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A.- 

On April 12,1999, the Cornmission entered the Firat Inttrim Order ("no") in this docket 

The Commi6sion concludd that ''rncterin~ and billing should be unbundled." (no, p 11 and 

FiW4)) The Commbion also found that it was u&le to condude that *customer handliag" 

rWk u n b u n d k d w  there was no dear dcfiaitiou or dcliacuion ofthe raviceS that would 

comptise "cwtomcr hading". but that uabundliq of"Wt0ma b n d i q "  could be considered in 

tbe next phue of this procadig (FIO, p. 11) The Commission ordered that this docket should 

be rcachted in September 1999 md scheduled to r e d  in a Commission order by May 1,2OOO, 

establishing how metering md b i h g  llhoyldbcunbdled. The reaivated procadingr were to 

includeboth evidcatipry h r h p  and workrbops. witb the latterfoaucd on dowing partiw to 

attempt to dmlop solutions to the many technical and business process isrues BsIocipIed with 

unbyndline. The Canmbirn stated that Mpkmentation of the d t s  of the May 1,2000 order 

&&iocaaso that by September 1,2000, alternate providen win haw an oppomnity to provids 

I 

metainsandbilling~. (n0.p. 17) 

Tbir docket wpll r.saivsted in mid-August with a series of workshop. Contemplating the 

May 1 and S- 1, UKW, dotes mtbeFI0, the parties that it would be us& for the 

Comn6ssionto~afiulhahdaimordatopaovideBuidaocctothsdectricu~tiaC'DSPS')and 

& pIlrtics in filins sp&c i m p l d r n  proposals, inchding tarita, for unbundlq deGvay 

savicss k d n g l y ,  this pbm of the docket was scheduled to provide for the fi\ing of testimony, 

cvidordLryhcarin$3 brieps md afiatba i n $ a i m o r d c r b y h t e ~ ,  1999 or early Januay, 2000 

on acvual owmiding itnrca 
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B. Tbc Conmlrrion Sbould Adopt the Provbionr of tbs Memorandum of 

Several parties, including Commonwdth Ediaon Company (''ComEd"), Illinois Power 

Company ("llliib Power" or "IP"), tbe Amam companies, Altiant Enegy, PHASER Advan& 

Metering Services, ITRON, &deter, and FIRSTPOINT Smrica, Inc., h e  entered into a 

"Momorandurn of Undustdhg" ~'MO"') which c o ~ a e s  thae partis' agreement md 

rtcommcDdotion to tbc Commiamion on rauneroln policy issues in this phue. including isuuu 1.3, 

4 . 5  and 6 listed below.' W e  thc MOU u not an agrcum! among all p a t h ,  it provides a 

~ l c ~ u l i o n 0 f ~ i s s u ~  mdisnrppodbysubstrativcsvidcow. Mr.WardCamp0f 

PHASER, I proapctivs meter d c e  provider WF), t d e d  that tbs agrecm#ltS in the MOU 

provide a reasonable and practical manner in which to implement the condruiolu in tbe FIO. 

(1HASEREx. t . p . 4 ) H c i ~ t h t f o l l o o l l n s b e n c f i u a f d ~ ~ t h e M O U  

Io Potaa$l mukrt@ajMntSwarld have theoppormnityto eater the Iu i i r  market 
o a a c c c p u b l s ~ .  

implrmomthe FIO under tbe time h u e  eontempkted. 

~ m o a i w M s p 4 ~ t b g s t h s y h V C ~ r e s o u r C e r , m d O v n a e t  
thanwithnsptatohealtb,satayMdconsuma*~~ 

rp DSPs would be able to dcvdop new businar procaar and systemr that could 

p MSPs would k ocrtitial by tbe Commksicm, d h g  the C d s s i o n  to 

rc Mod&ations to tbt provision of unbuadlcd mtaing and billin$ d bc 
implemented by Janwry 1,2002 or when rssideat*l customers become eligible for 
delivuy raviceS, whichever occun eartier, thctcby p e  for the possibility of 

In Wition, although Commission Staff is a not a party to the MOU, the mdarions of Strff 

Waaessss Christel Templaoa and Ricbsrd Z d  on the issues c o v d  in theMOU are Benaelly 

additbd unbundling which may be bmc6cjrrl to c#olnefa. (IQ.. p. 4) 

'The MOU is Ap- A to the Dirsa TertimOny ofH. Wad Camp (PHASER Ex. 1). 
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ccdsttnt withthc MOU. (Sce S m  3.0,6.0.7.0) For t h ~  reasons d d e d  in thir brief. Illinois 

PO- urger the Commission to adopt the provisions of the MOU. 

