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Competition in the Electric
Utility Industry

Introduction
Over the last few years, competition among electric utilities at the bulk power
level has increased, spurred significantly through the efforts of the Federal
Energy Regulatory Commission (FERC).  In the early 1990s, FERC used its
authority over mergers and bulk power pricing to encourage voluntary open
access to transmission.  The Energy Policy Act of 1992 (EPACT) codified FERC’s
power to order transmission access.  Because EPACT authorized FERC to act on
a case-by-case basis, an approach that would open the transmission grid to
competition over several years, in 1996 FERC issued an industry-wide rule
requiring utilities to provide wholesale open access transmission.  This has led to
important competitive changes in wholesale markets.

The introduction of retail competition is also actively under consideration in
most states, including Maryland.  The Maryland Public Service Commission
(PSC) issued an order in December 1997 that provides a framework for retail
competition for generation services in Maryland.  The Maryland General Assem-
bly established a Task Force in 1997 to study retail competition.  During 1998 the
PSC has begun a series of roundtables considering specific implementation issues
associated with the start of retail competition.  Also, the PSC began its consider-
ation of utility stranded costs.

Federal legislation proposals are under review that would mandate (or facilitate)
competition over the next few years.  While details vary, these pieces of legisla-
tion identify timetables for the introduction of retail competition.  Some also
include provisions that address stranded cost recovery.

The remainder of this section discusses the general issues associated with
transmission open access and retail competition.  Changes specific to Maryland
utilities and the operating systems that serve Maryland customers are then
described.

Transmission Issues
The transmission grid of vertically integrated utilities has been considered a
bottleneck that could serve as a barrier to new competition.  Transmission service
on the high voltage grid, which is essential to effectuate many bulk power
transactions, could be difficult to obtain if the transmission owner had reserved
transmission capacity for other purposes or if the owner simply refused to
provide transmission to third parties.  Beginning in the mid-1980s, FERC sought
to increase competition in bulk power markets by requiring utilities to provide
access to their transmission grids to third parties.  Initially, FERC required
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utilities seeking merger approval to provide transmission access, later extending
this to include utilities seeking to sell power at market-based rates.  With the
passage of EPACT, Congress amended the Federal Power Act to confer on FERC
the right to order transmission service upon request of an eligible wholesale
entity, which included other utilities, nonutility generators,  and qualified power
marketers.  EPACT specifically prohibits FERC from issuing any transmission
order that would require transmission service to an ultimate consumer.

FERC’s efforts to open the transmission grid culminated with its open access
orders issued in April 1996 and May 1997.  In these orders, FERC required all
utilities under its jurisdiction to file open access transmission tariffs in order to
make their grids available to other wholesale market participants on non-
discriminatory terms.  The open access orders also specified filings that would be
required by power pools (such as PJM) to comply with the open access rules.

FERC’s Open Access Orders
Under the open access orders, FERC required utilities to file non-discriminatory,
open access transmission tariffs.  Among other things, these orders require
utilities to:

• File non-discriminatory, open access point-to-point and network transmission tariffs;
and to charge themselves under the same open access transmission rates that they
make available to third parties;

• Expand capacity of the transmission system if that is necessary to respond to a request
for transmission service; and

• Provide ancillary services of the kind that are normally required to effectuate transac-
tions over the grid.

Under these orders, utilities may reserve their own transmission capacity for the
future use of their “native load” or franchise customers over a reasonable plan-
ning horizon.  These orders also established separate procedures applicable to
members of power pools with varying degrees of coordination.

Open Access Tariffs

The open access orders require utilities to offer access to their transmission grids
to all eligible entities in order to eliminate undue discrimination in the provision
of transmission service.  FERC found that utilities must offer both point-to-point
and network service whether or not the utility provides such service to itself.  In
reaching this conclusion, FERC found that since utilities had the flexibility to
offer that service to themselves, to be non-discriminatory, an open access tariff
must offer the same flexibility to others.

Firm point-to-point service requires the transmission owner to provide firm
deliveries of power from designated points of receipt to designated points of
delivery.  The amount of capacity reserved at points of receipt and delivery
would be spelled out in service agreements.  Network service permits a transmis-
sion customer to integrate and economically dispatch its resources to serve its
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load in a manner comparable to the way that the transmission provider uses the
transmission system to integrate its generating resources to serve its native load.
However, network service cannot be used by utilities for sales to other utilities.
Point-to-point service must be used for that purpose.

