorably disposed toward smart grid development,
determining the "appropriate factors" in the context of smart grid investment can be
tricky business. Investment in a qualified smart grid system may or may not be
appropriate for a given system at a given point in time. This is not a situation in which a
cookie-cutter, one-size-fits-all approach is likely to be the best solution or in the public
interest. In some areas, certain elements of the smart grid may never be shown to be of
sufficient value to justify their implementation. It would be virtually impossible to
establish a uniform set of "appropriate factors" upon which an electric utility could

demonstrate that it properly considered an investment in a qualified smart grid system.

Vertically Unbundled

Even before electric utility restructuring, the Cooperatives were not vertically integrated
utilities. Unlike Dominion Virginia Power and AEP Virginia, the Cooperatives, with very few

exceptions, do not own power generating facilities, do not own transmission lines, and do not
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manage their own wholesale power resources. Instead, they contract with other entities to

provide these services.

The Cooperatives provide distribution service over their wires and are resellers at retail of
electric power. Because of the nature of their wholesale power arrangements, they generally
do not control their own power resource mix, which may affect their ability to implement
renewable portfolio standards (“RPS”), integrated resource planning (“IRP”), and other such

programs.
Wholesale Supply

The Cooperatives generally procure their wholesale power supply and transmission services
through long-term “requirements” contracts that provide just the power and transmission
needed to serve their retail load. As a consequence, most of the Cooperatives do not

participate directly in hourly or daily energy markets as generators, sellers, or buyers.

Nine of Virginia’s Cooperatives are members of Old Dominion Electric Cooperative (“ODEC”)
and purchase their wholesale power under long-term, full requirements contracts with ODEC.
Other Cooperatives have entered into similar arrangements, albeit for shorter durations, with

IOUs or other wholesale energy suppliers.
ODEC Members

ODEC is a utility aggregation cooperative organized under Va. Code §§ 56-231.38
through 56-231.52. It aggregates the load of its members and provides their full power
requirements” and other services under forty-five-year all-requirements wholesale

power contracts that were accepted for filing by FERC in late 2008.**

©  ODEC serves all of its member Cooperatives” power requirements, excluding a small increment of power

purchased by some ODEC members from the Southeastern Power Administration (“SEPA”). This SEPA power is
generated from federally-owned hydroelectric power plants at the John H. Kerr Dam and Reservoir and the
Philpott Lake project, both in southern Virginia.

1 See FERC Docket No. ER08-1458-000.
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ODEC’s revenues are based on a formulary wholesale rate. This wholesale rate formula
is approved by FERC and is applied to the demand and energy sales made to each of
ODEC’s member distribution cooperatives. ODEC’s rates and services generally are not

subject to State Corporation Commission regulation.

ODEC’s wholesale rate is designed to recover ODEC’s cost of service and to create a firm
equity base for the cooperative. Like its members, ODEC is also a not-for-profit
cooperative. Its rate formula is not designed to achieve a return on equity. Rather, the
rate formula is designed to collect required revenues based on estimated costs, with a
true-up mechanism at the year’s end to ensure that all costs are collected. Any

difference is refunded or collected as required.

ODEC’s rate formula is applied to a single class of customers, its member distribution
cooperatives. The wholesale rate applies to A&N Electric Cooperative, BARC Electric
Cooperative, Community Electric Cooperative, Mecklenburg Electric Cooperative,
Northern Neck Electric Cooperative, Prince George Electric Cooperative, Rappahannock
Electric Cooperative, Shenandoah Valley Electric Cooperative, and Southside Electric
Cooperative in Virginia, as well as Choptank Electric Cooperative in Maryland and

Delaware Electric Cooperative in Delaware.

Each member cooperative of ODEC is charged based on the same wholesale demand
and energy rates, often called “postage stamp” rates. The demand and energy rates are
developed based on transmission and distribution voltage levels. Any difference
between the estimated cost of energy used to meet ODEC’s Energy Requirement

and the actual cost of such energy is reflected in a Fuel Adjustment Factor.

Demand and energy are each billed on a monthly basis. The demand charge is
established at the clock-hour (60-minute period) in each calendar month coincident
with the time of the system peak in the pertinent transmission control area. Energy is

billed, without regard to location or time of use, as used during the calendar month.
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Central Virginia Electric Cooperative

Central Virginia Electric Cooperative currently purchases all of its energy through a
contract with Constellation Energy Commodities Group. The contract, which extends
through May 31, 2012, provides for all sales to be based on a flat energy rate, except for
an interruptible energy carve-out block of 10 million kWhs annually for a customer’s
snowmaking system. Other than the interruptible energy carve-out, the rate does not
vary by season, day, or hour. There is no demand component in the energy rate.
Transmission and some ancillary services are purchased through the PIM
Interconnection, L.L.C. (“PJM”), the regional transmission operator. The transmission
and ancillary rates include factors based on seasonal demand, but these factors do not

provide a significant variance within the overall wholesale power costs by season.

At this time, Central Virginia Electric Cooperative is negotiating with potential future
power suppliers and generation asset developers to determine the best options for its
power supply after May 2012. The form and factors of the costs, through wholesale

rates and/or asset ownership costs, are unknown at this time.
Craig-Botetourt Electric Cooperative

Craig-Botetourt Electric Cooperative purchases its wholesale power under long-term,

full requirements contracts with I0Us and independent wholesale energy suppliers.
Northern Virginia Electric Cooperative

In 2009, Northern Virginia Electric Cooperative took responsibility for managing its own
wholesale power supply and transmission services. The Cooperative’s wholesale power
supply portfolio is a mixture of asset-backed requirement contracts, long and short-term
energy blocks, and reliance on the daily and hourly energy markets for its residual
needs. Additionally, Northern Virginia Electric Cooperative provides its largest and most
sophisticated customers access to the daily and hourly energy markets to further their

energy procurement objectives.
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Powell Valley Electric Cooperative

Powell Valley Electric Cooperative purchases its power requirements from the TVA.
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COOPERATIVE LEADERSHIP IN DEMAND RESPONSE AND ENERGY EFFICIENCY

The efficient and economical use of electricity is not new for Virginia’s distribution
Cooperatives. Over the years, the Cooperatives have conducted a variety of programs that

reduce both electricity usage and peak demand.?’

