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Introduction and Summary

Please state your name, occupation, and business address.
My name is Jonathan F. Wallach. | 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, | was a Research Associate at Energy Systems Research Group.
In 1987 and 1988, | was an independent consultant. From 1989 to 1990, | was
a Senior Analyst at Komanoff Energy Associates. | have been in my current
position at Resource Insight since 1990.

Over the past four decades, | 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. | have sponsored expert testimony in more than 90 state, provincial, and
federal proceedings in the U.S. and Canada, including before the Indiana
Utility Regulatory Commission (“the Commission”) in Cause Nos. 44967,
45029, 45159, and 45235. I include a detailed list of my previous testimony in
Attachment JFW-1.
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On whose behalf are you testifying?

I am testifying on behalf of the Citizens Action Coalition of Indiana, Inc.
(“CAC”), Indiana Community Action Association (“INCAA”), and
Environmental Working Group (“EWG”) (collectively, “Joint Intervenors” or
“JI").

Are you sponsoring any attachments?
Yes. | am sponsoring the following attachments:

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

e  Attachment JFW-2: Verified Statement of Jonathan Wallach supporting
Joint Motion to Amend Procedural Schedule, for Appropriate Relief,
and for Expedited Briefing (filed October 15, 2019)

e  Attachment JFW-3: CAC Data Request Sets 19 and 20 to DEI

e  Attachment JFW-4: National Association of Regulatory Utility
Commissioners, Electric Utility Cost Allocation Manual, 38-39 and 52-
53 (January, 1992)

e  Attachment JFW-5: DEI Response to CAC Data Request 12-4(d)

e  Attachment JFW-6: National Association of Regulatory Utility
Commissioners, Distributed Energy Resources Rate Design and
Compensation, 118 (November 2016)

e  Attachment JFW-7: James C. Bonbright, Principles of Public Utility
Rates, Columbia University Press, 331, 334, and 336 (1961)

e  Attachment JFW-8: Alfred E. Kahn, The Economics of Regulation, The
MIT Press, 85 (1988)

e  Attachment JFW-9: Paul J. Garfield and Wallace F. Lovejoy, Public
Utility Economics, Prentice-Hall, Inc., 155-156 (1964)

e  Attachment JFW-10: CAC Attachment 12.14B to DEI Response to CAC
Data Request 12-14

e  Attachment JFW-11: Citations to Marginal-Price Elasticity Studies
What is the purpose of your testimony?
On July 2, 2019, Duke Energy Indiana, LLC (“DEI” or “the Company”) filed

a petition (including supporting direct testimony) with the Commission for
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authority to increase electric rates. On September 9, 2019, DEI filed revised

direct testimony and exhibits, along with revisions to the Minimum Standard

Filing Requirements (“MSFR”).1
My testimony addresses the Company’s proposals to:

e Allocate among the various retail rate classes the forecasted revenue
deficiency for the 2020 test year based on the results of a cost-of-service
study (“COSS”), as discussed in direct testimony by DEI witness Maria
T. Diaz.

e Increase the monthly connection charge and modify the declining-block
rate structure for volumetric energy rates for residential customers, as
described by DEI witness Jeffrey R. Bailey.?

e Implement a Revenue Decoupling Mechanism (“RDM?”) for residential
and small-commercial customers, as discussed in direct testimony by DEI

witnesses Brian P. Davey, Daniel G. Hansen, and Robert E. Hevert.

Were you able to complete your analyses of these proposals by the filing
deadline for your direct testimony?

No. As described in detail in a motion filed on October 15, 2019 and
subsequent reply by the Indiana Office of Utility Consumer Counsel
(“OUCC”), CAC, and other intervenors in this proceeding (“Joint Motion™),

the Company’s petition was incomplete, poorly documented, and internally

1 The Company subsequently filed corrections to these revised MSFRs on September 26,
2019.

2 By “residential”, I mean in the context of cost allocation and rate design those customers

taking service under either Rate RS (Residential and Farm Electric Service) or Contract Rider
No. 6.3 (Optional High Efficiency Residential Service). However, | do not specifically address
the Company’s proposal regarding the discounted energy rate applicable to residential customers
taking service under Contract Rider No. 6.3.

Direct Testimony of Jonathan Wallach e Cause No. 45253 e October 30, 2019 Page 3
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1 inconsistent.3 As discussed in the Joint Motion, CAC first contacted DEI on
2 September 6, 2019 regarding major deficiencies in the Company’s petition.
3 Since that time, CAC, OUCC, and other intervenors have devoted an
4 inordinate amount of time and resources attempting to remedy these flaws
5 through multiple conference calls with DEI and informal data requests.4 At this
6 time, this effort is ongoing.>

7 Consequently, my analysis, findings, and conclusions at this point are
8 preliminary and subject to correction, revision, and additional analysis and
9 commentary. | therefore expressly reserve the right to supplement, revise, and
10 correct my testimony at a later date.

11 Q: Please summarize your findings and conclusions with regard to DEI’s
12 proposal for allocating the requested revenue increase.

13 A: The Commission should reject the Company’s proposal for allocating the

14 requested revenue deficiency because it relies solely on the results of a cost-
15 of-service study that does not allocate costs to customer classes in a manner
16 that reasonably reflects each class’s responsibility for such costs. Correcting
17 just for these misallocations in the Company’s COSS would reduce the
18 allocation of the requested revenue requirement to the residential class by
19 about $104 million.

