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Preliminary Comments

In attempting to draw a road map for the post-2006 electric world in Illinois, it will be important to understand that there are a number of competing considerations involved, and that compromises among them will be necessary to determine a comprehensive action plan.

Customer satisfaction with the post-2006 electric world should be the most significant driver of decisions, but it’s not always clear what course of action would maximize it.  Factors such as economic efficiency, effect on competition in the market, rate stability, reliability, service quality, environmental impacts, financial impacts on the utility and the desire to minimize costs may all effect customer satisfaction, and may work in different directions.  For example, it might seem appealing to require utilities to provide standard or POLR service at rates that recover only the cost of supply purchased.  However, if in doing so, the utility is also taking on significant risk for which it is not compensated, the utility’s financial situation may deteriorate and reliability and service quality could suffer.

In order to make the absolute best decisions possible regarding post-2006 issues, it will be necessary determine how each of these factors is affected and to weigh the various impacts of each. 

It will also be essential that some centralized coordinator monitor the progress of the working groups to ensure that they do not make decisions that go in conflicting directions.     

Illinois Commerce Commission Post 2006 Initiative

Final List of Issues

Power Procurement Issues
1)
What are the overarching goals of post-2006 energy acquisition: promoting efficient wholesale and retail competition, assuring reliable current supply, encouraging adequate development of future resources, achieving the lowest average rate, and/or preservation of stable rates? 

The goal of post-2006 energy acquisition for regulated (POLR) service should be to secure and maintain a portfolio of supply that provides reliable service at a reasonable cost.  It is important that regulators and legislators recognize that pursuit of this goal requires a balancing of cost, rate stability, fuel diversity, and reliability.  For example, customers may not want the lowest average rates if their achievement results in significant price volatility or insecurity of supply.  It is MEC’s experience that customers value rate and supply stability at reasonable prices.     
2)
What electricity procurement strategies best achieve Illinois’ policy goals?  Should one strategy be used, or may different answers be appropriate in different circumstances?  

MidAmerican (MEC) believes different procurement strategies are appropriate for different utilities and that optimal procurement strategies may well change over time.  It would therefore not be particularly helpful for a working group to attempt to determine an “optimal” procurement strategy or set of strategies.  Please see MEC’s response to issue #4 for additional background information highlighting the vastly different circumstances that exist among Illinois utilities.  Because of these differences a one size fits all approach to regulation makes no more sense than requiring all members of a family to wear the same size clothing regardless of height and weight.

3)
What electricity procurement rules can be established by the Commission?  To what extent do these issues lie within the exclusive jurisdiction of the FERC and federal law?

MEC believes the Commission has the authority to determine if a utility’s power procurement practices to serve regulated standard service offer customers are prudent and reasonable.  It may also establish rules regarding what practices it would consider prudent and reasonable for such purchases.  The Commission also has the authority to determine if the types and quantities of power purchased for regulated customers are prudent and reasonable.  For any particular transaction, however, jurisdiction over the price charged remains with the FERC.     

4)
To what extent should the Commission provide specific guidance or direction to utilities regarding how they should conduct their supply acquisition activities?  What assurances will parties participating in such a process have that the result will not be subject to subsequent change or review?

Given that utilities across the state will be in very different positions regarding procurement and that those positions could shift significantly over time, MEC does not believe specific ICC guidance or direction through establishment of rules would be appropriate.  For example, utilities such as MEC and Alliant remain vertically integrated with 100% regulated owned generation including renewables and the vast majority of customers located outside of Illinois in markets not open to retail electric competition; Mt. Carmel relies on 100% purchases from non-affiliates; ComEd may be expected to purchase a significant percentage of its needs from a nuclear affiliate; and Ameren will likely purchase a significant amount of its needs from an affiliate with a mixture of generation.

MEC believes it would be more constructive to allow utilities to develop their own individual procurement plans, with the option of filing those plans with the Commission for regulatory review and approval before proceeding (referred to as contemporaneous approval or pre-approval).  As long as the plans were executed as proposed, such pre-approved plans would not then be subject to later review for potential disallowance.
5)
What are the pros and cons of obligating utilities that do not own significant production assets to be responsible for active supply portfolio management?  What alternatives are there?  How can the market be used instead?

It would certainly be ideal not to obligate utilities that do not own significant production assets to be responsible for supply portfolio management.  As a practical matter, however, someone has to perform this function for customers who do not select a competitive supplier.  Alternatives to the utility would be using a state agency, or contracting the service out to a third party.  California’s experience indicates that use of a state agency that doesn’t have significant expertise in electric supply portfolio management is perhaps not the best choice.   Contracting to a third party would significantly lessen the Commission’s ability to control the process as well as putting the utility at risk of having to “step up” if the third party fails to perform adequately.  For these reasons MEC believes leaving the supply portfolio management function with utilities probably makes the most sense.       
6)
Is it appropriate for a distribution or “wires” utility to bear commodity risk, i.e., to have retail a rate structure and be subject to a procurement process that expose it to financial risk depending upon market behavior?

MEC does not believe it is appropriate for a “wires” utility to be forced to bear the financial risk associated with either the risk of changes in the price of electricity in the market or the risk of holding unused or under-priced capacity if customers choose alternative suppliers.  (If the utility is required to bear such financial risk, it should be adequately compensated for doing so).  MEC does believe, however, that the costs of these risks should be assigned to the maximum extent possible to those customers that create them.  These would be customers on the standard service offer and customers who choose an alternative supplier but wish to keep open the possibility of returning to the standard service offer.
7)
How do we expect wholesale electricity prices to behave in 2007 and beyond?  Apart from their level, how volatile will they be? 

