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Mr. Digby is an assistant professor in the Department
of Political Science and Public Administration at
Georgia College in Milledgeville, Georgia.

In Virginia, and in most other states, there
are more municipally owned than privately
owned electric power systems. Of course,
this fact is somewhat misleading since
municipal systems generate less than 1
percent of the electricity in Virginia, and
only about 4 percent of electricity nationwide. evertheless, the existence of a large
number of municipal utility systems highlights the fact that many localities in Virginia
and throughout the country are engaged in
operations in fields of business activity
traditionally thought to belong to the private
sector.
Some evidence also exists that the popularity of publicly owned electric utility
systems is growing, no doubt at a rate that
parallels the increases in consumers' electric
bills. The number of customers nationwide
being served by municipal electric systems
increa ed by more than two million between
1974 and 1978-a 41 percent increase.
Similarly, in 1974, municipal electric systems
served just under 9 percent of the total
number of electric customers; by 1978, this
figure had increased to 11.5 percent. 1 While
these percentages are subject to the dangers
of reporting errors, there is little doubt that
the statistics accurately reflect the direction
of the change. Whether or not this trend of
growth will, or even should, continue is a
question likely to generate considerable
debate.
This news letter examines the distribution
of municipally owned electric utilities across
I

The statistics in this section are drawn from various U.S.

Department of Energy publications. See especially the ..annual
editions of Statistics of Publicly Owned Electric Utilities in the

United States and the companion volumes on privately owned
utilities.

the nation and within Virginia. It gives
special attention to the rate-setting practices
of municipal utilities in Virginia and considers the impact of these utilities on the tax
policies of local governments in the state.
Finally, the news letter attempts to arrive at
an overall evaluation of the advantages and
disadvantages of public ownership of electric
utilities within the Virginia context.
A NATIONAL OVERVIEW OF PUBLIC
POWER

Municipal electric systems are as old as the
electric utility industry itself, both of them
having originated in the early 1880s. The
number of municipal electric systems fluctuated widely until the 1930s, but since then it
has held relatively steady at approximately
twenty-two hundred and fifty nationwide.
Why have so many municipalities over the
last ninety years decided to own and operate
their own electric power systems? Most who
have researched this question have agreed on
at least one point: an ideological commitment to public ownership usually has not
been a major factor. Instead, most American
municipalities have become involved in
electric power for expedient and pragmatic
reasons.
The first municipal power systems in the
late 19th century were established to provide
electricity for streetlighting; they were
simply a new way of delivering a service long
provided by municipal government. Then, as
the value of electricity for lighting and for
countless other uses became apparent, many
cities extended the service to private residential and commercial customers, thus going
into the business (or service) of providing
electricity for private consumption. In most
areas with municipal electric systems,
private suppliers of electricity were unavailable. In fact, the absence of private suppliers is