20 Furthermore, the Commission should reject the Company’s proposal for
21 reducing the current “subsidy” to the residential class. After so many years

3 See Joint Movants’ Joint Motion to Amend Procedural Schedule, for Appropriate Relief,
and for Expedited Brief and subsequent Reply, which are incorporated here by reference.

4 Please see my affidavit supporting the Motion attached to this testimony (Attachment JFW-
2).

5> See CAC Data Request Sets 19 and 20 to DEI (Attachment JFW-3).
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without a rate case, residential customers are facing overwhelming rate shock
even without the increase necessary to reduce the alleged current “subsidy”.

Now is simply not the time to try to remedy the subsidies of the past.

Please summarize your findings and recommendations with regard to
DEI’s proposal to increase the residential connection charge.

The Company proposes two different connection charges depending on
whether the Commission approves the proposed Revenue Decoupling
Mechanism. Specifically, in the event that the Commission approves the
proposed RDM, DEI proposes to set the residential connection charge at $9.80
per residential bill, which is the Company’s estimate of the cost to connect a
residential customer. However, if the Commission rejects the RDM proposal,
DEI proposes to set the residential connection charge at $10.54 per residential
bill.

Regardless of whether the proposed RDM is approved, the Commission
should reject both of the Company’s proposals for setting the residential
connection charge. A $9.80 residential connection charge would recover $0.76,
or about 8%, more than the actual cost to connect a residential customer. In
other words, the Company’s estimate of residential connection cost overstates
the actual cost to serve by about 8%.

On the other hand, by the Company’s own admission, a $10.54 residential
connection charge would exceed the Company’s (overstated) estimate of the
cost to serve. Consequently, the Company’s proposal for a $10.54 residential
connection charge runs contrary to long-standing principles for designing cost-
based rates since it would inappropriately shift recovery of demand-related

costs from the volumetric energy rate to the fixed connection charge. As

Direct Testimony of Jonathan Wallach e Cause No. 45253 e October 30, 2019 Page 5
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explained in more detail below, the Company’s proposal to recover demand-

related costs through the residential connection charge would:

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

e  Dampen price signals to consumers for controlling their bills through
conservation or investments in energy efficiency or distributed renewable
generation.

Consequently, the Commission should reject both of the Company’s
proposals for the residential connection charge. Instead, | recommend that the
residential connection charge be maintained at the current rate of $9.01 per
residential bill, reflecting the actual cost to connect a residential customer.
Consistent with long-standing cost-causation and rate-design principles, a
monthly connection charge of $9.01 would provide for the recovery of the cost
of meters, service drops, and customer services required to connect a

residential customer.

Please summarize your findings and recommendations with regard to the
design of volumetric energy rates for residential customers.

The Company proposes two different declining-block rate structures for
residential energy rates depending on whether the Commission approves the
proposed Revenue Decoupling Mechanism. | have not been able to complete
my analysis of the Company’s proposals for residential energy rates at this
time due to extensive delays caused by inconsistencies in the Company’s rate
design workpapers and by the Company’s failure to-date to fully document its
derivation of the proposed energy rates, as explained in Joint Movants’ Motion

and subsequent Reply. However, my preliminary analysis indicates that DEI
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lacks a reasonable basis for continuing to employ a declining-block rate
structure for residential energy rates. The declining-block rate structures
proposed by DEI in either the with-RDM or without-RDM scenarios would
recover demand-related costs at a higher rate in the first energy block than in
the second and third blocks, and thereby would further dampen energy price
signals and promote inefficient customer behavior.

| will address the Company’s proposal regarding residential energy rates

in supplemental testimony.

Please summarize your findings and recommendations with regard to the
Company’s proposal to implement a Revenue Decoupling Mechanism for
residential and small-commercial customers.
| have not been able to complete my analysis of the Company’s proposal for a
Revenue Decoupling Mechanism at this time due to outstanding issues
regarding the Company’s forecast of residential billing determinants for the
2020 test year.6 However, my preliminary analysis indicates that the proposed
RDM would not provide any tangible economic benefits to residential
customers. To the contrary, over the proposed five-year RDM implementation
period, residential customers would be expected to pay more for electric
service with than without the RDM. In other words, the proposed RDM would
be expected to not only ensure, but also enhance revenue recovery for DEI and
its shareholders between rate cases.

I will address the Company’s RDM proposal in detail in supplemental
testimony once the outstanding issues regarding the Company’s forecast of

residential billing determinants for the 2020 test year are resolved.

6 See CAC Data Request Sets 19 and 20 (Attachment JFW-3). See also Joint Movants’ Motion

and subsequent Reply.
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1 Q: How isthe rest of your testimony organized?

2 A: In Section Il, I describe how the Company’s proposal for allocating the test-

3 year revenue deficiency relies on a COSS that misallocates production and
4 distribution plant costs. In Section Il1, | explain how DEI’s proposal to increase
5 the residential connection charge violates long-standing principles of cost-
6 based rate design, would give rise to unreasonable cost subsidization within
7 the residential class, and would dampen energy price signals. In Section 1V, |
8 address the Company’s proposal to maintain a declining-block rate structure
9 for residential volumetric energy rates. In Section V, | address DEI’s proposal
10 to implement a Revenue Decoupling Mechanism for residential and small-
11 commercial customers. Finally, 1 provide my conclusions and
12 recommendations in Section V1.