C. h Power's b S f t i O q  

IlIhois Power bdievss that the CommLpiop should rcsdve the following issum in this p h w  

ofthe docket, in tbenunoer aumamd ' aftercachiwa: 

sa€cilJ 

Curtomen that am taking delivery m%ica under the DSP'r ddiverp 
service tariff hoald be the only customen diglble to take u#buadled 
dJLvrrl r m i c a .  - 

2. How s h d d  the DSP dctamiDe the bitl credit which will k given to the deheiy 
savies arstowr that decIs to take an lznbdkd ~ t t o m  M .Iternate providd 

In order to allow the DSP to neovcr its e& d pcovsding dclivcry 
rewica and to facilitate ecoaomidy cflkjcat cornpaition, the bi0 
credit rhoold be based on tbe casts abirh the DSP awkb wben 8 
delivery swvicu cnrtomcr rslritrha to M .Itcnutc pvider of 
unbundled services, net of tbe cost# whkb the DSP b hepI"bg to 
implement m d  enable uabundlhg. ThC DSP must bc 8~oacd lo  
COatirr~~~tto rrcovcrthc costs& bcun II the provider o l l u t  mort of the 
unbundled KNica Buiag the bill credit on ffiliyJowted embedded 
torts as aome propoo* would prevent the DSP from rreovcliap ita coats 
ofpmvtdingddhmy ruvieCr and would rubddize iaCmrimt providers. 

3. What are the speci6c metering service functionr that should be unbundled? 

"be 16 metering functbna lirted rad dcfiicd in the MOU comprbc the 
metering smicc functioa, which can be unbundled. "be dernlrution 
points between unbandkd metering facillth and DSP faccilitb should 
be determined BS provided En the MOU, 

4. Should urrbundled savics, at least for M intaim period, k limited to the 
provision of ldvrncod mctcsing saricep? 
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With some limited exceptions (u provided in the MOUh provider8 of 
unbundled metcling service sbwld be requid  to dcploy idviaced 
muwing system% meter aptem th.1 do not reqnire oa-aite reading. 

c 

@ 

A C U I ~ O O I ~ ~  should be allowed to ob& Its uabnndkd metering smice 
from more tban ome vmvidw, so long u (i) a singlt RES L mpondbk 
for pmvidan of .P mkring rcrvice to Uc cwtomtr and for htuf.adng 
with tbc DS?, (ii) tbb DSP b not ~ u h d  to mutiDuc to provide a 
portion dthe meter Knier functhu to that customer, and (iii) the DSP 
can provldc a sin& biU di d i m @  to tbc cubomcr. 

Some of tbt mttulng fumctlonr propored for nnbnnd~iog could also k 
considered billing bndiool. Beyond tbb, no hrther unbundling of 
billing beyend the SBO s b d d  be impbtmeoted 8t tbb time In 
partidu, the functhn of dadatin8 tbc DSP'i bUI i d  &trlaing ita 
Elutoacn' paptnt and account records rhorrtd not be mbundkd. 

"Customer handling" stm hu not been adqurtdy and coaskten~ 
defined Tbc rperU~c funrtiorU identW by cert.in parties, indudiug 
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Ucuitomcr enrollmeat". either i r e  not deliver), iavica, or arc not 
up.& of belq unbundled beuur the DSP would atill need to perform 
thac funrtioni for tbc curtomar. 

U ONLY CUSTOMERS TAIWC DELIVERY SERVICES ARE ELIGIBLE FOR 

'Ihe MOU states: 'Customen that arc savicewder the utility's delivery emices tariff 

are the only customem who an dgiile to take unbundled delivery sw*ces." (PHASER Ex. I ,  App. 