usually cited as the major reason for the
establishment and growth of public power.
When private suppliers did become available, many of the public power systems were
shut down or sold. Those municipal systems
that have remained in operation usually have
done so for practical reasons, including the
continuing unavailability of private power in
some remote areas, the presence of low-cost
public hydroelectric generating plants, and
the existence of firmly established and wellrun public utility departments. Furthermore, many municipal electric systems have
charged lower rates than the private alternatives, and their backers claim that the net
incomes of public utilities have helped to
keep local tax rates down.
Nationwide, more municipally owned
electric systems are located in relatively
small communities. In 1979, just under onehalf were in localities with fewer than 2,500
people, and nearly all were in cities with
populations lower than 50,000. There are
some exceptions, of course; Los Angeles,
Seattle, San Antonio, and Jacksonville all
have municipal power.
Of the cities nationwide with population
over 2,500, 17 percent have municipal
power. The cities with public power, however, are not distributed evenly throughout the
country. Publicly owned utilities operate in
nearly 40 percent of the municipalities in
both the West North Central (or Plains
states) region and in the East South Central
region, which encompasses Alabama, Kentucky, Mississippi, and Tennessee-four
states served by the Tennessee Valley
Authority (TVA). In contrast, only 4.2
percent of the cities in the Middle Atlantic
states have public power. Virginia's region,
the South Atlantic, is slightly above the
national average, with about 18 percent of
the cities with populations over 2,500 having
municipal electricity.
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In 1980, sixteen Virginia communities had
municipally owned utility systems that sold
electricity on a retail basis. 2 According to
U.S. Department of Energy records, publicly owned electric systems could be found in
13 percent of the state's municipalities with
populations over 2,500-a percentage that
places Virginia close to, but still under, the
national average. Only 0.8 percent of the
electricity produced in Virginia in 1971 was
generated by municipalities, considerably
below the national rate of 4.2 percent.
Such figures, however, understate the
importance of public power in the Old
Dominion. Over one-fifth of the state's
independent cities (nine of forty-one) have
municipally owned electric systems, and
almost one-third of the independent cities of
less than 50,000 population (nine of thirtytwo) have public power. Moreover, rapidly
increasing private utility rates and concerns
about possible future power shortages have
heightened interest in public power, The
Electric Authorities Act, enacted by the
Virginia General Assembly in 1979, has
facilitated the future expansion of public
power in the state. 3 This act permits localities
in Virginia that currently own electric utility
systems to engage in joint action or joint
ownership; that is, to form special authorities to generate, transmit, and purchase
electricity.
A strong regional pattern characterizes
the distribution of municipal electric systems
in Virginia. The eastern part of the state has
only three (the City of Franklin and the
towns of Blackstone and Wakefield) while
the Mountain and Valley regions of the
western portion of the state have eight (the
cities of Bristol, Harrisonburg, Radford, and
Salem and the towns of Elkton, Front
Royal, Iron Gate, and Richlands). Five
municipalities with public power systems
(the cities of Bedford, Danville, Manassas,
and Martinsville and the Town of Culpeper)
are scattered across the western Piedmont.
The fifteen municipal electric systems for
which data are available (Iron Gate is
excluded) differ in number of customers,
sales volume, and generating activity, as
Table 1 indicates. The City of Danville has
by far the largest public electric system in
Virginia; in 1978, the Danville system served
more than 36,000 customers and recorded
sales of over 500 million kilowatt-hours
(kwh). The City of Bristol's system, with
almost 12,000 customers and sales of about
350 million kilowatt-hours, is the second
largest. The smallest systems are those in the
towns of Wakefield (435 customers and sales
of 6.3 million kwh in 1974) and Elkton (650
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These systems were in the cities of Bedford, Bristol, Danville,

Franklin, Harrisonburg, Manassas, Martinsville, Radford, and
Salem and in the towns of Blackstone, Culpeper, Elkton, Front
Royal, Iron Gate, Richlands, and Wakefield. Not included in the
list are the City of Richmond, which has a municipally owned
system that provides power solely for city government use; and the
Town of Blacksburg, which is supplied electric power by the
Virginia Polytechnic Institute and State University.
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The Electric Authorities Act is found in Code of Virginia, 1950.

sees. 15.1-1603 through 15.1-1634.

Table 1
Sales, Customers, and Generation of Virginia's Municipally Owned Electric Systems

% of Sales
Municipality·

Sales
(lOOOs of kwh)

Number of
Customers

Locally
Generated

Year
of Data

Danville
Bristol
Harrisonburg
Salem
Martinsville

498,818
354,595
206,338
202,091
153,501

36,349
11,940
7,725
9,201
7,576

18%

1978
1976
1978
1978
1978

Radford
Bedford
Franklin
Front Royal
Manassas

130,546
114,660
66,453
60,000
42,249

4,302
4,000
3,803
4,320
3,858

31,000
21,395
19,422
10,000
6,328

2,000
1,950
1,260
650
435

Richlands
Blackstone
Culpeper
Elkton
Wakefield

o
o
o
3
1

5

o
o
o
o
N/A
30

o
o

1976
1975
1975
1975
1975
1975
1975
1975
1975
1975

SOURCES: Compiled from U.S. Department of Energy, Energy Information
Administration, Statistics ofPublicly Owned Electric Utilities in the United States, for the
years 1976 and 1978; 53 Virginia Municipal Review 22 (February 1975); and information
provided by the Virginia Municipal League.
1

Listed in order of sales. Data were unavailable for Iron Gate.

