
On March 21, 2000, the New York State Public Service Commission (Commission) instituted a proceeding to determine the future role regulated utilities should play in providing electricity and natural gas in competitive markets.  The goal of this proceeding was to determine what utility services could potentially be provided by a competitive market and to identify obstacles to the development of such markets.  


The Commission determined that a prerequisite to fostering market development was the establishment of fully unbundled cost-based rates for electric and gas services.  Such cost-based rates would afford customers appropriate price signals when they choose among providers in a competitive market.  Cost studies would be required in order to establish cost-based rates.  The nature and scope of such studies was examined in great depth.  The Commission considered short-run avoided cost, long-run avoided costs and full embedded costs analyses.  Ultimately, it was determined that embedded cost of service studies (ECOS) would produce the appropriate price signals.


The embedded cost studies that were used to unbundled competitive rates were streamlined studies not fully allocated embedded cost of service studies.  In a fully allocated study a total company cost are assigned to various services and/or rate classes.  The streamlined studies just assigned costs to the Commissioned determined potentially competitive services.  By default, costs not assigned to a competitive service remained with the delivery service.


When performing an embedded cost study, generally costs are assigned using one of three methods: direct assignment, special study, or allocation based on the assignment of other costs (e.g. labor). Our studies used a three step approach to assign costs to potentially competitive functions.  The first step was to identify the costs directly associated with a function or service.  When a clear cost-causation link was evident, costs were directly assigned.  For example, the cost of postage was directly assigned to the competitive service of billing and payment processing.  


The second step involved assessment of cost that were not directly assignable due to there nature.  The majority of customer care or "retailing" costs fell into this category.  A significant portion of customer care costs were allocated based on special studies.  For example, costs associated with a company's call center were allocated to various functions based on a study of the nature of the calls the center received.


The third step was the assignment of overheads.  Generally, overheads were allocated to functions based on the allocation of other direct and indirect costs depending on there nature.  For example, labor costs were used to assign administrative and general expenses and costs associated with common plant.


Once all appropriate costs were assigned to the various competitive functions, the final step was unitization of the costs of each competitive service.  The unitized rate was determined based on the nature of the cost and or service.  For example, most New York utilities bill customers on a monthly basis.  Therefore, the billing and payment processing rates were express on a per bill per monthly basis.   