Expansion of the Grid

The open access orders require utilities to expand the capacity of the grid if that
is necessary to satisfy a request for transmission service.  Whether the cost of the
expansion would be assigned directly to the entity requesting service, or allo-
cated among all transmission users, would depend upon the circumstances.
Such issues would be decided when the utility sought to recover the cost of the
new facilities in a filing at FERC.

Ancillary Services

Ancillary services are those elements of bundled transmission service that are
required to effectuate transactions on the grid.  Historically, these were not sold
separately because the transmission provider included these as part of bundled
retail or wholesale service.  In a competitive environment, a market could emerge
to supply such ancillary services in lieu of their being provided by the transmis-
sion grid owner.  In its open access orders, FERC identified six ancillary services
that transmission customers must purchase.

Transmission customers were required to purchase the following three ancillary
services from the transmission provider:

• Scheduling, system control, and dispatch service;

• Reactive supply and voltage control from generation sources; and

• Regulation and frequency response service.

Regulation and frequency service were only required for transmission customers
serving entities within the transmission provider’s control area.

Three additional ancillary services could be obtained either from the transmis-
sion owner or from alternative sources.  These include:

• Energy imbalance service,

• Spinning reserves, and

• Supplemental reserves.

Energy imbalance service is needed to correct for any mismatch between a
customer’s sources of supplies and its load during a given hour.  Spinning
reserves refers to generating capacity available instantaneously to meet load in
the event of an emergency.  This service is usually provided by generating units
that are not operating at full capacity.  Supplemental reserves are additional
operating reserves that could be called upon in the event of an emergency, but
unlike spinning reserves, not instantaneously.  Generally, such capacity should
be available in a short period of time, around 10 minutes.
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Transmission Pricing
Utilities have used a variety of pricing mechanisms to establish the
terms and conditions under which they provide transmission
services to third parties.  Many simply compute the average cost of
their transmission facilities, divide those costs by their annual peak
demand (as a proxy for the capacity of the grid), and charge the
resulting dollars per kilowatt transmission rate.  This was nor-
mally a “postage stamp” rate that reflected neither the distance of
specific transactions nor the impact on the grid of actual power
flows.

Other transmission pricing schemes used by utilities include the
“contract path” and “MW-mile” methods.  The contract path
method is based upon a presumed electrical path associated with a
specific transaction.  The MW-mile method reflects the fact that
power flows over all parallel paths in an interconnected transmis-
sion grid.  The MW-mile method compensates all utilities whose
facilities are used in a given transaction in proportion to that use.

Pricing problems arise when capacity on the grid is constrained.
FERC, in approving open access transmission rates filed during the
past few years, has used the so-called “or” policy to set transmis-
sion rates.  This is designed to protect native load customers from
any increased costs of providing transmission to third parties.  If
such third-party transmission can be provided only through the
construction of new facilities, FERC will permit transmission rates
to reflect the greater of average embedded cost or the incremental
cost of the new transmission facilities.  If transmission can be
provided at lower cost by redispatching existing generation, or by
foregoing discretionary off-system transactions, then these “oppor-
tunity costs” should be recoverable through transmission rates.
This approach is intended to protect utility customers from rate
increases from expensive grid expansions necessitated by third-
party use of the transmission system.

In October 1994, FERC issued a policy statement concerning
transmission pricing.  FERC concluded that flexibility with respect
to pricing methods was required to accommodate the evolving
needs of transmission owners and users in an increasingly com-
petitive era.  Under FERC’s policy statement, transmission pricing
proposals must adhere to five principles:

1. Allow recovery of transmission embedded cost of service but not allow
monopoly profits;

2. Provide comparable service for all grid users;

3. Promote economic efficiency;

4. Promote fairness; and

5. Be practical.

How Will Open Access
Affect Maryland’s
Environment?
There appear to be a number of potential
environmental implications arising from FERC’s
open transmission access rule and PJM restruc-
turing.  One effect concerns the likelihood that,
over time, open transmission access would lead
to increases in generation from under-utilized
Midwest coal-fired generating units.  This would
increase NOx emissions that could be transported
to downwind Northeast states, including
Maryland.  If this hypothesis is correct, the long-
range transport of increased NOx emissions
could worsen Maryland’s ozone problem,
making compliance with federal ozone standards
more difficult and costly.  Second, the transport
of increased Midwest NOx emissions into
Maryland could increase nitrate deposition to the
Chesapeake Bay, adversely affecting Bay habitat.