The Cooperatives support demand response (“DR”) and energy efficiency (“EE”) programs and
have successfully implemented demand reduction programs since the late 1970s, which has
resulted in significant reduction in billed peak demand. This reduction in peak demand has been
achieved through a variety of programs including direct load control, water heater and air

conditioner switches, voltage control, and interruptible rates.
Load Control

In the late 1970s, many of the Cooperatives began installing switches on water heaters as a
direct load control program. The process of implementing direct load control is ongoing to this
day. Some of the distribution Cooperatives have installed similar switch devices on air
conditioners/HVAC systems.’® In addition, most are exercising voltage reduction on their
distribution systems. Most of the Cooperatives have initiated some form of interruptible rates
which provide an incentive for customers who are able to curtail or shift load at peak times. A
few Cooperative consumers participate in the demand response programs offered by PJM, the
mid-Atlantic area regional transmission organization (“RTO”). Through these programs, the

Cooperatives can reduce monthly peak demand by as much as 200 MWs.
Consumer Education

While the Cooperatives are fully engaged in the development and implementation of specific
programs, it is widely recognized that consumer behavior is the most critical component to the
success of these programs. As such, the Cooperatives have spent considerable effort and time

educating their member-consumers on EE and DR measures, and will continue to identify new

¥ see Comments filed by the Cooperatives and the Association in Commission Case No. PUE-2009-00023.

' HVAC stands for heating, ventilation, and air conditioning.
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communication vehicles for expanding the education process in the future. Along with other

utilities, the Cooperatives also are looking forward to working with the Commission when it

initiates the Consumer Education campaign, as directed by the General Assembly. In the

meantime, the education and information efforts currently in use by the Association and the

Cooperatives include the following:

28

Member Magazine

Each issue of Cooperative Living magazine, with an approximate circulation of 500,000
consumers, includes monthly articles on energy efficiency, as well as energy efficiency

tips. Samples of such articles are included in Exhibit H.
Other Print Advertising

Some of the Cooperatives create and place advertisements in local and regional
newspapers and magazines that teach consumers — whether or not they are
Cooperative customers — how to reduce their energy use. A sample of such a print ad is

included in Exhibit H.
Local Community Fairs and Energy Expos

Cooperatives distribute compact fluorescent light (“CFL”) bulbs along with literature on
direct load control, energy tips, and existing services provided by the Cooperative on EE

and DR programs.
Youth Education

Cooperatives participate in the classroom at various grade levels to educate youth on

electricity in general, and energy efficiency measures they can take home.

Energy Analysis

For many years, the Cooperatives have performed home energy consultations and

audits for their members. Moving forward, the Cooperatives are expanding their
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capabilities and providing training for Cooperative staff to perform additional energy
“visits” and more extensive audits. Most of the Cooperatives offer their members an on-
line audit tool on their websites. This allows members to input basic household
characteristics and receive recommendations on energy efficiency actions they can take
to lower their energy use. The on-line audit will also direct members to other
complementary programs. With the low concentration of commercial and industrial-

class consumers, the Cooperatives work with such entities on a case-by-case basis.

Northern Virginia Electric Cooperative introduced a new energy efficiency tool on its
website in 2009. The Home Energy Suite is available at any time and can be accessed
from anywhere with an Internet connection. The interactive home feature provides a
wealth of useful room-by-room energy-related information. Customers may use an
impressive array of appliance calculators to improve their understanding of energy
usage in their homes. The calculators demonstrate how just a few simple lifestyle
changes, or the purchase of energy efficient appliances or CFL bulbs, can help them
better manage their electricity use. Thousands of “hits” have been recorded on the site
since it was established in May 2009. Other Cooperatives in Virginia are considering

implementation of the same or a similar product.
Bill Inserts

The Cooperatives use a variety of informative and educational bill inserts to promote
conservation and efficiency. Samples of bill inserts from various Cooperatives are

articles are included in Exhibit H.
Television Ads

The Cooperatives have sponsored or created and placed advertisements on television
advising customers of ways to reduce energy use. For example, Northern Virginia
Electric Cooperative’s award-winning “Use It Wisely” campaign, currently in its second

year, comprises five versions of 30-second and 15-second spots that highlight optimum
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thermostat settings, changing HVAC filters, cleaning refrigerator coils, unplugging
“vampire” electrical devices, adding insulation, and changing to CFL bulbs. A pictorial
representation of one of Northern Virginia Electric Cooperative’s television commercials

is included in Exhibit H.
Radio Public Service Announcements

Cooperatives sponsor numerous radio broadcasts of informative public service
announcements. For example, Northern Neck Electric Cooperative has sponsored the

following message:

Conserving energy at home and work is a shared responsibility between you and
Northern Neck Electric Cooperative, a Touchstone Energy Provider. Saving energy is as
simple as flipping a switch. As much as a third of the typical monthly electric bill goes to
lighting. Teach your family members to turn out the lights when no one is in the room.
Remember that computers still use electricity when left on in the screensaver mode and
cell phone chargers plugged into an outlet use electricity even without the phone
attached. Electrical appliances burn energy when switched off because of the timers,
clocks, memory and remote "on" and "off" switches. Satellite receivers for televisions
and VCRs, among other appliances, use almost as much electricity when they are
switched off as when they are on. Plug the most wasteful appliances into fuse-protected
power strips (also known as surge protectors) that, when turned off, can disrupt the
flow of electricity when the appliances aren't being used. Technological advances have
introduced many electrical appliances that are energy efficient. Saving energy can
reduce your electricity usage and save you money. NNEC promotes energy efficiency
through the Energy Guide web page links under Products and Services at

www.nnec.coop.

