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Introduction and Summary

Please state your name, occupation, and business address.
My name is Jonathan F. Wallach. I am Vice President of Resource Insight,

Inc., 5 Water Street, Arlington, Massachusetts.

Please summarize your professional experience.
I have worked as a consultant to the electric power industry since 1981. From
1981 to 1986, 1 was a Research Associate at Energy Systems Research
Group. In 1987 and 1988, I was an independent consultant. From 1989 to
1990, I was a Senior Analyst at Komanoff Energy Associates. I have been in
my current position at Resource Insight since 1990.

Over the past four decades, I have advised and testified on behalf of
clients on a wide range of economic, planning, and policy issues relating to
the regulation of electric utilities, including: electric-utility restructuring;
wholesale-power market design and operations; transmission pricing and
policy; market-price forecasting; market valuation of generating assets and
purchase contracts; power-procurement strategies; risk assessment and
mitigation; integrated resource planning; mergers and acquisitions; cost
allocation and rate design; and energy-efficiency program design and
planning.

My resume is attached as Attachment JFW-1.

Have you testified previously in utility proceedings?
Yes. I have sponsored expert testimony in more than 80 state, provincial, and
federal proceedings in the U.S. and Canada. I include a detailed list of my

previous testimony in Attachment JEW-1.
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q

Q

Q

JI Exhibit 2

On whose behalf are you testifying?

I am testifying on behalf of the Citizens Action Coalition of Indiana, Inc.,
(“CAC”), Indiana Coalition for Human Services (“ICHS”), Indiana
Community Action Association (“INCAA”), and Sierra Club (collectively,

“Joint Intervenors” or “JI”).

Are you sponsoring any attachments?

Yes. I am sponsoring the following attachments:

e  Attachment JFW-1: Resume of Jonathan Wallach, Resource Insight, Inc.

e  Attachment JFW-2: Residential Cost of Connection

e  Attachment JFW-3: Citations to Marginal-Price Elasticity Studies

e  Attachment JFW-4: Indiana Michigan Power Company (“I&M” or “the
Company”) Response to Data Request No. OUCC 25-01

e  Attachment JFW-5: 1&M Response to Data Request No. OUCC 25-03

e  Attachment JFW-6: Excerpted Pages 297-301 from James C.
Bonbright, Principles of Public Utility Rates, Columbia University
Press (1961)

e  Attachment JFW-7: Excerpted Pages 117-119 of National Association
of Regulatory Utility Commissioners, Distributed Energy Resources
Rate Design and Compensation (November 2016)

e  Attachment JFW-8: Attachment JCW-2 to Direct Testimony by &M
Witness Jon C. Walter in Cause No. 44841

e  Attachment JFW-9: 1&M’s Attachment to CAC Data Request No. 4-05

What is the purpose of your testimony?
On July 26, 2017, I&M filed a petition (including supporting direct
testimony) with the Indiana Utility Regulatory Commission (“the

Commission”) for authority to increase electric rates. My testimony responds

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 2
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to supporting testimony by I&M witness Matthew W. Nollenberger regarding
the Company’s proposal to increase the monthly service charge for
residential customers to $18.00 per customer.! My response to Mr.
Nollenberger relies on data and documents provided through discovery, and
on information provided in supporting direct testimony by I&M witness
Daniel E. High regarding the Company’s class cost of service study
(“CCOSS”) and by I&M witness Chad M. Burnett regarding the Company’s

forecast of energy sales.

Please summarize your findings and recommendations.

The Company has not justified its proposal to increase the residential service

charge. As explained in more detail below, the proposed increase would:

e Inappropriately shift recovery of load-related costs to the residential
service charge.

e Lead to subsidization of high-usage residential customers’ costs by low-
usage customers, and thereby inequitably increase bills for the
Company’s smallest residential customers.

e  Dampen price signals to consumers for investing in energy efficiency or
distributed renewable generation.

Consequently, the Commission should reject the Company’s proposal to

increase the monthly service charge for residential customers.

I The Company proposes to increase the monthly service charge to $18.00 for residential

customers taking service under either Tariff RS or Tariff RS-TOD. In addition, I&M proposes

to charge Tariff RS-TOD customers an additional monthly fixed charge to cover the

incremental cost of time-of-day meters. I do not address the Company’s proposal with regard to

the additional charge for time-of-day meters.

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 3
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How is the rest of your testimony organized?

In Section I, I describe the Company’s proposal for increasing the residential
service charge. In Section III, I discuss how the Company’s proposal would
result in a residential service charge that exceeds the actual cost to connect
residential customers and thereby lead to cross-subsidization within the
residential class. In Section IV, I explain how the residential service charge
proposed by I&M would inappropriately shift recovery of load-related costs
from the volumetric energy rate to the service charge and thereby dampen
energy price signals. Finally, Section V summarizes my conclusions and

recommendations.

I&M’s Proposal to Increase the Residential Service Charge

What is the monthly service charge?
The monthly service charge is a fixed fee charged to each customer on their

monthly bill regardless of the customer’s energy usage during that month.

What is the Company’s proposal with respect to the monthly service
charge for residential customers?
For residential customers taking standard service under Tariff RS, 1&M
proposes to increase the service charge from $7.30 to $18.00 per customer
per month.2 The proposed $10.70 increase represents a 147% increase over
the current service charge.

For residential customers taking time-of-day (“TOD”) service under

Tariff R-TOD, 1&M proposes to increase the service charge from $8.50 to

2 Pre-Filed Verified Direct Testimony of Matthew W. Nollenberger, Cause No. 44967, 10

(July 26, 2017) [hereinafter “Nollenberger Direct”].
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1 $18.00 per customer per month and then impose an additional fixed monthly
2 charge of $1.90 to cover the incremental cost of a TOD meter.3 The total
3 increase of $11.40 proposed by I1&M represents a 134% increase over the
4 current service charge for Tariff R-TOD customers.

5 Q: What is the Company’s rationale for increasing the service charge for
6 residential customers to $18.00 per customer per month?

7 A: Company witness Nollenberger contends that the Company’s proposal would

8 result in a residential service charge that better reflects his estimate of $20.46
9 per customer per month for the marginal cost to connect a residential
10 customer:

11 The goal is to institute a service charge for residential customers that

12 more accurately reflects the Company’s customer costs — i.e., the actual

13 cost of connecting a customer to the Company’s system.*

14 While the Company’s analysis shown on Attachment MWN-3 would

15 support an increase in the customer charge of $13.16 per customer per

16 month, the Company is proposing a smaller increase of $10.70. By

17 deviating from strict adherence to the principle of cost causation in this

18 way, the Company was cognizant of the effect that recovering the full

19 $20.46 per month would have on low-usage customers.>

20 Q: Please describe how Mr. Nollenberger estimates the marginal connection
21 cost for residential customers.

22 A: Mr. Nollenberger derives a marginal connection cost by estimating the

23 additional cost that I&M would be expected to incur in the future to connect
24 a new customer to the Company’s distribution system. As indicated in
25 Attachment MWN-3, Mr. Nollenberger’s estimate includes the equipment

3 Workpaper WP-MWN-2, 5.
4 Nollenberger Direct, 12.
31d., 14.

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 5



10

11

12

13

14

15

16

17

18

19

20

21

JI Exhibit 2

and installation cost for a new meter and service drop, along with the cost to
maintain and read the meter and to provide other customer services.

As shown in Attachment MWN-3, Mr. Nollenberger estimates a
marginal cost per customer per month of $15.80 for meter and service drop
costs and $4.66 for operations and maintenance (“O&M”) and customer-

service expenses, for a total of $20.46 per customer per month.

Why does 1&M want to move the residential service charge closer to Mr.
Nollenberger’s estimate of the marginal cost of connection?

The Company offers three justifications for this proposal. First, Mr.
Nollenberger asserts that increasing the service charge would reflect cost-
causation and thereby mitigate purported subsidization of low-usage
customers’ connection costs by larger residential customers.® Second, Mr.
Nollenberger claims that increasing the residential customer charge to better
reflect marginal connection costs would provide “appropriate price signals”.’
I address each of these justifications in the following two sections.

Third and finally, Mr. Nollenberger contends that increasing the
residential service charge would reduce spikes in monthly bills.® However,
customer concerns regarding monthly bill volatility could be addressed
simply by encouraging those customers to sign up for budget billing under
the Company’s Average Monthly Payment Plan and by offering cost-effective

energy efficiency programs targeting weather-related loads.” In any event,

61d., 13.
7 1&M response to Data Request No. OUCC 25-01(d) (Attachment JFW-4).
8 Nollenberger Direct, 13-14.

9 Mr. Nollenberger offers no evidence or documentation of customer concerns regarding

monthly bill volatility. Moreover, I&M did not ask its customers whether they would prefer bill

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 6
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customers experiencing financial hardship from periodically high bills—who
tend to be lower-income consumers—would not likely find reprieve in an
overall rate hike that smooths out billing periods by way of raising each of
their monthly bills to varying degrees. In other words, consistently higher
monthly bills are not made more palatable to vulnerable households simply

because those bills are more uniform in their costliness.

I&M’s Proposal to Increase the Residential Service Charge Would Cause

Intra-Class Cost Subsidization

What is the basis for Mr. Nollenberger’s assertion that increasing the
residential service charge would reflect cost-causation?

Mr. Nollenberger relies on his estimate of the marginal cost of connection to
support this claim. Specifically, Mr. Nollenberger reports in his direct
testimony that the current residential service charge recovers $7.30 of his
$20.46 estimate of marginal connection cost, which means that the remaining
$13.16 is currently being recovered through residential volumetric energy
rates. Mr. Nollenberger asserts that this $13.16 of marginal connection costs
currently being recovered through the volumetric energy rate represents a
subsidy payment from customers with above-average usage to those with
below-average usage since customers with above-average usage would pay
more than $13.16 per month toward recovery of marginal connection costs
through the energy rate, while customers with below-average usage would

pay less than $13.16 per month. Thus, under Mr. Nollenberger’s rationale, the

stability over maintaining the service charge at a lower level. See I&M response to Data
Request No. OUCC 25-03 (Attachment JFW-5).

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 7
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Company’s proposal to increase the residential service charge from $7.30 to
$18.00 would reduce the amount of marginal connection costs recovered
through the energy rate and thereby reduce the alleged subsidy payment from

customers with above-average usage to those with below-average usage.

Do you agree with Mr. Nollenberger’s claim that increasing the monthly
service charge would reflect cost-causation?

No. To the contrary, the results of the Company’s CCOSS indicate that the
Company’s proposal to recover more than actual connection costs through
the residential service charge would in fact create rather than alleviate intra-
class subsidization — and thereby disproportionately and inequitably increase
bills for low-usage customers — by shifting load-related costs inappropriately

from high-usage to low-usage customers.

What do you mean by *“actual connection costs” for residential
customers?