FERC addressed some of these concerns by
preparing an Environmental Impact Statement
(EIS), which concluded that there would not be
any significant environmental impact stemming
from the adoption of the open access transmis-
sion rule.  The U.S. EPA, however, continued to
express concern and referred the matter to the
Council on Environmental Quality for further
review.  At some point in the future, if the U.S.
EPA and state actions to mitigate potentially
adverse effects are not successful, FERC agreed
to open a Notice of Inquiry to investigate
possible mitigation measures.  In fact, the U.S.
EPA recently imposed significant new NOx

reduction requirements to improve ozone
pollution (see Section 3) that may mitigate some
of these NOx concerns.

Following release of the FERC EIS, PPRP began
researching to more accurately determine the full
environmental impacts to Maryland of electric
utility restructuring.  PPRP's ongoing work in this
area uses economic dispatch models and air
quality dispersion models to assess the impacts
of various restructuring scenarios.  The results of
this study will assist the State in evaluating
potential impacts to the Chesapeake Bay and
other natural resources.
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Any transmission pricing proposal failing to adhere to the first two of these
would be rejected.  FERC expected that it would be difficult to fashion transmis-
sion pricing proposals consistent to the same extent with all of the last three
principles.  FERC therefore must judge the extent to which a particular pricing
proposal, on balance, was consistent with the principles.  The policy statement
also concluded that the “or” policy provides sufficient incentives for utilities to
provide additional transmission.

Retail Competition
During the last few years, there has been increasing activity both by the states
and the federal government to restructure the electric utility industry at the retail
level.  The federal open access transmission initiatives, while limited to permit-
ting wholesale service, has led to the reexamination of the desirability of permit-
ting retail customers to shop for electric power in much the same way that they
are able to select among long-distance telephone suppliers.  During the transition
from the regulated system of providing electric service to competitive retail
choice, one of the more daunting issues that regulators must face is that of
stranded cost recovery.  This issue involves determining to what extent utilities
should be allowed to recover from customers the cost of assets that may no
longer be economic under a competitive industry structure.

Restructuring at the Federal Level
At the federal level, four bills have been introduced in Congress that would
entail comprehensive restructuring of the industry:

• HR 655, The Electric Consumers’ Power to Choose Act of 1997;

• HR 1230, The Consumer Act of 1997;

• HR 1960, The Electric Power Competition and Consumer Choice Act of 1997;

• S 237, The Electric Consumers Protection Act of 1997; and

• the Administration's proposal, the Comprehensive Electricity Competition Act.

Many proponents of retail competition have most actively supported HR 655 as
the primary restructuring legislation.  This bill would require full retail competi-
tion for all customers in the United States by December 15, 2000.  While imple-
mentation is left to the states, FERC would be empowered to impose a plan if one
is not developed by a state within six months of the bill’s passage.  This bill does
include a two-year grace period to allow states time to amend their constitutions
or pass other legislation that may be required to permit retail competition.  HR
655 is silent about stranded cost recovery, apparently leaving this issue to the
states.

HR 1230 would require full retail access for all customers across the United States
by January 1, 1999.  This bill is controversial because it prohibits all utility
stranded cost recovery and exit fee charges.  HR 1960 requires states to open their
electricity markets to competition but does not specify a deadline, nor does it
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provide an implementation plan or guidance on stranded cost recovery.  Finally,
S 237 mandates full competition in the electric utility industry by December 15,
2003.  This legislation is the only one that explicitly provides for full stranded
cost recovery.  Action on any of these restructuring proposals is unlikely during
1998.  There is little consensus among members of either party whether Congress
should enact any kind of restructuring legislation and, if so, the form that such
legislation should take.

The Clinton Administration also submitted a bill to Congress calling for the
restructuring of the electric utility industry.  Among other things, this legislation
would require retail open access no later than January 1, 2003 and would require
states to consider a mechanism for the recovery of retail stranded costs.  This
legislation, however, allows states not to permit retail competition if they find
that implementation could have a negative impact on a class of customers, and
that the negative impact cannot be mitigated reasonably.