customers and 10 million kwh in sales). To
put these figures in perspective, Virginia
Electric and Power Company (VEPCO) had
more than 1.2 million customers in 1977, the
great majority in Virginia (VEPCO also has
customers in North Carolina and West
Virginia), and more than 31 billion kwh in
sales.
As Table 1 shows, nine of the fifteen
municipal systems included in that table do
not generate any of their own electricity.
Instead, the nine systems purchase all of
their electricity from private utilities
(VEPCO, Appalachian Power, or Potomac
Edison Power) at wholesale rates and then
distribute the electricity at retail rates over
city owned facilities. Three other municipal
systems generate only a small amount (5
percent or less) and purchase the bulk of
their electricity from private companies.
Only the City of Danville and the Town of
Culpeper still generate a ·significant percentage of the electricity they sell. That percentage has been steadily declining, however ~ as
consumer demand has expanded and generating capacity has remained static or even
decreased. In the short run, municipalities in
general have found it less costly, and much
simpler, to purchase the needed extra power
rather than to build additional plant capacity.
This pattern of purchasing the great bulk
of a municipal system's electricity is one
repeated nationwide. The percentage of
electricity generated by municipal systems
nationally has been declining slightly over
the last decade, while the percentage of
customers served and the volume of sales in
kilowatt-hours have increased slightly.

RATE SETTING CRITERIA IN VIRGINIA

With the exception of Bristol, which in
effect has its rates established by the TVA,
the rates charged by the municipal power
systems in the state are set locally, either by
the city or town councilor by an electric
commission. The determination of rates for
municipal electric systems always has been a
subject of some controversy, mainly due to
different ideas about the proper criteria for
establishing rates. A list of some of the major
criteria used by public power systems
throughout the country would include the
following:
.
- - --- -I. set rates at levels comparable to those of
surrounding private utilities;

2. set rates so as to undersell the surrounding private utilities;
3. set rates equal to costs (by whatever
definition), or at cost plus a small markup;
4. set rates as low as possible, perhaps
lower than costs, in order to encourage
use;
5. establish different rate schedules and
charge higher rates for customers outside
of municipal borders, since they are not
paying local taxes (and are not voting in
municipal elections).
Which of these criteria are used by
Virginia's public power municipalities?
Interviews with local officials involved in the
administration of publicly owned utilities in
Virginia revealed that rate-making criteria
are seldom set out explicitly by the city or
town councilor electric commission. A close
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examination of actual rates charged by
publicly owned utilities, however, does
provide insight into the implicit criteria
underlying these rates. With considerable
certainty, the fourth criterion can be ruled
out. This use-encouragement criterion was
common in the past among publicly owned
utilities, especially those connected with
federal projects such as the TVA; however, it
largely has been abandoned since the onset
of the energy crisis in the early 1970s. Based
on the U.S. Department of Energy records,
the fifth criterion also can be ruled out in
Virginia; the National Electric Rate Book
published by that agency shows no differences in the electric rates for areas inside and
areas outside municipal boundaries.
According to the evidence, the retail rates
for most of Virginia's municipal utility
systems are set to equal, or to be slightly
under, those of the private firm from which
the electricity was purchased. The criterion
used, then, is either to duplicate or to
undersell just slightly the rate structure of the
surrounding private utility. Other Department of Energy publications, especially the
annual reports entitled Typical Electric Bills,
illustrate the impact that this criterion has on
the electric rates in publicly owned systems
in Virginia. For example, the typical
residential consumer using 750 kwh per
month in January 1979 would have had a bill
of just under $23 in Bristol, about $30 in
Martinsville and Radford, and over $36 in
Franklin and Manassas. The primary reason
for this difference in rates is the variation in
costs encountered by the municipal systems,
and by far the major cost is the purchase of
power from private suppliers. Systems that
purchase their electricity from VEPCO
(Franklin, Harrisonburg, Culpeper, Blackstone, and Manassas) have, at least for the
past five years, paid more than systems that
purchase from Appalachian Power Company (Bedford, Danville, Martinsville, Radford, Salem, and Richlands) or from other
suppliers (Bristol from TVA and Front
Royal from Potomac Edison).
A few of the municipal systems in Virginia
have used criteria other than those of setting
rates at or near the rates of the private
supplier. Several systems have sought to
undersell the surrounding private and
cooperative utilities by substantial
amounts-l0 to 20 percent below the rates of
the existing competition. Others have set
rates so as to ensure a certain rate of return to
the municipal treasury. At least one municipality has occasionally used consultants to
assist in rate setting.
Whatever criteria are used, u.S. Department of Energy statistics show that the
residential customers of Virginia's municipal
systems tend to do well, compared with
customers of VEPCO and APCO. Residents
of about half of the communities with public
power have paid either the same rates or
slightly lower rates than they would have
paid had they been receiving service directly
from the private utility. In the other half of
the communities with municipal systems,
residential customers have consistently paid
lower rates, sometimes substantially lower
rates, than customers of the alternative

private suppliers. Of course, this conclusion
considers only rates; the quality of the
service is also an important factor, although
one nearly impossible to compare.
FISCAL ROLE OF PUBLIC POWER