13 Il. Revenue Allocation

14 Q: Please describe the Company’s requested revenue increase.

15 A: The Company is requesting that electric retail base rates be increased on

16 average by 15.7% in order to recover an expected revenue deficiency of about
17 $394.6 million in the 2020 test year.” Of the total $394.6 million requested
18 base revenue increase, DEI proposes to allocate about $191.7 million to
19 residential customers. This amount represents a 19.4% increase over
20 residential test-year revenues under current rates.8

" MSFR Workpaper COSS24-MTD. The $394.6 million amount is net of utility receipts tax
revenue, which DEI proposes to recover through a separate surcharge on customers’ bills.

81d.

Direct Testimony of Jonathan Wallach e Cause No. 45253 e October 30, 2019 Page 8



10

11

12

13

14

15

16

17

18

19

20

21

22

JI Exhibit 1

What is the basis for the Company’s proposed allocation of the requested
base revenue increase to the residential class?

According to DEI witness Maria T. Diaz, the Company’s COSS served as the
basis for its revenue allocation proposal. Specifically, the Company’s COSS
Indicates that residential base revenues would have to be increased by about
$283.7 million, or about 28.7%, to achieve the requested rate of return.® Of
that total increase, the Company’s COSS indicates that about $96.9 million
represents the increase required to achieve the system average rate of return
under current rates.10 In other words, the Company’s COSS indicates that the
residential class is currently under-earning relative to the system average
achieved rate of return and that the current “subsidy” amounts to $96.9 million.
According to Ms. Diaz, DEI proposes to increase residential base revenues to

eliminate 5.1% of this current subsidy.1!

What is the purpose of a cost of service study?

The primary purpose of a cost of service study is to allocate a utility’s total
revenue requirements to individual customers or rate classes in a manner that
reasonably reflects each class’s responsibility for such revenue requirements.
In other words, the primary purpose of a cost of service study is to attribute
costs to customer classes based on how those classes cause such costs to be

incurred.

Please describe how the Company’s COSS allocates total-system retalil

revenue requirements to customer classes.

9 Calculated based on data provided in MSFR Workpaper COSS24-MTD and COSS20-MTD.
10 MSFR Workpaper COSS20-MTD.
11 Revised Direct Testimony of Maria T. Diaz, Cause No. 45253, 3 (September 9, 2019)

[Hereinafter “Revised Diaz Direct”].

Direct Testimony of Jonathan Wallach e Cause No. 45253 e October 30, 2019 Page 9
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1 A: In order to allocate costs to customer classes, the COSS first separates total
2 costs into production, transmission, distribution, and customer functions. Costs
3 in each function are then classified as energy-, demand-, or customer-related
4 based on whether costs are considered to be “caused” by energy sales, peak
5 demand, or the number of customers, respectively. Finally, costs classified as
6 either energy-, demand-, or customer-related are allocated to customer classes
7 In proportion to each class’s contribution to total-system energy sales, peak
8 demand, or number of customers, respectively.12
9 Q: Does the Company’s COSS reasonably allocate test-year revenue
10 requirements?
11 A: No. The Company’s COSS does not allocate costs to customer classes in a
12 manner that reasonably reflects each class’s responsibility for such costs. In
13 particular, the COSS misallocates production and distribution plant costs.
14 Q: How does the Company’s COSS misallocate production plant costs?
15 A: Asdescribed in detail below, the Company’s COSS over-allocates production
16 plant costs to classes with low load factors by inappropriately classifying all
17 such costs as demand-related.?® The COSS then compounds this error by
18 allocating demand-related plant costs based on each class’s contribution to
19 system peak in the four months of the year with the highest system peak
20 demands (“4CP allocator”), rather than based on the contribution to system
21 peak throughout the year (“12CP allocator”).

121d,, 7-10.

13 | oad factor is defined as the ratio of average demand to peak demand, where average

demand is annual energy requirements divided by 8760 (i.e., the number of hours in a year).

Direct Testimony of Jonathan Wallach e Cause No. 45253 e October 30, 2019 Page 10
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1 Q: How does the Company’s COSS misallocate distribution plant costs?

2 A: As discussed below, the Company’s COSS over-allocates distribution plant

3 costs to low-coincidence classes by allocating demand-related distribution
4 plant costs on the basis of customer maximum demand, rather than based on
5 customer demand coincident with class peaks.14

6 Q: Have you estimated the impact of these errors on the allocation of 2020
7 test-year revenue requirements to the residential class?

8 A: Yes.At CAC’srequest, DEI developed a spreadsheet version of its proprietary

9 COSS software model and then modified this COSS spreadsheet model to
10 correct for these misallocations.1> Correcting for these misallocations reduces
11 the allocation of 2020 test-year revenue requirements to the residential class
12 by $104 million at an equalized rate of return. With these corrections,
13 residential base revenues would need to be increased by about 18.2% to
14 achieve the requested rate of return. In other words, where the Company’s
15 COSS indicates that a 19.4% increase in residential revenues would achieve a
16 5.1% reduction in alleged current subsidies, this corrected COSS indicates that
17 an 18.2% increase in residential revenues would completely eliminate alleged
18 current subsidies.

