OFFIClAL FILE

o 0/~ 0738

| B !; / IP Exhibit 6.1
Aﬁ_};ibzt-?‘?f)--"* = Page 1 0of 28

Wneae ———

. Bats \//3/‘*’/ hrw«wL_&eﬂ.-_

ILLINOIS COMMERCE COMMISSION

DOCKET NO, 01-

PREPARED DIRECT TESTIMONY OF LEONARD M. JONES

JUNE 1, 2001
1 I. _Introduction and Witness Qualifications
2 1. Q. Please state your name, business address and present position.
3 A, Leonard M. Jones, Illinois Power Company (“Illinois Power”, “IP” or the
4 “Company’), 500 South 27" Street, Decatur, Illinois 62521. I am Director —
5 Business Planning and Forecasting in the Business Development Services
6 (“BDS”) department.
7 2. Q. Please summarize your educational background and professional
8 experience.
9 A. I graduated from Western Hlinois University with a Bachelor of Arts Degree in
10 Economics in 1987. In 1988, I received a Master of Arts Degree in
11 Economniics, also from Western Illinois University. Since 1988 I have been
12 employed by Illinois Power as a Rate Analyst, Senior Rate Analyst, Rate
13 Specialist, and Team Leader - Costing and Economic Services, in the
14 Company’s Regulatory Services Department. In November 1999, I was
15 promoted to my current position, Director — Business Planning and Forecasting
16 in the Company’s Business Development Services Department.

17 3. Q. What are your responsibilities in your present position?
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I am responsible for directing the completion of load and revenue forecasts,
various economic analyses, and rate and regulatory related studies for the
Company.
Have you previously testified before the Illinois Commerce Commission {the
“Commission’)?
Yes. I previously testified in Docket No. 91-03335, regarding the Company’s
electric marginal cost of service study; Docket No. 93-0183, regarding the
Company’s gas marginal cost of service study; Docket No. 98-0348, regarding
the Company’s proposed Rider DA-RTP II, Docket No. 98-0680, regarding
the investigation concerning certain tariff provisions under Section 16-108 of the
Public Utilities Act and related issues; Docket No. 98-0769, regarding
requirements governing the form and content of contract summaries for the
1999 Neutral Fact Finder (“NFF™); Docket Nos. 99-0120 & 99-0134
(Cons.) regarding approval of the Company’s Delivery Service Implementation
Plan and Tanffs (1999 DST Case™); and Docket Nos. 00-0259/00-0395/00-
0461 (Cons.) regarding proposed Rider MVI and revisions to Rider TC.

I1. Purpose and Scope of Testimony
What is the purpose of your testimony?
The purpose of my testimony is to present: (1) the allocation of the Company’s
delivery service revenue requirement among the delivery services customer

classes; (2) the rate design and proposed charges included in the Company’s
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Service Classification (“SC”) 110; (3) the determination of billing units and
charges used to make up the total test year revenue; (4) changes to Rider TC -
Transition Charge for Customers to accommodate residential customers; (5)
information on residential load profiles; and (6j supporting evidence for an
adjustment to test year rate base and expenses for load research activities.

In addition to your prepared testimony in IP Exhibit 6.1, which consists of
questions and answers ! through 45 inclusive, are you sponsoring any other
exhibits?

Yes, I am sponsoring IP Exhibits 6.2 through 6.5, which were prepared by me
or under my direction and supervision.

HI. Interclass Revenue Allocation

How have you defined customer classes for purposes of allocating the delivery
services revenue requirement?

Although the Company is proposing only one delivery services tariff (SC 110)
applicable to all delivery service customers, those customers have been
separated into four categories for revenue allocation purposes. The first
category 1s residential. The second category consists generally of smaller non-
residential customers and unmetered service non-residential customers. The
third group of customers consists of the remaining non-residential customers,

other than lighting customers. Finally, lighting represents the fourth group of
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customers, which includes both Outdoor Area Lighting (residential and non-
residential) Service and Municipal Street Lighting Service.

What criteria were used to allocate the revenue requirement among the four rate
groups?