Websites

Many Cooperatives maintain websites that feature energy-efficiency best-practices and
energy-saving tips. For example, Northern Virginia Electric Cooperative’s website

(www.novec.com) highlights energy-saving messaging right on its home page, and

maintains an extensive section that includes articles and tips on energy-use reduction,

plus links to websites of other federal and Virginia energy programs.
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Telephone Hold Announcements

Cooperatives play informative conservation and efficiency messages to their customers

who are on hold.
Highway Billboards

The Cooperatives have for many years captured the attention of commuters via highway

billboards that feature energy-saving tips.
2009 Cooperative Initiatives

The Cooperatives have fully embraced the value of innovations within the energy industry
(demand response, energy efficiency and renewable energy) and continue to enhance their
current programs while developing and implementing new initiatives. In 2009, the

Cooperatives’ voluntary initiatives have included the following:
CFL Coupon Program

Last spring, the Cooperatives provided a CFL manufacturer’s coupons to their member-
consumers for S1 off the purchase of any GE-brand CFL bulb. This fall, they will
distribute coupons for $2.50 off. The coupons have been included in Cooperative Living
magazine, and Cooperative newsletters, as well as distributed directly to member-

consumers and Cooperative employees.
Energy Efficiency Loan Referral Program with Farm Credit

The Cooperatives are working with Virginia’s Farm Credit agencies to encourage and
assist member-consumers in making their homes and farms more energy efficient.
Through a referral program, Cooperative member-consumers are now immediately

eligible to apply for energy efficiency loans from their local Farm Credit office.
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Energy Survey

ODEC surveyed all of its member cooperatives to obtain energy usage data and
consumer behavior characteristics relating to energy efficiency for use in program
development. The data obtained should prove instrumental in developing new EE

programs for the ODEC member cooperatives.
Energy Efficiency Calendar (2009 and 2010)

In 2009, Rappahannock Electric Cooperative distributed 86,000 energy efficiency
calendars to its member-consumers. Other Cooperatives are planning to distribute

energy efficiency calendars in 2010.
Residential Voluntary Load Reduction Program

A voluntary load reduction program is being introduced at several Cooperatives. It is a
concerted effort to limit load at the time of the peak each month through
communication with member-consumers. It also involves the operation of direct load

control devices and voltage reduction.”’
Air Conditioner Switch Pilot Program

A pilot program was initiated in 2009 with Rappahannock Electric Cooperative whereby
a switch device installed on air conditioning units will be controlled at the time of the
peak. The pilot will study various cycling strategies and member-consumer reaction. A
similar program is underway at Northern Neck Electric Cooperative. Northern Virginia
Electric Cooperative has included control of air conditioning systems in its load
management program since its inception and regularly evaluates alternative cycling

strategies.
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Northern Virginia Electric Cooperative has operated its voluntary load management program for the past 30
years and today maintains 43,000 direct load control points. The Cooperative remotely activates switches on
participating customers’ water heaters and air conditioning compressors to cycle off the units for short
periods during peak-use times. By curbing this peak use, the Cooperative has saved its customers more than
$40 million in power cost adjustment charges and purchased energy costs since 1979.
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Energy Efficiency “How-To” Clinics

The Cooperatives have sponsored clinics, often conducted at local hardware stores, to
help inform consumers on steps and measures they can take to use energy more

efficiently.
Donation of CFL Bulbs to the Virginia State Park System

In January 2009, the distribution Cooperatives contributed 4,200 CFL replacement bulbs
for use in all the state parks in the Commonwealth, saving the Virginia Department of
Conservation and Recreation more than $56,000 in annual energy costs and, amazingly,

reducing total usage from 320 kW to less than 80 kW.
Residential Time-of-Use Rates

Mecklenburg Electric Cooperative and Northern Neck Electric Cooperative have filed

new tariffs for residential time-of-use rates.’®
Aligning Fixed Costs With Fixed Charges

House Bill 1819 was introduced and enacted at the request of the Cooperatives during
the 2009 General Assembly session. This legislation allows a Cooperative, with an
affirmative resolution of its board of directors, to make revenue-neutral adjustments to
its rates that are reasonably calculated to collect any or all of the fixed costs of owning
and operating its electric distribution system through a new or modified fixed monthly
charge. The adjusted monthly charge would be in lieu of charges that are based on the
volume of electric energy used. This adjustment was necessary to allow Cooperatives to
provide net metering and other low-usage services to customers who choose them,
without imposing subsidization costs on other member-consumers. In addition, and
perhaps more importantly, an appropriate monthly fixed charge reduces reliance on

volumetric energy sales for fixed cost recovery. If fixed cost recovery remains tied to

Copies of the tariffs are attached as Exhibit |.

33



Virginia’s Electric Cooperatives

consumption, revenues may not be sufficient to cover costs in the event consumption
drops in response to successful EE and conservation programs. Eliminating reliance on
consumption-based revenue for fixed costs helps eliminate disincentives to promoting

EE programs.
Opportunities

The Cooperatives continue to look for new programs and ways to encourage DR and EE

programs, subject to appropriate measurement and verification (“M&V”) standards.

One example is the Cooperatives’ interest in offering pre-paid meter service to member-
consumers. This service benefits the Cooperative by reducing collection expenses and it
benefits interested member-consumers who otherwise might not be able to arrange for service
without providing a substantial security deposit. In addition, there is some thought that the
increased awareness of energy usage may help change consumption patterns and contribute to

reduced energy usage.

Pre-paid metering is being given significant consideration by the Cooperatives and could be
implemented in the near term where appropriate, subject to regulatory or statutory
clarification confirming that the Cooperatives have the authority to do so, and after developing

appropriate procedures and safeguards regarding disconnection procedures.19

¥ Installation of meters that automatically stop the flow of electricity when pre-payment is exhausted may

require the Cooperatives to seek regulatory or legislative clarification that operation of such meters would not
violate mandatory disconnection notice procedures.