Actual connection costs for residential customers are the sum of test-year
revenue requirements for the residential allocation of embedded: (1) meter
plant costs; (2) service drop plant costs; and (3) meter O&M and customer
service expenses.!? Actual connection costs differ from Mr. Nollenberger’s
definition of marginal connection costs in that the former is derived based on
meter and service costs actually incurred by I&M to connect all residential

customers, whereas the latter is derived based on an estimate of meter and

10 The term “embedded costs” refers to the accounting costs on the Company’s books in the

test year. Since the Company’s CCOSS is based on embedded costs for a future test year

(2018), connection costs are “actual” in the sense that they are based on costs actually incurred
through 2016 and on costs expected to be incurred in 2017 and 2018.

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 8
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1 service costs that might be incurred in the future to connect a new residential

2 customer.

3 Q: Why do you rely on the results of the Company’s CCOSS to assess
4 whether the Company’s proposal reflects cost-causation?

5 A: According to I&M witness Daniel E. High, the results of the Company’s

6 CCOSS reflect causation of actual costs incurred by I&M to connect
7 residential customers:

8 The cost allocation methodology used in the class cost-of-service study

9 assigns costs among the customer classes in a fair and equitable manner

10 based on principles of cost causation. Customers who cause costs to be

11 incurred are allocated such costs in the Company’s class cost-of-service

12 study.!!

13 In other words, the embedded connection costs directly assigned or
14 allocated to the residential class in the Company’s CCOSS reasonably reflect
15 those costs actually incurred to connect all residential customers to the
16 distribution system. Thus, the results of the Company’s CCOSS provide a
17 reasonable measure of each customer’s fair share of actual connection costs
18 incurred by I&M regardless of the customer’s usage.

19 Despite this assertion by I&M witness High, the Company proposes to
20 set the residential service charge based on Mr. Nollenberger’s estimate of
21 marginal connection cost rather than on actual residential connection costs as
22 determined by the Company’s CCOSS. To the extent that Mr. Nollenberger’s
23 estimate of marginal connection cost exceeds actual connection costs
24 incurred by I&M, a service charge based on his estimate would recover not
25 just actual connection costs but also a portion of the load-related distribution

T Pre-Filed Verified Direct Testimony of Daniel E. High, Cause No. 44967, 2-3 (July 26,
2017).
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costs allocated to the residential class in the Company’s CCOSS. This means
that a residential customer would be charged not just for their fair share of
connection costs, but also for a fixed portion of load-related costs regardless
of usage. In this case, low-usage customers would pay more than their fair
share of load-related costs, while high-usage customers would pay less than

their fair share.

Have you estimated the actual cost to connect a residential customer
based on the results of the Company’s CCOSS?
Yes. However, I could not derive my estimate directly from the Company’s
CCOSS because the Company’s CCOSS does not report test-year residential
revenue requirements separately for meters and service drops. Instead, as
indicated in Attachment JFW-2, I estimated meter and service drop revenue
requirements by modifying the analysis shown in Attachment MWN-3 based
on the results of the Company’s CCOSS. Specifically, in place of Mr.
Nollenberger’s estimates of marginal investment costs for residential meters
and service drops, I used embedded gross plant-in-service costs for
residential meters and services as reported in the Company’s CCOSS. As in
Mr. Nollenberger’s analysis, I apply the Company’s estimate of levelized
carrying charges to plant-in-service costs to derive annualized plant costs for
meters and service drops.!2

As shown in Attachment JFW-2, I estimate a residential cost of

connection of $8.76 per customer per month.

12 My analysis overstates annualized plant cost, and therefore overstates the residential cost

of connection, because I apply the return component of the levelized carrying charge to gross

rather than net plant in service. I was unable to apply the return component correctly because

the Company’s CCOSS does not report net plant in service separately for residential meters and

service drops.
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What does this result tell us about the effect of an $18.00 residential
service charge on cost subsidization within the residential class?

The $9.24 difference between the $18.00 residential service charge proposed
by I&M and actual connection cost of $8.76 represents load-related
distribution costs that would be recovered through the residential service
charge under the Company’s proposal to increase the service charge to
$18.00. Such load-related costs are driven by residential load and are
therefore appropriately recovered from residential customers in proportion to
their contribution to total load. However, under the Company’s proposal to
recover load-related costs at a fixed rate through the residential service
charge rather than at a volumetric rate through the energy charge, residential
customers with below-average usage would bear a disproportionate share of
load-related costs and consequently subsidize larger customers. In this case, a
residential customer with below-average usage would pay more, and a
residential customer with above average-usage would pay less, than their fair

share of such costs.

What is the extent of the intra-class subsidization under the Company’s
proposal to increase the residential service charge to $18.00?

As explained above, the $9.24 difference between the $18.00 residential
service charge proposed by I&M and actual connection cost of $8.76
represents load-related distribution costs that would be recovered from each
residential customer every month through a fixed charge on the customer’s
bill. As indicated in Attachment MWN-3, the Company’s CCOSS assumes
about 4.9 million residential bills in the test year, which means that $45.0
million of load-related distribution plant costs would be recovered annually

through the residential service charge under the Company’s proposal to set

Direct Testimony of Jonathan Wallach e Cause No. 44967 e November 7, 2017 Page 11
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the residential service charge at a rate that exceeds actual connection cost by
$9.24 per customer per month.!3

If the additional load-related costs recovered through the residential
service charge under the Company’s proposal were instead recovered through
the volumetric energy rate, each residential customer would contribute to
recovery of these costs in proportion to their usage. The Company forecasts
residential energy sales for the test year of about 4.1 million megawatt-hours,
which means that the $45.0 million of load-related costs that would be
recovered through the residential service charge under the Company’s
proposal would be charged at a rate of 1.1¢/kWh if such costs instead
continued to be recovered through the energy rate.!4 In that case, a residential
customer with monthly usage of 500 kWh would contribute about $65 per
year toward recovery of such costs while a customer with monthly usage of
1,000 kWh would contribute about $130 per year. Thus, the 1,000 kWh
customer would contribute two times more than the 500 kWh customer, in
direct proportion to their usage.

In contrast, under the Company’s proposal to recover $45.0 million of
load-related costs through the residential service charge, each residential
customer would contribute about $111 per year toward recovery of such costs
regardless of that customer’s usage. A 500 kWh customer would therefore

pay 70% more than their fair share of these load-related costs under the

13 The $45.0 million result is derived by taking the product of the annual number of

residential bills (4.9 million) and the amount of the proposed monthly service charge in excess

of actual connection cost ($9.24 per bill).

14 The Company’s forecast of residential energy sales for the test year is provided in

Attachment CMB-1.
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Company’s proposal while a 1,000 kWh customer would pay 15% less than

their fair share.

I&M’s Proposal to Increase the Residential Service Charge Would

Dampen Energy Price Signals

Would the Company’s proposal to increase the residential service charge
send “appropriate price signals”, as Mr. Nollenberger contends?

No. As discussed below, I&M proposes to set the residential service charge at
a rate that exceeds the minimum cost to connect a residential customer. The
Company’s proposal would shift recovery of costs which are appropriately
recovered through volumetric energy rates to the service charge, resulting in
an energy rate that understates the extent to which the Company’s costs are
driven by customer usage. Thus, contrary to Mr. Nollenberger’s assertion, the
Company’s proposal would dampen energy price signals and discourage

investments in energy efficiency and distributed renewable generation.

How should residential service and energy charges be designed in order
to provide appropriate price signals for conservation?

The primary challenge in cost-based ratemaking is to design rates that allow
for full recovery of embedded costs allocated to a rate class while providing
appropriate price signals regarding the costs imposed by customers in order
to encourage responsible use of utility resources.! Fixed service charges are

intended to recognize that customers contribute equally to certain distribution

15 For a discussion of the trade-offs between revenue adequacy and price efficiency in rate

design, see James C. Bonbright, Principles of Public Utility Rates, Columbia University Press,
297-301
principles_of public utility rates.pdf (excerpt included as Attachment JFW-6).

(1961), available at media.terry.uga.edu/documents/exec_ed/bonbright/
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1 costs regardless of each customer’s energy usage, whereas volumetric energy
2 rates recognize that customers of different sizes and load profiles contribute
3 to other distribution, transmission, and generation costs at different levels. If
4 usage-driven costs are inappropriately collected through fixed service
5 charges, then customers will have reduced incentives to invest in energy
6 efficiency or distributed renewable generation.!®

7 Accordingly, volumetric energy rates should be set at levels that recover
8 costs that tend to increase with customer usage. Energy rates should include
9 costs directly driven by customer usage, such as plant, fuel, and operation
10 and maintenance costs. They should also include costs that tend to rise
11 indirectly with customer usage levels, such as collection costs, uncollectible
12 costs, and some other customer-service costs.
13 In contrast, the customer charge is intended to reflect the cost to connect
14 to the distribution system a customer who uses very little or zero energy.!”
15 Such “minimum connection costs” are generally limited to plant and
16 maintenance costs for a service drop and meter, along with meter-reading,
17 billing, and other customer-service expenses.!8

16 National Association of Regulatory Utility Commissioners, Distributed Energy
Resources Rate Design and Compensation, 118 (November 2016), available at
http://pubs.naruc.org/pub/19FDF48B-AA57-5160-DBA1-BE2E9C2F7EAQ (excerpt included
as Attachment JFW-7).

17 See, e.g., Jim Lazar & Wilson Gonzalez, Smart Rate Design for a Smart Future,
Regulatory Assistance Project, 36 (July 2015), available at http://www.raponline.org/wp-
content/uploads/2016/05/rap-lazar-gonzalez-smart-rate-design-july2015.pdf.

I8 A very small customer in multi-family housing might not require their own service drop.
If so, the cost to connect such a customer would not include the cost of a service drop.
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What is the minimum cost to connect a residential customer in the
Company’s service territory?

As discussed in Section III, I estimate a minimum connection cost for
residential customers — the embedded cost per residential customer for
meters, service drops, and customer services — of $8.76 per month. This
estimate represents an average of all residential customers, whether they have
a dedicated or a shared service drop. For a residential customer that does not
require a dedicated service drop, such as a low-usage customer in multi-

family housing, I estimate a minimum connection cost of $5.62 per month.!°

How do the current and the Company’s proposed residential service
charges compare to the minimum connection cost for a residential
customer?

The current residential service charge of $7.30 falls within the range of
minimum connection costs. In contrast, the $18.00 residential service charge
proposed by I&M overstates estimated minimum connection cost by two to
three times. The amount in excess of minimum connection cost represents
usage-related costs that are appropriately recovered in the volumetric energy
rate. However, under the Company’s proposal, this excess over the minimum
connection cost would instead be recovered through the monthly service
charge. This shift in the recovery of usage-related costs from the volumetric

energy rate to the basic customer charge would dampen energy price signals.

19 The $3.14 difference between the minimum connection cost for an average residential

customer and that for a customer without a dedicated service drop is the annualized plant cost

for service drops (as shown in Attachment JFW-2) divided by the number of residential bills.
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1 Q: To what extent would the Company’s proposal to increase the residential
2 service charge to $18.00 dampen price signals provided by the Tariff RS
3 energy rate?

4 A: With a fixed amount of revenue requirements to be recovered from the

5 residential class, the higher the residential service charge, the lower the
6 energy rate, and vice versa. With the residential service charge set at $18.00,
7 I&M proposes an energy rate of 10.82¢/kWh in order to recover the proposed
8 allocation of test year revenue requirements to Tariff RS customers.20 If,
9 instead, the residential service charge remained at its current rate of $7.30, I
10 estimate that the energy rate would have to be increased to 12.09¢/kWh to
11 recover the same allocated revenue requirement.?!