4 ~ .  l)Twowitn*ucs - Kcnnan Wdsh on behalfof Enron Energy Sarvices. Inc. and New Energy 

Vama*l Midwest, LLC. ("EmonlNE") and Lsrsh Johnson on behalfof Meter - testified thac at 

least unda d circumwceq retail customen taking &ce on a DSP'r Service tariffs 

should be dowed to take metming Service h m  an al&mte provider? (EnronME Ex 2.0. p. 5; 

eMm Ex 1, p. 7; Tr. 273) Tbese proposals mwt be rejected as contrary to the Public Utilitits Ad 

("Act") and outside the mpc ofthe Commission's authority. Section 16-108. under which this 

proceedi is being conducted, giva the Commission 

. . . the authority pumuant to Article M to d e w ,  approve and modify the pricer. 
terms and C O I U ~ ~ ~ ~ O I I S  of tboae components of delivery services not subject to the 
jurisdiaion ofthe Fcdaal Enagv Regulatory Commission, includiitz th- ' t  

to s h o u !  
unbundledbasis. (gl64OS(a); emphasis supplied) 

Section 16-109. "Unbundliag of delivay Saviccs", which cwld also provide authority for this 

proceeding, stcrtes that "The Comoliadon may also, in accordance with Section 16-108. upon 

eolllplahd oruponitsowniaitiativswithout complaiot, upon masonable notice, enta upon a hearing 
.. ~ t b e d d ~ i o f ~  

-.n (anphapi, supplied) 

Wowem, Mr. J o b n  also testified that eMeter continues to support the provision of the 
MOU quoted h. (Tr. 784-8s) 
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I. 

Both of these Seaions limii the Cbmmkion's authority to r l l ~  the provirion of 

unbundled There is no Jodion of the Act which &ea the Commhion euthdty 

t o m  that M s a v i a t l r i f b b e  otfored on an unbundled basis. Indeed, $16- 

109A gives the Commirdon only "the authority to inVegtignta tho need for, nnd to quire, I& 

o f l d  by an 

d&c utility". (emphasis supplied) It is clear &om the Act that the Genenl Assembly considaed 

w h c k  and to wlmt atau th Commission should b e  authority to require unbundling of delivery 

services and of bundled services, and gave otpticit & d o n  on t h e  points in the Act. If the 

General Amsembly had intended far the Canmidin.to have authority to require unbundling of 

bundled tarifkd oavicrs. it would have said aom the Act. 

Ill. ~ ~ ~ ~ u " D L E D D E L n T E R Y s E R v I c E S S E 0 ~ B E D ~  
BASEDONTHEDSPSAWlIDEDCOSrSTAKMCMTOACtOUNTTHEDSP'S 

The propa mictbodoloay for devdoping a pricing credit for unbuadlcd delivery service 

ahould encourage the d3kieat urilizstioll of rrrwna, and should not hvor one competitor o w  

(P Ex. 8.1, pp. 4-5; R. 874-76) The only real isSue is what costing rncthoddogy would 

ensure that result. The d t  that is provided to arstomar who cboore an alternativs prwidw of 

delivery mwt bc b a d  on the DSP'r lvoided d d  costs 90 that the DSP's lost 

-&ita ~ v t d  coats. Anyother decision m y  mult in the DSP failing lo m v e I  the fuu 

costofprovidiogddiveryserviea,inviolationof~ 16-108 oftheAa,orhamarkctthatdoesoot 

opaatecfticicntly, contrary to the intent of 5 16401A(d) ofthe Act. 

' 
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A. The Avoided Core App-cb b tbe Only Prking Approach l#rt Provided DSP: 
the OppoltPnity to Rcrmcr the Costa They Incur to Impkment Unbundling and 

Section 16.108 ofthe Aa statu that electtic UtilitieJ mut be &en the opporturdty to rtcoyer 

the costs of@& ddivay savioes U8e of an avoided cost credit will enable the DSP to rccaver 

iu costa Orprovidise delivay scrvicu including the costa it incurs u provider of last resort. Use of 

fully-allocated embedded costs for developing the d t  would fail to camply with this statutory 

mandate kcpusc would it reduce the DSP’r mvcnuca by more ban the c a t  the DSP avoids wben 

it no longer provides the Knits to tbe momcr. 

Q 

Seaion 16-108(c) ofthe Act states in nlevantpart: 

Charges for ddivuy savices shall be cost based, and W allow tbe electric 

to its ddivay suvices a~stomas mat u~ld the faciitie and sexvices associated 
to recovet the torts of providing delivery raVirrs through its 

I, 
876-77) S i r h e  credit for unbundled Smricm is an ofbet to the nttabarcd on tho approval 

th only costa at isan fix devdopQ the credit are COIW the DSP appropriatdy. rmrpurrqwnmaq 

prudendy and nasonrMy incurs in the provision of delivery service. The only appropriats OW to 

those corn arc the costswhich the DSP is able to avoid ifthe customer swit~hca to another provider. 