34



TAB 5






2009 Self-Assessment Report

CHALLENGES TO IMPLEMENTING COST-EFFECTIVE IMIANDATES
The Cooperative Business Model

Some mandates and incentives are ineffective in the context of the Cooperatives’ distinctive
business model. Others may impose a disproportionate burden on the Cooperatives’ member-

consumers.

Enhanced rates of return are a common tool for promoting certain behaviors on the part of
I0Us, such as making investments in renewable energy generation resources.”’’ An enhanced
rate of return allows shareholders to realize a greater profit if an IOU makes certain types of
investment. While this benefits the shareholders, and promotes the desired investments, it
imposes a commensurate cost on ratepayers. A not-for-profit cooperative, on the other hand, is
not motivated to action by an enhanced rate of return. Its “shareholders” are its customers,
and profits are not sought by a cooperative or enjoyed by its member-consumers. The cost,
however, would impose an added burden on the member-consumers. Similarly, tax incentives

are generally of little or no value to a tax-exempt cooperative.

Since they are generally smaller compared to I0Us, the Cooperatives have fewer customers
among whom to spread costs of implementing new programs and systems. When electric utility
industry restructuring was adopted in Virginia, each Cooperative made significant capital
investments in electronic data exchange systems, new billing systems, consumer education,
and new tariffs to accommodate competitors who, by and large, never materialized in Virginia.
The cost of those systems could not be shared with risk-taking investors seeking profits and was
not subsidized by government grants or aid. The entire cost was borne by the member-
consumers. Cooperatives tend to be very cautious about making significant investments in
speculative programs that do not have a very significant potential for a direct benefit to the

member-consumers who will pay for such investments.

20 See, e.g., Va. Code § 56- 585.1 (giving I0Us enhanced rates of return on certain investments).
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Similarly, the Cooperatives are very attentive to the initiatives and experience of better
financed and more entrepreneurial IOUs. Those initiatives that are proven to benefit ratepayers

can be imitated and those that are not, avoided.
Diversity Among Cooperatives

Just as the Cooperatives are different from 10Us, they are also very different from each other,
as discussed in greater detail above. This diversity is a strength of the cooperative system in
Virginia and nationally, in that it allows many ideas and initiatives to be tried on a small scale
and, if successful and appropriate, to be duplicated elsewhere. On the other hand, diversity
among Cooperatives makes it difficult to craft mandates, or even voluntary programs, that will

be suitable for all the Cooperatives at the same time.
Communications Technology

Many of the innovative programs addressing load control and demand response rely on
advanced metering technologies. These technologies are information intensive and require
access to high-speed communications infrastructure. As discussed above, substantial portions
of the many Cooperatives’ service territories lack access to such infrastructure, and none has

broadband Internet access throughout its entire service territory.
Cost Effect on Member-Consumers

The Cooperatives generally base their evaluation of programs and requirements on three
standards: (i) they must provide economic benefit for the member-consumers, individually and
collectively; (ii) they must not be permitted to interfere in any way with the reliable operation
of the distribution system, and (iii) they must support protection of the safety and well-being of
the Cooperatives' member-consumers and employees, as well as of the general public. We will

hereinafter refer to this as the “Member-Consumer Benefit Analysis.”

For example, the development and installation of a group of technologies collectively referred

to as “smart grid” has received considerable recent attention. Where one or more of these
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technologies is suitable for a particular Cooperative, applying the Member-Consumer Benefit
Analysis, that Cooperative already has an incentive to deploy it and is likely to do so. Indeed,
Cooperatives have already deployed outage notification systems and “SCADA: because of the
operational benefit to their members. However, broad mandates for the expenditure of the
Cooperatives’ resources on complete smart grid development risk missing the mark.
Implementation of these technologies is not considered by the Cooperatives to be an end in
itself. The level of investment in such technologies should be commensurate with the consumer
benefit realized from the investment. Cooperatives are extremely reluctant to impose the cost
of such investment on their member-consumers unless they will clearly benefit from those
investments. Furthermore, the Member-Consumer Benefit Analysis may lead different
Cooperatives to make different investment choices with respect to the same technologies,

depending on their particular circumstances.

The optimal level of development and investment in technologies will differ according to local

conditions on each system, local consumer interest, and individual system needs.
Baseline for Measurement

Some initiatives to promote conservation and energy efficiency seek to establish specific
numerical or percentage targets for utilities. Because the Cooperatives have proactively
promoted conservation and energy efficiency among their member-consumers for decades,
they have already achieved much of the improvement that may not have been as actively
pursued on other types of system. The Cooperatives’ mission is reliability and low cost, rather
than profits, and they have already captured the first tier of available improvements.
Colloquially, the Cooperatives have already gathered the “low hanging fruit.” Requiring the
Cooperatives to expand their already successful EE and DR efforts may impose higher costs and
greater inconvenience on the Cooperatives’ and their member-consumers with less effect as
compared to other utilities who have not started, just started, or recently revived dormant

programs, and their consumers.
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Uncoordinated Regulatory Mandates

The Cooperatives and their power suppliers are subject to an extensive and sometimes
overlapping regulatory scheme. With the exception of Powell Valley Electric Cooperative, the
Cooperatives’ rates and service are regulated by the Commission. The Cooperatives are subject
to additional RUS regulatory oversight, as they borrow from the RUS. Other lenders may impose
mortgage or indenture covenants, usually addressed to the continued financial strength of the
Cooperative. Wholesale power agreements are generally regulated by FERC. Most wholesale
power suppliers are subject to some degree of Securities and Exchange Commission regulation.
While the rating agencies (Moody’s, Fitch, and Standard & Poor’s) do not regulate directly, their
concerns and suggestions can have a very real impact on how rated companies conduct their
businesses. There are reliability and safety standards administered by the SERC Reliability
Corporation (“SERC,” formerly known as the Southeastern Electric Reliability Council) and the
North American Electric Reliability Corporation (“NERC”). The Internal Revenue Service enforces
conditions on the Cooperatives’ tax exemptions, including limitations on service to non-
members and unrelated business income. As the administrator of the regional transmission
system and power markets, PJM indirectly requires the Cooperatives, through their wholesale
power suppliers, to conform to an extremely broad spectrum of standards and mandates,
including generation reserves, transmission congestion attributes, and data reporting. In the
case of the Cooperatives, the ultimate regulators are the member-consumeré who own the

utility and provide all of its revenues.