First, each group’s cost contribution to the revenue requirement, based on the
embedded cost of service study sponsored by Ms. Althoff, was examined.
Where practical, each group should be allocated its share of the total revenue
requirement as determined by the cost of service study. Second, the allocation
to each group based solely on cost of service results was examined for rate
continuity considerations. Finally, where deviations from an allocation based
on cost of service were warranted for a particular customer class, the difference
was pro-rated among the other rate classes.

Did you identify any rate continuity considerations which warranted a deviation
from an allocation based on cost of service?

Yes, this occutred in this case with respect to the Lighting class. Setting rates
for Lighting based solely on the allocated cost of service would result in a
disparity between the delivery services rates and the bundled rates for Lighting
service. In the 1999 DST case, the delivery services charges to Lighting

customers were set equal to the bundled Lighting rates less the energy

component included in the bundled rates. This rate design allows customers to
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choose an alternate energy supplier for lighting based on comparisons to the
energy cost embedded in the Company’s bundled rate.

What was the outcome of the Company’s delivery service revenue requirement
allocation among the four customer classes? .

IP Exhibit 6.2, pages 1 and 2, show the results of the revenue requirement
allocation. As I have described, the starting point is the Company’s embedded
cost of service, presented by IP witness Althoff in IP Exhibit 8.1. However, as
I have described, the Lighting class’ revenue requirement responsibility was
limited to the level produced by setting Lighting delivery services rates equal to
the bundled Lighting rates less the energy components for purpose of rate
continuity. This generates revenue for the Lighting class that are $1.1 million
more than the Lighting class’ cost of service, as shown on page 2 of IP Exhibit
6.2. The excess was reallocated pro-rata among the remaining three rate
classes, thereby decreasing their respective overall revenue requirement
responsibilities.

Were any of the revenues resulting from transactions fees aflocated to the
customer groups?

Yes. Revenues from fees charged for services such as processing DASR
submittals, termination requests, RES registrations, provision of historical
customer usage information, and the single billing option were received in 2000

and the related costs are included in the Company’s cost of service. These
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revenues are recorded as miscellaneous revenues along with other items such as
service activation fees. The miscellaneous revenues were allocated to the
customer classes, which lowered the remaining revenue requirement that must
be recovered from each class. However, revenues from transaction fees
associated with services that only a particular group of customers may take
were assigned to those classes. An example is the PPO administrative fees
since PPO service is available only to non-residential customers.

IV. Delivery Services Rate Design

What is shown on [P Exhibit 6.3?

IP Exhibit 6.3, pages | and 2, summarize the Company’s present (where
applicable) and proposed delivery service rates for SC 110. Page 1 of the
exhibit shows Residential, Small Use General Service, Unmetered Service, and
Demand Metered General Service Rates. Page 2 shows all lighting rates.
Please describe the general guidelines and objectives which were followed to
develop prices for SC 110.

First of all, rates need to be set to recover the total revenue requirement. Next,
the Company considered the requirement in the Customer Choice Law that
delivery service rates be cost-based. The Customer Choice Law also states
that utilities should be allowed to recover the costs of providing delivery
services through charges to delivery service customers. The Customer Choice

Law further states that voltage level differences should be considered when
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establishing charges for delivery services. Finally, we recognized that, at the
present time, Transition Charges may muite the price signal to some customers
that would otherwise be provided by delivery services rate design.

With these underlying considerations as the stafting point, we generally relied
upon the applicable bundled rates, marginal costs and embedded costs to
develop the rate design. Use of applicable bundled rates helps promote rate
continuity, which may help customer understanding of the rates and avoid undue
or disproportionate impacts when a customer switches between bundled service
and delivery service, which could inappropriately discourage the choice of one
or the other service. Use of marginal costs for specific rate elements helps to
send appropriate price signals to enable customers to make correct economic
choices. This was especially appropriate for transformation and reactive
demand charges. Embedded costs were used as a guide to develop demand
charges for each voltage level. These principles guided the rate design [
describe below. |

Did you use the same customer groups for rate design purposes that you used
for revenue allocation purposes?