Any credit mahodology that hik to provide fior the rrcovciy of ;hose remi+ costs would prevent 

I -’ 
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8 

testen snd repahen to be ruady to provide mewing senice should customers return to the DSP 

(a6 wdl 8( to m the automps who r e d n  with the DSP). (rp Ex. 9.1, p. 4) These costs would 

not be m e r e d  if a brlly-rllocclted anbatded cost a d i t  is used. md instcad would fall on thc 

utility% sbareholdar. 

The Mly-docnted embedded cost approach is e s s d d y  a 10% run approach. siooe it 

ammca that dl Eorrts can be avoided. (& Tr. 461-62) The choim benuesn long-nm and short-run 

costs is not a matter of time framebut rather will dcpend on whether the ~ e s o u m  that underlie the 

costs anbe avr 'ded. In thS"sh0rr ma," only a few costs can be varied, Le avoided. while in thc 

"long run" it is likdytbat morr costs, iduding corndm arc fixed in the short nm. canbevaried, 

aad threfors avoided, as the DSP bcgil~ to reshDpe its metering and b% systems in response to 

envtoOment. (lF En 8.3. p. 4) Ho-, defiaing "IO~~-JIJII" V- "short- .. 
thsnswcompebave 

run" sbculd not bathe focus. Rmhcr, the foau should bc on detemhingthe appropriate avoided 

cust and tbeunit vllucsforpurpooer ofthe aedir or chlrge brvd on an estimrttof the number of 

delivayraviCa atstomas thu wwldtJreths d c e  fbm aa altanam p d c r .  Thscstimete of 

thtmunber ofcustomera taking the Mvice &om M altsrmte provider, and thasfonthe charge or 

d i t ,  aaybemised &om time to timebaaed on aptrit~cc as ndditid customers switchto 

altermte prmdm. (E Ex 9.1, p. 3) l lutway, the mdit will rctleft thc costs avoided, and 

no more. 

Stafl' and EnronlMwpHAsER suggest that if their atdit propod prevents DSPs from 

r o c o v e r i n g ~ ~  o f p e  ddivery setvicer - which thc evidence shows it will - theDSPs 

shouldsjmply seek to l c o w ~  any mminingcoststhrouthrough a rue increase. (& Tr. 44445.866-87) 

~ p r o p o l s l  would not mhthepr0Mem P i  given the statutory bundled Wnice rate fmse, the 

I(! 
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i : .,.? 
. .  . . . . . .  % . ,. 
. . .  . . .  , . .:.., c , , 

only rates lhmugb which these additiod eadc could bc lcuwQed ia delivay service rates. (Tr. 446) 

However, the impact of a delivery KNiccs rate incnaS on the transition charge would result in a 

rrvaare ofbet that would reduce or clhhate amirdy any additional cost m v e r y  (Tr. 893). thereby 

leaving thue coats to be borne by shareholders. 

B. Uae d A V O W  Chb for Developing tbe Credit Will Provide the Correct Price 
Sign& and Wm Promote E c o n o d d y - ~ & t  Competition io the Unbundled 

Dr. Kameth Go- I Senior Vice Pmident ofNatid Eanomic Research Associi. and 

formaty Chairnan of the Maine Public Utilities Commission and of the Mssachusms Depamnent 

of Public Utilities and Presideat of the National Assodation of Replatory Utility Commissioners. 

temfied that electric rrstnrctUring should be implemented in ways that lead to efEcient COmpaitioD 

in daaridty markets. E5dent competitiOn b pnrcnt when all competitors an fne to succeed or 

6lilinthemvLetplpEconthebosisofthair&w cfficiurdesand advmt8ges in SaViq WnsUmQo. 