14 Coincidence is defined as the ratio of the sum of individual customer demands at the time
of (i.e., coincident with) the class maximum demand to the sum of the individual customer
maximum demands (regardless of when such customer maximum demands occur).

15 As noted in Joint Movants’ Reply, CAC asked about how to make intervenor-requested
changes to the COSS spreadsheet model throughout September and October. After several weeks
of discussion, the Company provided the intervenor-requested modified version of its COSS
spreadsheet model to CAC and other parties on October 22, 2019 (labeled by the Company as
“DEI COSS Tie Out Version 4 MODEL RUN 3 10-22-19”). This spreadsheet, which DEI has
labeled as confidential, will be provided to the Commission in my workpaper submission.
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10

11

12

13

14

15
16
17
18
19
20
21
22
23
24
25
26

JI Exhibit 1

On the other hand, this corrected COSS indicates that residential base
revenues would need to be increased by only 16.8% if there were no reduction

to the alleged current subsidy.

Misclassification of Production Plant Costs

Why is it inappropriate to classify all production plant costs as demand-
related?

It is inappropriate because it is inconsistent with cost-causation. The
Company’s COSS classifies production plant costs as if such costs were
incurred solely for the purposes of meeting system reliability requirements,
and not at all for the purposes of minimizing the cost of meeting energy
requirements. However, under typical generation expansion planning
practices, plant investment choices are driven by both reliability and energy
requirements. As explained in NARUC’s Electric Utility Cost Allocation
Manual:

Cost causation is a phrase referring to an attempt to determine what,
or who, is causing costs to be incurred by the utility. For the
generation function, cost causation attempts to determine what
influences a utility’s production plant investment decisions. Cost
causation considers: (1) that utilities add capacity to meet critical
system planning reliability criteria such as loss of load probability,
loss of load hours, reserve margin, or expected unserved energy; and
(2) that the utility’s energy load or load duration curve is a major
indicator of the type of plant needed. The type of plant installed
determines the cost of the additional capacity. This approach is well
represented among the energy weighting methods of cost
allocation.16

16 National Association of Regulatory Utility Commissioners, Electric Utility Cost Allocation

Manual, 38-39 (January, 1992) (Attachment JFW-4).
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From a cost-causation perspective, investments in peaking plant are
appropriately classified as demand-related, since peaking units typically would
be the least-cost generation option for meeting an increase in peak demand and
planning reserve requirements. On the other hand, baseload or intermediate
plant costs in excess of peaking plant costs (so-called “capitalized energy”
costs) should be classified as energy-related, since these incremental costs are
incurred to minimize the total cost of meeting an increase in energy
requirements.

The Company’s COSS misclassifies these capitalized energy costs as
demand-related. As a result, the Company’s COSS over-allocates capitalized
energy costs to the residential class and under-allocates such costs to the
industrial classes since the residential class has a lower load factor than the

industrial classes.1’

Are there other classification methods that would classify the Company’s
production plant costs in a manner that reasonably reflects cost
causation?

Yes. For example, the Equivalent Peaker classification method classifies
production plant costs in a manner that reasonably reflects investment
decision-making under typical generation expansion planning practices, as

described above. According to the Electric Utility Cost Allocation Manual:

17 A customer class with a low load factor (relative to other classes) will be allocated a greater

percentage of demand-related costs than that of energy-related costs because that class’s
percentage contribution to total system demand is larger than its contribution to total system
energy requirement.
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Equivalent peaker methods are based on generation expansion
planning practices, which consider peak demand loads and energy
loads separately in determining the need for additional generating
capacity and the most cost-effective type of capacity to be added....

The premises of this and other peaker methods are: (1) that increases
in peak demand require the addition of peaking capacity only; and
(2) that utilities incur the costs of more expensive intermediate and
baseload units because of the additional energy loads they must
serve. Thus, the cost of peaking capacity can properly be regarded
as peak demand-related and classified as demand-related in the cost
of service study. The difference between the utility’s total cost for
production plant and the cost of peaking capacity is caused by the
energy loads to be served by the utility and is classified as energy-
related in the cost of service study.18

Have you reclassified the Company’s production plant costs using the
Equivalent Peaker method?

Yes. For this analysis, | estimated the demand- and energy-related portions of
the Company’s production plant costs based on data reported in the Company’s
FERC Form 1 report for 2018.19 | calculated the demand-related portion of
total plant costs for the Company’s generation portfolio as the product of: (1)
total plant capacity of the Company’s generation portfolio; and (2) the average
plant cost per kilowatt of plant capacity for the Company’s gas turbines. In
other words, the demand-related portion of total plant costs is what plant costs
would have amounted to if the Company’s generation capacity were priced at
the average cost per kilowatt for its gas turbines. The energy-related (or
capitalized energy) portion is then the excess of total plant costs over the

demand-related portion of total plant costs. Using this approach, I estimate that

18 Electric Utility Cost Allocation Manual, 52-53 (Attachment JFW-4).

19 The workpaper for my Equivalent Peaker analysis will be provided to the Commission in

my workpaper submission.
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1 30% of the Company’s production plant costs are demand-related and about

2 70% are energy-related.