Yes, but the customer groups were further segmented for purposes of rate

design based on customer load size and the voltage levels at which customers

take service. The purpose of this segmentation was to establish rates that better
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reflect the cost of serving these customers. The customer classes for revenue

allocation and the customer classes for rate design are grouped below:

Metered General Service

Revenue Allocation Rate Design
Residential Residential
Non-Residential Small Use General Service:
Small Use General Service ) Metered
(Non-Demand Metered) 2) Unmetered
Non-Residential Demand Demand Metered General Service

1) Upto 200 kW

2) Over 200 kW, up to 1,000
kW

3 1,000 kW and over

Lighting

1) Area Lighting by bulb type
a) Residential
b) Non-residential

2) Street Lighting by bulb type

Residential and Small Use General Service customers are typically served from

secondary level voltage (i.e., 480 volts or less) and are metered with a watt-

hour meter. Demand Metered General Service customers could be served at

secondary, primary (i.e., 2.4 kV - 12.4 kV), subtransmission (ie., 34.5 kV -

69 kV) or transmission (i.e., 138 kV) voltage levels, and the facilities serve all

customers too large to qualify for Small Use General Service. Accordingly, the

rate design for Demand Metered General Service customers reflects different

costs to serve at the various voltage levels. Lighting rates are based primarily

on the cost of the local facilities required to provide lighting service.
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Have you changed the criteria for any of the rate groups from those currently in
the Company’s delivery services tariffs?

Yes. The Company’s present rates refer directly to “Small Commercial”
customers, which is defined in the Customer Choice Law and the Comp‘any’s
tariffs as a non-residential customer consuming 15,000 kWh or less of
electricity annually. The Company’s proposed tariffs change this category to
Small Use General Service, with the eligibility identical to that for the
Company’s bundled Service Classification (SC) 10, Small Use General
Service. Thus, the proposed definition of Small Use General Service for non-
residential delivery service is any customer with an average daily use less than
61 kWh per day during any billing period in the most recent Surmmer Season.
All other non-residential and non-Lighting customers will fall under the rate
provisions for Demand Metered General Service. This change in criteria for
Small Use General Service will make switching to Delivery Service for existing
SC 10 and SC 11 customers more seamless.

Is the Company changing the basic structure of its non-residential rates from
those currently in effect?

The rate structure for lighting customers is identical to current rates. For Small
Use General Service customers, the Delivery Charge is being modified to

provide for a two-block rate structure. For Demand Metered General Service

customers, the current single demand charge has been separated into two
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different demand charges. Both of these changes will be discussed in more
detail later in my testimony.

Why was voltage level a rate design consideration?

Voltage level is a rate design consideration because the costs associated with
serving customers grow on a $/kW basis as service moves from one level to the
next lower voltage level. This is because a lower voltage customer typically
requires use of more facilities for power to be delivered to its site. The voltage
level differentiation is also consistent with Section 16-108({){f the Customer
Choice Law which states that in establishing delivery service rates, the
Commission shall take into account voltage level differences. Finally, the
voltage level differentiations are also consistent with the Company’s existing
bundled rates. This rate continuity minimizes customer impacts from switching
from bundled rates to delivery service rates, or vice versa.

Please describe the components of the rate design for SC 110.

SC 110 contains facilities charges, metering charges, per kWh delivery charges
for those customers without demand meters, demand charges, transformation
charges, and a reactive demand charge for large customers. I will discuss the
charges for each of the customer groups below.

Please describe the proposed delivery rates for residential customers.

The residential rate design consists of a facilities charge and a delivery charge.

There is a separate Facilities Charge for single and multi-family service, and for
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single and three-phase service, identical to the Company’s bundled SC 2
residential service. The Delivery Charge is separated into two blocks, the first
covering usage through 300 kWh per billing period and the second covering all
usage over 300 kWh. The blocking structure is identical to the Company’s
bundled SC 2 residential service. The proposed Facilities Charges are $8.43
and $13.62 for single and three-phase service, and $7.30 for multi-family
service. The proposed Delivery Charge is 3.438 cents/lkWh for the first 300
kWh and 2.176 cents/kWh for all use over 300 kWh,

Has metering been unbundled for residential customers?

No. The charge for metering is included in the residential Facilities Charge.
Why are you proposing a two block Delivery Charge for Residential SC 110
customers?