12 In other words, I&M is proposing a Tariff RS energy rate that is
13 1.27¢/kWh, or about 10.5%, less than what the energy rate would be if the
14 residential service charge remained at its current level. Thus, the Company’s
15 proposal to increase the residential service charge from $7.30 to $18.00
16 would reduce the price signal provided by the energy rate by 10.5%.

17 Q: How would residential customers be expected to respond to the
18 reduction in the energy price signal resulting from the Company’s
19 proposal to increase the residential service charge?

20 A: Since the energy rate under the Company’s proposed $18.00 residential

21 service charge would be lower than the energy rate with a $7.30 residential
22 service charge, we would expect residential customers to consume more
23 energy with an $18.00 residential service charge than they would with a
24 $7.30 residential service charge. The magnitude of the increase in energy

20 Workpaper WP-MWN-2, 6.
21 Based on data provided on page 6 of Workpaper WP-MWN-2.
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consumption would depend on: (1) the extent to which the energy rate with
an $18.00 residential service charge is lower than the energy rate with a

$7.30 service charge; and (2) the price elasticity of electricity demand.

What is the price elasticity of electricity demand?
Residential customers respond to the price incentives created by the electrical
rate structure. Those responses are generally measured as price elasticities,
i.e., the ratio of the percentage change in consumption to the percentage
change in price. Price elasticities are generally low in the short term and rise
over several years, because customers have more options for increasing or
reducing energy usage in the medium to long term. For example, a review by
Espey and Espey (2004) of 36 articles on residential electricity demand
published between 1971 and 2000 reports short-run elasticity estimates of
about —0.35 on average across studies and long-run elasticity estimates of
about —0.85 on average across studies.?? In other words, on average across
these studies, consumption decreased by 0.35% in the short term and by
0.85% in the long term for every 1% increase in price.

Studies of electric price response typically examine the change in usage
as a function of changes in the marginal rate paid by the customer.?3 Table 1
lists the results of seven studies of marginal-price elasticity over the last forty

years.24

22 The citation for this study is provided in Attachment JFW-3.
23 For Tariff RS customers, that would be the energy rate.

24 The citations for these studies are provided in Attachment JFW-3.
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Table 1: Summary of Marginal-Price Elasticities

Authors Date Elasticity Estimates
Acton, Bridger, and Mowill 1976 —0.35to —0.7
McFadden, Puig, and Kirshner 1977 —0.25 without electric

space heat and —0.52
with space heat

Barnes, Gillingham, and Hageman 1981 —0.55

Henson 1984 —0.27 to =0.30

Reiss and White 2005 —0.39

Xcel Energy Colorado 2012 —0.3 (at years 2 and 3)
Orans et al, on BC Hydro inclining- 2014 ~0.13 in 3" year of
block rate phased-in rate

What would be a reasonable estimate of the marginal-price elasticity for
changes in the Tariff RS energy rate?
From Table 1, it appears that —0.3 would be a reasonable mid-range estimate

of the impact over a few years.

What would be a reasonable estimate of the effect on energy use from
the Company’s proposal to increase the residential service charge from
$7.30 to $18.00?

As discussed above, if the residential service charge were increased to
$18.00, the Tariff RS energy rate would be about 10.5% less than what the
energy rate would be if the residential service charge remained at its current
level. Assuming an elasticity of —0.3, this 10.5% reduction in the energy rate
would result in an increase in energy consumption of about 3%. This means
that all else equal, Tariff RS load a few years after an increase in the
residential service charge to $18.00 would be expected to be about 3% higher
than it would have been if the residential service charge had not been

increased.
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For comparison, I estimate that energy savings from the Company’s
residential energy efficiency programs will increase between 2017 and 2019
on average by an amount equivalent to about 1.3% of forecasted annual
residential load.2> Assuming that such savings are spread uniformly across all
residential rate classes, the additional consumption due to the Company’s
proposed increase in the residential service charge (and the resulting decrease
in the energy rate) would undo more than two years of Tariff RS energy

savings from the residential energy efficiency portfolio.

Conclusions and Recommendations

What do you conclude with respect to the Company’s proposal to
increase the residential service charge to $18.00?

The Company’s proposal would inappropriately shift load-related costs from
the volumetric energy rate to the fixed service charge, dampen price signals
to consumers for reducing energy usage, disproportionately and inequitably
increase bills for the Company’s smallest residential customers, and result in
subsidization of larger residential customers’ costs by customers with below-
average usage. Accordingly, the Commission should reject the Company’s
proposal to increase the monthly service charge to $18.00 and instead find
that it is reasonable to maintain the monthly charge at its current level of

$7.30.

25 Based on data regarding residential energy efficiency net savings provided in Attachment

JCW-2 to direct testimony by I&M witness Jon C. Walter in Cause No. 44841 and on data
regarding the Company’s forecast of residential energy sales provided in the Company’s
response to Data Request No. CAC 4-05(a). See Attachments JFW-8 and JFW-9.
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1 Q: Does this conclude your direct testimony?

2 A: Yes.
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Attachment JFW-1

Qualifications of
JONATHAN F. WALLACH

Resource Insight, Inc.
5 Water Street
Arlington, Massachusetts 02476

SUMMARY OF PROFESSIONAL EXPERIENCE

1990-  Vice President, Resource Insight, Inc. Provides research, technical assistance,

Present  and expert testimony on electric- and gas-utility planning, economics, regulation,
and restructuring. Designs and assesses resource-planning strategies for regulated
and competitive markets, including estimation of market prices and utility-plant
stranded investment; negotiates restructuring strategies and implementation plans;
assists in procurement of retail power supply.

1989-90 Senior Analyst, Komanoff Energy Associates. Conducted comprehensive cost-
benefit assessments of electric-utility power-supply and demand-side conservation
resources, economic and financial analyses of independent power facilities, and
analyses of utility-system excess capacity and reliability. Provided expert
testimony on statistical analysis of U.S. nuclear plant operating costs and perform-
ance. Co-wrote The Power Analyst, software developed under contract to the New
York Energy Research and Development Authority for screening the economic
and financial performance of non-utility power projects.

1987-88 Independent Consultant. Provided consulting services for Komanoff Energy
Associates (New York, New York), Schlissel Engineering Associates (Belmont,
Massachusetts), and Energy Systems Research Group (Boston, Massachusetts).

1981-86 Research Associate, Energy Systems Research Group. Performed analyses of
electric utility power supply planning scenarios. Involved in analysis and design
of electric and water utility conservation programs. Developed statistical analysis
of U.S. nuclear plant operating costs and performance.

EDUCATION

BA, Political Science with honors and Phi Beta Kappa, University of California, Berkeley,
1980.

Massachusetts Institute of Technology, Cambridge, Massachusetts. Physics and Political
Science, 1976-1979.

PUBLICATIONS

“The Future of Utility Resource Planning: Delivering Energy Efficiency through Distributed
Utilities” (with Paul Chernick), International Association for Energy Economics Seventeenth
Annual North American Conference (460-469). Cleveland, Ohio: USAEE. 1996.



“The Price is Right: Restructuring Gain from Market Valuation of Utility Generating Assets”
(with Paul Chernick), International Association for Energy Economics Seventeenth Annual
North American Conference (345-352). Cleveland, Ohio: USAEE. 1996.

“The Future of Utility Resource Planning: Delivering Energy Efficiency through Distribution
Utilities” (with Paul Chernick), 1996 Summer Study on Energy Efficiency in Buildings
7(7.47-7.55). Washington: American Council for an Energy-Efficient Economy, 1996.

“Retrofit Economics 201: Correcting Common Errors in Demand-Side-Management Cost-
Benefit Analysis” (with John Plunkett and Rachael Brailove). In proceedings of “Energy
Modeling: Adapting to the New Competitive Operating Environment,” conference sponsored
by the Institute for Gas Technology in Atlanta in April of 1995. Des Plaines, Ill.: IGT, 1995.

“The Transfer Loss is All Transfer, No Loss” (with Paul Chernick), Electricity Journal 6:6
(July, 1993).

“Benefit-Cost Ratios Ignore Interclass Equity” (with Paul Chernick et al.), DSM Quarterly,
Spring 1992.

“Consider Plant Heat Rate Fluctuations,” Independent Energy, July/August 1991.

“Demand-Side Bidding: A Viable Least-Cost Resource Strategy” (with Paul Chernick and
John Plunkett), Proceedings from the NARUC Biennial Regulatory Information Conference,
September 1990.

“New Tools on the Block: Evaluating Non-Utility Supply Opportunities With The Power
Analyst, (with John Plunkett), Proceedings of the Fourth National Conference on Micro-
computer Applications in Energy, April 1990.

REPORTS

“Economic Benefits from Early Retirement of Reid Gardner” (with Paul Chernick) prepared
for and filed by the Sierra Club in PUC of Nevada Docket No. 11-08019.

“Green Resource Portfolios: Development, Integration, and Evaluation” (with Paul Chernick
and Richard Mazzini) report to the Green Energy Coalition presented as evidence in Ontario
EB 2007-0707.

“Risk Analysis of Procurement Strategies for Residential Standard Offer Service” (with Paul
Chernick, David White, and Rick Hornby) report to Maryland Office of People’s Counsel.
2008. Baltimore: Maryland Office of People’s Counsel.

“Integrated Portfolio Management in a Restructured Supply Market” (with Paul Chernick,
William Steinhurst, Tim Woolf, Anna Sommers, and Kenji Takahashi). 2006. Columbus,
Ohio: Office of the Ohio Consumers’ Counsel.

“First Year of SOS Procurement.” 2004. Prepared for the Maryland Office of People’s
Counsel.
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“Energy Plan for the City of New York” (with Paul Chernick, Susan Geller, Brian Tracey,
Adam Auster, and Peter Lanzalotta). 2003. New York: New York City Economic Develop-
ment Corporation.

“Peak-Shaving—Demand-Response Analysis: Load Shifting by Residential Customers” (with
Brian Tracey). 2003. Barnstable, Mass.: Cape Light Compact.

“Electricity Market Design: Incentives for Efficient Bidding; Opportunities for Gaming.”
2002. Silver Spring, Maryland: National Association of State Consumer Advocates.

“Best Practices in Market Monitoring: A Survey of Current ISO Activities and Recommend-
ations for Effective Market Monitoring and Mitigation in Wholesale Electricity Markets”
(with Paul Peterson, Bruce Biewald, Lucy Johnston, and Etienne Gonin). 2001. Prepared for
the Maryland Office of People’s Counsel, Pennsylvania Office of Consumer Advocate,
Delaware Division of the Public Advocate, New Jersey Division of the Ratepayer Advocate,
Office of the People’s Counsel of the District of Columbia.

“Comments Regarding Retail Electricity Competition.” 2001. Filed by the Maryland Office
of People’s Counsel in U.S. FTC Docket No. V010003.

“Final Comments of the City of New York on Con Edison’s Generation Divestiture Plans and
Petition.” 1998. Filed by the City of New York in PSC Case No. 96-E-0897.