One of the major reasons given for the
persistence of municipal power systems is
their revenue-raising capabilities. Because
the net income from utility operations can be
turned over to the local treasury, municipal
ownership, some argue, can reduce the need
to raise revenues through local taxation. In
short, municipal ownership may contribute
to lower tax rates, especially for the property
tax. This section looks at the financial
contribution that municipally owned power
systems make to local treasuries in Virginia's
independent cities with public systems; all of
the towns with publicly owned systems, for
which data were not available, are excluded
from the analysis.
Unfortunately, claims about the financial
contributions of public utility systems are
almost impossible objectively to defend or to
deny. One problem is the extreme difficulty
of measuring the exact size of a particular
system's net financial contribution and, in
turn, of comparing the relative contributions
of systems in different localities. The
financial data are not complete and often are
reported in ways that make comparison
among localities difficult and hazardous. In
some cities the utility system formally pays
"tax equivalents" or "payments in lieu of
property taxes." In others, no such payments
for taxes are made, but the utility system
turns all or a part of its net income over to the
city's general revenues (usually called a
"fund transfer"). In still other localities,
there may be no contribution from the utility
system to general appropriations.
Another complicating factor is that the
municipal utilities also provide electricity to
the city governnlents, in some cities charging
the government regular rates and in others
providing the service without charge. Free
electrical service to the city is a substantial
financial benefit that ought to be included as
part of the utility system's contribution, but
the different accounting procedures used by
cities make it difficult to calculate the size of
that contribution.
A final problem is the difficulty of
interpreting the data to make an evaluation
of the positive or negative impact that
municipal utilities have on local tax policies.
F or example, simply showing that cities with
public power derive a smaller proportion of
general revenues from the property tax than
cities with private power would not necessarily demonstrate that public ownership
reduces tax burdens. Excluding the public
utility facility from the tax base would
naturally diminish the size of property tax
collections. In fact, evidence exists that
Virginia's independent cities with municipal
power have a lesser dependence on the
property tax than the other cities. In 1978,
the independent cities with public power
received an average of 22 percent of their
local income from property taxation, com-

pared to a mean of 29 percent for independent cities with private power.
Probably the best way to assess the effects
of publicly owned utilities on local taxation
is to compare the property tax rates of cities
with public power and those with private
power. This comparison employs "effective
true real property tax rates," which are
calculated by the Virginia Department of
Taxation in order to take into account
interlocal variations in property assessment
practices. However, even this analysis does
not lead to a clear conclusion regarding the
impact of publicly owned utilities on local
taxation. The mean effective true real
property tax rate in 1977 for the nine cities
with public power ($0.91 per $100 of value) is
lower than that for the cities with private
power ($1.04 per $100). The difference
diminishes substantially, however, when we
exclude from the latter group those cities
over 50,000 population, thereby limiting the
comparison to cities of similar size. (The nine
cities with public power all have populations
of less than 50,000.) This reduces the
difference in mean tax rates to only $0.03 per
$100 value, in contrast to the difference of
$0.13 shown above. Still, it should be noted
that several of the cities with publicly owned
systems-Bedford, Danville, Harrisonburg,
and Radford-are among the twelve Virginia cities with the lowest effective tax rates.
From the evidence, one cannot firmly
conclude that municipally owned electric
systems provide a form of property tax relief.
It is as likely that the tax effects are in the
form of substitution; i.e., the net income
from the municipally owned utility substitutes for or replaces the property taxes that
would otherwise be paid by a privately
owned utility. Thus, taxpayers in cities with
public power are not necessarily better off
than taxpayers in cities with private power.
Perhaps a better picture of the fiscal
impact of the municipal electric system can
be drawn by looking more directly at its
monetary contribution. Again, the problems
of different accounting procedures should be
kept in mind. Th~ attempt here is to make a
rough estimate of the contribution that the
electric utility could make to general receipts
in a fiscal year. What is reported here may
not coincide with what a particular city
actually reports as its net income from the
electric utility. Instead, we are trying to
measure on a common basis the contribution
that would be made if all of the cities
examined used the same accounting policy.
Table 2 presents, for all of the cities with
public power except Harrisonburg, some
tentative data covering the potential financial contributions of electric utility systems
over time. The data in the table suggest that
electric utility revenues potentially can be a
very important part of municipal local
receipts, in some cities comprising more than
20 percent of locally raised revenues. In three
cities-Bedford, Franklin, and Radfordthe net income from the electric utility is
potentially the second largest local revenue
source, ranking only behind property taxation. In most of the cities, it is the third or
fourth leading local income source, ranking
behind sales taxes and fees from licenses,
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permits, and privileges. In Salem and
Bristol, the data suggest that electric utility
revenues are not so important a part of the
local financial picture.
The statistics in Table 2 also reveal that the
financial contribution can vary substantially
from year to year. In fact, the relative
importance of net income from electric
utility systems has tended to decline over the
period of time tested, 1972-1978. While this
decline has not occurred in every city, it is
still evident. The percentage of local receipts
potentially accounted for by electic revenues
has dropped from a mean of over 17 percent
in 1972 to 13.2 percent in 1978. In Bristol, the
decline is especially notable, dropping from
an estimated 15 percent of local income in
1972 to under 4 percent in 1978. The
exception to the trend is Franklin, where the
percentage has increased steadily and is ten
points higher in 1978 than in 1972 (28.9 and
17.7 percent, respectively).
T~e most likely reasons for the decline in
the potential importance of electric revenues
are largely external; they are associated with
the rampant inflation of the last decade,
especially in the energy field. In attempting
to hold down prices to consumers while at
the same time meeting rising costs, the gap
between what the utility must pay and what
it can charge for each kilowatt-hour sold has
narrowed considerably. In most cases in
Virginia, the dollar value of the net income
potential from electric utilities scarcely grew
at all between 1972 and 1978. As revenues
from other sources increase, the relative
importance of the static electric utility
contributions decreases.
CONCL SIONS