3 B. Misallocation of Demand-Related Production Plant Costs

4 Q: How are demand-related production plant costs allocated to customer
5 classes in the Company’s COSS?

6 A: The Company’s COSS uses a 4CP allocator, which allocates such costs in

7 proportion to each class’s contribution to system peak demand in the four

8 months of the year with the highest system peaks. Specifically, with the 4CP

9 allocator, each class’s percentage share of total demand-related production
10 plant costs is calculated as the ratio of: (1) the average of the class’s demand
11 at time of system peak in the months of January, June, August, and September;
12 and (2) the average of system peak demands in those same four months.

13 Q: Isthe Company’s use of the 4CP allocator in the COSS a deviation from
14 past practice?

15 A: Yes. According to DEI witness Diaz, the Company’s long-standing practice

16 prior to this proceeding has been to allocate demand-related production plant
17 costs in proportion to each class’s contribution to the average of the 12 monthly
18 system peaks. In fact, according to Ms. Diaz, the Company’s use of the 12CP
19 allocator “was approved at least 13 times since 1971 in the Company’s retail
20 rate case proceedings”.20

21  Q: Why did DEI abandon long-standing practice in this proceeding?
22 A: According to Ms. Diaz, DEI agreed as part of a 2005 settlement agreement in

23 Cause No. 42873 to employ a 4CP allocator in the next rate case that followed

20 Revised Diaz Direct, 6.
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that Cause.2! This current proceeding is the first DEI rate case since the

Commission approved the settlement agreement in Cause No. 42873.

Did the Commission approve the use of the 4CP allocator as part of its
approval of the settlement agreement in Cause No. 42873?

No. To the contrary, the Commission explicitly declined to rule on the
reasonableness of the 4CP allocator:

While the Settlement Agreement sets forth an agreed upon framework
under which certain parties intend to address rate design issues in PSI’s
next rate case, we agree with Mr. Fagan that as the issue is sufficiently
unrelated to the matter presented to us for approval in this Cause it is not
necessary or appropriate for the Commission to affirm this understanding
and approach as part of this proceeding.2?

Which of these two allocators, 4CP or 12CP, most reasonably reflects each
class’s responsibility for demand-related production plant costs?

The 12CP allocator more reasonably reflects the drivers of the Company’s
investments in demand-related production costs and therefore allocates such
costs more consistently with cost-causation principles.

The 4CP allocator allocates demand-related production plant costs on the
basis of each class’s contribution to system peaks in the four months of the
year with the highest system peak demands. As discussed above, demand-
related production plant costs are incurred for the purposes of meeting reserve
requirements. Thus, the 4CP allocator allocates demand-related production
plant costs consistent with the notion that the Company’s planning reserve
requirements are driven solely by the four highest monthly system peaks in the

year.

21 d.

22 |URC Final Order, Cause No. 42873, 19 (March 15, 2006).
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In contrast, the 12CP allocator allocates demand-related production plant
costs on the basis of each class’s contribution to the twelve monthly system
peaks. Thus, the 12CP allocator allocates demand-related production plant
costs as if the Company’s planning reserve requirements are driven by system
peaks in all months of the year.

In reality, the Midcontinent Independent System Operator (“MISQO”)
determines the Company’s annual reserve requirements based on demand
throughout the year, not just on peak demand in the four months with the
highest peak demands. Specifically, MISO determines the amount of capacity
required for planning reserve based on the results of a loss of load probability
(“LOLP”) analysis that considers the daily contribution of the Company’s
demand to annual loss of load expectation (“LOLE”). Although lower than
demands in the peak demand months, demands in non-peak months can also
contribute to annual LOLE and thus to system reserve requirements at times
when margins between available capacity and demand are tight. For example,
the scheduling of plant maintenance during low-demand shoulder months can
reduce capacity margins during peak periods in those shoulder months and thus
increase annual LOLE and reserve requirements.

Thus, the Company’s investments in capacity to meet reserve
requirements are driven by demand in every month, not just by the demands
in peak months. Consequently, a 12CP allocator is a more reasonable measure
of each class’s contribution to the need for new reserve capacity than a 4CP

allocator.
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Misallocation of Distribution Plant Costs

How does the Company’s COSS allocate the costs of distribution poles,
conductors, and transformers?

The Company’s COSS allocates the costs of secondary poles, conductors, and
transformers on the basis of each class’s non-coincident peak demand
(“NCP”). Class non-coincident peak demand in any month is derived by
summing individual customers’ maximum demand during the month. The NCP
allocator derives each class’s percentage share of secondary distribution plant
costs calculated as the ratio of: (1) the average of the class’s monthly NCPs
over the year; and (2) the average over the year of the sum of all classes’ NCPs
in each month.

The Company’s COSS allocates the costs of primary poles and
conductors based on a weighted average of each class’s NCP and diversified
peak demand. Class diversified peak demand in any month is derived by
summing individual customers’ demand at the time of the class peak during
that month. In other words, class diversified peak demand is simply the

maximum demand for the class as a whole.

Does the NCP allocator reasonably reflect cost-causation?

No. The NCP allocator does not account for the effect of load diversity on
distribution equipment loading and thus does not reasonably reflect the drivers
of the Company’s distribution plant investment. By failing to account for load
diversity, the NCP allocator likely overstates the residential class’s
contribution to distribution costs and thus over-allocates such costs to the

residential class.
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1 Q: How does load diversity affect the sizing of distribution plant?