While each of these regulators and quasi-regulators has a distinctive and important role, and
there are some clear lines demarking the limits of their authority, responsibility for new areas,
such as DR and EE mandates and incentives, are less clear. As a consequence, mandates and
incentives relating to the same, overlapping, or closely-related activities can come from a
variety of well-intended, but uncoordinated, authorities. Aside from the costs associated with
implementation and reconciliation of uncoordinated programs, there is the possibility that a
behavior mandated by one authority could be incentivized as “voluntary” by another, or worse,

that mandates or incentives could conflict.
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As wholesale energy markets have developed, DR and EE programs are increasingly available in
the different markets administered by the RTO at the wholesale level. An important aspect for
utilities to consider in implementing DR and EE programs at the retail level is how these
programs may interact with comparable programs administered by the RTO at the wholesale
level. DR and EE programs provide important load reduction and other benefits at the
wholesale and the retail level but, in order to get the full benefit of these reductions,
appropriate M&V standards must be in place. As explained more fully below, appropriate M&V
standards need to be implemented at both the wholesale and retail level to ensure, among
other things, that the promised DR and EE actually is occurring as promised, that consumers are
not getting paid twice for the same DR or EE, and that the DR and EE initiatives are not being

double counted.
DR and EE Participation at the Wholesale Level

The generation and transmission utilities in Virginia were required to join PJM, the RTO that
coordinates the movement of electricity in thirteen states and the District of Columbia.? PIM
is regulated by FERC and operates the wholesale electricity market by overseeing transmission
planning and operations and by dispatching generation when needed to meet energy demand
in the region. PJM’s energy market operates much like a stock exchange, with market
participants establishing a price for electricity by matching supply and demand. Generators
offer their energy into the market and the offers are stacked from lowest cost to highest cost
until all demand is met. The price charged for energy is the locational marginal price (“LMP”)
which reflects the value of the energy, congestion, and losses at the specific location and time it
is delivered. LMP represents the marginal cost to provide energy in a specific location, and all
suppliers providing energy at that location are paid the LMP price regardless of their actual

offer.

PJM operates a number of markets in which generation and DR resources can participate. DR

resources have always been able to participate to some extent in the PJIM markets and, in

> The states participating in PJM are Delaware, lllinois, Indiana, Kentucky, Maryland, Michigan, New Jersey,

North Carolina, Ohio, Pennsylvania, Tennessee, Virginia, West Virginia, and the District of Columbia.
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recent times, the opportunity to participate has expanded. This expansion has occurred largely
due to FERC’s renewed emphasis on allowing these resources to participate in the wholesale
markets on the same basis as generation resources. Currently, DR resources are able to
participate in the PJM Energy, Day-Ahead Scheduling Reserve, Capacity and Synchronized
Reserves, and Regulation markets, while EE resources are able to participate in the Capacity
market. Additional information about these markets can be found in Exhibit C. DR and EE
resources participating in these markets can compete equally with generation resources and

are paid for performance in the same manner as generation resources.
Curtailment Service Providers

DR and EE resources can participate in PJM’s wholesale programs either by becoming a PJM
member and participating directly in the markets or by working through an aggregator,
identified as a curtailment service provider (“CSP”). Historically, large industrial companies have
become PJM members and participated directly in the wholesale markets because the
economics of doing so are in their favor. Northern Virginia Electric Cooperative currently helps
enroll its largest and most sophisticated commercial and industrial customers, as well as some
of its non-jurisdictional customers, in the wholesale DR and EE programs of PJM. The advent of
CSPs, in recent times, allows smaller customers that normally are not able to participate in the
market to also participate. The CSP, for a fee, combines the load reduction of a number of

smaller customers and bids the aggregate load reduction into the PJM markets.
Measurement and Valuation in Wholesale Markets

Despite these opportunities for DR and EE resources to participate in PJM’s markets, M&V has
been and continues to be a concern. The increased participation in wholesale markets by
smaller customers, generally through CSPs, has compounded these concerns due to the
difficulty involved in measuring whether individual consumers are actually reducing load at the
time promised. PJM is currently working on developing and implementing M&V procedures to
ensure that DR and. EE resources are performing when required. These M&V measures are

necessary to ensure that the load reduction at the wholesale level occurs when needed and at
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the amounts promised, so that consumers are not paying for actions not taken and so that
system reliability is maintained. M&V is needed at the retail level to ensure that the load
forecasts are accurate and to help ensure that the same DR and EE are not being counted at

both the retail and wholesale level.

Measurable and verifiable DR and EE provide benefits for the system, for load as a whole by
reducing overall demand, and for the individual consumers who engage in DR and EE. It is also
important to realize that effective implementation of DR and EE programs will require
coordination with the wholesale markets. The Cooperatives have engaged in DR and EE
initiatives and will continue to do so while attempting to coordinate and maximize the benefits
available at the wholesale and retail level in a manner that serves the best interests of their

member-consumers.
Coordination between Retail and Wholesale DR and EE Programs

The ability of DR and EE resources to participate in the wholesale markets, especially at the
small consumer level, has created new challenges for DR and EE at the retail level. One
challenge is the potential for “double dipping,” where consumers may be paid for the same
reduction at both the wholesale and the retail levels, which will produce additional costs for all
consumers. The double-dipping possibilities become more egregious if appropriate M&V
processes are not in place to ensure that the EE resource is working or that the DR resource is

actually shifting or reducing usage.