This analysis of municipal electric systems
in Virginia leads to a mixed evaluation of the
relative merits of public ownership. According to the evidence, citizens of cities with
public power benefit from lower electricity
rates and often from lower property tax
rates. Also, the net incomes of the municipal

Table 2

Estimated Potential Financial Contributions from Eight Municipally Owned Electric
Systems, as a Percentage of Local Receipts, 1972-1978
FY78

City

FY76

% / Rank!

FY74

% / Rank

Bedford
Bristol
Franklin
Radford

20.1
3.8
28.9
13.5

2
5
2
2

31.7
5.5
22.7
16.2

2
4
2
2

14.7
13.3
19.3
17.8

Salem
Martinsville
Danville
Manassas

2.0
15.1
9.0
5.4

5
3
4
4

6.9
16.1
11.0
7.7

5
3
3
3

N/A
11.8
N/A
N/A

Mean

13.2

15.7

FY72

% / Rank

15.4

3
3
2
2
3

% / Rank

27.7
15.5
17.7
23.2

2
3
2
2

2.7
17.7
N/A
/A

5
2

17.4

SOURCE: Calculated from Commonwealth of Virginia, Auditor of Public Accounts,
Report of the Auditor of Public Accounts of the Commonwealth of Virginia on
Comparative Cost of City Government, for the years ending June 30 1978; 1976; J974;
and 1972 (Richmond, the author). Data were not available for Harrisonburg or for towns.
I These percentages are very general estimates of potential contributions and may not coincide with what a
particular city reports as the contribution; they were calculated by computing the electric system's percentage of the
public service enterprise's total income, and using that same percentage to compute the electric system's pro rata
share of public service enterprise net income. The resulting dollar estimate was then calculated as a percentage of
total local receipts (defined as revenue from local sources plus the net income of public service enterprise and
working capital funds).
The rankings can range from 1 to 9; they show the importance of the potential contribution of the electric system
to local receipts in relation to eight other sources oflocal revenue, including property tax receipts; sales tax receipts;
receipts from license fees, permits, and privileges; and so on.

electric systems can provide a major contribution to the city treasuries. On the other
hand, generation capacity of public systems
in both cities and towns is low and C\-ppears to
be falling; most of the municipalities with
public power generate no electricity at all.
Another somewhat discouraging development is the apparent decline of net income
from electricity systems as a potential
revenue source.

Based on the popularity and success of
joint action in other states, the passage of the
Electric Authorities Act in Virginia ha
occurred at a propitious time. Collective
action among publicly owned systems may
enhance the efficiency of their operation
and, in turn, help to restore the revenueraising potential of municipally owned
systems, which has been undermined by the
energy inflation of the last decade.
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