Restructuring at the State Level
The federal restructuring of wholesale markets impelled most state legislatures
and public utility commissions to investigate electric utility restructuring at the
retail level.  Most notable are the restructuring efforts in California, where retail
competition for all customer classes was to commence on March 31, 1998.  Cali-
fornia utilities were encouraged to divest a portion of their non-nuclear generat-
ing resources under the state’s restructuring plan, but were assured the ability to
recover all stranded costs through a non-bypassable competitive transition
charge.  Some Middle Atlantic states have established phase-in schedules for
retail competition; retail customer choice will begin in Pennsylvania on January
1, 1999 and in New Jersey in early 1999.

The Maryland PSC considered retail competition and customer choice in 1995,
but concluded that only wholesale, not retail competition was in the public
interest at that time.  The PSC noted, however, that the rapidly changing nature
of the electric utility industry would require further inquiry into the issue.  In
October 1996, the PSC determined that changed circumstances required a further
investigation of the issue.  On December 3, 1997, following the issuance of a PSC
Staff report and generic hearings, the PSC issued an order establishing a frame-
work for implementing retail customer choice in Maryland.  The PSC’s frame-
work contemplates a gradual phase-in of retail access to all customer classes over
a period of three years beginning in July 2000.  However, before customer choice
can be made available, there are numerous technical, policy, and practical
implementation issues which should be addressed, including rate unbundling,
stranded cost recovery, universal service, and competition in metering.

The legislature established a task force to investigate these and other issues.  A
January 1998 draft report by the Task Force indicated that the legislature was
responsible for establishing policy on electric restructuring and that it should
establish implementation benchmarks to protect all stakeholders during the
transition to retail competition.
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Stranded Cost
One of the more complex issues confronting regulators overseeing the introduc-
tion of retail competition and customer choice is stranded cost.  Stranded costs
are the legitimate, prudent, and verifiable costs incurred by a utility which
would be recoverable under regulation but not recoverable in a competitive
market.  The fact that market prices for generation are below regulated prices is
attributable to a confluence of factors.  Among those contributing to the high cost
of utility generation is the cost of some base load power plants, such as nuclear
units, and high fixed costs of power purchase contracts with cogenerators that
had been entered into many years ago.  Market prices for generation, on the
other hand, have declined in part because of technological advances for new
generation facilities that have increased the fuel efficiency by 15 to 20 percent.  In
addition to increased efficiency, the installed capital costs of those generating
units have also declined significantly.

The introduction of competition presents the problem that utilities would be
unable to recover the cost of “uneconomic” assets and other commitments
acquired or entered into under regulation.  FERC and some state utility commis-
sions have determined that utilities should be afforded an opportunity to recover
the costs that were “stranded” as a result of the move toward retail and whole-
sale competition, subject to certain conditions.

If stranded costs are to be recovered, regulators face the difficult task of quantify-
ing those economic losses from a competitive retail market which does not yet
exist.  In some states, the quantification problem is being resolved by permitting
the utility to divest or auction its generation assets.  Once quantified, a recovery
mechanism must be identified.

Each of Maryland's major electric utilities has submitted a stranded cost filing to
the PSC as part of the State's ongoing restructuring proceeding.  The PSC is
scheduled to make a determination by the fall of 1999 concerning the appropriate
level of stranded costs that each utility will have an opportunity to recover, and
the time period over which such recovery will be allowed.

PJM Restructuring

Background
The Pennsylvania-New Jersey-Maryland Interconnection (PJM) is the nation’s
oldest power pool.  Its members include utilities in Pennsylvania, Maryland,
New Jersey, and Delaware.  Three of Maryland’s major utilities—BGE,
Delmarva, and PEPCO—are members.

In July 1996, seven of the eight PJM utilities (the Supporting Companies) and, in
a separate filing, PECO Energy, submitted alternative Independent System
Operator (ISO) proposals to FERC to restructure the operation of PJM.  The
restructuring was necessitated—in fact mandated—by FERC’s open access order.
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In broad terms, the two proposals were similar with the following significant
modifications to the PJM Agreement being included in both proposals.

• Control over the integrated operation of the grid would be vested in an ISO.  The ISO
would be charged with ensuring the reliable operation of the grid, and would be vested
with responsibility for transmission planning.

• A Power Exchange (PX) would be established to allow members to sell and purchase
energy at market prices.

• A mechanism would be created to determine the installed capacity reserve require-
ments of the Pool and to devise an approach for assigning shares of such reserve
requirements to all load serving entities within the Pool.