2 A: Residential customers reach their individual maximum demands on different

3 days and in different hours of the day. This diversity of demand among a group
4 of residential customers served by a piece of distribution equipment results in
5 a group peak demand that is lower than the sum of customers’ individual
6 maximum demands. As is typical for electric utilities, DEI sizes distribution
7 plant to meet the group peak, not to meet the sum of customers’ individual
8 maximum demands.23

9 Q: Why does the NCP allocator over-allocate distribution plant costs to the
10 residential class?

11 A: The NCP allocator over-allocates costs to the residential class because it does

12 not account for the effect of load diversity on equipment sizing and thus on
13 equipment cost.

14 Specifically, the NCP allocator does not account for the fact that
15 distribution equipment serving many small residential customers can be
16 smaller (and less expensive) than equipment that serves fewer large industrial
17 customers, even when the sum of the residential maximum demands is equal
18 to the sum of industrial maximum demands. As the number of customers
19 served by distribution equipment increases, so too does the diversity of
20 maximum hourly demands among those customers. And as the diversity of
21 maximum demands increases, so too does the variance between the sum of
22 individual customers’ maximum hourly demands (i.e., group NCP) and the
23 maximum demand for the group as a whole (i.e., group diversified demand.)
24 By not accounting for load diversity, the NCP allocator allocates cost to classes

23 See, e.9., DEI Response to CAC Data Request 12-4(d) (Attachment JFW-5).
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as if the sizing and cost of distribution equipment is driven by each class’s

NCP rather than by the class’s diversified demand on the equipment.

How should distribution plant costs be allocated?

In order to reasonably account for the effect of load diversity, distribution plant
costs should be allocated on the basis of each class’s diversified peak demand
(“DIV”). Specifically, each class’s allocated share of distribution plant costs
should be derived as the ratio of: (1) the average of the class’s monthly DIVs
over the year; and (2) the average over the year of the sum of all classes’ DIVs

in each month.

Residential Connection Charge

DEI’s Proposal to Increase the Residential Connection Charge

What is a connection charge?
A connection 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 fixed
connection charge for residential customers?

The Company proposes two different connection charges depending on
whether the Commission approves the proposed Revenue Decoupling
Mechanism (“RDM?”). In the event that the Commission approves the proposed
RDM, DEI proposes to increase the residential connection charge from $9.01
to $9.80 per residential bill.2* The proposed $0.79 increase represents a 9%

increase over the current connection charge.

24 Revised Direct Testimony of Jeffrey R. Bailey, Cause No. 45253, 7 (September 9, 2019)

[Hereinafter “Revised Bailey Direct”].
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If, however, the Commission rejects the RDM proposal, DEI proposes to
set the residential connection charge at $10.54 per residential bill.2> The
proposed $1.53 increase in this case represents a 17% increase over the current

connection charge.

How did DEI derive the residential connection charges proposed for the
with- and without-RDM scenarios?
According to Company witness Jeffrey R. Bailey, DEI set the proposed with-
RDM residential connection charge to recover costs classified as customer-
related and allocated to the residential class in the Company’s COSS. These
costs include the costs for meters, service drops, metering and billing, other
customer services, and bad debt.26

The Company has not explained how it derived its proposed rate for the
without-RDM residential connection charge. However, because the without-
RDM connection charge would be set at a higher rate than the with-RDM
connection charge, the proposed without-RDM residential connection charge
would inappropriately recover costs that are classified as demand-related in

the Company’s COSS as explained below.

25 d.

26 1d., 6.
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DEI’s Proposals for the Residential Connection Charge Violates Principles

of Cost-Based Rate Design

What are the relevant considerations in designing cost-based rates for
residential customers?

As the Commission recognized in Cause No. 44576, the primary challenge in
rate design is to reflect the costs that customers impose on the system, both to
encourage them to use utility resources responsibly and to share costs fairly:

Cost recovery design alignment with cost causation principles sends
efficient price signals to customers, allowing customers to make informed
decisions regarding their consumption of the service being provided.2?

Accordingly, fixed connection charges should reflect the fact that each
customer contributes equally to certain types of costs (e.g., meter costs)
regardless of that customer’s energy usage. Volumetric energy rates, on the
other hand, recognize that customers of different sizes and load profiles
contribute to other types of costs (e.g., generation plant costs) at different
levels. If usage-driven costs are inappropriately collected through fixed
connection charges, then customers will have reduced incentives to control
their bills through conservation or investments in energy efficiency or

distributed renewable generation.28

Given these considerations, what categories of costs are appropriately

recovered through the volumetric energy rate?

21 JURC Final Order, Cause No. 44576, 72 (March 16, 2016).

28 National Association of Regulatory Utility Commissioners, Distributed Energy

Resources Rate Design and Compensation, 118 (November 2016), available at
https://pubs.naruc.org/pub/19FDF48B-AA57-5160-DBA1-BE2E9C2F7EAOQ (excerpt included
as Attachment JFW-6).
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1 A: In order to provide efficient price signals, volumetric energy rates should be

2 set at levels that recover those categories of costs that tend to increase with
3 customer usage over the long run, including plant, fuel, and O&M costs for the
4 production, transmission, and distribution functions, along with certain
5 customer-service costs that tend to vary with usage such as uncollectible
6 costs.29 In other words, volumetric energy rates should reflect long-run
7 marginal costs.
8 As James Bonbright explains in his seminal text Principles of Public
9 Utility Rates:

10 In view of the above-noted importance attached to existing utility

11 rates as indicators of rates to be charged over a somewhat extended period

12 in the future, one may argue with much force that the cost relationships to

13 which rates should be adjusted are not those highly volatile relationships

14 reflected by short-run marginal costs but rather those relatively stable

15 relationships represented by long-run marginal costs. The advantages of

16 the relatively stable and predictable rates in permitting consumers to make

17 more rational long-run provisions for the use of utility services may well

18 more than offset the admitted advantages of the more flexible rates that

19 would be required in order to promote the best available use of the existing

20 capacity of a utility plant.30

21 I conclude this chapter with the opinion, which would probably

22 represent the majority position among economists, that, as setting a

23 general basis of minimum public utility rates and of rate relationships, the

24 more significant marginal or incremental costs are those of a relatively

25 long-run variety — of a variety which treats even capital costs or “capacity

26 costs” as variable costs.31

29 Uncollectible costs are the billed amounts not recovered from customers as a result of those
customers’ non-payment of all or a portion of their monthly bills.

30 James C. Bonbright, Principles of Public Utility Rates. Columbia University Press, 334
(1961), available at media.terry.uga.edu/documents/exec_ed/bonbright/
principles_of public_utility rates.pdf (excerpt included as Attachment JFW-7).

311d., 336.
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1 Almost three decades later, Alfred Kahn affirmed Bonbright’s opinion in

N

his text, The Economics of Regulation:

... the practically achievable benchmark for efficient pricing is more
likely to be a type of average long-run incremental cost, computed for a
large, expected incremental block of sales, instead of SRMC [short-run
marginal cost] ....32

o O bW

7 Q: Which costs are appropriately recovered through the fixed connection
8 charge?

9 A: In contrast to the volumetric energy rate, the fixed connection charge is

10 intended to reflect the cost to connect a customer who uses very little or zero
11 energy to the distribution system. Such “customer connection costs” are
12 generally limited to plant and maintenance costs for a service drop and meter,
13 along with meter-reading, billing, and other customer-service expenses. As
14 Bonbright explains:

15 But this twofold distinction [between demand and energy in rate design]

16 overlooks the fact that a material part of the operating and capital costs of

17 utility business is more directly and more closely related to the number of

18 customers than to energy consumption on the one hand or maximum

19 kilowatt demand on the other hand. The most obvious examples of these

20 so-called customer costs are the expenses associated with metering and

21 billing.33

22 In their text, Public Utility Economics, economists Paul Garfield and
23 Wallace Lovejoy also describe which costs are truly customer-related and
24 therefore appropriately recovered through the fixed connection charge:

32 Alfred E. Kahn, The Economics of Regulation, The MIT Press, 85 (1988) (excerpt included
as Attachment JFW-8).

33 Bonbright, op. cit., 311 (excerpt included as Attachment JFW-7).
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The purpose of both the connection charge and the minimum charge is to
cover at least some of the costs incurred by the utility whether or not the
customer uses energy in a particular month. For small customers under
the block meter-rate schedule, a charge of this kind is intended to cover
the expenses relating to meter service and maintenance, meter reading,
accounting and collecting, return on the investment in meters and the
service lines connecting the customer’s premises to the distribution
system, and others. Such expenses as these represent as a minimum the
“readiness-to-serve” expenses incurred by the utility on behalf of each
customer.34

More recently, Severin Borenstein restated these principles for designing
cost-based fixed connection charges as follows:

When having one more customer on the system raises the utility’s costs
regardless of how much the customer uses — for instance, for metering,
billing, and maintaining the line from the distribution system to the house
— then a fixed charge to reflect that additional fixed cost the customer
imposes on the system makes perfect economic sense. The idea that each
household has to cover its customer-specific fixed costs also has obvious
appeal on ground of fairness or equity.3%

Are either of the Company’s proposals for the residential connection
charge consistent with these long-standing principles of cost-based rate
design?

No. Contrary to these principles, DEI proposes to recover through the with-
RDM fixed connection charge not just customer connection costs — i.e., the
costs for meters, service drops, and customer services — but also uncollectible
costs. For the without-RDM residential connection charge, DEI proposes to

recover both uncollectible costs and a portion of the costs classified as

34 paul J. Garfield and Wallace F. Lovejoy, Public Utility Economics, Prentice-Hall, Inc., 155-

156 (1964) (excerpt included as Attachment JFW-9).

35 Severin Borenstein, “What’s So Great About Fixed Charges?” (2014), available at

https://energyathaas.wordpress.com/2014/11/03/whats-so-great-about-fixed-charges/.
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1 demand-related and allocated to the residential class under the Company’s

2 COSS in addition to minimum connection costs.

3 Q: Whyisthe Company’s proposal to recover uncollectible costs through the
4 residential connection charge inconsistent with cost-based rate design?

5 A: Uncollectible costs tend to vary with revenues and thus with usage. Thus, as
6 discussed above, such costs are appropriately recovered through the

7 volumetric energy rate.

8 Q: |Is it reasonable to recover demand-related costs through the fixed
9 connection charge, as the Company proposes for the without-RDM
10 residential connection charge?

11 A: No.Asdiscussed in detail below, the Company’s proposal to recover more than

12 customer connection cost through the residential connection charge would give
13 rise to cost subsidization within the residential class and would dampen energy
14 price signals to consumers for controlling their bills through conservation or
15 investments in energy efficiency or distributed renewable generation.