F m  who CUI produce most &ciafly, based on fonvard-lmkiq cow and bring the most value 

to consumers. should (and will) prevail. Effid#11 competition lead8 to production at the lowest 

scb*vable coats, which b sodallydcairablebit resultsin the &dent use of scckty's mscurcts 

andprovides consumas with the produarthcy desire at the lowest pssiilepricu. (IP Ex. 8.1. p. 

pp. 1-2.4) 

Ik. Gordoa qlained that the IOIC of dcient retail competition ir to create benefits for end- 

l u e ~ ~ E f f i d e n t c O m p h b 0 n  . * would allow rcrailen toadaand pro& in the markci ifand only 

iftbcy an abloto ddivcrbaKBts in at last one oftwo forms. The retailer muat dtha: (1) be more 

&dent than theutility in the prwision of retail .%?rvk+ ud tLUS offer a lower price to gain markel 

shpe; or (2) innovate to introduce value-added producta and &cu that inspire switching because 

11 
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customm demand these producta and u e  willing to pay 3 premium to receive than. (IP Ex 8 1. p. 

6) 

Dr. Gordon also cxplsined that 8 policy thrt subsidizes new entrants or shehers them from 

the competitive proceu should be njeaed by the C o d o n .  Rather, competition should be 

introduced appropiiacly at the outact rather then artificially tilting the market to favor worn0 

c~n@ton over othas @I' Ex. 8 1, pp. 4-5), 8 collccpt with which suef Witnus Mr. Lenrre a&. 

(7 .. 875-76) Ginn the oppo~U~niticS that arc open to new CMtMts. and tbc capital that these f h s  

have invested, it is II( likely, in any Mat. that they d l y  nced proteaion. Protection mry 

cfisuwse these 6rms from developing the eacient pncticer needed to makc them viable. cfiicieat 

ampchra in the future, For COmpetitioa to be comp*itively neutral, competitors must be f?a to 

succeed or fidl in the mwkqbce mtbc basin o f W  relative cfEacncks in senkg the needs of 

CONU~QL In sun, poticia that favw 1- 6cient competitors or dktkvor mom cfEcicat 

cornpetiton w d d  clearly be humfiJ to comunaa aud wwld curmdct the basic purpose of 

substituting competition for regulation (lP Ex 8.1, pp. 4-5) 

1 

Dr. Gordon plso d e d  that if competition is introduced in ways that encourpge entry by 

inefficient wmpetiton, this instficient dtution cwld pcnist indefinitely. Once inet6cient crrtry 

ocas, it will be dBcult for policymakcat0 go brclr and change the rules ofthe game to be mom 

efticient. Tba~ is why regulators must focus on introducing efficiaa wmpatitba in both mail 

electricity &a md inmetuing aad biuipB markets from the cutset. @ptr 8.1, pp. S-6) 

~ r .  130rdon explained that prim should r&ect the costs caused by conoumpti~n of a good 

OT +. whcn c~narmption dSdsi011~ p ~ t  @ded by Wrt-bastd p+% ttmC kgbest-valued g d  

I Md savicss UQ prcd~~ced and co& U& sodety's SEBICC rdlourccs. On the other hand, if 

12 
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buym arc induced to consume more of a &ce than they wwld if it were priced at its economic 

costs, rcrwccs arc being wasted: society could be made better off by consuming Iru of that service. 

mcourages entry and suwival of suppliers Iw e5cicnt than incumbents will result in commm 

The bill credits d o t  chgcs to aastomcrs for the costs assockid with introducing 

com@tioa should k bawd on these basic, well-acccptcd CCollDmic prindples. Specifically, 

cu.stomcrs who take &PC from a comp*itive supplier of metering and billing d c c s  should 

recdve a credit that rctlecu the actwl dscranentat costs that the DSP avoids. The mount of the 

credit should rcflsct dl of the costs tbat the DSP avoids as a result of those customers no longer 

taking mQQiaB aadbilliug Mvicer born the DSP, including labor, capital. and material.’ h a ,  tbe 

cndit would be b a d  on the average ut%ly-spudfic avoided costa for a deannait that rcascU the 

--@c cca and a judgmeat about the number of a~st lom~s that M liLdy to choose 

There an dditiod thctors that will impact the sizc ofthe credit. Combinatioa gu and 

el&c utilities auch as Iuinoir Power bave hist*torjcaUy ban. able to combine metCring and billing 

S&CU inw~yrthatsoowedthem to develop economics of scale and scope. Thw, they are able to 