• A uniform system of transmission rates would become effective for point-to-point and
network service.  The Supporting Companies proposal called for the establishment of
zonal rates with surcharges for service that extended beyond a zone.  The PECO
Energy proposal called for uniform pool-wide rates.

In November 1996, FERC rejected both restructuring proposals.  Among other
things, FERC held that these restructuring proposals precluded meaningful
representation by all non-PJM stakeholders and that this was unduly discrimina-
tory.  The governance procedures included in the filings would perpetuate the
existing members’ dominance.  With respect to other features of the proposal,
FERC ruled that insufficient evidence had been presented to allow a determina-
tion as to whether these were just and reasonable.  The proposal to establish a PX
energy market, for example, could not be approved until a market power study
had been prepared.  Further, the Supporting Companies failed to provide any
cost support for their transmission pricing proposals.

Subsequent to this rejection, the PJM Supporting Companies and PECO Energy
met with all stakeholders to resolve their differences.  While narrowing many of
the issues, competing proposals were presented to FERC for final resolution in
mid-1997.  A FERC order approving the final form of the PJM ISO was issued in
late 1997, and the revised ISO began operations on January 1, 1998.  The effective
date of the PJM open access tariff, which includes congestion pricing provisions,
was deferred until  April 1, 1998.

The FERC PJM ISO Order
In November 1997, FERC issued an order adopting in all important respects the
restructuring proposals submitted by the Supporting Companies.  The final form
of the ISO addresses many of the concerns that gave rise to FERC’s rejection of
earlier proposals.  In particular, the ISO governance procedures were revised to
provide that existing members would be unable to dominate ISO
decisionmaking.  Open access transmission rates were revised so that a single
rate was applicable for service throughout the pool.  In this regard, FERC re-
quired PJM to file a new rate by July 2002 that would provide a uniform charge
for delivery of power anywhere in the pool.  This would implement PJM’s
commitment to adopt a uniform rate within five years.  With respect to the
energy exchange, the ISO is required to submit a market power study to justify
the use of market prices.
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Finally, FERC asked the parties to file briefs addressing the pool’s proposal to
continue to reserve 3,500 MW of transmission interface capability with other
systems as a capacity benefit margin to reduce the reserve requirements of the
pool as a whole.  According to FERC, the continuation of this proposal would not
be consistent with the terms and conditions of the open access tariff.  Further,
continuation of the practice in the short run benefits the existing utility members
of the pool, most of whose capacity resources are located within PJM.

Potential Impact of the ISO
Because the ISO has been in operation only a few months, it is difficult to deter-
mine its long term effects on the operation of the PJM high-voltage transmission
grid.  As users gain experience with new institutional protocols, modifications
will undoubtedly be required.  Some effects upon transactions and power flows
on the grid have already emerged.  BGE’s and PEPCO’s purchased power
accounts reveal, for example, the emergence of power brokers and marketers as
new participants in the market.  Since many of these marketers do not actually
own any generating resources, they must assemble resources from numerous
utilities and compete with the energy sales that these firms have traditionally
made from the PJM energy market or from Midwestern utilities and other
systems.  While many of these transactions are small, some are fairly sizable.  For
example, almost 30 percent of BGE purchases in 1996 were from LG&E Market-
ing, the power marketing subsidiary of Louisville Gas and Electric Company.
Moreover, since pool-wide open access transmission rates became effective only
in the latter half of 1996, transactions of this kind may be expected to grow in the
future.

Another effect of the PJM ISO is the entry of Virginia Power (VP) as a significant
supplier.  Prior to the adoption of the ISO, VP was connected to PJM only
through its interconnection with PEPCO and would have had to incur multiple
transmission charges for sales to other PJM utilities.  Under the pool-wide ISO
open access tariff, VP is effectively connected to the entire pool and can sell
energy for only a single transmission charge.  In 1996, VP sold roughly 1,500
gigawatt-hours to PJM utilities other than PEPCO.