“Response Comments of the City of New York on Vertical Market Power.” 1998. Filed by
the City of New York in PSC Case Nos. 96-E-0900, 96-E-0098, 96-E-0099, 96-E-0891, 96-
E-0897, 96-E-0909, and 96-E-0898.

“Preliminary Comments of the City of New York on Con Edison’s Generation Divestiture
Plan and Petition.” 1998. Filed by the City of New York in PSC Case No. 96-E-0897.

“Maryland Office of People’s Counsel’s Comments in Response to the Applicants’ June 5,
1998 Letter.” 1998. Filed by the Maryland Office of People’s Counsel in PSC Docket No.
EC97-46-000.

“Economic Feasibility Analysis and Preliminary Business Plan for a Pennsylvania
Consumer’s Energy Cooperative” (with John Plunkett et al.). 1997. 3 vols. Philadelphia,
Penn.: Energy Coordinating Agency of Philadelphia.

“Good Money After Bad” (with Charles Komanoff and Rachel Brailove). 1997. White
Plains, N.Y.: Pace University School of Law Center for Environmental Studies.

“Maryland Office of People’s Counsel’s Comments on Staff Restructuring Report: Case No.
8738.” 1997. Filed by the Maryland Office of People’s Counsel in PSC Case No. 8738.

“Protest and Request for Hearing of Maryland Office of People’s Counsel.” 1997. Filed by
the Maryland Office of People’s Counsel in PSC Docket Nos. EC97-46-000, ER97-4050-
000, and ER97-4051-000.

“Restructuring the Electric Utilities of Maryland: Protecting and Advancing Consumer
Interests” (with Paul Chernick, Susan Geller, John Plunkett, Roger Colton, Peter Bradford,
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Bruce Biewald, and David Wise). 1997. Baltimore, Maryland: Maryland Office of People’s
Counsel.

“Comments of the New Hampshire Office of Consumer Advocate on Restructuring New
Hampshire’s Electric-Utility Industry” (with Bruce Biewald and Paul Chernick). 1996.
Concord, N.H.: NH OCA.

“Estimation of Market Value, Stranded Investment, and Restructuring Gains for Major
Massachusetts Utilities” (with Paul Chernick, Susan Geller, Rachel Brailove, and Adam
Auster). 1996. On behalf of the Massachusetts Attorney General (Boston).

“Report on Entergy’s 1995 Integrated Resource Plan.” 1996. On behalf of the Alliance for
Affordable Energy (New Orleans).

“Preliminary Review of Entergy’s 1995 Integrated Resource Plan.” 1995. On behalf of the
Alliance for Affordable Energy (New Orleans).

“Comments on NOPSI and LP&L’s Motion to Modify Certain DSM Programs.” 1995. On
behalf of the Alliance for Affordable Energy (New Orleans).

“Demand-Side Management Technical Market Potential Progress Report.” 1993. On behalf
of the Legal Environmental Assistance Foundation (Tallahassee)

“Technical Information.” 1993. Appendix to “Energy Efficiency Down to Details: A
Response to the Director General of Electricity Supply’s Request for Comments on Energy
Efficiency Performance Standards” (UK). On behalf of the Foundation for International
Environmental Law and Development and the Conservation Law Foundation (Boston).

“Integrating Demand Management into Utility Resource Planning: An Overview.” 1993. \ol.
1 of “From Here to Efficiency: Securing Demand-Management Resources” (with Paul
Chernick and John Plunkett). Harrisburg, Pa.:Pennsylvania Energy Office

“Making Efficient Markets.” 1993. Vol. 2 of “From Here to Efficiency: Securing Demand-
Management Resources” (with Paul Chernick and John Plunkett). Harrisburg, Pa.:
Pennsylvania Energy Office.

“Analysis Findings, Conclusions, and Recommendations.” 1992. \ol. 1 of “Correcting the
Imbalance of Power: Report on Integrated Resource Planning for Ontario Hydro” (with Paul
Chernick and John Plunkett).

“Demand-Management Programs: Targets and Strategies.” 1992. \ol. 1 of “Building Ontario
Hydro’s Conservation Power Plant” (with John Plunkett, James Peters, and Blair Hamilton).

“Review of the Elizabethtown Gas Company’s 1992 DSM Plan and the Demand-Side
Management Rules” (with Paul Chernick, John Plunkett, James Peters, Susan Geller, Blair
Hamilton, and Andrew Shapiro). 1992. Report to the New Jersey Department of Public
Advocate.

“Comments of Public Interest Intervenors on the 1993-1994 Annual and Long-Range
Demand-Side Management and Integrated Resource Plans of New York Electric Utilities”
(with Ken Keating et al.) 1992.
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“Review of Jersey Central Power & Light’s 1992 DSM Plan and the Demand-Side
Management Rules” (with Paul Chernick etal.). 1992. Report to the New Jersey Department
of Public Advocate.

“Review of Rockland Electric Company’s 1992 DSM Plan and the Demand-Side Manage-
ment Rules” (with Paul Chernick et al.). 1992.

“Initial Review of Ontario Hydro’s Demand-Supply Plan Update” (with David Argue et al.).
1992,

“Comments on the Utility Responses to Commission’s November 27, 1990 Order and
Proposed Revisions to the 1991-1992 Annual and Long Range Demand Side Management
Plans” (with John Plunkett et al.). 1991.

“Comments on the 1991-1992 Annual and Long Range Demand-Side-Management Plans of
the Major Electric Utilities” (with John Plunkett et al.). Filed in NY PSC Case No. 28223 in
re New York utilities’ DSM plans. 1990.

“Profitability Assessment of Packaged Cogeneration Systems in the New York City Area.”
1989. Principal investigator.

“Statistical Analysis of U.S. Nuclear Plant Capacity Factors, Operation and Maintenance
Costs, and Capital Additions.” 1989.

“The Economics of Completing and Operating the Vogtle Generating Facility.” 1985. ESRG
Study No. 85-51A.

“Generating Plant Operating Performance Standards Report No. 2: Review of Nuclear Plant
Capacity Factor Performance and Projections for the Palo Verde Nuclear Generating
Facility.” 1985. ESRG Study No. 85-22/2.

“Cost-Benefit Analysis of the Cancellation of Commonwealth Edison Company’s Braidwood
Nuclear Generating Station.” 1984. ESRG Study No. 83-87.

“The Economics of Seabrook 1 from the Perspective of the Three Maine Co-owners.” 1984.
ESRG Study No. 84-38.

“An Evaluation of the Testimony and Exhibit (RCB-2) of Dr. Robert C. Bushnell Concerning
the Capital Cost of Fermi 2.” 1984. ESRG Study No. 84-30.

“Electric Rate Consequences of Cancellation of the Midland Nuclear Power Plant.” 1984.
ESRG Study No. 83-81.

“Power Planning in Kentucky: Assessing Issues and Choices—Project Summary Report to
the Public Service Commission.” 1984. ESRG Study No. 83-51.

“Electric Rate Consequences of Retiring the Robinson 2 Nuclear Plant.” 1984. ESRG Study
No. 83-10.

“Power Planning in Kentucky: Assessing Issues and Choices—Conservation as a Planning
Option.” 1983. ESRG Study No. 83-51/TR .
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“Electricity and Gas Savings from Expanded Public Service Electric and Gas Company
Conservation Programs.” 1983. ESRG Study No. 82-43/2.

“Long Island Without the Shoreham Power Plant: Electricity Cost and System Planning
Consequences; Summary of Findings.” 1983. ESRG Study No. 83-14S.

“Long Island Without the Shoreham Power Plant: Electricity Cost and System Planning
Consequences; Technical Report B—Shoreham Operations and Costs.” 1983. ESRG Study
No. 83-14B.

“Customer Programs to Moderate Demand Growth on the Arizona Public Service Company
System: Identifying Additional Cost-Effective Program Options.” 1982. ESRG Study No.
82-14C.

“The Economics of Alternative Space and Water Heating Systems in New Construction in
the Jersey Central Power and Light Service Area, A Report to the Public Advocate.” 1982.
ESRG Study No. 82-31.

“Review of the Kentucky-American Water Company Capacity Expansion Program, A Report
to the Kentucky Public Service Commission.” 1982. ESRG Study No. 82-45.

“Long Range Forecast of Sierra Pacific Power Company Electric Energy Requirements and
Peak Demands, A Report to the Public Service Commission of Nevada.” 1982. ESRG Study
No. 81-42B.

“Utility Promotion of Residential Customer Conservation, A Report to Massachusetts Public
Interest Research Group.” 1981. ESRG Study No. 81-47

“Office of People’s Counsel Case No. 9117” (with William Fields). Presentation to the
Maryland Public Utilities Commission in Case No. 9117, December 2008.

“Electricity Market Design: Incentives for Efficient Bidding, Opportunities for Gaming.”
NASUCA Northeast Market Seminar, Albany, N.Y., February 2001.

“Direct Access Implementation: The California Experience.” Presentation to the Maryland
Restructuring Technical Implementation Group on behalf of the Maryland Office of People’s
Counsel. June 1998.

“Reflecting Market Expectations in Estimates of Stranded Costs,” speaker, and workshop
moderator of “Effectively Valuing Assets and Calculating Stranded Costs.” Conference
sponsored by International Business Communications, Washington, D.C., June 1997.
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1989 Mass. DPU on behalf of the Massachusetts Executive Office of Energy
Resources. Docket No. 89-100. Joint testimony with Paul Chernick relating to
statistical analysis of U.S. nuclear-plant capacity factors, operation and main-
tenance costs, and capital additions; and to projections of capacity factor, O&M,
and capital additions for the Pilgrim nuclear plant.

1994 NY PSC on behalf of the Pace Energy Project, Natural Resources Defense
Council, and Citizen’s Advisory Panel. Case No. 93-E-1123. Joint testimony with
John Plunkett critiqgues proposed modifications to Long Island Lighting
Company’s DSM programs from the perspective of least-cost-planning
principles.

1994 Vt. PSB on behalf of the Vermont Department of Public Service. Docket No.
5270-CV-1 and 5270-CV-3. Testimony and rebuttal testimony discusses rate and
bill effects from DSM spending and sponsors load shapes for measure- and
program-screening analyses.

1996 New Orleans City Council on behalf of the Alliance for Affordable Energy.
Docket Nos. UD-92-2A, UD-92-2B, and UD-95-1. Rates, charges, and integrated
resource planning for Louisiana Power & Lights and New Orleans Public
Service, Inc.

1996 New Orleans City Council Docket Nos. UD-92-2A, UD-92-2B, and UD-95-1.
Rates, charges, and integrated resource planning for Louisiana Power & Lights
and New Orleans Public Service, Inc.; Alliance for Affordable Energy. April,
1996.

Prudence of utilities’ IRP decisions; costs of utilities’ failure to follow City
Council directives; possible cost disallowances and penalties; survey of penalties
for similar failures in other jurisdictions.

1998 Massachusetts Department of Telecommunications and Energy Docket No.
97-111, Commonwealth Energy proposed restructuring; Cape Cod Light
Compact. Joint testimony with Paul Chernick, January, 1998.