Wholesale electricity prices are expected to be influenced by natural gas prices in 2007 and beyond.  However, wholesale prices depend on many factors, including fuel costs, transmission congestion, environmental policies, load growth, capacity mix and reserve margin.  Fuel cost increases, environmental policies and load growth are all expected to exert upward pressure on electric prices.  Capacity mix and transmission congestion can affect prices either up or down depending on the situation.  For instance, transmission congestion relief will lower prices in one region while increasing prices in another.  In general, adding baseload generation will lower energy prices and adding peaking generation will increase prices. 

Wholesale electric price volatility will continue to be a major concern for all load-serving entities.  Price volatility in 2007 and beyond may be at least as great as in today’s wholesale market, especially as demand grows and natural gas-fired generation is “on-the-margin” with greater frequency.   

8)
What quantity and type of generation will be available to serve Illinois’ load in 2007?  Will we continue to enjoy a surplus in all segments?  Will new generation or transmission construction be necessary?

MEC will have adequate generation to serve its current regulated customers in 2007.  MEC is in the process of constructing a 550 MW combined cycle natural gas plant and a 790 MW coal-fired plant (MEC share 479 MW), and expects to begin construction of a 310 MW wind farm soon.  All of these facilities are expected to be on line prior to the summer of 2007 and will serve all of MEC’s regulated customers.

The current high level of generation compared to customer demand in Illinois will continue through 2007.  MEC does not foresee a large amount of generation being built in Illinois for the rest of the decade.  The current mix of generation in Illinois will be generally what will be available to serve customers in 2007, unless that mix is altered by generation unit closings due to economics, new environmental regulations, or credit issues of non-regulated suppliers.  A requirement to build non-dispatchable renewables would present its own unique problems.  Retirements of older coal-fired and oil-fired units also could alter the generation mix in Illinois.  Furthermore, some suppliers may idle “out-of-the-money” natural gas-fired generation while continuing appropriate maintenance in order to bring the idled units back into service when sufficient wholesale market prices occur.

Transmission construction is probably necessary to facilitate a more robust wholesale market in Illinois.  MEC does not foresee substantial new transmission facilities being built before 2007 due to the uncertainty regarding FERC RTO regulations and time required for permitting and construction of transmission lines.

9)
What will the wholesale market structure look like in 2007?  What effect will the establishment of working markets in the PJM and MISO footprints have?  

In 2007, utilities will be able to complete bilateral transactions along with obtaining energy from the next-day and real-time markets.  Both PJM and MISO plan to have these markets in “operation” by the end of 2004.  A fair, vibrant and efficient wholesale electric market will help promote competition in both the wholesale and retail markets.

10)
What can the Commission do to help ensure that seams issues between PJM (of which ComEd is a member) and MISO (of which Ameren and Illinois Power will likely be members) do not inhibit movement of power across the state?

MISO and PJM are working toward a Joint Operating Agreement “JOA” that will address flowgate limitations shared by both markets.  Each RTO has working groups and committees assigned to address various subject matters associated with the JOA.  If not already involved, the Commission may consider attending these working group and committee meetings.
11)
Will coordination by MISO and PJM-West successfully eliminate the existing RTO seam from the perspective of increasing competition in the post-2006 power acquisition process?

It is unclear whether the JOA (mentioned in response to Issue #10 above) will eliminate all existing or new RTO seams.  
12)
Will the distribution companies or the suppliers of power for bundled customers be designated the Load Serving Entities (LSEs)?  In other words, will the PSAs that result from a competitive process be considered wholesale contracts with the IDC or retail contracts with the end use customers?

MEC believes it makes the most sense for the entity providing the regulated standard service offer to be designated as the LSE.  The PSAs that result from a competitive process will still be considered wholesale contracts.

13)
With the advent of RTOs in Illinois, more economic methods of addressing transmission congestion will be available.  How does this affect the competitive generation market and the ability of utilities to more efficiently procure electricity?

PJM and MISO have chosen locational marginal pricing “LMP” and financial transmission rights “FTR” to manage transmission congestion.  This method on a macro-economic level should help to improve transmission utilization.  However, moving from the existing method of physical transmission rights to this new financial method will increase purchase costs for some purchasers and decrease costs for others.
14)
Should utilities procure power for bundled customers through auctions, competitive bidding or similar acquisition processes?  How should auctions, competitive bidding, or other acquisition processes be structured?

MEC believes that if utilities are required to continue to procure power for standard service offer customers, it should be up to the utility to determine how that power procurement should be accomplished.  See response to Issue #4. 

15)
Should power acquisition practices be structured any differently where wholesale markets are not fully competitive?

See response to Issue #14.

16)
As part of the power acquisition process, should utilities be required to file energy plans?  What information should be provided?  What role would this information play in ratemaking and/or prudence review of costs?  Is regulated planning of this nature antithetical to the development of competitive markets and to the efficient price signals that are required for such markets to function well?

Utilities should have the option to seek approval of their planning process, purchases and generation additions. To reduce artificial regulatory risk and to provide sufficient incentive to encourage a utility to use the process, the regulatory decisions reached following the approval proceeding must be binding on future regulators and in future proceedings.  Such a process has been in place in Iowa for several years and is being considered in other states.  This would require a legislative change in Illinois.