‘The credit must &e b a d  on tbe acaul functions avoided by the DSP, not just on costs 
recordal ia FERC acmunts for disuibution fhctioria. FERC accounts were created for accar& 

the substantial c h m ~  relating to the introduction of competition and the unbdhg of electric 
service, these sccounts do not d y  eccurptely capturc or depia the costs associated with 
spedsc work functions, particularly the calculation of utility-sped0 avoided costs. (rp Ex. 8. I, p. 
10) This iswe is sddrruai Wow ($IV.E) with regard to Mr. Lame’s pmposcd Gng requirements. 

pnd qoI-&ngconvarience in theamtext OffepMion ofvatiepllyjntegrpted decsriC utilii. Given 

13 



\ add cuslomcn at a low incremental cost. Dcpcndine on how quickly &omen depart for  other 

providers, there ccanomk of scale md scope will, over time, be lost, but the incremental effect of 

dqmthg customm wiU initidly be small. Thc cost that the DSP avoids, therefore, could be small. 

Further, many of IP's dcctric customers also takc gsr seMce and thu8 will netd to have their gas 

meters read, and to receive b& for gas service, eym if they d e d c  to take decnic metering Ond 

b i l l q  services &om other supplias. Thy for cambidon gac and ckctric automen, the meter 

I 

an inceptive to ecolKnni?e mtlnbudhg (tnaractMnal) costs. (rP Ex. 8.1. p. 12) 

' ~ E m o a M U P H A S E R w i M u  Kin@ supported UI embedded cost based d i t ,  
he aped that if there me joint amomies muking from the ptoVision of two services together, 
wbichcconomierdo notexist ifeach i~ o&red rspnrtely. the credit for eachsuchrervice should be 
set at no higha than one W o f  the embedded cost of providing the services jointly. Hc sated that 
in therare ofsuchaononh, the embedded credita should never Qtcccd the total tmbeddcd costs 
and ifthe idhidud dxdded cust adit would sum to greater than that total, it should be adjusted 
down (Tr.452) 

14 



Dr. GMdm explained that the metering and bffling credit should e t  market mechanisms 

to wolk by ghhg new cnbantp c5eiad c~”sumption and production signals. Consumers and society 

as a whole could be harmed ifunbundling of metering and billing occu~g in an incflicient manner. 

Consumas wwld be harmed ifpriw nre higher (or s m i c ~  worse) than they otherwise would be. 

Socidy would be harmed if the price signals pmvidcd by an artificially-bigh metering and/or billing 

crulit leads to a higher market h e  for b e 5 c i c n t  pmvidera than wwld otherwise be the case. 

(JP Ex. 8.1, p. 13) 

Use .,f inmemanat costs m emerging competitive &eta is not novel. For example, the 

Commission hs approved the usc 2f inaanental cost &ciplu in the tclecomnauu ’cstiona industry. 

In the Second Interim Order in Docket No. 99-0486/98-0569 (Feb. 17, 1998). page 1, the 

Commission ncognized tbat forwarblooking incremental cost studia should be used to cstabkh 

~ t c s  fix Amritech’r provision ofinta~nncction, unbundled network elancnt~, and rrulsport and 

tamination ofloul mf6c punnrant to interconnection npeumm. Forward-looldng costa are 

equally applicable for use in the dcvelopmmt of a competitive electric industry. 

C. Basing the BiD Credit for Unbundled Svviea on Fully-Allouted Embedded 
C0Si.S Woold Be Economi-mt Arb iharyard DiNkult to Administer 

Dr. Gonion testified that my-allocated cost methods attempt to assign costs that are not 

diresly inanred to @de the service, a process that Wto promote dhcivn use of resources. Ur 

of fully-allocated casts for dctamidq the pricing of the metering and b i U i  crrdit would not 

mmpcnt with the reqhmenta of ec~lomic &Cien~y. E5~imcy c ~ l l  be achieved by ensuring that 

the muaing and billing credit reflects any costs that the DSP avoids b m r  it DO longer providerr 

these services to some subat of its delivery sarvice customers. Fully-clDoeated cost pricing hps 

is 
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sienificant problems From the standpoint of resource allocation because it neauarily overstates the 

economic cost of the r u o w  or service that is being considered. Moreover, it allocates common 

COS@ to d S m t  produc~ and services in M srbibpry WRY (IP Ex. 8.1. p~ 15-16) 