Use of the two blocks better matches the pricing to how local low voltage costs
are incurred. Local secondary facilities (lines and transformers) may serve from
one to a few customers, and are sized to meet the customer’s (or customers’)
expected maximum demand. Since these customers are not demand metered,
we cannot use a charge based on a rolling 12-month maximum demand to
recover transformation costs, as 1s done for the Demand Metered General
Service customers and for demand metered bundled service customers.

Therefore, these costs are appropriately recovered through a fixed facilities

charge or a first block energy charge. We have elected to recover these costs
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through the initial block in the Delivery Charge in order to maintain some usage
sensitivity to this component of cost recovery.

Why did you choose 300 kWh as the break point in the blocks for the
residential SC 110 Delivery Charge?

Approximately 80% of the Company’s residential customers consume more
than 300 kWh per month, and nearly 34% of total usage falls in the first block.
Thus, through use of a 300 kWh block, recovery of the costs [ described in my
previous answer, while not certain, is still fairly predictable. Further, a block at
300 kWh is the same size block as in the bundled service rate, SC 2.

What is the rate structure for Small Use General Service SC 110 customers?
These customers most closely resemble the Company’s bundled SC 10
customers, typically take service at secondary voltage level, and have a watt
hour meter. The facilities charge in SC 110 for these customers is $6.56 and
$7.12 for single and three-phase service, respectively. The meter charge is tied
directly to cost of service developed by IP witness Althoff. The meter charge in
SC 110 for these customers 1s $3.48 per month for single-phase service and
$7.92 per month for three-phase service. The Delivery Charge has been
separated into two blocks, the first for monthly usage up to 300 kWh and the
second for monthly usage over 300 kWh. The charge will be 2.359 cents’kWh

for the first 300 kWh and 1.538 cents/kWh for all remaining use.
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Why are you proposing to separate the Delivery Charge into two different
usage blocks for Small Use General Service SC 110 customers?

A two part Delivery Charge is being proposed for the same reasons as
discussed for Residential customers. The blocks better match the pricing to
how local low voltage costs are incurred. The service characteristics of Smail
Use General Service customers closely resemble those of the residential class.
The average Small Use General Service customer consumes slightly less energy
than an average residential customer, and the summer usage limit (average of 61
kWh per day) helps keep the peak demands of customers in this rate group
reasonably low, and somewhat predictable. Approximately 55% of the
Company’s Small Use General Service customers consume more than 300
kWh per month, and nearly 36% of total usage falls in the first block. Thus,
recovery of the local low voltage costs through this block, while not certain, is
still fairly predictable.

What are the charges in SC 110 for Unmetered Service customers?
Unmetered Service customers take service on either an uncontrolled or
controlled (by a photo-electric cell) basis. Customer usage is determined
through an audit of the customer’s connected load, and as such, the expected
peak demand 1s known in advance. Thus, there is no question about the

appropriate local secondary and transformer facilities needed to serve the

customer. These costs are therefore more appropriately recovered in the
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Facilities Charge. All Unmetered Service customers will pay the same
proposed facilities charge, $8.50 per month. Controlled Unmetered Service
customers are asséssed a facilities charge only. The proposed Delivery Charge
for Non~controlled Unmetered Service customers is 1.152 cents/lkWh for all
usage.

Please describe the rates for Demand Metered General Service customers
under 200 kW.

This group of customers most closely resembles the Company’s SC 11 bundled
service customers. They typically receive service at low voltage and have
demand meters. Pricing for these customers includes a Facilities Charge, Meter
Charge, Transformation Charge, Distribution Capacity Charge, and a Demand
Charge.

What Facilities Charges and Meter Charges are you proposing for General
Service Demand Metered Custormers?

For customers with a delivery voltage under 2.4 kV and demand under 200
kW, the combined Facilities and Meter Charge is proposed to be $25.54 per
month and $34.27 per month for single and three phase service, respectively.
The Meter Charge has been updated to reflect current metering costs as
presented by IP witness Althoff. The new Meter Charges are $8.82 and

$16.33 for single and three phase service, respectively. The Facilities Charge
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{exclusive of the Meter Charge) is $16.72 and $17.94 for single and three
phase service, respectively.