This double dipping can occur in a number of ways. For example, many retail and federal
programs attempt to foster the use of energy efficient appliances by offering rebates. Of
course, the cost of these rebates is ultimately borne by all consumers. Consumers who take
advantage of these rebates are able to purchase the appliances at a reduced price and, since
the appliances use less energy, these consumers will also benefit from a reduction in their retail
electric bill. Then, if EE programs expand such that a consumer or an aggregator is able to
accumulate and bid appliances into the capacity market as an EE resource, the consumer would

receive additional payments from that market. Therefore, in support of the EE of this
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consumer, other consumers will have paid not only the cost of the rebate but also the added

cost of the EE resource that was bid into the wholesale market.
Implementation and Policy Considerations Going Forward

If DR and EE programs are mandated without adequate consideration of implementation and
M&YV issues, the benefits of DR and EE are in danger of being lost in the zeal to do as much as
possible in the shortest period of time. All implementation and compensation issues must be
thoroughly evaluated to ensure that the costs and payments are equitable and that the benefits

are real.
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Assessments
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DYNAMIC RATES

Definition - Dynamic Rates

Dynamic rates are active, changing rates that are reflective of dynamic pricing. “Dynamic
pricing” describes programs that pass wholesale price signals through in pricing to retail
consumers (a “price-responsive load”). Dynamic pricing includes real-time pricing. Time-of-use
rates may or may not be “dynamic,” depending on whether they pass through wholesale price

signals or merely approximate general corresponding patterns in time and price.

Overview

Proponents of dynamic rates and dynamic pricing contend that “[ijmplementation of dynamic
pricing is the most efficient means to introduce elasticity into markets.”” The theory is that if
consumers of electricity have to pay more when demand is highest, they will modify their

consumption patterns to reduce their own demand or shift it to periods of lower demand when

costs are lower.
Impediments
Statutory Impediments

There are no statutory impediments to implementation of dynamic rates by the Cooperatives. If
other impediments are overcome, and if a Member-Consumer Benefit Analysis demonstrated

value to member-consumers, the Cooperatives could implement dynamic rates.

Regulatory Impediments

There are no regulatory impediments to implementation of dynamic rates by the Cooperatives.
If other impediments are overcome, and if a Member-Consumer Benefit Analysis demonstrated

value to member-consumers, the Cooperatives could implement dynamic rates.

i Policy and Technical Issues Associated with ISO Demand Response Programs, National Association of
Regulatory Utility Commissioners (“NARUC”) (July 2002), at 41.
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Organizational Impediments

The Cooperatives, by their structure, are designed to pass savings on energy costs along to their
member-consumers. Many of the Cooperatives already have a variety of programs in place to
help reduce the demand for electricity during the peak period. Such programs range from
residential load control of electric water heaters and HVAC equipment to tariffs and riders that
provide credits or other incentives to large commercial or industrial customers who manage
their electricity use in a way that limits their contribution to the peak period demand. In most
residential load management programs the customer allows the Cooperative to install a switch

that the Cooperative uses to remotely control the connected appliance.

In commercial and industrial applications, the electric utility or another service provider informs
the consumer of upcoming peaks, thus allowing the customer to curtail use during the peak
time and receive an economic benefit. The metering equipment necessary to monitor
commercial and industrial participation in such programs is provided at no additional costs to
the customer, and additional facilities requested by the customer for the purpose of receiving
notice of demand periods are provided under the service provider’s Terms and Conditions or
Excess Facilities tariff. This is not a mandated process and is not an option offered to or
exercised by all customers. Overall, these programs have the potential to reduce coincident

peak demand.

Demand-response programs and the metering and communications services associated with
them already accomplish the goal of enabling “the customer to manage energy use and cost
through advanced metering and communications technology.” Energy Policy Act of 2005,
§ 1252(a)(14) (“EPAct 2005”). Any additional retail time-based rates will come with significant
development and implementation costs while producing no offsetting value, at least not until

wholesale rates also reflect time-based savings that can be passed on to the consumer.
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Physical Impediments

Billing Systems. The use of time-based rates would also require modifications to existing
billing statements to include at least three additional pieces of billing data (consumption
during each time period, kWh rate for each period, and calculated charges for each
period) to comply with the billing information requirements of 20 VAC 5-312-90(1)(1)
(2005). Such significant changes would come close on the heels of the many information
technology changes that were made to accommodate retail access. The costs of the
system changes will ultimately be borne by the member-consumers of the Cooperatives

with no guaranteed benefit.

Meters. When requested by a member-consumer, the Cooperatives will provide
additional metering data, including time-based consumption data. The member-
consumer is typically required to pay for any additional metering or communication
equipment beyond what is regularly necessary for gathering usage information for the
applicable tariff. In most cases where such advanced metering is requested, it is related
to the member-consumer’s desire to better understand its usage patterns, in order to
identify ways to further reduce peak billing demand or to monitor the energy use of

particular equipment or processes within a facility.

Since the benefits of such advanced metering services are limited to the customer
requesting such services, it is only fair that the customer receiving the benefits pay the
costs of such services. Until time-based rates become practical and valuable for all
customers, there is no value in providing such metering equipment to all customers
upon request, unless the customer requesting the equipment bears the full cost of such

service.

Ownership and Control of Metering Devices. In 2001, the General Assembly specifically
assigned the distribution Cooperatives the right and duty to be the sole providers of
metering services within their certified territories. This remains an appropriate public

policy for Virginia. Generally, the Cooperatives have a greater proportion of residential
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and small commercial loads, and smaller industrial loads, than do I0Us. The
Cooperatives, because of their member-owned corporate structure, have an ongoing
incentive to provide their member-consumers with service at a low cost. As the entity
responsible for billing its own members and performing the enrollment functions
related to retail access, as well as the party responsible for the safety and accuracy of
metering equipment and the safety of the people installing meters, it is imperative that

the Cooperatives retain ownership of the meter.