17)
Utilities that do not own generation will rely on the financial and operational soundness of their suppliers.  What credit and reliability requirements should be required in the acquisition process?  How should we address the supplier defaults?

If utilities are to continue to acquire power for standard service offer customers, such issues should be left up to the individual utilities.    

18)
What is the role of interruptible and curtailable load and energy efficiency / DSM initiatives in cost-effectively limiting the resources required?  How can the market aid utilities in making these decisions?

Interruptible/curtailable load and energy efficiency/DSM initiatives can certainly help cost-effectively limit the energy resources required if they are implemented to the extent they are cost effective.  MEC utilizes 1.7 MW of interruptible load currently in Illinois and is considering expanding its use of this tool.  The primary way in which the electric energy market helps in making decisions regarding interruptible/curtailable load and energy efficiency/DSM initiatives is by providing correct prices for use in evaluation of the cost-effectiveness of potential programs.

19)
Should utilities use financial markets to hedge their purchases for their bundled customers?  Should energy efficiency and demand reduction be considered as a hedging strategy?

MEC believes it is appropriate to allow utilities to utilize financial hedges to limit price volatility in their provision of power to standard service customers.  It is important in order not to discourage utilities from hedging, to make the costs of hedging recoverable on the same basis as the hedged costs.  For example, if the cost of purchases is recovered through a monthly adjustment clause, the cost of hedging those purchases should also be recoverable through a monthly adjustment clause.      

Although energy efficiency and demand reduction programs may help reduce the volatility in market prices, MEC believes they are different enough from financial hedging that they should not be considered equivalent. 

20)
Should energy efficiency be deployed as a supply substitution resource?  If so, how? 

MEC believes utilities should certainly be allowed to consider energy efficiency as a substitute for supply.  If energy efficiency is to be considered anything other than an option, a number of other issues would need to be addressed, such as what programs are appropriate, who would deploy the programs, who should pay for the programs, how would the success of the programs be measured?

21)
Many demand reduction (DR) and energy efficiency (EE) activities show net benefits for distribution utilities, generation companies, and consumers.  However, the benefits of a single DR activity are split between different market sectors.  Despite the widespread benefit of DR and EE, there is no mechanism for sharing the cost of this activity across market sectors. In light of the system-wide benefits, should distribution utilities be required to consider energy efficiency and/or demand reduction procurement on the same basis as procurement of energy? What is the role of the Commission in facilitating the adoption of beneficial initiatives with these types of split incentives in the market?

MEC is concerned that requiring that energy efficiency and/or demand reduction procurement be considered on the same basis as procurement of energy would set up a very ambiguous standard.  MEC believes it would be nearly impossible to either prove or disprove whether this standard was met, injecting significant uncertainty into the procurement process.  If energy efficiency and demand reduction are a high enough priority for the state of Illinois, the General Assembly should consider designating a party or parties to make sure initiatives are carried out, and provide the funding to do so.  

22)
Should utilities be required to use a designated percentage of renewable energy as part of their supply portfolio?

No.  Support for renewables is a social issue, and should be addressed as such.  In addition, MEC is concerned that utilities could be penalized for including renewable energy as part of their portfolio because of disallowance of costs.  This could occur because the renewable resource may not be considered the “least cost” alternative by the Commission.  It could also occur under ratemaking provisions included in Section 16-111(i).  These provisions allow the Commission to reduce the electric power and energy component of a utility’s rates if that component exceeds market values as determined in Section 16-112 by more than 10%. 

MEC believes legislation is needed to amend the “least cost” standard for power acquisition to a “reasonable cost” standard in order to ensure renewable resource investments can be made without penalty.  MEC also suggests that for purposes of the comparison of the electric power and energy component to market value under Section 16-112, renewable energy supplies should be excluded.

23)
Should the utilities be required to use multiple supply sources rather rely on a single source?  What types of products should be procured?  Should utilities build a supply portfolio with standard products, or rely on the provision of full requirements products?  Should energy purchased through any of these methods be acquired in small units or in large blocks?  Why?

Utilities should have the flexibility to acquire the supply sources they conclude are necessary to serve customers.  The Commission should not define number, type, or size of supply sources, but should retain the right to review supply adequacy and purchase decisions in rate cases and pre-approval proceedings.  MEC utilizes many products to serve native load customers including owned generation, non-firm purchases, firm purchases, unit contingent purchases and system contingent purchases.  This diversity in the resource portfolio provides a cost-effective approach to resource acquisitions that benefits customers and minimizes risks and exposures to volatile wholesale electric prices.  MEC is concerned, however, that such diversity may also result in a finding of imprudence under the current “least cost” standard and would advocate for its replacement with a “reasonable cost” standard.

24)
Should utilities be allowed to make any or all their purchases through an unregulated affiliate? Why or why not?

MEC believes whether or not a purchase is made from a utility affiliate should be irrelevant.  Purchase decisions should be based on specific product or supplier credit criteria and price, not on affiliation (or lack thereof) with a utility.  Artificially limiting purchases from utility affiliates will simply serve to potentially increase prices to retail customers.  FERC is currently addressing this issue, and its resolution should be clear before 2007.

25)
What additional safeguards, if any, should be included in purchase agreements and intercompany operating agreements between a utility and its affiliates?

MEC does not believe any additional safeguards are required.  Utilities are already obligated not to favor their affiliates and the Commission has the authority to disallow any charges by an unregulated affiliate to the utility which it considers to be excessive.