For customers with a delivery voltage greater than 2.4 kV, the combined Meter
and Facilities Charges have been set in conjunction with the charges for the
other Demand Metered General Service customers. The combined charge is
$295.83 per month, $1,091.65 per month and $4,671.60 per month for
primary, subtransmission and transmission voltage level service, respectively.
The proposed Meter Charge for primary, subtransmission, and transmission
delivery voltage level service is $150.95, $361.24, and $1,418.94,
respectively. Finally, the Facilities Charge has been changed to $144.88,
$730.41, and $3,252.66 for primary, subtransmission, and transmission voltage
level service, respectively.

Please describe the process used to develop the proposed Demand Charges.
The Demand Charges were set for all demand-metered customers after the
Transformation Charges were set, to recover the remainder of the revenue
requirement by voltage level. However, as indicated earlier, the existing
Demand Charge has been separated into two proposed demand charges. The
first is a Distribution Capacity Charge. This charge is designed to recover the
cost of low voltage facilities that for the most part do not share in the load

diversity of the larger system. As such, the customer’s Distribution Capacity

(the maximum 12-month demand reached by the customer) provides a better fit
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to the manner in which the costs are incurred. The Distribution Capacity
Charge is assessed based on the customer’s maximum demand reached in the
past 12 months. This charge operates identically to the Distribution Capacity
Charge assessed to bundled service customers. The second demand charge is
identified as the Demand Charge. This charge is designed to recover the cost of
high voltage facilities that are designed primarily based on the diversity of
several customers’ loads. Thus, the Demand Charge is based on the
customer’s maximum monthly demand, which is identical to what is used for
present Delivery Service Demand Charges. The proposed Distribution
Capacity Charge is $2.165 per kW for primary level supply voltage. The
proposed Demand Charge is $0.548 per kW, $0.533 per kW, and $0.053 per
kW for primary, subtransmission and transmission level supply voltages,
respectively.

Please describe the proposed rates for Demand Metered General Service
customers with demands from 200 kW to 1,000 kW.

The proposed Meter Charge and Facilities Charge for customers with
secondary delivery voltage are $18.32 and $44.53, respectively. The Meter
Charge and Facilities Charge for primary, sub-transmission and transmission
delivery voltage are identical to those described above for customers with
demands under 200 kW. The Meter Charge for these customers has been

updated to reflect the current test-year costs as presented by [P witness Althoff.
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320 The Distribution Capacity and Demand Charges for these customers are
321 identical to those described above for customers with demands under 200 kW,

22 30. Q. Please describe the rates for the largest SC 110 customers, those over 1,000

323 kW demand.
324 A The Facilities Charge and Meter Charge for these customers are the same as
325 those for the 200-1,000 kW demand customer group. The Distribution
326 Capacity Charge and the Demand Charge is also set at the same levels as the
327 Distribution Capacity Charge and the Demand Charge for the other demand
328 metered customers, except that the Distribution Capacity Charge and the
329 Demand Charge for the large SC 110 customers has been reduced to account
330 for the separate charge to these customers for reactive demand. Reactive
331 demand is price-unbundled since customers over 1,000 kW are large enough to
332 make installation of customer-owned capacitors economical. The Reactive
333 Demand Charge was based on the installed cost of capacitors at various veltage- 4 124
334 levels, and is $0.20 per KVAR. This charge will send the customer the proper
335 price signal as to how to most efficiently correct its power factor.

33 31. Q. Please explain the Transformation Charges applicable to all demand metered

337 customers.
338 A Transformation represents the reduction of supply line voltage to the customer’s
339 delivery voltage through use of the transformer. Customers may take this

340 service through SC 110, or may choose to rent or own transformation facilities.
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Transformers may be sized to generally meet a customer’s expected peak
demand, and range in size from 10 kVa to 2,500 kVa. Thus, the price for
transformation is based on a cost per kW of transformation capacity and is
b:ased on the customer’s highest maximum demand experienced in the past 12
months. SC 110, like existing demand metered bundled rates, includes a per
kW Transformation Charge. The proposed Transformation Charge for
customers under 3,000 kW is $0.50 per kW. The Company recently changed
SC 110 to allow delivery services customers over 3,000 kW to pay the same
Transformation Charge as in their former bundled service, $0.75 per kW.
Previously, these customers were required to either rent or own transformation
facilities. This change promotes rate continuity, making the change from
bundled service to delivery services more seamless.