If competitive service providers offer time-based metering, the distribution utility
responsible for providing the metering services should retain ownership of the meter,
have access to the meter data, and be permitted to charge the competitive provider or
the customer benefiting from the time-based rate for the meter and costs associated
with gathering the additional metering data. Additionally, the utility providing the meter
should be permitted to charge the competitive provider for the cost of the meter, its
installation, and other charges incurred in developing, implementing, and operating the

internal systems necessary to accommodate various billing systems.

As an alternative, the competitive provider may desire to install a separate meter
beyond the distribution utility’s meter to monitor time-of-use consumption. The
competitive provider could access the “sub-meter” via telephone or the internet to
acquire billing data for generation services. Consumption data measured at the utility’s
meter would still be used for month-end balancing and settling of wholesale

transactions.
Contractual Impediments

The Cooperatives purchase power through contracts with their wholesale power suppliers that
presently offer limited time-based pricing options. Time-of-use pricing is embedded in the price
under the terms of these existing contracts. The costs of the distribution system — which
comprise the other main cost category for the Cooperatives — are the same regardless of when

the electricity is used by the consumer. Therefore, the Cooperatives will need to work in
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conjunction with their wholesale power suppliers to be able to pass through to member-

consumers any savings based on either wholesale power or operating cost savings.

For some Cooperatives, the wholesale pricing component most closely related to a time-based
activity is the demand charge from ODEC, the wholesale power provider for several of the
Virginia distribution Cooperatives. For the mainland Virginia ODEC members, this charge is
based on each member Cooperative’s peak demand, measured in kilowatts, during Dominion

Virginia Power’s one hour peak demand period each calendar month. %

Generally speaking, the Cooperatives that are not associated with ODEC purchase all of their
power supply requirements through wholesale power contracts that offer only a flat energy
(price per kWh) rate for almost all purchases.?® There is no price variation reflecting time of day,
or day of month, for these purchases. Given that there are no real-time cost variations on the
wholesale side for most Cooperatives, there is not a way to offer higher or lower time-based

charges without creating subsidies within and across rate classes for those Cooperatives.

For customers that qualify for Northern Virginia Electric Cooperative’s HV-1 tariff, that
Cooperative has offered dynamic rates that reflect the PJM market place on an hour-by-hour

basis, so that customers may choose to curtail their load during high price hours.

Financial Impediments

Until the Cooperatives’ wholesale pricing includes a more transparent time-of-use component,
the benefits of a real-time pricing (“RTP”) program are not likely to outweigh the administrative
costs of implementing such a program. The key determinant, as stated by FERC and the EPAct
2005, is that “a time-of-day rate charged by an electric utility for providing electric service to
each class of electric consumers shall be determined to be cost-effective with respect to each

such class if the long-run benefits of such rate to the electric utility and its electric consumers in

*  For A & N Electric Cooperative, the charge is based on its peak demand during Delmarva Power & Light
Company’s one hour peak.
** For Northern Virginia Electric Cooperative, there is some price variation reflected in the monthly or seasonal

offerings associated with such purchases.
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the class concerned are likely to exceed the metering and communications costs and other

costs associated with the use of such rates.” EPAct 2005, § 1252(a) (emphasis added).

The changes associated with adopting the new standards would be costly, time-consuming and,
based on the experiences described in September 2005 State Corporation Commission Report
to the Commission on Electric Utility Restructuring,25 would likely have few participants and
produce even fewer benefits. Even the simplest time-based rate would require the metering,
acquisition, and analysis of at least twice as much data (kWh consumption during period A and
period B) as is currently being collected (total kWh consumption during a billing period).
Existing meters would need to be replaced or retrofitted to “time-stamp” the usage
information. Communications and information technology systems may need to be upgraded to

accommodate the acquisition and processing of the additional data.
Market Impediments

A national study of 43 electric utilities that offered some sort of RTP revealed that only three of
the utilities surveyed had more than 100 participants, and 30 programs had “no participation in

726 The survey also found most participants in the RTP programs did not

the RTP program.
adjust electricity use until the price reached $0.80 per kwh.?” Additionally, only one utility
surveyed saw a greater than 1% reduction in peak demand and many of these programs are
losing, not gaining, participants.”® Finally, the survey revealed that 30% of the utilities with RTP
programs have started to phase out the programs.” Other studies of RTP programs offered by

various electric utilities across the country reveal that customer response is extremely variable

» Report to the Commission on Electric Utility Restructuring of the Virginia General Assembly and the Governor

of the Commonwealth of Virginia, State Corporation Commission (Sept. 1, 2005), available at
http://www.scc.virginia.gov/comm/reports/2005 intro.pdf (last accessed Sept. 17, 2009).

% Ernesto Orlando Lawrence Berkley National Laboratory, A Survey of Utility Experience with Real Time Pricing,
available at http://certs.Ibl.gov/PDF/54238.pdf (last accessed Sept. 17, 2009).

7,
2
2.
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and that those customers with on-site generation were more responsive than customers

without.°

There are risks of additional, unintended consequences. For example, a reduction in peak
demand could merely reflect a shift in the load to off-peak hours, not a reduction in overall
energy use and emissions. If participation is low, the costs of implementing and administering
the system may exceed the benefit. Some classes of consumers may not respond to price
signals by reducing their demand. It is possible that a time-based metering program may not be
in demand in a certain area but would be popular in another, or is not economically feasible in
a particular market but would be successful in another. Time-of-use rates can provide
significant savings for the user, but a significant investment in in-home automation is necessary
to maximize savings. Such automation may be beyond the financial or technical ability of many
residential users, thus limiting its application. The Cooperatives are reluctant to impose costs on

many to benefit a few.
Assessment

Many of the Cooperatives already have a variety of programs in place to help reduce the
demand for electricity during the peak period. Such programs range from residential load
control of electric water heaters and HVAC equipment to tariffs and riders that provide credits
or other incentives to large commercial or industrial customers who manage their electricity
use in a way that limits their contribution to the peak period demand. In most residential load
management programs the customer allows the Cooperative to install a switch that the
Cooperative uses to remotely control the connected appliance. Two Cooperatives have already

filed retail time-of-use tariffs, but the current benefit of those tariffs is unclear.