26)
Are there barriers to efficient development of co generation and self-generation, including but not limited to projects of a size and scope to permit them to serve multiple nearby industries that should be eliminated? If so, how can they be eliminated?  

MEC is unaware of any non-market barriers that would inhibit co-generators or self-generators from selling their power to others.  As long as these entities are certified as ARES and registered with the appropriate utility (which would be necessary and desirable if they are serving other customers) they would have the ability to serve other customers on the same basis as any other ARES.

27)
To what extent should preapproval/predetermination of prudence of the utility’s power purchases (via RFP’s, auctions, etc…) be included in utility power procurement?  To what extent should preapproval/predetermination of portfolio planning be included in utility power procurement?

If an optional pre-approval of procurement process is set up as MEC suggests in  response to Issue #4, it would be reasonable for the utility to include a procurement plan outlining the utility’s assumed power needs and the utility’s plans for purchases to meet those needs.  

28)
In addressing power procurement issues, the Commission also needs to consider that some utilities are multi-jurisdictional, remain vertically integrated and continue to own generation.  Given that generation decisions are made on a system-wide basis and that these companies may be procuring little or no power in the market for their customers, does it make sense to apply power procurement requirements to these utilities?

No.  Because these utilities will be adding generation or procuring power on a system-wide basis, primarily for a regulated customer base, it does not make sense for Illinois to require them to comply with procurement rules that would be drastically different for a small portion of their customer base. Such an approach would likely result in the loss of economies of scale.  Further, differentiating the generation portfolio to serve Illinois customers from all other customers could vastly complicate the allocation of generation costs, unless none of the utilities’ existing generation portfolio was used to serve Illinois customers.  However, in the event existing resources are not to be used, the Illinois actions could lead to stranded cost issues.

29)
Parties have expressed concern that current MISO business practices do not accommodate the post-2006 shift in supply responsibility that will occur in Illinois post-2006 and the classic ATC process is designed to address incremental changes to the base use of the transmission system.  Post-2006 the MISO and PJM-West definitions of “network resources” may need to be modified to accommodate this statewide shift in supply responsibilities.  Can MISO and PJM-West “pre-approve” network resources on a statewide basis? 

Yes.

Will a network resource designated by PJM or other RTO also be able to transmit power into MISO service areas under its network resource designation and vice versa?

No.  A generator cannot be counted twice as a network capacity resource.
Rate Issues

30)
Should the Commission initiate rate proceedings for each electric utility prior to 2007?

No.  Rate proceedings for each utility should be initiated through the normal rate setting process, either by initiation by the company, or through a “show cause” action by the ICC.  Rate proceedings should not be undertaken as a matter of course.

31)
Should rates be determined, and shown on the tariff sheets, for both bundled and delivery services, as individual rate components, in a manner such as:  customer charge, meter charge, distribution delivery charge, transmission delivery charge, and supply charge?  If so, should there be a single proceeding to reset the delivery component that would apply to both bundled rates and delivery service?

MEC supports unbundling of tariffed rates to the extent reasonably possible.  This would include, at a minimum, separate and identifiable charges for a customer charge, meter charge, distribution charge, transmission charge (once transmission has been divested or can be purchased separately), and a generation charge that, if necessary or appropriate, can be split between a fixed component and an energy cost adjustment rider depending on the nature of cost collection.  MEC believes it would be helpful to show the unbundled components on the customer bill for commercial and industrial customers.  Unless there is interest by suppliers in serving the residential market, it is not clear that modifying residential bills to show unbundled components would accomplish anything other than creating customer confusion.

MEC believes the delivery component that would apply to both standard service offer rates and delivery service rates should be set in a single proceeding.  MEC thinks it makes the most sense to accomplish both unbundling and the resetting of the delivery component when the utility makes its next rate filing.

32)
Should each utility have the same customer classes for both bundled and unbundled customers?


Ideally, yes.  Rate classes in an unbundled environment should be differentiated around distribution characteristics.  These will not change simply because a customer buys energy from an alternate supplier instead of from the utility offering a standard service or POLR product.

33)
Should rates be reset on a monthly or yearly basis or should rates be fixed for a multi-year period? Or, should an assortment of these products be made available?


Distribution rates should be set at each rate case and should remain in effect until the next rate case.  As utilities become purchasers and resellers of transmission services, the Commission should consider setting up a transmission cost adjustment factor to track those costs.  Setting of rates for generation service is discussed in Issue #42.

34)
To what extent should non-competitive tariffed energy service offerings by utilities be hedged against fuel price/ market price risks?  Should utilities attempt to hedge for their full expected load serving obligation, or only for a portion?  For how long should prices be hedged? 

MEC believes that hedging activities should be allowed, but should not be required.  In a market where customers can choose their suppliers, if utility costs related to hedging are too high and result in higher prices relative to other suppliers, customers will choose a different supplier.  Given that hedging should be optional, the amount of load and the duration of hedging products would be at the utility’s discretion.

35)
Should the type or extent of hedging be different for different classes of customers?  For example, is the need for hedging less for customers who have greatest direct access to competitive markets?
MEC believes it most likely that a utility will hedge its purchases based on its estimated total load rather than by customer class.  This will obviously include loads from different customer classes, and some type of cost allocator would need to be developed.  It would be reasonable to assume that larger commercial/industrial customers who have multiple options in the competitive market would have less need for hedging service to be provided by the utility.