FERC has also questioned PJM’s reservation of 3,500 MW of transmission inter-
face capability.  PJM regards the 3,500 MW as a capacity benefit margin that
lowers reserve requirements for all members of the Pool.  If FERC finds that this
practice is no longer warranted, the availability of 3,500 MW of transfer capabil-
ity for firm transactions with other systems could make it easier for new market
entrants to import capacity into PJM to compete for retail load.  However,
utilities in the pool may be required to increase their reserve margins in order to
achieve the same level of reliability as before.
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Merger Activity Among
Maryland Utilities
The industry-wide movement to introduce
competition, which has been described in
previous sections, has been accompanied by a
corresponding merger movement.  During the
past two years, no state has seen more electric
utility merger activity than Maryland.  During
1997, all four of Maryland’s investor-owned
electric utilities were involved in pending
mergers.  The largest was the merger between
BGE and PEPCO, creating Constellation Energy
Corporation.  Constellation would have been
the ninth largest electric utility in the U.S. and
would have served approximately 75 percent of
Maryland households and businesses, along
with the District of Columbia.  The Constella-
tion merger received key regulatory approvals
but with certain ratemaking conditions which
the companies contested.  The Maryland PSC
approval was the subject of court challenges

brought by the International Brotherhood of Electrical Workers.  In December
1997, BGE and PEPCO announced their cancellation of merger plans—nearly two
years after publicly announcing the merger.  However, it would not be surpris-
ing to see either PEPCO or BGE, or both, be involved in new merger activities in
the near future.

Delmarva Power & Light Company, which serves Maryland’s Eastern Shore and
Delaware, has merged with neighboring Atlantic Energy, which provides electric
utility service to southern New Jersey.  Delmarva Power and Atlantic Energy will
continue to operate as separate utility subsidiaries of the new holding company
created by the merger, “Conectiv.”  The merger was completed in May 1998.

In August 1997, the Allegheny Power System (parent of Potomac Edison Com-
pany which serves Western Maryland) announced its merger with DQE (parent
of Duquesne Light Company), the electric utility serving the Pittsburgh area.
The merger will produce a new holding company, Allegheny Energy.  In July
1998, the Pennsylvania Public Utilities Commission approved the merger with
certain conditions relating to the mitigation of potential market dominance.  The
Maryland PSC's investigation of the merger was resolved earlier in 1998 in a
settlement among the parties.  In September 1998, FERC approved the merger
subject to certain conditions, including the divestiture of a DQE power plant.
DQE has stated that it intends to cancel the merger due to what it believes are
adverse regulatory rulings.

There are several reasons why impending competition drives the merger move-
ment.  First, competition creates an imperative for cutting costs, and utilities see
mergers as a potential source of administrative efficiencies.  For example, the

Environmental Impacts of Utility
Mergers
In reviewing the electric utility merger activity that has taken place in
Maryland and the mid-Atlantic region, there is no evidence that mergers
will adversely affect environmental quality.  For the PJM companies,
power plants will be dispatched and operated in accordance with the
PJM energy exchange administered by the ISO.  This means that a merger
is not likely to change the ways in which plants are dispatched.  In
addition, mergers have no effect on the laws, standards, regulations, and
permit or licensing conditions to which the companies must adhere.
Information supplied by companies involved in merger cases indicates no
material change in environmental compliance activities or planning.

It is unlikely that mergers will cause electricity consumption to grow
substantially.  Although the mergers provide cost savings and rate
reductions, the reductions are too small (about 1% to 3%) to significantly
increase customer power demands.  As discussed in Section 2 of this
report, demand-side management and conservation programs may
become less important in a competitive industry, because they are often
not cost-effective for an electricity supplier to implement.  It is possible
that this will lead to an increase in power demand with the attendant
environmental implications.



91

SECTION 5 - COMPETITION IN THE ELECTRIC UTILITY INDUSTRY

Constellation merger projected net cost savings totaling $1.3 billion over the next
10 years.  In a competitive environment, such cost savings will contribute to the
business success of the companies.

Merger benefits, however, can go beyond mere savings in administrative costs.
Success in the newly emerging competitive retail market will require a large
marketing effort, name recognition and a market presence.  Electric utilities will
seek to exploit new growth opportunities and sell power far beyond their present
local service areas.  This will require extensive financial, human and power
supply resources.  Utilities believe that they must become substantially larger if
they are to succeed in the competitive market, and merging allows them to
achieve this larger size quickly.

The difficult public policy question is how far should this merger and consolida-
tion movement go.  While competition motivates mergers and may provide cost
saving efficiencies, if the merger movement extends too far, it may end up
threatening the viability of competition itself as markets become more and more
concentrated.  As electric restructuring emerges, the challenge will be to find the
appropriate balance that permits the exploitation of scale economies while
preserving the benefits of competition.


