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ecial Supplement

Perspective on Strandable Investment in the
Electric Power Industry

Presentation of Peter A. Bradford
Before the City Council of New Orleans
October 9, 1997

The following is testimony presented by Pefer Bradford at a meeting exploring electric
restructuring fopics, specifically stranded cost recovery, held by the New Orleans Cily Council. The
City Council had opened an investigation into electric competition in mid-1996, and since has held
two public hearings. The Cily Council through home rule authority regulates retail electric rates.
The Lowisiana Public Service Commission also has opened a restructuring docket. Entergy-New
Orleans is a major plaver in both proceedings, and on September 17 it filed with the Council its
proposal for the transition to a competitive market, asking for a six-year transition period, and
100%% stranded cost recovery, which tcludes ifs inferest in the Grand Gulf nuclear plant.

Strandable investment consists of money invested in power plants that are too expensive to
recover their full costs at today's market prices. In most industries, such investments must be
written down until competitive prices cover the remaining costs. However, electric power
customers must rely on monopoly transmission and distribution systems for access to
inexpensive power plants, so surcharges for the use of those wires can be used to recover the
costs that a competitive market would "strand." The issue facing states and cities around the
country is whether and to what extent to permit such surcharges.

Those who support recovery of uncompetitive investment say that such recovery,
presumably reduced by the extent to which low cost plants can recover more than their cost, is
a matter of constitutional right or basic fairness, to be recognized before bargaining starts or
balances are struck.

However, you are not bound to allow full recovery of strandable investment within your
jurisdiction. New Orleans has the power to set its own agenda with regard to restructuring
and to develop a strandable investment policy that furthers that agenda. You may find
compelling policy reasons to permit some level of recovery, but you need not accede to the
utility gambit of claiming full recovery as an absolute right while deferring discussion of other
public interest items until your greatest leverage is gone.