36)
How should hedging costs be recovered in utility rates?  How should prudence for hedging efforts and costs be assessed?
If utilities are required or permitted to take actions to reduce risk or volatility, these costs should be recovered in rates in the same manner as the costs that are being hedged.  We see no need to consider these costs separately.

Rules and benchmarks related to hedging should be clearly defined by the Commission so that utilities can determine if they are acting within the guidelines at the time the hedging decision is made.

37)
To what extent can rate design and switching rules reduce the costs of hedging?  What are the implications for such changes on the competitive retail marketplace?
Generally, hedging costs can be reduced by inserting more certainty about the loads that utilities must serve.  In the current environment, this is most easily done by creating more certainty about the number of customers on a given rate for an extended period of time.  The longer the minimum stay provisions applied to customers returning to utility service, and the longer that customers must stay with competitive suppliers once they enter the market, the more certainty is injected into utility purchase plans, and hedging costs are reduced.  This increased certainty must be weighed against the negative impact of minimum stay provisions on the competitive retail market.

38)
How can the costs of providing tariffed non-competitive energy service best be recovered by utilities?  Should rates simply be fixed at levels that are forecast to recover utility costs?   Alternatively, should rates be based on a relatively current measure of market value and perhaps be reset frequently.  Should new market value estimation methods be developed if rates are to be based on market indices?  What, if any, are the uses for the Neutral Fact Finder processes in the post-2006 period?
MEC believes that rates for utility standard service offers should be set high enough to at least recover prudent utility costs.  For utilities that purchase the bulk of their requirements, this would equate to the cost of their purchases plus any costs associated with hedging.  For utilities that continue to own generation, this would equate to the embedded cost of their generation as has been done traditionally.  Care must be taken, however, that standard service rates are not set so low that it is impossible for competitors to successfully win customers.  Including allowance of a modest profit on purchased power supply (rather than simply a cost pass-through) would help ensure competitor viability. 

While MEC does not advocate the setting of rates based on market indices, there are elements of rate design for which the use of market indices could be useful, particularly in the determination of seasonality or time-of-day differences in generation rates.

If rates are to be based on market indices current market value estimations should be modified.

MEC does not believe the Neutral Fact Finder process, which proved to be overly cumbersome from a reporting standpoint and difficult to draw reasonable conclusions from, has any usefulness in the post-2006 period as it cannot reflect current market conditions.

39)
If rates were to be based on market indices, can current market value estimation methods be used or should another method be employed?

See response to Issue #38.

40)
If utilities are required or permitted to take actions to reduce price risk or the volatility of their costs, how should these costs be recovered?
See response to Issue #36.

41)
Rate design issues can also have significant competitive implications.  Unless rates are designed to send correct price signals, economically efficient consumption decisions and economically efficient competition will not necessarily result.  How can decisions about the method of recovery of production costs and the allocation of those costs among rates and customers be made in a manner likely to promote efficiency, and efficient competition between providers and resources?


MEC believes the best way to achieve a balance between sufficient cost recovery for utilities and economically efficient pricing signals is to ensure that rates in total at least recover the actual cost of providing generation (production and/or purchase costs), and to base generation rate design relationships on as exact a measure as possible of time-differentiated market prices (potentially an index-based approach).  In terms of allocating production costs to customer groups, we prefer an approach that is market-based (such as applying hourly market prices to hourly class usage to determine relative class weights) as opposed to traditional allocators such as Coincident Peak or Average & Excess.  We believe the economic efficiency of pricing approaches should be measured by how closely the prices they produce for different classes approximate the price those classes would pay for energy in the market based on class usage patterns. 

42)
Should the cost of power be determined as a fixed amount in base rates from rate case to rate case?

For utilities that purchase most of their supply the Commission should explore the possibility of a new power purchase clause.  For utilities that supply energy primarily from their own generation, the cost of power recovered in rates (with the exception of fuel and purchased power costs) would be fixed from rate case to rate case.

43)
Should some or all customer rates reflect market indices?  How would costs be recovered if some rates were to reflect market indices?  Should new market value estimation methods be developed if rates are to be based on market indices?  What are the uses, if any, for the Neutral Fact Finder processes in the post-2006 period?

See response to #38.

44)
Should Ill. Adm. Code 425 be modified to reflect the “new” more significant role of purchased power in energy costs?

Yes.  At a minimum, the fuel adjustment clause would need to be modified to include demand charges for purchased power and hedging costs.  There may be other modifications that should be made as well.

45)  
Should 83 Ill. Adm. Code 425 be modified to address demand costs, transmission costs, interest, and reinstatement of a fuel adjustment clause after the end of the mandatory transition period?  

Yes.    However, as noted in MEC’s response to Issue #4 above, the Commission should not dictate a one size fits all approach.  Utilities should have the discretion to propose alternative forms of regulatory cost recovery that take into account individual facts and circumstances. - See also response to Issue #44.

Should the Commission develop rules for a new power purchase clause? 

Yes.  See response to Issue #44.

Should a separate transmission charge (perhaps a rider) be considered?  (As opposed to transmission being included as part of a fuel adjustment clause)

Yes.  Because in the future transmission costs will be outside a utility’s direct control, and because the level of cost may be  volatile due to congestion costs, MEC believes it is appropriate to consider use of a monthly rider to track and recover these costs.

46)
Can or should rates be restructured to eliminate inter and intra-class subsidies in existing bundled rates?  
As a general rule, MEC believes that rates should be set using cost of service as a basis.  To the extent subsidies exist in current rates, they should be eliminated and rates should be brought to cost of service through the normal ratemaking process.