Dr. Gordon cautioned that if fully-allocsted costs arc usal to set the metering and billing 

credit, Cmy intothemaaingand bilhgmsrlrer will be distorted. which is lilrclyto lead to increased 

d-C*thPtlfielullfgi?~ - --.nLklhava h 

CECCX of pmvicling arbridy to - anran-. S d d y .  &e .Ioou(L( &6Uk ikc DSP'S KUUidGd 

d d  mis would be a subs& to dtemate proVidm. TMs would pcmOps bm& suatomsn 

that switch but it would not bea& customers thot tnke bundled utility Service. Moreover. in the 

qgcgmt, arstomers and society would not benefit ifthis subsidy results in inefficient competition 

( lPEx.8 .1 ,~ .  16) 

While fully-allocated embedded costs arc used to calarlate the DSPs revenue requirement, 

cmbeddcd cod priciq? is not an accqtablc subrtitutc for rvoided cost pricing when economic 

&kncy is (UI i w e .  The task of dcient competition is to see to it that the acpiring competitor is 

able to prcMil to & extan -but only to the emat -that its incranental cats involved in supplying 

the service in question rnlowa than those ofthe ioaunbeat, Considcringthc sum total of the 

incnmeatsl COSI Embedded cost prichg, on the other haad, i usdid in order to provide a DSP 

& a d opportuoity to recov~ its costs, incMing the cost of capital for obligatiowto-save 

savicesofwkichit btheordy provider. Use of cdeddal costs to design prices for services that 

clho be ptoviad by compaitivc supplicn would lead to inefficient r(r(lurce a l l d o n  and distorted 

pMe signala and is tbatfore not acceptable substitute to prick15 bused on avoided cost. (IP Ex. 

8.1, p ~ .  17-18; IP Ex 8.3. p. 12) 
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appropriate since embedded costs are used for other ratemakin8 tasb and bccawe the credit for 

components of delivay suvicu should m e r  the m u e  rcguimnCnt for those components of 

d c c .  (StaEEx 4.0, pp. 2-9) As disarrsed Ilbove. emkddrd cost creditr would result in a subsidy 

to I U ~ W  eatraras and aeatc incfkient competition. Spdiic problsar with Mr. kzaro’s approach are 

discussed below. 

Mr. Lazare stated scvml airidsns of the use of M avoided cost credit. Upon close scrutiny. 

none of his criticisma are valid. For aampk, Mr. Lazars claimed that embedded costs arc preferable 

to marginal costs sir r embedded costs arc historical data while m@nd cost8 are forecasted data. 

Howem, helaaclgrcod that the fact W the data is fixcast&, as opposed to historical, docs not 

render the data unusable for ratcmakiug purposes. Indeed, rhc Commission has prevrowly 

detamined that it could u8c forecluted data to dmlop a rcvmue reqUinmmt. (Tr. 88s-86) 

Mr. Lazare’s propod is fhwediathrrt it nliesnnlyupon historic costa, and in pmiculrur, 

costs approved in the DSPs’ l u t  mte CQSCS. The problem ia tba~ thoss rate caacswae baxd on 

historic test years (1997 for Illinoh Power) and many of the start-up and one tima costs sssociated 

Wahirmplrmmtng ‘ unkmdliog were not induded in those test year revenue rtpiremenui. (Tr. 899) 

As discus& above, the credit cannot be propsly dttemriaed without taking into consideration 

rdcvpnt costs ss(oci9ttd with implementing unbundling.‘ 

Mr. Lazan also rejected an avoided cost bascd credit on the bask that ma@nal costs are 

subject to mnipd&n He apparently believes there is pntacertainty associated with embedded 

coats. However, Mr. Laun admitted that embedded costs may also bc ndpulaal. Indeed, be 

”h C o n r m i s s i o a ~  this inits delivay Mvicrd tarifforder for IP, in its specification 
ofhow the SBO credit should be dcuktd. (Order in Dockets 99-0120 & 99-0134 (Cons.), Aug. 
25, 1999, p. 130) 
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justi6ed his proPoaed6li~ tmphmts  on the basis that UI the absence of such requirements utilities 

could manipulate the anbeddcd colt data and not provide all the data that he believes would be 

necessary for the development of the credit. (Tr. 877-80) His mudpuMion of data argument is a 

stnw man Morrova, as IP witnear Kevin Sbipp pointed out, givm the d-lties associated with 

usiq historic infwmation rtcorded by FERC acunmts to daarnine metering and billing costs. as well 

as the connidaable contrwq m the DSPs’ delivery services uwcs OVCT the proper allocation 

methods to apply to historical cost data, Mr. Laurre’a faith in the simplicity of anbedded costs is 

seriously misplaced (lP Ex. 9.1, p. 13) 