What are the proposed charges in SC 110 for customers taking service under
the Company’s Outdoor Area Lighting Service and Municipal Street Lighting
Service?

First of all, Outdoor Area Lighting rates have been separated into residential
and non-residential. No changes have been proposed to the rates for non-
residential Outdoor Area Lighting service or Municipal Street Lighting service,
in order to maintain continuity with the frozen bundled Lighting rates, as |

discussed earlier. The specific Facilities Charges for all the street lighting and

outdoor lighting options are shown on IP Exhibit 6.3, page 2. As shown in [P
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Exhibit 6.3, Qutdoor Area Lighting is separated into residential and non-
residential. The cost basis for the two services is identical However,
residential Qutdoor Area Lighting customers received the benefit of the 15%
rate reduction implemented in August 1998, and will receive an additional 5%
rate cut beginning May 1, 2002, creating a new “class™ of Lighting customer.
In the interest of rate continuity, we have also set the residential Outdoor Area
Lighting delivery services rates equal to the bundled price that will be in effect
on May 1, 2002, less the energy cost component in the bundled rates. This is
the same approach followed for non-residential Lighting delivery service rates,
as I described earlier; however, because the bundled residential Qutdoor Area
Lighting rates are lower than the non-residential Outdoor Area Lighting rates,
the effect is to maintain separate lighting rates for residential and non-residential
customers.

Does the Company’s proposed delivery services tariff include rate provisions
for customers taking delivery services for standby purposes?

Yes. A provision has been added to SC 110 to require these customers to
contract for a standby capacity requirement. This amount will be equal to the
customer’s load requirement on the Company’s distribution facilities in the event
of an outage of the customer’s generation. Low voltage customers (primary

voltage supply) will be assessed the Distribution Capacity Charge, Demand

Charge, and any applicable Transformation Charge based on their contracted
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standby capacity requirement rather than on their 12 month maximum demand.
Similarly, higher voltage customers (subtransmission voltage supply and above)

will be assessed the Demand Charge and applicable Transformation Charge

based on their contracted standby capacity requirement rather than their

monthly maximum demand. If the customer’s generation happens to go down
while the customer’s demand is also high sometime during the vear, the standby
capacity requirement and the 12 month maximum demand would likely produce
similar results. However, if the generation nns well during a period extending
beyond 12 months, the customer’s metered 12 month maximum demand would
be less than the total demand the customer would place on the system in the
event of an outage of the customer’s generation. In the absence of the standby
capacity requirement, the customer would receive standby service for his full
load, but only pay for a portion of the cost. The standby capacity requirement
helps ensure that other customers do not subsidize the delivery services standby
customer.

Under this provision, if the customer’s maximum demand in a month exceeds
the standby capacity requirement, the customer’s standby capacity requirement
will be increased to the level of its maximum demand. The customer will also be
billed, for that month, a charge equal to three times the applicable Dermand

Charge, Distribution Capacity Charge and Transformation Charge applied to

the excess of the customer’s maximum demand over its standby capacity
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requirement. This provision will provide an incentive for the customer to specify
a standby capacity requirement that reasonably represents the customer’s load
requirement on IP’s distribution system in the event of a generation outage.
What is the basis for the rates charged customers who take Interim Supply
Service (“ISS”) under the Company’s Rider ISS?

The proposed rates for ISS for non-residential customers have not changed.
The same charges will be billed to a residential customer who receives service
under Rider ISS. The rates for ISS were designed in light of the fact that the
customer will be taking the service on a temporary, unplanned basis. Thus, the
rates are designed to recover the cost the Company incurs to provide the
service on no notice, which is in part a market-based cost. Further, the rates
for ISS are more advantageous to the customer than being charged the energy
imbalance charges under the Open Access Transmission Tariff (“OATT”). The
customer will pay 110% of the Rider DA-RTP rate for electric power and
energy, and the administrative charge stated in that tariff. In addition, the
customer will pay the firm point-to-point and ancillary services maximum daily
rate per kW in the Company’s OATT, and the other charges stated in SC 110.
However, as IP witness Voiles explains, proposed Rider ISS includes

provisions, applicable only to residential customers, which will allow a

residential customer, under certain conditions, to spread a portion of the Rider
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ISS charges over the three months following the period that the customer is on
Rider ISS.