47)
Should “special rates” (e.g., space heating, lighting) be maintained?

Yes, in certain circumstances.  Utilities should be able to propose or maintain any rate classes they see fit as long as those rate classes exist for both standard service offer customers and customers taking generation service from alternative suppliers  and can be cost-justified.  No special discounts should be allowed, however; any discounts allowed should be based on cost differences.

48)
Should charges be restructured to more accurately reflect the costs of providing delivery and customer services that do not vary significantly based on the kilowatt-hours consumed (e.g., standby service rates)?

Yes.  Customer charges should be set to cover all distribution and customer service costs that do not vary as customer usage varies.

49)
Should some or all rates for some or all of the rate classes be determined on a seasonal basis?

Yes.  Seasonality should be reflected for all customer groups in generation charges.  This can be incorporated in rates through the normal rate case process.  We see no need to include any seasonal differences in delivery charges.

50)
Should rates for customers who return to bundled service be different from the rates offered to basic bundled service customers?  Do customers who move back and forth between bundled services and delivery services cause additional costs that should be charged only to those customers?

Basic rates for customers who return to the standard service offer and customers that have never left utility service should be the same (unless the customer had previously agreed to forego their right to return to standard service, in which case a penalty or other cost difference would be appropriate).  Customers who move back and forth between the regulated standard service offer and competitive supply do cause additional costs and those costs should be charged exclusively to those customers.

51)
Should customers returning to bundled service be put on time-based rates as their default option, under opt-out conditions?

No.  Customers should return to the rate for which they would normally be eligible.

52)
How should costs related to energy efficiency and demand reduction be charged in rates?

Assuming these costs are related to procurement options selected by the utility as an alternative to traditional generation, they should be allocated in the same way generation costs are allocated.  If these are mandated social programs, MEC does not believe the related costs should be charged in utility rates.  

53)
How should costs for obtaining renewable energy be charged in rates?


See response to #52.

54)
What new rates or services, if any, should utilities offer (e.g., green power options)? What kind of rate structures support efficiency?   Time of Use rates for business and residential customer classes?  Amending of declining block rate structures so that the first block of kWhs on a customer bill are the cheapest kWhs, and the additional kWhs are more expensive?

Utilities should be free to offer the regulated services that customers want.  Rate structures that support efficiency are described in response to #38, #39, and #49.  MEC is opposed to inclining block rate structures described in this question, particularly when customer charges fail to recover all delivery charges that are fixed (do not vary with consumption).

55)
Should there be an interruptible rate option for transmission and distribution services and/or generation services?  How should such a rate be designed?


MEC does not believe that an interruptible rate for delivery service is appropriate.  MEC does believe, however, that interruptible service may be appropriate for generation depending on the specific generation portfolio held by each utility.  The offering of an interruptible generation service to customers should be consistent with the particulars of each utility’s generation portfolio.

56)
Should utilities be required to demonstrate consideration of energy efficiency, demand reduction, and distributed generation strategies as part of any proposal for new distribution and/or transmission facilities?


No.  This would be problematic as utilities are unlikely to be in a position to make transmission expansion proposals post 2006 and do not generally make proposals to the Commission regarding distribution additions.

57)
What are the circumstances under which PPO must be offered subsequent to the end of the mandatory transition period?  How should Sec. 16-110 provisions be implemented by the utilities that are required to offer PPO service after 2006? 

MEC believes the requirement to potentially offer the PPO on into infinity included in Sec. 16-110 is unreasonable and should be changed.  It could be replaced with a market-based standard service for larger customers. 

58)
Should existing real-time tariffs be modified to encourage customer interest in such tariffs?  If so, what modifications are necessary?


See response to #66.

59)
In the IDC model, the marketing of services by a distribution utility is significantly limited. How does this impact the offering of new rate structures or services, such as real-time pricing, which bring system benefits but which are unfamiliar to consumers and require education and marketing to be successful?

MEC has no comment.  

60)
What level of reward (or opportunity) is appropriate for a distribution company who purchases "safety net" service for customers?  What level of power procurement risk is appropriate for distribution companies?    

Refer to the responses to Issue #6 and Issue #38.

61)
Should Integrated Distribution Company (IDC) rules be changed to provide the option to promote green power, real-time pricing tariffs, curtailable rate options, etc..., by the distribution company? 

No.  The IDC rules were set up to allow companies to avoid code of conduct issues and should not be altered to allow promotion of services.  Competitive LSEs and functionally separated LSEs (i.e., utilities with owned supply) should be allowed to provide these services.

62)
How should the cost of power to be included in rates be determined for those non-Integrated Distribution Company (IDC) utilities that continue to own generation?  Should it be priced at company cost, at market rates, or on some other basis? 

As explained more fully in MEC’s response to Issue #38, MEC believes generation rates should be set to at least allow full recovery of prudent costs.

63)
Which types of time-based rates, ranging from TOU to Critical Peak Pricing to Day Ahead Real Time, are appropriate for which customer classes?  What has customer acceptance of such been in Illinois and other states to date?


See response to #66.

64)
To what extent is existing infrastructure a barrier to wider deployment of time-based rates?  How can electricity providers be provided with cost recovery assurances and incentives that will lead to the necessary infrastructure being put in place?

The existing infrastructure will not support time-based rates for any but the largest customers.  Even for those largest customers billing for real-time rates is in many cases a very cumbersome process.  In order to reasonably promote real-time rates to a large number of customers, significant additional metering, billing and customer service costs would be required.  During the period of the rate freeze, legislative action would be required to allow additional cost recovery of these costs.  Post 2006 the Commission could consider setting up a separate cost recovery rider to allow utilities to collect these costs as they are incurred.