Critique of proposed restructuring plan filed to satisfy requirements of the
electric-utility restructuring act of 1997. Failure of the plan to foster competition
and promote the public interest.

Massachusetts Department of Telecommunications and Energy Docket No.
97-120, Western Massachusetts Electric Company proposed restructuring;
Massachusetts Attorney General. Joint testimony with Paul Chernick, October,
1998. Joint surrebuttal with Paul Chernick, January, 1999.

Market value of the three Millstone nuclear units under varying assumptions of
plant performance and market prices. Independent forecast of wholesale market
prices. Value of Pilgrim and TMI-1 asset sales.
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1999

2000

2001

2002

Maryland PSC Case No. 8795, Delmarva Power & Light comprehensive
restructuring agreement, Maryland Office of People’s Counsel. July 1999.

Support of proposed comprehensive restructuring settlement agreement

Maryland PSC Case Nos. 8794 and 8808, Baltimore Gas & Electric Company
comprehensive restructuring agreement, Maryland Office of People’s Counsel.
Initial Testimony July 1999; Reply Testimony August 1999; Surrebuttal
Testimony August 1999.

Support of proposed comprehensive restructuring settlement agreement

Maryland PSC Case No. 8797, comprehensive restructuring agreement for
Potomac Edison Company, Maryland Office of People’s Counsel. October 1999.

Support of proposed comprehensive restructuring settlement agreement

Connecticut DPUC Docket No. 99-03-35, United Illuminating standard offer,
Connecticut Office of Consumer Counsel. November 1999.

Reasonableness of proposed revisions to standard-offer-supply energy costs.
Implications of revisions for other elements of proposed settlement.

U.S. FERC Docket No. RT01-02-000, Order No. 2000 compliance filing, Joint
Consumer Advocates intervenors. Affidavit, November 2000.

Evaluation of innovative rate proposal by PJM transmission owners.

Maryland PSC Case No. 8852, Charges for electricity-supplier services for
Potomac Electric Power Company, Maryland Office of People’s Counsel. March
2001.

Reasonableness of proposed fees for electricity-supplier services.

Maryland PSC Case No. 8890, Merger of Potomac Electric Power Company
and Delmarva Power and Light Company, Maryland Office of People’s Counsel.
September 2001; surrebuttal, October 2001. In support of settlement: Supple-
mental, December 2001; rejoinder, January 2002.

Costs and benefits to ratepayers. Assessment of public interest.

Maryland PSC Case No. 8796, Potomac Electric Power Company stranded costs
and rates, Maryland Office of People’s Counsel. December 2001; surrebuttal,
February 2002.

Allocation of benefits from sale of generation assets and power-purchase
contracts.

Maryland PSC Case No. 8908, Maryland electric utilities’ standard offer and
supply procurement, Maryland Office of People’s Counsel. Direct, November
2002; Rebuttal December 2002.
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2003

2004

2005

2006

Benefits of proposed settlement to ratepayers. Standard-offer service.
Procurement of supply.

Maryland PSC Case No. 8980, adequacy of capacity in restructured electricity
markets; Maryland Office of People’s Counsel. Direct, December 2003; Reply
December 2003.

Purpose of capacity-adequacy requirements. PJM capacity rules and practices.
Implications of various restructuring proposals for system reliability.

Maryland PSC Case No. 8995, Potomac Electric Power Company recovery of
generation-related uncollectibles; Maryland Office of People’s Counsel. Direct,
March 2004; Supplemental March 2004, Surrebuttal April 2004.

Calculation and allocation of costs. Effect on administrative charge pursuant to
settlement.

Maryland PSC Case No. 8994, Delmarva Power & Light recovery of
generation-related uncollectibles; Maryland Office of People’s Counsel. Direct,
March 2004; Supplemental April 2004.

Calculation and allocation of costs. Effect on administrative charge pursuant to
settlement.

Maryland PSC Case No. 8985, Southern Maryland Electric Coop standard-offer
service; Maryland Office of People’s Counsel. Direct, July 2004.

Reasonableness and risks of resource-procurement plan.

FERC Docket No. ER05-428-000, revisions to ICAP demand curves; City of
New York. Statement, March 2005.

Net-revenue offset to cost of new capacity. Winter-summer adjustment factor.
Market power and in-City ICAP price trends.

FERC Docket No. PL05-7-000, capacity markets in PJM; Maryland Office of
People’s Counsel. Statement, June 2005.

Inefficiencies and risks associated with use of administratively determined
demand curve. Incompatibility of four-year procurement plan with Maryland
standard-offer service.

FERC Dockets Nos. ER05-1410-000 & EL05-148-000, proposed market-
clearing mechanism for capacity markets in PJM; Coalition of Consumers for
Reliability, Affidavit October 2005, Supplemental Affidavit October 2006.

Inefficiencies and risks associated with use of administratively determined
demand curve. Effect of proposed reliability-pricing model on capacity costs.

Maryland PSC Case No. 9052, Baltimore Gas & Electric rates and market-
transition plan; Maryland Office of People’s Counsel, February 2006.
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Transition to market-based residential rates. Price volatility, bill complexity, and
cost-deferral mechanisms.

Maryland PSC Case No. 9056, default service for commercial and industrial
customers; Maryland Office of People’s Counsel, April 2006.

Assessment of proposals to modify default service for commercial and industrial
customers.

Maryland PSC Case No. 9054, merger of Constellation Energy Group and FPL
Group; Maryland Office of People’s Counsel, June 2006.

Assessment of effects and risks of proposed merger on ratepayers.

Illinois Commerce Commission Docket No. 06-0411, Commonwealth Edison
Company residential rate plan; Citizens Utility Board, Cook County State’s
Attorney’s Office, and City of Chicago, Direct July 2006, Reply August 2006.

Transition to market-based rates. Securitization of power costs. Rate of return on
deferred assets.

Maryland PSC Case No. 9064, default service for residential and small
commercial customers; Maryland Office of People’s Counsel, Rebuttal
Testimony, September 2006.

Procurement of standard-offer power. Structure and format of bidding. Risk and
cost recovery.

FERC Dockets Nos. ER05-1410-000 & EL05-148-000, proposed market-
clearing mechanism for capacity markets in PJM; Maryland Office of the
People’s Counsel, Supplemental Affidavit October 2006.

Distorting effects of proposed reliability-pricing model on clearing prices.
Economically efficient alternative treatment.

Maryland PSC Case No. 9063, optimal structure of electric industry; Maryland
Office of People’s Counsel, Direct Testimony, October 2006; Rebuttal November
2006; surrebuttal November 2006.

Procurement of standard-offer power. Risk and gas-price volatility, and their
effect on prices and market performance. Alternative procurement strategies.

Maryland PSC Case No. 9073, stranded costs from electric-industry
restructuring; Maryland Office of People’s Counsel, Direct Testimony, December
2006.

Review of estimates of stranded costs for Baltimore Gas & Electric.

2007 Maryland PSC Case No. 9091, rate-stabilization and market-transition plan for
the Potomac Edison Company; Maryland Office of People’s Counsel, Direct
Testimony, March 2007.

Jonathan F. Wallach e Resource Insight, Incorporated Page 10



2008

Rate-stabilization plan.

Maryland PSC Case No. 9092, rates and rate mechanisms for the Potomac
Electric Power Company; Maryland Office of People’s Counsel, Direct
Testimony, March 2007.

Cost allocation and rate design. Revenue decoupling mechanism.

Maryland PSC Case No. 9093, rates and rate mechanisms for Delmarva Power
& Light; Maryland Office of People’s Counsel, Direct Testimony, March 2007.

Cost allocation and rate design. Revenue decoupling mechanism.

Maryland PSC Case No. 9099, rate-stabilization plan for Baltimore Gas &
Electric; Maryland Office of People’s Counsel, Direct, March 2007; Surrebuttal
April 2007.

Review of standard-offer-service-procurement plan. Rate stabilization plan.

Connecticut DPUC Docket No. 07-04-24, review of capacity contracts under
Energy Independence Act; Connecticut Office of Consumer Counsel, Joint Direct
Testimony June 2007.

Assessment of proposed capacity contracts.

Maryland PSC Case No. 9117, residential and small-commercial standard-offer
service; Maryland Office of People’s Counsel. Direct and Reply, September
2007; Supplemental Reply, November 2007; Additional Reply, December 2007;
presentation, December 2008.

Benefits of long-term planning and procurement. Proposed aggregation of
customers.

Maryland PSC Case No. 9117, Phase Il, residential and small-commercial
standard-offer service; Maryland Office of People’s Counsel. Direct, October
2007.

Energy efficiency as part of standard-offer-service planning and procurement.
Procurement of generation or long-term contracts to meet reliability needs.

Connecticut DPUC 08-01-01, peaking generation projects; Connecticut Office
of Consumer Counsel. Direct (with Paul Chernick), April 2008.

Assessment of proposed peaking projects. Valuation of peaking capacity.
Modeling of energy margin, forward reserves, other project benefits.

Ontario EB-2007-0707, Ontario Power Authority integrated system plan; Green
Energy Coalition, Penimba Institute, and Ontario Sustainable Energy
Association. Evidence (with Paul Chernick and Richard Mazzini), August 2008.

Critique of integrated system plan. Resource cost and characteristics; finance
cost. Development of least-cost green-energy portfolio.
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2009

2010

Maryland PSC Case No. 9192, Delmarva Power & Lights rates; Maryland
Office of People’s Counsel. Direct, August 2009; Rebuttal, Surrebuttal,
September 2009.

Cost allocation and rate design.

Wisconsin PSC Docket No. 6630-CE-302, Glacier Hills Wind Park certificate;
Citizens Utility Board of Wisconsin. Direct and Surrebuttal, October 2009.

Reasonableness of proposed wind facility.

PUC of Ohio Case No 09-906-EL-SSO, standard-service-offer bidding for three
Ohio electric companies; Office of the Ohio Consumers’ Counsel. Direct, Decem-
ber 20009.

Design of auctions for SSO power supply. Implications of migration of First-
Energy from MISO to PJM.

PUC of Ohio Case No 10-388-EL-SSO, standard-service offer for three Ohio
electric companies; Office of the Ohio Consumers’ Counsel. Direct, July 2010.

Design of auctions for SSO power supply.

Maryland PSC Case No. 9232, Potomac Electric Power Co. administrative
charge for standard-offer service; Maryland Office of People’s Counsel. Reply,
Rebuttal, August 2010.

Proposed rates for components of the Administrative Charge for residential
standard-offer service.

Maryland PSC Case No. 9226, Delmarva Power & Light administrative charge
for standard-offer service; Maryland Office of People’s Counsel. Reply, Rebuttal,
August 2010.

Proposed rates for components of the Administrative Charge for residential
standard-offer service.

Maryland PSC Case No. 9221, Baltimore Gas & Electric cost recovery;
Maryland Office of People’s Counsel. Reply, August 2010; Rebuttal, September
2010; Surrebuttal, November 2010

Proposed rates for components of the Administrative Charge for residential
standard-offer service.

Wisconsin PSC Docket No. 3270-UR-117, Madison Gas & Electric gas and
electric rates; Citizens Utility Board of Wisconsin. Direct, Rebuttal, Surrebuttal,
September 2010.

