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L Recovery of sunk cost in a transition to a market is a matter of
equity, not of right. Policymakers/regulators will react to assure recovery of such
only costs to the extent they must to assure adequate and reliable service.

. They will also react where some notion of fairness says they should.

The issue I have been trying to think through is the extent to which the history

of particular transition costs — stranded investments, assets and obligations -

may result in varying treatments. Those of these which exist because of

regulatory commission direction or compulsion or involvement ought to be more
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utility.

® My main concern as I try to think about this is that I keep finding
myself humming the tune from the play 1776 by the name of, "Is Anybody There,
Does Anybody Care?”

L] Three areas: z

- Plant investments: muclear and fossil (and related fuel
supply obligations)

- Non-utility :upply obligations
Regulatory asse

® Notion is to look at each of these insights as to who might
appropriately bear the cost determining:

Its magnitude;

The time when it hits;

What caused it to come into being; and
What third parties are involved.

As one does this, it seems to me that every utility will be different in terms of
the size of the problem, the timing of the problem and the source of the

problem.
* I anticipate a system characterized by:
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- Electric generation becoming increasingly deregulated with
ever larger mumbers of customers having the right to shop,
and

- A form of incentive-based “caps” regulation for captive
customers

Assuming this to be the case, uneconomic costs might be allocated, in part or in
whole,

° To all customers in the service territory through an "up lift" charge.

® To all customers in the service territory through a wires or access
charge.

° To captive customers 10 the extent the cap allows.

» To investors.
Plant Investments

L Includes nuclear and fossil plants and related fuel obligations.

L] Many plants have been the subject of prior decisions intended to
allocate responsibility for uneconomic generating facilities as between investors
and (the then set of) customers. While this was mainly related to nuclear plants
at the time of construction completion, some large fossil plants were also subject
to such treatment.

] Some of these were disallowances resulting in write-offs at that
time. Some were deferrals either by "phase-in" plans or depreciation devices.
Should some or all of these prior allocations of uneconomic cost be preserved?

L These plants have particular sets of environmental, fuel source and
local cconomic (tax and employment) characteristics. Allocation of the
responsibility for the costs associated with these plants will not only move dollars
around but will clearly impact whether the facilities will survive and operate.

. Many companies have long-term fuel supply relationships with
either captive, owned or independent suppliers. These may be above current
market for the fuel itself or the combination of the fuel and plant costs may
result in plant closing or curtailment. Some of these relationships have been the