65)
Should the requirements related to approval of alternative regulation plans be revisited with a goal of setting forth more realistic requirements so such plans could actually be implemented?


Yes.  As the Commission has historically applied the alternative regulation provisions of the Act, it has rejected any electric proposal that didn’t guarantee an immediate rate reduction.  This has proven to be an impossible standard to meet.  Alternative regulation can be (and has proven to be) a beneficial option for customers as it better aligns their interests with the interests of shareholders.  If alternative regulation is to be successfully pursued in Illinois, the standard for review and approval must be modified to recognize benefits other than a guarantee of an immediate rate reduction. 

66)
Should incentives be put in place to encourage consumers to make their demands more price-responsive?  What form might such incentives take?


MEC’s experience to date indicates that customers need both real-time price and real-time consumption information to be price responsive.  The additional cost of providing such information is substantial.  Customer participation in similar programs has also previously been low.  MEC is concerned that unless ways to increase customer interest in these programs can be found, or unless the Commission is willing to require them in the face of customer opposition, the additional costs of providing them will outweigh the benefits.  

Competitive Issues

67)
What measures should the Commission undertake to encourage competition for smaller-use customers?  To what extent, if at all, must the rates for non-competitive tariffed energy services to such customers be increased to permit such competition?

Competition for smaller-use customers could best be encouraged by setting rates for those customers that reflect at least the full retail cost of serving those customers.  It would also be helpful if rates were completely unbundled so suppliers could better evaluate what the price is that they need to compete against. 
68)
What measures should the Commission undertake to encourage competition in the service areas of the State’s smallest utilities?

In some instances there may simply not be enough market opportunities in the service areas of small utilities to overcome the cost to a supplier of participating in that market.  The Commission can help improve the economics of wider participation, however, by ensuring that rates are set to at least recover the full retail costs of providing service and by encouraging uniformity of business practices across the state, particularly in the handling of transmission reservation requests, supplier imbalances and customer switching.  Assuming that the delivery component for standard service customers and shopping customers (those taking supply from a RES) is the same, allowing a larger return on the generation component of standard service sales would also improve the economics for suppliers.

69)
What role could municipal aggregation programs play in encouraging retail competition for smaller-use customers?

MEC believes municipal aggregation can help smaller-use customers participate in the market, as can aggregation by any other entity.  MEC believes only municipal aggregation where customers make an affirmative choice to “opt in” is appropriate, however.

70)
What barriers to participation in the market can and should be removed?

Current barriers to participation in the market include:  (1) The reciprocity provision included in the current statute; (2)  Transmission reservation requirements at Ameren and Illinois Power that insist supply be secured before firm transmission reservations are approved; (3) Complicated and punitive imbalance rules in the Illinois Power market; (4) A complicated customer switching process at Illinois Power; (5) Existence of the PPO; (6) Utility rates that do not cover the full cost of retail service; (7) RTO uncertainty; and (8) Lack of complete unbundling of non-residential customer bills. 

71)
Should regulations regarding codes of conduct and utility-affiliate activities be modified?

No.  Illinois already has adequate laws and regulations to address these issues.

72)
How will the Commission address the special cost allocation and affiliated interest problems that accompany a utility with joint costs for regulated and unregulated activities?

The Commission has for decades adequately managed cost allocation for utilities that have both regulated and non-regulated activities.  This is not a new issue.

73)
What further progress can be made towards uniform tariffs?

Given the Commission’s previous refusal to require utilities to make significant progress toward uniform tariffs, it is unlikely that much further progress will be made.  MEC, however, does fully support working toward uniform tariffs for the post restructuring phase of competition in Illinois.

74)
Are there specific actions the Commission can take, either through the FERC or other national or regional forums, to improve the competitiveness of the Illinois wholesale market, either through improvements in transmission availability or through better market design?

Transmission congestion provides a significant barrier to market competitiveness.  The Commission should actively pursue ways to streamline processes for relieving congestion within Illinois and among surrounding states.  Participation in FERC and other national and regional proceedings and forums is helpful.  In addition, the Commission should promote state legislation that allows for quicker approval of transmission construction. 

75)
Is providing competitively priced wholesale power for small-use customers enough to meet the "benefits" and "equity" directive in the '97 Law?  (Rather than focusing on retail competition)

No.  The Commission must still provide the opportunity for small-use customers to benefit from the retail market as well.  The Commission cannot ensure that such customers will, in fact, benefit, but is obligated to provide them a reasonable opportunity to do so.

76)
Should retail competition be encouraged if bundled use customers reap benefits through wholesale competition?

Yes.  Customers may reap additional benefits through retail competition, even if they choose to remain on a utility’s standard or POLR service.   

77)
Should the regulatory regime create rules for LDC’s to provide competitively priced power to individual customers?

MEC believes competitively priced power can already be provided by LDC’s to individual customers through competitive contracts.

78)
How should residential choice be addressed (including to a certain degree whether true "choice" itself at the residential level is an appropriate goal)?

Simply because significant residential “choices” have not appeared in the market yet does not justify elimination of choice for residential customers.  Changes may occur in the future to alter market dynamics and make marketing to residential customers more profitable.  It is not necessary to undertake “heroic” measures simply to ensure that residential customers choose alternative suppliers, but residential prices should be set to at least recover the full cost of serving those customers, and rates for residential customers should be fully unbundled.  