Is the Company proposing a change to the manner in which it charges for
bundled sefvice for those customers that choose to place a portion of their
electric power and energy requirements on delivery services and to continue to
have the remaining portion of such requirements served by IP?

Yes. Presently, these customers are allowed to take the Company-supplied
portion of their requirements under the Company’s applicable standard bundled
rates. The Company is proposing to implement Rider PRS under which the
customer would be charged a market-based cost of power, plus 10%, for the
Company-supplied portion of the customer’s power and energy requirements.
In addition, customers will pay an administrative charge, any applicable delivery
service rates, applicable Transition Charges, and charges equal to the monthly
point to point transmission service rate plus ancillary service fees. The cost of
power and energy will be tied to the cost determined for the purpose of IP’s
Rider DA-RTP. The customer will not be allowed to take service under any
bundled tariff other than Rider PRS. To prevent undue impact to existing split-
load customers, however, contracts entered into under the present tariff will be
honored through the term stated in the contract, so long as the contract was

executed prior to the effective date of Rider PRS.

V. Billing Determinants
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What is shown on IP Exhibit 6.4?

1P Exhibit 6.4 shows the billing determinants used to develop the proposed
rates for delivery service. The billing units are based on 2000 historical data for
the Company’s electric customers. The only adjustment to test year data was
to weather-normalize energy usage and demand for weather sensitive load. The
exhibit shows that the proposed rates recover the allocated revenue requirement
shown in IP Exhibit 6.2.

VI, Transition Charpges

Have changes been made to Rider TC — Transition Charge?

Yes. The tariff has been updated to accommodate residential delivery services.
The taniff itseif is included in IP witness Voiles’ exlﬁbits.

Does Rider TC provide for any residential customers’” Transition Charges to be
determined through a customer-specific calculation?

No. The Customer Choice Law requires individual calculations for customers
over 1,000 kW. No residential customer exceeds this criteria. Further, IP has
voluntarily calculated individual Transition Charges for non-residential customers
down to 100 kW, well above the typical residential customer’s demand of
about SkW.

How will a residential customer’s Transition Charge be determined?

The residential customer’s Transition Charge will be the Transition Charge

calculated for the TC Group into which the customer fails based on various
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usage characteristics. A customer’s TC Group will be based on the following
factors: (1) the customer’s former bundled service classification, (2) whether the
customer is a space heat or non-space heat custormer, and (3) the customner’s
annual kWh usage. Sepérate load profiles will be used for space-heat and non-
space-heat customers in order to develop a historic usage pattern for the TC
Group to apply in the Transition Charge calculation. Former SC 2 customers
will fall into either the space-heat or non-space-heat category, each of which is
further divided into three potential usage categories: 1) 0-7,500 kWh/yr.; 2)
7,500-15,000 kWh'yr; and 3) over 15,000 k€Wh/yr. In addition, customers
will be separated based on delivery voltage (single or three-phase). Former SC
3 customers will fall into either the space-heat or non-space-heat category, each
of which is further divided into two usage categories: 1) 0-25,000 kWh/yr; and
2) over 25,000 kWh/yr. In addition, former SC 3 customers will be separated
based on delivery voltage (single or three-phase). Thus, a SC 2 customer could
fall into one of 12 possible TC Groups, while a SC 3 customer could fall into
one of eight possible TC Groups, if the customer elects delivery services. In
addition, Residential lighting customers (former SC 39 customers) form an
additional TC group. The TC Groups are listed i IP Exhibit 5.7 sponsered by
IP witness Voiles.