Standby rate design. Treatment of uneconomic dispatch costs.

Jonathan F. Wallach e Resource Insight, Incorporated Page 12



2011

2012

Nova Scotia UARB Case No. NSUARB P-887(2), fuel-adjustment mechanism;
Nova Scotia Consumer Advocate. Direct, September 2010.

Effectiveness of fuel-adjustment incentive mechanism.

Manitoba PUB, Manitoba Hydro rates; Resource Conservation Manitoba and
Time to Respect Earth’s Ecosystems. Direct, December 2010.

Assessment of drought-related financial risk.

Mass. DPU 10-170, NStar—Northeast Utilities merger; Cape Light Compact.
Direct, May 2011.

Merger and competitive markets. Competitively neutral recovery of utility
investments in new generation.

Mass. DPU 11-5, -6, -7, NStar wind contracts; Cape Light Compact. Direct, May
2011.

Assessment of utility proposal for recovery of contract costs.

Wisc. PSC Docket No. 4220-UR-117, electric and gas rates of Northern States
Power: Citizens Utility Board of Wisconsin. Direct, Rebuttals (2) October 2011,
Surrebuttal, Oral Sur-Surrebutal November 2011;

Cost allocation and rate design. Allocation of DOE settlement payment.

Wisc. PSC Docket No. 6680-FR-104, fuel-cost-related rate adjustments for
Wisconsin Power and Light Company: Citizens Utility Board of Wisconsin.
Direct, October 2011; Rebuttal, Surrebuttal, November 2011

Costs to comply with Cross State Air Pollution Rule.

Maryland PSC Case No. 9149, Maryland 10Us’ development of RFPs for new
generation; Maryland Office of People’s Counsel. March 2012.

Failure of demand-response provider to perform per contract. Estimation of cost
to ratepayers.

PUCO Cases Nos. 11-346-EL-SSO, 11-348-EL-SSO, 11-349-EL-AAM, 11-350-
EL-AAM, transition to competitive markets for Columbus Southern Power
Company and Ohio Power Company; Ohio Consumers’ Counsel. May 2012

Structure of auctions, credits, and capacity pricing as part of transition to com-
petitive electricity markets.

Wisconsin PSC Docket No. 3270-UR-118, Madison Gas & Electric rates,
Wisconsin Citizens Utility Board. Direct, August 2012; Rebuttal, September
2012.

Cost allocation and rate design (electric).

Jonathan F. Wallach e Resource Insight, Incorporated Page 13



2013

2014

Wisconsin PSC Docket No. 05-UR-106, We Energies rates, Wisconsin Citizens
Utility Board. Direct, Rebuttal, September 2012.

Cost allocation and rate design (electric).

Wisconsin PSC Docket No. 4220-UR-118, Northern States Power rates,
Wisconsin Citizens Utility Board. Direct, Rebuttal, October 2012; Surrebuttal,
November 2012.

Recovery of environmental remediation costs at a manufactured gas plant. Cost
allocation and rate design.

Corporation Commission of Oklahoma Cause No. PUD 201200054, Public
Service Company of Oklahoma environmental compliance and cost recovery,
Sierra Club. Direct, January 2013; rebuttal, February 2013; surrebuttal, March
2013.

Economic evaluation of alternative environmental-compliance plans. Effects of
energy efficiency and renewable resources on cost and risk.

Maryland PSC Case No. 9324, Starion Energy marketing, Maryland Office of
People’s Counsel. September 2013.

Estimation of retail costs of electricity supply.

Wisconsin PSC Docket No. 6690-UR-122, Wisconsin Public Service Corpora-
tion gas and electric rates, Wisconsin Citizens Utility Board. Direct, August 2013;
Rebuttal, Surrebuttal September 2013.

Cost allocation and rate design; rate-stabilization mechanism.

Wisconsin PSC Docket No. 4220-UR-119, Northern States Power Company gas
and electric rates, Wisconsin Citizens Utility Board. Direct, Rebuttal, Surrebuttal,
October 2013.

Cost allocation and rate design.

Michigan PSC Case No. U-17429, Consumers Energy Company approval for
new gas plant, Natural Resources Defense Council. Corrected Direct, October
2013.

Need for new capacity. Economic assessment of alternative resource options.

Maryland PSC Cases Nos. 9226 & 9232, administrative charge for standard-
offer service; Maryland Office of People’s Counsel. Reply, April 2014;
surrebuttal, May 2014,

Proposed rates for components of the Administrative Charge for residential
standard-offer service.

Conn. PURA Docket No. 13-07-18, rules for retail electricity markets; Office of
Consumer Counsel. Direct, April 2014.

Jonathan F. Wallach e Resource Insight, Incorporated Page 14



2015

Estimation of retail costs of power supply for residential standard-offer service.

PUC Ohio Cases Nos. 13-2385-EL-SSO, 13-2386-EL-AAM; Ohio Power
Company standard-offer service; Office of the Ohio Consumers’ Counsel. Direct,
May 2014.

Allocation of distribution-rider costs.

Wisc. PSC Docket No. 6690-UR-123, Wisconsin Public Service Corporation
electric and gas rates; Citizens Utility Board of Wisconsin. Direct, Rebuttal,
August 2014; Surrebuttal, September 2014.

Cost allocation and rate design.

Wisc. PSC Docket No. 05-UR-107, We Energy biennial review of electric and
gas costs and rates; Citizens Utility Board of Wisconsin. Direct, August 2014;
Rebuttal, Surrebuttal September 2014.

Cost allocation and rate design.

Wisc. PSC Docket No. 3270-UR-120, Madison Gas and Electric Co. electric and
gas rates; Citizens Utility Board of Wisconsin. Direct, Rebuttal, September 2014.

Cost allocation and rate design.

Nova Scotia UARB Case No. NSUARB P-887(6), Nova Scotia Power fuel-
adjustment mechanism; Nova Scotia Consumer Advocate. Evidence, December
2014.

Allocation of fuel-adjustment costs.

Maryland PSC Case No. 9221, Baltimore Gas & Electric cost recovery;
Maryland Office of People’s Counsel. Second Reply, June 2015; Second
Rebuttal, July 2015.

Proposed rates for components of the Administrative Charge for residential
standard-offer service.

Wisconsin PSC Docket No. 6690-UR-124, Wisconsin Public Service
Corporation electric and gas rates, Citizens Utility Board of Wisconsin. Direct,
Rebuttal, September 2015; Surrebuttal, October 2015.

Cost allocation and rate design.

Wisconsin PSC Docket No. 4220-UR-121, Northern States Power Company gas
and electric rates, Citizens Utility Board of Wisconsin. Direct, Rebuttal,
Surrebuttal, October 2015.

Cost allocation and rate design.

Jonathan F. Wallach e Resource Insight, Incorporated Page 15



Maryland PSC Cases Nos. 9226 & 9232, administrative charge for standard-
offer service; Maryland Office of People’s Counsel. Third Reply, September
2015; Third Rebuttal, October 2015.

Proposed rates for components of the Administrative Charge for residential
standard-offer service.

Nova Scotia UARB Case No. NSUARB P-887(7), Nova Scotia Power fuel-
adjustment mechanism; Nova Scotia Consumer Advocate. Evidence, December
2015.

Accounting adjustment for estimated over-earnings. Proposal for modifying
procedures for setting the Actual Adjustment.

2016 Maryland PSC Case No. 9406, Baltimore Gas & Electric base rate case;
Maryland Office of People’s Counsel. Direct, February 2016; Rebuttal, March
2016; Surrebuttal, March 2016.

Allocation of Smart Grid costs. Recovery of conduit fees. Rate design.

Nova Scotia UARB Case No. NSUARB P-887(16), Nova Scotia Power 2017-
2019 Fuel Stability Plan; Nova Scotia Consumer Advocate. Direct, May 2016;
Reply, June 2016.

Base Cost of Fuel forecast. Allocation of Maritime Link capital costs. Fuel cost
hedging plan.

Wisconsin PSC Docket No. 3270-UR-121, Madison Gas and Electric Company
electric and gas rates, Citizens Utility Board of Wisconsin. Direct, August 2016;
Rebuttal, Surrebuttal, September 2016.

Cost allocation and rate design.

Wisconsin PSC Docket No. 6680-UR-120, Wisconsin Power and Light
Company electric and gas rates, Citizens Utility Board of Wisconsin. Direct,
Rebuttal, Surrebuttal, Sur-surrebuttal, September 2016.

Cost allocation and rate design.

Minnesota PSC Docket No. E002/GR-15-826, Northern States Power Company
electric rates, Clean Energy Organizations. Direct, June 2016; Rebuttal,
September 2016; Surrebuttal, October 2016.

Cost basis for residential customer charges.

Nova Scotia UARB Case No. NSUARB M07611, Nova Scotia Power 2016 fuel
adjustment mechanism audit; Nova Scotia Consumer Advocate. Direct,
November 2016.

Sanctions for imprudent fuel-contracting practices.

Jonathan F. Wallach e Resource Insight, Incorporated Page 16



2017

Kentucky PSC Case No. 2016-00370, Kentucky Utilities Company electric
rates, Sierra Club. Direct, March 2017.

Cost basis for residential customer charges. Design of residential energy charges.

Kentucky PSC Case No. 2016-00371, Louisville Gas & Electric Company
electric rates, Sierra Club. Direct, March 2017.

Cost basis for residential customer charges. Design of residential energy charges.

Massachusetts DPU 17-05, Eversource Energy electric rates, Cape Light
Compact. Direct, April 2017; Supplemental Direct, Surrebuttal, August 2017.

Cost Allocation. Cost basis for residential customer charges. Demand charges for
net metering customers.

Michigan PSC Case No. U-18255, DTE Electric Company electric rates, Natural
Resources Defense Council, Michigan Environmental Council, and Sierra Club.
Direct, August 2017.

Cost basis for residential customer charges.

North Carolina NCUC Docket No. E-2, Sub 1142, Duke Energy Progress
electric rates, North Carolina Justice Center, North Carolina Housing Coalition,
Natural Resources Defense Council, and Southern Alliance for Clean Energy.
Direct, October 2017.

Cost basis for residential customer charges.