79)
What are the barriers to competitive providers providing demand response programs and/or dynamic pricing offers and what can FERC and/or the Commission do to address such?  

The barriers to competitive providers offering these products are the same as those to utilities, the cost of the additional metering, billing and customer service requirements.  These can only be addressed through things like tax incentives (which were included in at least one version of the federal energy bill) or through direct rebates to providers. 

Utility Service Obligations After 2006

80)
What should be the nature of utilities’ regulated load serving obligations after 2006?  Should there continue to be any obligation for the utility to offer a regulated commodity or “POLR” product?  If so, to which customer classes?  And, if so, should it be offered on a bundled or unbundled basis?

See response to Issue #5 and Issue # 31.

81)
What if the incumbent does not wish to retain the default service responsibility? Is an alternative arrangement feasible, given the incumbent’s distribution monopoly and obligation to operate the system reliably (even if there are supply imbalances)?

See response to Issue #5.

82)
Is electric service to additional classes of customers likely to be competitive after 2006?  Will the provision of electric power and energy continue to be competitive in some territories and not in others?

MEC believes that electric service will be competitive for some C & I classes after 2006 and, as market conditions change and barriers to competition are removed, competitive electric service may occur in more territories.  However, as mentioned in Responses #68, 70, and 78, market opportunities must exist for alternative retail electric suppliers.

83)
Regulation of rates for tariffed electric services has traditionally been on a cost-of-service basis.  Only the telecommunications markets, with mandated retail competition structures, have been deemed sufficiently competitive for price cap regulation.  What criteria will be used to determine the sufficiency of competition?

Section 16-113 sets out the requirements for determining if a service is competitive.  MEC does not believe it is necessary for a service to be competitive in order to consider some type of alternative regulation, such as price caps or revenue sharing.  These types of plans, while they alter utility incentives, still have ties to cost of service.  The goal of most alternative regulation plans is to better align utility and customer interests.  It is not necessary for competition to exist for the service in order for that to be a reasonable goal.

84)
Should utilities offer services at long-term (a year or longer) fixed prices?  Or should at least the power and energy prices vary with the market?    If the latter, what is the appropriate time step for adjusting the price?

As MEC has stated previously, utilities should not be prevented from offering the regulated services customers desire.  For smaller customers changes to power and energy prices on a seasonal or monthly basis may be acceptable.  For larger customers more frequent variations may be desirable.
85)
Should different POLR choices be offered to different classes of customers?  

See response to Issue #84.

86)
Should POLR offerings be uniform by customer class across the state? If utilities are in different situations with respect to RTOs and organized markets, should that affect the POLR choice?

Unless the Commission is willing to also force uniformity in delivery rates by customer class across the state, forcing uniformity in POLR service makes no sense.  Differences in utility situations may well make it reasonable to incorporate differences in POLR service.
87)
If utilities offer a fixed price commodity POLR offering, how should the price be set?  What role should the ICC have in overseeing the supply arrangements that the utility enters into to provide supply for such a service offering?

See response to Issue #38 and Issue #4. 
88)
If utilities offer a variable price commodity POLR offering, how should the price be set?  What role should the ICC have in overseeing the supply arrangements that the utility enters into for such a service?  In particular, under a variable POLR pricing policy, should the ICC set requirements for how much the utility can and should rely on the shorter term market to provide such resources? 

See response to Issue #84.
89)
What are the circumstances under which PPO must be offered subsequent to the end of the mandatory transition period?  How should Sec. 16-110 provisions be implemented by the utilities that are required to offer PPO service after 2006? 

See response to Issue #57.

Energy Assistance

90)
How should state energy assistance programs be provided for low-income customers who cannot afford to pay just and reasonable rates? 

The state needs to take care of its residents through bills such as HB 2380 which utilizes gaming revenues for LIHEAP funding.  An additional tax added to utility bills would not be consistent with maintaining customer satisfaction.

91)
Is the current surcharge level adequate for energy assistance? 

MEC believes that there still remains a need for additional funding for energy assistance.  However, MEC also believes this is a social issue, not a utility issue.

92)
Are there other regulatory and/or legislative mechanisms that should be considered?

The General Assembly should develop mechanisms to identify the appropriate needs for this social issue and identify appropriate grant levels based on that need.

Additionally, the legislature should heighten their focus on the energy efficiency and weatherization aspects of this issue.  Many times the cost to heat (or cool) a residence is extreme due to the condition of the dwelling.  Programs should be available to homeowners to assist with energy efficiency and weatherization.  

The legislature should consider incentives for landlords who pay heating bills for the low-income tenants; encourage landlords to properly maintain their properties; and assist property owners in weatherization efforts.  Programs offered or mandated in other states should be reviewed such as the State of New York’s §79 Multiple Dwelling Law which requires landlords of multiple-family dwellings to provide heat to their tenants from October through March.  

93)
Is there a role for economic development “rates” in a post-transition marketplace?  If so, should tariffed non-competitive energy services offered by utilities be the vehicle, or can the State implement economic development programs through the competitive sector as well? 

MEC believes that there continues to be a role for economic development rates offered by the utility and/or distribution company.  The fact that a utility may supply generation out of purchases as opposed to physical assets does not change the fact that utility companies are naturally positioned to be major economic players in local economies, and they should continue to have the ability to offer economic development rates in situations where doing so would be beneficial to the communities they serve.
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