Why does Rider TC provide for so many residential TC Groups?
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The Company’s average residential base rates are sensitive to volume and to
selection of optional rate provisions such as space-heat. For example,
customers served on Service Classification 2 pay from approximately 25
cents’kWh to 7.5 cents’kWh on average depending on their usage
characteristics. Therefore, in order to be able to establish Transition Charges for
customers that are more closely representative of the customer’s usage
charactenistics, rate options and other factors than would be the case if
Transition Charges were calculated solely on a Service Classification-wide
basis, the Company has broken each Service Classification into TC Groups.
This will result in Transition Charges which are more equitable for both the
customer and the Company and will avoid disproportionate impacts which
could discourage a customer from switching from bundled service to delivery
service. In general, creating more homogenous groups allows individual
members of the group an opportunity to save an amount closer to the group
average mitigation factor than would be the case with fewer groups. This is
similar to the rationale and approach used in creating the Company’s non-
residential TC Groups in Rider TC.

What are the principal components of the Transition Charge calculation?

The principal components of the Transition Charge Calculation are (1) the

customer’s or TC Group’s base revenue, calculated based on the customer’s or

TC Group’s usage for the applicable historical period; (2) the customer’s or TC
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Group’s Delivery Services revenues, which consist of the Transmission Services
revenues (including Ancillary Services revenues) and Distribution Delivery
Services revenues, also calculated based on the customer’s or TC Group’s
usage for the applicable histoﬁcal period; (3) the market value of the customer’s
or TC Group’s usage for the applicable historic period, determined using
market values determined by Rider MV1, and with certain adjustments to the
Rider MV market value as specified in Rider TC; (4) the “mitigation factor”
amounts applicable to the customer or TC Group, based on the mitigation
factor specified in Section 16-102 of the Customer Choice Law for the period
for which the Transition Charge is being calculated, applied to the customer’s or
TC Group’s usage for the applicable historical period; and (5) the customer’s
6r TC Group’s usage for the applicable historic period. Components (2), (3)
and (4) are deducted from component (1) and the resulting value is divided by
component (5) to produce a per-kWh Transition Charge. The details of this
calculation are set out in Section 4(a} of Rider TC. The Appendices and work
papers to Rider TC provide additional detailed information that is used in the
calculation of Transition Charges.

Are all of the work papers to Rider TC needed to support a residential
Transition Charge complete at this time?

No. The Transition Charge calculation for residential customers requires usage

data for the 36-month period ending January 2002, which is not yet available.
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528 VII. Residential L.oad Profiles
529 43, Q. What load profiles will be used for residential delivery service?
530 A. The Company will use two load profiles for residential service - space-heat and

531 | non-space-heat. The profiles were developed in conjunction with the

532 Company’s non-residential load profiles. The profiles allow the transformation
533 of monthly kWh billing data into discrete hourly usage increments. The
534 residential load profiles will be accessible on IP’s web site along with the non-
535 residential load profiles. Hourly kWh values are used in the Company’s energy
536 imbalance settlement systems.
537 VIII. Pro-forma Adjustment
538 44, Q. Please provide support for the Company’s pro-forma rate base and expense
539 adjustments for the costs of its load research program.
540 A. The Company began implementing a load research program in early 2001, and
541 the program is expected to be operative in early June. The Company’s
542 previous load research program was terminated in 1988. Because it did not
543 have current service-area specific load research data, IP was required to hire a
544 consuiting firm to develop load profiles for end-use customers, using data from
545 other parts of the country. As of March 31, 2001, the effort to implement a
546 load research program has required $1,606,000 in actual and projected capital
547 investment to install infrastructure, and is projected to cost $144,000 per year

548 to operate. The capital investment has been required principally for acquisition
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and installation of specialized load research meters to collect data. The annual
O & M costs consist principatly of telephone charges for cell phones installed
on the meters to enable data to be accessed. Cost details for the components
that make up the capital investment and O & M expense are shown i IP
Exhibit 6.5. Load research results were specifically requested as a minimum
filing requirement in the last DST case, and are proposed in the still pending Part
285 case. The data gathered should assist in verifying existing load profiles, and
may ultimately allow us to replace the current profiles with profiles based on IP-
specific data. The data may also be used in distribution system planning,
allowing proper sizing of equipment due to a better understanding of expected
customer loads.

Does this conclude your prepared direct testimony?

Yes, it does.