Jonathan F. Wallach e Resource Insight, Incorporated Page 17
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Residential Cost of Connection

Customer-related Plant Cost Residential Life (yrs) Levelized Carrying Charges 3/

369 - Service Drop Plant in Service S 145,759,205 2/ 38 1/ Component 15 40

Levelized Carrying Charge: 38 Yr 10.50% Return 5.88 5.88 5/

369 - Annualized Cost of Plant S 15,301,447 Depreciation 4.62 1.13
FIT 1.88 1.43
Property Tax, G&A 2.06 2.06

370 (586) - Meter Plant in Service S 32,276,283 2/ 15 1/ (%) 14.44 10.50

Levelized Carrying Charge: 15 Yr 14.44%

370 (586) - Annualized Cost of Plant S 4,661,199

RS - Customer-related O&M ($) 2/

586 - Meters Operation 500,144

597 - Meters Maintenance 23,021

Total Customer-related O&M 523,165

RS - Customer Account Expenses ($) 2/

901 - Supervision 772,421

902 - Meter Read 1,800,250

903 - Customer Records 8,636,479

904 - Uncollectibles 0

905 - Misc. 2,688,942

907 - Supervision 719,767

908 - Customer Assistance 7,533,185

909 - Info & Instr 25,562

910 - Misc. 0

911 - Misc. Selling 0

Total Customer Acct. Expense S 22,176,606

1&M IN RS # Annual Bills 4,871,736 4/

Plant Cost / Customer / Month S 4.10

O&M + Customer Account / Customer / Month ~ $ 4.66

Residential Cost of Connection S 8.76

Sources:

1/ AEP Property Accounting Policy & Research

2/ Attachment DEH-1, Class Cost of Service

3/ AEP Corp. Finance, I&M Annual Investment Carrying Charges, As of 12/31/2016
4/ WP-MWN-2, Rate Design

5/ Schedule A-1
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STATE OF INDIANA
INDIANA UTILITY REGULATORY COMMISSION

PETITION OF INDIANA MICHIGAN POWER
COMPANY, AN INDIANA CORPORATION, FOR
(1) AUTHORITY TO INCREASE ITS RATES AND
CHARGES FOR ELECTRIC UTILITY SERVICE
THROUGH A PHASE IN RATE ADJUSTMENT; (2)
APPROVAL OF: REVISED DEPRECIATION
RATES; ACCOUNTING RELIEF; INCLUSION IN
BASIC RATES AND CHARGES OF QUALIFIED
POLLUTION CONTROL PROPERTY, CLEAN
ENERGY PROJECTS AND COST OF BRINGING
I&M'S SYSTEM TO ITS PRESENT STATE OF
EFFICIENCY; RATE ADJUSTMENT MECHANISM
PROPOSALS; COST DEFERRALS; MAJOR
STORM DAMAGE RESTORATION RESERVE
AND DISTRIBUTION VEGETATION
MANAGEMENT PROGRAM RESERVE; AND
AMORTIZATIONS; AND (3) FOR APPROVAL OF
NEW SCHEDULES OF RATES, RULES AND
REGULATIONS.

CAUSE NO. 44967

Tt S St Nt S S N N vt v v "t gt vl gt gt it e’ et

INDIANA MICHIGAN POWER COMPANY’S OBJECTIONS AND RESPONSES TO
INDIANA OFFICE OF UTILITY CONSUMER COUNSELOR’S
TWENTY-FIFTH SET OF DISCOVERY REQUESTS

Indiana Michigan Power Company (I&M), pursuant to 170 IAC 1.1-16 and the
discovery provisions of Rules 26 through 37 of the Indiana Rules of Trial Procedure, by its
counsel, hereby submits the following Objections and Responses to the Indiana Office Of
Utility Consumer Counselor's Twenty-fifth Set of Discovery Requests to Indiana Michigan

Power Company.

General Objections

The responses provided to the Requests have been prepared pursuant to a
reasonable and diligent investigation and search conducted in connection with the
Requests in those areas where information is expected to be found. To the extent the
Requests purport to require more than a reasonable and diligent investigation and search,
Petitioner objects on grounds that they include an undue burden and unreasonable
expense.
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Petitioner objects to the Requests to the extent they seek documents or information
which are not relevant to the subject matter of this proceeding and which are not
reasonably calculated to lead to the discovery of admissible evidence.

Petitioner objects to the Requests to the extent they seek an analysis, calculation,
or compilation which has not already been performed and which Petitioner objects to
performing.

Petitioner objects to the Requests to the extent they are vague and ambiguous and
provide no basis from which Petitioner can determine what information is sought.

Petitioner assumes no obligation to supplement these responses except to the
extent required by Ind. Tr. R. 26(E) (1) and (2) and objects to the extent the instructions
and/or requests purport to impose any greater obligation.

Petitioner objects to the Requests to the extent they seek information that is subject
to the attorney-client, work product, settlement negotiation or other applicable privileges.

The responses constitute the corporate responses of Petitioner and contain
information gathered from a variety of sources. Petitioner objects to the Requests to the
extent they request identification of and personal information about all persons who
participated in responding to each data request on the grounds that they are overbroad
and unreasonably burdensome given the nature and scope of the requests and the many
people who may be consulted about them.

Petitioner objects to the Requests to the extent the discovery sought is
unreasonably cumulative or duplicative, or is obtainable from some other source that is
more convenient, less burdensome, or less expensive.

Petitioner objects to the Requests to the extent the burden or expense of the
proposed discovery outweighs its likely benefit, taking into account the needs of the case,
the amount in controversy, the parties’ resources, the importance of the issues at stake in
litigation, and the importance of the proposed discovery in resolving the issues.

Without waiving these objections, Petitioner responds to the Requests in the
manner set forth below.

As to Objections,

N

Teresa Morton Nyhart (No. 14044-49)
Nicholas K. Kile (Atty. No. 15023-23)
Jeffrey M. Peabody (No. 28000-53)
BARNES & THORNBURG LLP

11 South Meridian Street
Indianapolis, Indiana 46204

Nyhart Phone: (317) 231-7716
Kile Phone: (317) 231-7768
Peabody Phone:  (317) 231-6465
Fax: (317) 231-7433
Nyhart Email: tnyhart@btlaw.com
Kile Email: nkile@btlaw.com
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Peabody Email:  jpeabody@btlaw.com

Attorneys for Indiana Michigan Power Company
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INDIANA OFFICE OF UTILITY CONSUMER COUNSELOR
DATA REQUEST SET NO. OUCC DR 25
IURC CAUSE NO. 44967

DATA REQUEST NO OUCC 25-01

REQUEST

Beginning on page 10, line 20, 1&M witness Nollenberger states “To arrive at the proposed
service charge, | prepared a marginal cost of connection analysis that computes the costs
associated with connecting the marginal or incremental residential customer to 1&M's
system.”

a. Please provide the Cause Number of all other IURC cases in which the same or similar
“marginal cost of connection analysis” was accepted by the Commission for purposes
of establishing service charges at Indiana utilities, and explain how the analysis in each
case is believed by I&M to be similar to the analysis presented by this witness.

b. Please provide the Cause Number of all other IURC cases in which marginal costs of
any category were accepted by the Commission as the basis for setting rates for
Indiana utilities, and explain how the analysis in each case is believed by I&M to
represent the acceptance by the Commission of a marginal cost analysis.

c. For purposes of this question, assume that the phrase “embedded cost methodology”
to mean the methodology used by the Company to calculate the service charge that
was proposed by I&M in its last base rate case (Cause No. 44075). Please calculate
and provide the service charge necessary to collect the revenue requirement for the
cost of connecting customers to I&M'’s system using an embedded cost methodology
rather than the marginal cost methodology presented in this witness’s testimony.

d. By proposing the use of “marginal cost” analysis for purposes of establishing “cost of
connection,” does 1&M intend to accept the validity of marginal cost analysis for other
revenue requirement categories, such as generation-related costs? If I&M does not
accept the validity of using marginal costs for every revenue requirement category,
please explain the basis that I&M would propose upon which the Commission should
judge reasonable the use of marginal cost analysis in setting revenue requirements for
different cost categories.

RESPONSE

a-b. 1&M objects to the request on the grounds and to the extent it seeks an analysis,
compilation or study which I&M has not performed and to which 1&M objects to performing.
I&M further objects to the request to the extent it seeks information that is publicly
available.

c. |1&M objects to subpart (c) of this Request to the extent it seeks an analysis, calculation,
or compilation which has not already been performed and which 1&M objects to
performing.

d. No. I&M's use of "marginal cost' analysis for purposes of establishing a "cost of
connection" is related to the collection of costs through appropriate price signals. It is not
proposed in this case as a method of establishing revenue requirements for generation-
related costs or other costs.
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INDIANA MICHIGAN POWER COMPANY
INDIANA OFFICE OF UTILITY CONSUMER COUNSELOR
DATA REQUEST SET NO. OUCC DR 25
IURC CAUSE NO. 44967

DATA REQUEST NO OUCC 25-03
REQUEST

Discussing the rationale for I&M'’s proposal to increase its service charge, Mr. Nollenberger
(at p. 13) states that the proposed increase “provides increased customer rate stability[.]”
Has I&M asked its customers whether they would prefer the “increased customer rate
stability” referenced here as opposed to keeping the service charge at a lower level? If so,
please explain how 1&M elicited such feedback from its customers and provide the results
of that investigation, including any survey instrument used and related data obtained as
part of that investigation.

RESPONSE

No. However, to the extent that I&M's proposed monthly residential service charge
collects a greater proportion of costs through a fixed charge component, rather than
through a variable charge component, I&M's proposal will indeed provide greater rate
stability.
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most parties agree any roll out of demand charges should be based on a full and
detailed understanding of the implications for that jurisdiction’s customers,
accompanied by mechanisms such as pilots or shadow billing over a multi-year
period.

At the time of writing this Manual, empirical data for demand-based rate
designs that are being implemented on a mandatory basis for large inves-

170

tor-owned utilities are limited."”” Thus, regulators should be wary of counting
on unsupported, promised benefits and cautious when plausible harm may
represent itself. It may be that pilots that hold their customer’s harmless could
be the best way forward. Regardless, more data should be available in the
future, as several utilities have submitted proposals to regulators and legisla-
tors. Whatever the implications of these newer rates may be, a regulator must
be comfortable with how the new rates will affect the jurisdiction before

implementing them.

2, Fixed Charges and Minimum Bills

Fixed charges (also called customer charges, facilities charges, and grid
access charges) are rates that do not vary by any measure of use of the system.
Fixed charges have a long history of use across the United States, and are a
fixture of many bills. Fixed charges have been used by utilities to recover a
base amount of revenue from customers for connection to the grid. Some argue
that, as the majority of a utility’s costs are fixed (at least in the short run), fixed
charges should reflect this reality and collect more (if not all) of such fixed
costs. Others argue that higher fixed charges dilute the conservation incentive,
fail to reflect the appropriate costs as fixed (long term rather than short term),
or should be set to recover only the direct costs of attaching to the utility’s

171

system.””’ This disagreement has been a part of utility rate cases for a century.

Those who argue that the majority of costs are fixed are using the potential

170 Rocky Mountain Institute, “Review of Alternative Rate Designs,” 76.

171 See the bibliography for more references on fixed charge rationale.

117 »
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increasing cost shift of what they view as fixed costs from DER customers to
other customers as an extension of previous justifications for fixed-charge
increases.'””

Higher fixed charges accomplish the goal of revenue stability for the
utility and, depending on the degree to which one agrees that utility costs are
fixed, match costs to causation. However, the interplay between collecting more
costs through a fixed charge and the volumetric rate may result in uneconomic
or inefficient price signals. Indeed, an increase in fixed charges should come
with an associated reduction in the volumetric rate. Lowering the volumetric
charge changes the price signal sent to a customer, and may result in more
usage than is efficient. This increased usage can lead to additional investments
by the utility, compounding the issue.'”

This potentiality also highlights the disconnect between costs and their
causation that a higher fixed charge may have. If higher usage leads to in-
creased investment, then it may be appropriate for the volumetric rate to
reflect the costs that will be necessary to serve it, which would point toward the
appropriateness of a lower fixed charge. In other words, it may be more reason-
able to lower the fixed costs and increase the volumetric rate, which would send
a more efficient price signal.