2. in Mr. Kinncnki 9 I Prppgul rod ,4118- 

~ W ” P H A S E R ~  MI Khgasld argued that what he n f d  to IU the “back-out 

adit“ should be based on a M y  allocated anbsdded cod methodology. He ccntended the d i t  

should be equal to tbeutitity‘spricaforthe service, whish would qual the embedded costs ofthe 

servia phu an anoution ofadministntivc md & cxpum. (EOr0-m Ex. 1.0. pp. 

34.8) 

MI. Kingcrski agreed that ifthe d i t  is higher than the DSP’s avoided costa and the DSP 

has taken all steps to avoid dl w that an avoidable, then the DSP win not m its ddivay 

S l Y v i c e r c v c n u C ~  ifa credit b a d  on ktly-docated asbeddcd costs is used. (TI. 440-41) 

He tiather agreed that, witb rrspecr to tbeDSP’s k e d  costs, ifthe UnreEQYQed sunk colt is greater 

than the &age value or d u e  rcdrploycd, there would be 110 way the DSP would mover the cost 

if it is not included in deliwry savicc raw. (Tr. 44243) Mr. Kingcrsb acknowledged that an 

embedded cost credit prevents a DSP b m  rccov0ring its wsts of providing delivery Services: 
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Q. Assume that the utility is unable to c h p  its cost structure. Okryl It has 
the same coats. We're at OM point in time. Ita m w w  rquiraamt hw 
ddivay rervicarwaet d g  thu cost structure, but wha h a p p  is at 
that point in tima tlis utility loser a arstomor for metering suviw 10 an 
dtcmativa provider and is required to crdit that customer rt a levd higher 
than the cost it avoids. Wouldn't you ape, all dm being qual, that the 
utility will not be able to rcwvcr ita costs of proviw d e l i i  scrvico~7 

(By Mr. Khgmki) Under those assumptioar, and I man I have to qualify 
m Y ~ b Y ~ ~ ~ v a y c o n s t n w a a e  ' . a.wumptjOns, that then is no 
otheranswerthanycp. (Tr.397) 

A 

The reason Mr. Kingcrski diragrwd with the ssnwptionr in tho hrcgoing question is his 

wefthat tbe remaining revalucrequhrmem wl ic l~  is not Tccoverrd as a mult of u h g  an embedded 

cost based credit u not a rcaaonable cost of providingdelivmy service. Mr. Kingetski (as well as 

SuffwitoaSLazare) argued thattbeDSP shcuklbe able to shed those costs as well as the colts that 

are truly avoidable. Under their theory, ifthe DSP cannot do so. then the unawiditble costs could 

represent non-uacd and d torts which the DSP is not entitkd unda §16-108 to recover. (Sss 

Tr. 888) This argument nrust berejatcd for two ~EBSOIII). Fm a cost that was found to be 

r d l y  and prudently incu~ed in the DSP's d d v q  service rate COM CaMot become non-used 

auduseslriftbeonlyillkmhgeveotisIhe~ ' ' n's decision to unbundle met- or biUiig, 

ifthe cost cannot be svoidtd by the DSP. To hold the unavoidable cost to be not used and useful 

under thue c i r ~ w o u l d b c  c4xl6scatiO& and unlawful. 

' 

seoond, d m O r a 6 i ~ .  Mr. KingerwsandMr. Lazarr.r position costs that 

can or should be avoided ignores the DSP's legal 0bl;eatiOn to be the provider of last resort ' This 

'EmonMEIpHAsERmayarguewhat~ Kiilgald stated in crosa amination, &, that the 
u61iticscanterminstetheq1lia oflastrcsntobE&m. MI. Kingadd contended that tbe wpplia 
of last mort obligation tcnninata once a savicc is declared "competitive", and whether to d d m  
a Ppvia "Competitive" is up to the utility. (spc Tr. 399-401) While it is true that only a utility can 
file a petition to have a service dedared "compttitivc", the Commission can only declare the Strvice 
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