As stated above, the Cooperatives have interruptible rates in place, primarily in commercial and
industrial applications, whereby the Cooperative informs the consumer of expected peaks, at

which time the customer can (or must) curtail use in order to receive an economic benefit. The

® see id; Hopper et al., available at http://eetd.lbl,gove.ea/EMS/reports/NMPNC LBNL 54761.pdf and at
http://eetdd.Ibl.gov/EA/EMP/reports/57128 app.pdf.
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metering equipment needed for monitoring a commercial or industrial customer’s participation
in such programs usually is provided at no additional cost to the customer, but the costs of
additional facilities requested by the customer for receiving notice of the peak demand periods
are covered under the Cooperative’s Terms and Conditions or an Excess Facilities tariff. Overall,
these programs have the potential to reduce coincident peak demand, but they are voluntary

and are not practical for many customers.

DR programs and the associated metering and communications services support the goal of
enabling customer management of energy use and cost through advanced metering and
communications technology, as called for in EPAct 2005, § 1252(a)(14). However, there will be
significant development and implementation costs, with little or no offsetting value or benefits,
associated with any additional time-based retail rate offerings, at least until wholesale power

rates are structured to reflect time-based savings that can be passed through to the consumer.

For these reasons, the Cooperatives do not believe they should be required to offer a time-
based rate schedule or real-time pricing to all customer classes. The General Assembly should
not attempt to create a single solution for all Cooperative consumers due to the myriad issues
outlined within this Report. Each Cooperative should be permitted to assess these complex and
interrelated goals and issues in determining whether to offer voluntarily RTP programs to
consumers, or other programs and tariffs that would be optional to those consumers, where

the benefit outweighs the cost to the individual member.

Virginia’s Cooperatives should be permitted to make Member-Consumer Benefit Analysis based
decisions about whether and to what extent they can or should offer a time-based metering
program to all customers. Requiring the Cooperatives to offer customers time-based metering
and time-based rate schedules, as well as the metering equipment necessary to offer such

rates, conflicts with the goals of the cooperative business model.

By mandating that the Cooperatives offer these services, the General Assembly would be
imposing a regulatory regimen on the Cooperatives in lieu of allowing market forces, best

business practices, and prudent utility practices to govern services available to consumers. Each
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Cooperative should be free to evaluate its programs and their costs, benefits, and other
attributes, to determine whether to implement programs that are cost-beneficial to Member-

Consumers.

Additionally, the Cooperatives should be permitted to decide whether to offer time-based
metering data and equipment based on the desires of their membership. There is no value in
offering such services and equipment without market demand. Finally, the distribution provider
is responsible for enrolling customers, billing, and ensuring the safety and accuracy of the
metering equipment, and therefore should be permitted to retain ownership and control of

metering devices.

In summary, the desires, needs, costs and benefits of the Cooperatives” member-consumers
should be the determining factors in deciding, on a cost-effective basis, the availability of
advanced metering services from the Cooperatives, and the associated rates. Such services

should not be mandated.

53



Virginia’s Electric Cooperatives

54



TAB 7






2009 Self-Assessment Report

STANDBY RATES
Definition — Standby Rate

A standby rate is a rate for standby service. Standby service is a type of electric service offered
where the customer already has some means of generating electricity, and the utility’s service
is available “on standby” relative to the customer’s or user’s own generation. The utility usually
stands ready to provide standby service in the event the customer needs to buy it Three

examples of customer-specific arrangements made by Cooperatives are described below.

Overview

The challenge with standby rates is not whether they can be offered, but how they should be
priced. The Cooperatives believe that rates for standby service must capture the costs,
including the risks and a share of the overhead, imposed on the system by the service. The
alternative, imposing additional costs and risks on the other member-consumers, would be
contrary to the Cooperatives’ Member-Consumer Benefit Analysis. These costs and risks are
likely to vary significantly from one customer to another. Accordingly, the Cooperatives have

historically negotiated standby rates on a case-specific basis.

Central Virginia Electric Cooperative currently provides a service similar to standby service for
the Tenaska gas-fired generator located in its service territory in Fluvanna County. In any given
month that the generator is not a net producer of electricity into the PJM system, it becomes a
retail customer of the Cooperative. Under this arrangement, the generator has been a
customer during only six different months since 2005. This is an unusual case in that none of
PJM, the plant, or the Cooperative knows whether the generator is a net consumer or not until
after the month has ended, since one hour of operation at its normal output makes the
generator a net producer for any given month. When selling to the generator, Central Virginia

Electric Cooperative provides energy at a direct pass-through cost to Tenaska, based on PJM

o See, e.g., Order Denying Reh’g, AES Somerset, LLC v. Niagara Mohawk Power Corp., Docket No. EL03-204-001
(Jan. 21, 2005).
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LMP pricing, plus a fixed charge in the billing to cover the Cooperative’s administrative costs for

the unusual arrangement.

Shenandoah Valley Electric Cooperative uses special contracts, separately negotiated, to
provide any required standby service and capacity to a member requesting it. There may be
specific monthly minimums to be met under such contracts based, in part, on the capacity and
facilities required by the standby service customer, and what capacity and facilities the
Cooperative has available. The construction of added facilities, if needed for such service,
would be addressed by the contract and, in accordance with the Cooperative’s Terms and
Conditions for Providing Electric Distribution Service, may require a contribution-in-aid-of
construction (“CIAC”). Energy is provided at Shenandoah Valley Electric Cooperative’s standard

rates, subject to the contractual monthly minimum.

Northern Virginia Electric Cooperative supplies standby service to a landfill that generates
electricity by burning methane. This relatively new, contract-based arrangement involves a
minimum demand component charged to the landfill, which covers the Cooperative’s fixed
costs. The contract also contains a standing large-power service rate for energy, billed as that
energy is consum