A related movement is the adoption of a minimum bill component.
California, which does not have a fixed charge component for residential
customer bills, adopted a minimum bill component to offset concerns raised by
its regulated utilities regarding the under-collection of revenue due to custom-
ers avoiding the costs of their entire electric bill and not having a balance owed

to the utility at the end of the month."”* In other words, some NEM customers in

172 For details on fixed charge proposals and decisions across the country, see NC Clean Energy
Technology Center’s The 50 States of Solar Report (https://nccleantech.ncsu.edu/?s=50+states+
of+solar&x=0&y=0), which is updated quarterly.

173 Synapse Energy Economics Inc., “Caught in a Fix: The Problem with Fixed Charges for
Electricity” (Synapse Energy Economics Inc., Cambridge, MA, February 9, 2016), 18.

174 Order Instituting Rulemaking on the Commission’s Own Motion to Conduct a Comprehensive
Examination of Investor Owned Electric Utilities’ Residential Rate Structures, the Transition to
Time Varying and Dynamic Rates, and Other Statutory Obligations, “Decision on Residential
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California were able to zero out the entirety of their bill, and avoid paying the
distribution utility any grid costs.'”® In a decision revamping its rate design, the
California Public Utilities Commission (PUC) adopted a minimum bill compo-
nent, which ensures that all customers pay some amount to the utility for
service. The California PUC set a minimum bill amount at $10, which is col-
lected from customers that have bills under $10. In April 2016, Massachusetts
passed the Solar Energy Act (MA Solar Act)."”® The MA Solar Act allows distri-
bution companies to submit to the DPU proposals for a monthly minimum
reliability contribution to be included on electric bills for distribution utility
accounts that receive net metering credits. Proposals shall be filed in a base
rate case or a revenue-neutral rate design filing and supported by cost of
service data. On the other hand, minimum bills eliminate the conservation
signal by encouraging consumption up to the minimum bill amount.'””

In either event, distribution utilities often dispute which components
are fixed and should be recovered from customers in a fixed charge or mini-
mum bill. As discussed previously, there is a great deal of disagreement as to
what constitutes a fixed cost. Are overhead costs fixed? What portion of the
distribution system is fixed?'”® Understanding and identifying fixed costs is a
key component to determining compensation to DER, revenue recovery for the
utility, and how to best balance utility financial health and the growth of DER.

Rate Reform for Pacific Gas and Electric Company, Southern California Edison Company, and
San Diego Gas & Electric Company and Transition to Time-of-Use Rates,” D.15-07-001, California
Public Utilities Commission (July 13, 2015).

175 Due to the structure of NEM at the time, those customers also avoided paying “non-bypassable
charges,” which included components like nuclear decommissioning costs and public purpose
charges, which are used to fund energy efficiency programs in California. Subsequent changes
to the NEM program have changed this situation.

176 Act Relative to Solar Energy. (2016, April 11). 2016 Mass. Acts, Chapter 75.

177 Lazar and Gonzalez, “Smart Rate Design.” See also Lisa Wood et al., Recovery of Utility Fixed
Costs: Utility, Consumer, Environmental and Economist Perspectives, Future Electric Utility
Regulation, Report No. 5 (Berkeley, CA: Lawrence Berkeley National Laboratory, June 2016),
58-59; Borenstein, “Economics of Fixed Cost Recovery,” 14-15.

178 See, e.g., the discussion of the minimum system and zero-intercept methods of cost allocation in
NARUG, Electric Utility Cost Allocation Manual, 136-42.

119 -
[ ]



ATTACHMENT JFW-8



Indiana Michigan Power Company - Indiana
DSM - 3 Year Plan
DSM Plan Program Summary
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Cause No. 44841

2018 2019 Average 3vyr.
2017 Program Program Program Annual Cost | Lifetime Cost Program 3 Yr. Gross |3 Yr. Gross
Operating 2017 Energy |2017 Demand Operating | 2018 Energy |2018 Demand Operating | 2019 Energy |2019 Demand| | of Conserved | of Conserved 3Yr. Net Operating Energy Demand
Budget Savings Savings Budget Savings Savings Budget Savings Savings Energy Energy Savings Budget Savings Savings
DSM Plan Direct Program* Program Description ) (kWh) (kw) ©® (kwh) (kW) ) (kWh) (kw) ($lkwh) ($/kwh) (kwh) ) (kwh) (kw)
Rebates for efficient residential
Home Energy Products  lighting & other electro- 1,863,726 | 13,132,892 1,965 1,635,506 | 10,796,000 1,628 1,383572 | 8,901,438 1,354 0.15 0.01 19,371,252 | 4,882,804 | 32,830,330 | 4,947
technologies
Income Qualified Low Income home weatherizaion 571,039 724,847 72 571,039 734,847 72 571,039 744,847 72 0.78 0.06 2,204,541 | 1,713,117 | 2,204,541 217
Weatherproofing & efficienc
Schools Energy Education |69y ducation for elementary 662,354 3,179,000 880 662,354 3,179,000 880 662,354 3,179,000 880 0.21 0.02 6,580,530 | 1,987,062 | 9,537,000 2,640
age children with take home kits
Home Appliance Recycling |Re0ates for pick up, and recycling 594,990 3,348,400 400 594,990 3,348,400 400 594,990 3,348,400 400 0.18 0.02 5,424,408 | 1,784,969 | 10,045,200 | 1,199
of refrigerators and freezers
Home New Construction s::;:izgg;e“'c'em new home 470,227 808,221 208 497,933 851,741 234 497,933 851,741 234 058 0.02 1,934,011 | 1,466,093 | 2,511,702 677
Home Weatherproofing | V2K through audit with rebates for | g5, ;5 1,129,074 103 518,143 1,129,074 103 518,143 1,129,074 103 0.46 0.03 2,811,393 | 1,554,429 | 3,387,221 309
EE Programs home weatherization & efficiency
Home Energy Engagement |/°M® consumption comparison 2,175,592 | 40,900,405 4,514 2,240,418 | 41,190,745 4,562 2,382,110 | 41,629,375 4,619 0.05 0.05 121,657,120 | 6,798,120 | 123,720,525 | 13,695
reports; online audit tool
Work Prescriptive Rebates :;Ezf::;;:”;";’ lighting, 3420980 | 29,042,325 5,765 2,792,166 | 22,877,500 4573 2,052,416 | 16,665,000 3,373 0.12 0.01 61,040,494 | 8,274,562 | 68,584,825 | 13,712
Work Custom Rebates :;Ebr?j‘f:n:‘;f:smm Célefficiency | 3850033 | 38,418,023 7,252 3223543 | 29,458,023 5817 3,066,780 | 27,648,023 5,489 011 0.01 88,837,383 | 10,143,256 | 95,524,068 | 18,559
Online & Walk through audits plus.
Work Direct Install direct install cost effective 437,543 1,999,500 267 416,489 1,799,550 241 395,435 1,599,600 214 0.23 0.02 5344,663 | 1,249,467 | 5,398,650 722
measures for small business
Public Efficient Upgrade existing inefficient
Streetlightin streetlighting with LED 1,872,655 | 5521964 0 1,872,655 | 5521,964 0 1,872,655 | 5,521,964 0 0.34 0.02 16,565,802 | 5,617,964 | 16,565,892 0
ghting streetlighting
EE Programs Total 16,449,182 | 138,204,650 | 21,428 15,025,235 | 120,886,843 | 18,509 13,997,426 | 111,218,461 | 16,739 012 0.01 331,771,688 | 45,471,843 | 370,309,954 | 56,675
Home Energy Management ’;2:’:9::\'3;""3' load 2495536 | 2,389,500 5,974 2,016,096 | 4,400,500 11,001 1,720,377 | 6,411,500 16,029 0.47 0.03 7,788,885 | 6,232,009 | 13,201,500 | 33,004
DSM Programs Work Energy Management |Active C&I load management 752,632 1,968,753 3,333 1,571,647 5,911,740 10,000 1,744,388 5,911,740 10,000 0.29 0.058 13,792,233 4,068,667 13,792,233 23,333
Electric Energy Utility distribution voltage control
Consumption Optimization |program to optimize & reduce end | 1,172,060 | 14,889,034 4,631 1,678,200 | 19,272,356 6,634 2,285574 | 24,942,364 8,725 0.09 0.009 59,103,753 | 5,135,924 | 59,103,753 | 19,991
(EECO) use consumption
DSM Programs Total [ 4420228 10247287 13938 || 5266032 20584596 27,635 || 5750339  37,265604 34754 || 018 | 001 | 66892638 | 15436599 | 86,007,486 | 76,328
Portfolio Totals [ 20869410 [ 157,451,938 | 35366 | | 20,291,268 | 150,471,438 | 46,145 || 19,747,765 | 148,484,064 | 51493 [[ 013 | 0.01 [ 398,664,326 [ 60,908,443 | 456,407,441 | 133,003
Portfolio Level Operating Costs (Indirect Operating Costs) Non-Behavior Measure NTG 80%
DSM Database & IT Support $200,000 $200,000 $200,000
Staff Development & Memberships $45,000 $45,000 $45,000 All Measures NTG 87%
Portfolio Marketing & Customer Awareness $100,000 $100,000 $100,000
Planning & Analytic Support $125,000 $125,000 $125,000
Program Development $50,000 $50,000 $50,000
Administrative Support $325,000 $325,000 $325,000
Customer Engagement Platforms (IM HOME, IM WORK) $250,000 $400,000 $500,000
Customer Energy Information & Messaging $150,000 $150,000 $150,000
Total Portfolio Level Operating Costs $1,245,000 $1,395,000 $1,495,000
Total 1&M Indiana DSM Plan Portfolio Operating Budget $22,114,410 $21,686,268 $21,242,765
Count of Direct Programs 14 14 14
DSM Plan Energy Savings as % 1&M IN Utility kWh Sales 0.92% 0.88% 0.87%
DSM Plan Operating Cost as % of 1&M IN Utility Revenues** 1.78% 1.74% 1.71%
DSM Plan Program Operating Cost $22,114,410 $21,686,268 $21,242,765
DSM Plan Energy Savings (kWh) 157,451,938 150,471,438 148,484,064
DSM Plan Operating Cost (cents/kwh saved) $0.14 $0.14 $0.14
Residential 12,747,477 12,650,977 12,875,899
cel 9,366,933 9,035,291 8,366,867
Check Total 0 0 0

* Costs shown in table reflect the Direct costs of the programs and EM&V costs; the indirect costs are summarized below the table and referred to as "Portfolio level" costs.

**1&M Indiana 2015 Forecast
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1
2
3 |I&M - Indiana Residential Sales Forecast
4

DSM/EE Savings

Sales Assumptions

5 (MWh) (MWh)
6 2017 4,177,559 78,424
7 2018 4,140,558 139,109
8 2019 4,054,424 139,109
9 2020 4,003,504 25,283
10 2021 4,017,705 25,283
11 2022 4,038,169 25,283
12 2023 4,062,723 25,283
13 2024 4,089,160 2,615
14 2025 4,121,010 22,335

Attachment JFW-9
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