16 Q: Have you estimated the cost to connect a residential customer based on
17 the results of the Company’s COSS?
18 A: Yes. Asshown in Table 1 below, | estimate a residential cost of connection of

19 $9.04 per residential per bill.

20 Q: How did you derive your estimate of the cost to connect a residential
21 customer to the distribution grid?
22 A: The Company’s COSS allocates to the residential class about $88.4 million in

23 customer-related costs.3¢ | then adjusted this total in order to remove

36 Petitioner’s Exhibit 7-H (MTD), Schedule 1.
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1 uncollectible costs for the reasons discussed above.37 Dividing the net amount
2 of $81.6 million by the number of residential bills yields a connection cost of
3 $9.04 per residential bill.38
4 Table 1: Derivation of the Cost to Connect a Residential Customer
Residential Residential
Cost Bills Cost per Bill

Customer-Related Cost $88,449,267 9,025,558 $9.80

Less

Uncollectible Expense $(6,817,390) 9,025,558 $(0.76)

Total $81,631,877 $9.04

5 Q: What accounts for the $1.50 difference between your $9.04 estimate for
6 the cost to connect a residential customer and the $10.54 without-RDM
7 fixed connection charge proposed by DEI?

8 A: Asshown above in Table 1, $0.76 of the $1.50 difference between my $9.04

9 customer connection cost and the $10.54 without-RDM connection charge
10 proposed by DEI represents load-varying uncollectible costs that should be
11 recovered through volumetric energy rates. The remaining $0.74 difference
12 represents costs classified as demand-related in the Company’s COSS that
13 would be inappropriately recovered through the fixed connection charge under
14 the Company’s without-RDM proposal. As discussed below, this shift in
15 recovery of load-varying and demand-related costs from the volumetric energy
16 rate to the fixed connection charge would give rise to cost subsidization within

37 The Company provided its estimate of uncollectible costs allocated to the residential class
in the Company’s COSS in CAC Attachment 12.14B to DEI Response to CAC Data Request 12-
14 (Attachment JFW-10).

38 The number of residential bills is provided in Petitioner’s Exhibit 7-H (MTD), Schedule 1.

Direct Testimony of Jonathan Wallach e Cause No. 45253 e October 30, 2019 Page 27



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JI Exhibit 1

the residential class and would dampen energy price signals to consumers for
controlling their bills through conservation or investments in energy efficiency

or distributed renewable generation.

DEI’s Proposal for the Residential Connection Charge Would Lead to

Intra-Class Cost Subsidization

How would the Company’s proposal to increase the residential connection
charge cause intra-class subsidization?

As discussed above, DEI’s proposal to increase the residential connection
charge in the without-RDM scenario would shift recovery of both load-varying
and demand-related costs from the volumetric energy rate to the fixed
connection charge. Such load-varying or demand-related costs are driven by
residential load and are therefore appropriately recovered from residential
customers in proportion to their contribution to total load. To the extent that
load-varying or demand-related costs are recovered at a fixed rate through the
residential connection charge rather than at a volumetric rate through the
energy charge, residential customers with below-average usage would bear a
disproportionate share of demand-related costs and consequently subsidize
customers with above-average usage. In this case, a residential customer with
below-average usage will pay more, and a residential customer with above

average-usage will pay less, than their fair share of such costs.

What is the extent of the intra-class subsidization under the Company’s
proposal for the without-RDM residential fixed connection charge of
$10.54?

As explained above, the $1.50 difference between customer connection cost

and the without-RDM residential connection charge proposed by DEI
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represents load-varying or demand-related costs that would be inappropriately
recovered from each residential customer every month through a fixed charge
on the customer’s bill. As indicated in Table 1 above, DEI estimates about 9.0
million residential bills in the test year. This means that about $13.5 million of
load-varying or demand-related costs would be recovered annually through the
residential fixed connection charge under the Company’s proposal for the
without-RDM scenario.3?

If the load-varying and demand-related costs recovered through the
residential fixed connection charge under the Company’s proposal for the
without-RDM scenario were instead recovered through the volumetric energy
rate (as | propose), each residential customer would contribute to recovery of
these costs in proportion to their usage. The Company estimates residential
sales in the test year of about 8.7 million megawatt-hours.% Therefore, if the
$13.5 million of load-varying or demand-related costs continued to be
recovered through the volumetric energy rate rather than through the fixed
connection charge, they would be charged at a rate of 0.16 cents per kilowatt-
hour (“¢/kWh”).41 In this case, a residential customer with below-average
monthly usage of 500 kWh would contribute about $9 per year toward
recovery of the $13.5 million of load-varying or demand-related costs while a

customer with above-average monthly usage of 1,500 kWh would contribute

39 The $13.5 million result is derived by taking the product of the annual number of residential

bills (9.0 million) and the amount of load-varying or demand-related costs that would be
recovered through the proposed without-RDM residential connection charge ($1.50 per bill).

40 petitioner’s Exhibit 7-H (MTD), Schedule 1.
41 The 0.16¢/kWh result is derived by dividing $13.5 million by residential sales of 8.7

million megawatt-hours.
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about $28 per year.42 Thus, under my proposal, the 1,500 kWh customer would
contribute three times more than the 500 kWh customer, in direct proportion
to their usage and consistent with accepted principles of cost-causation.

In contrast, under the Company’s proposal to recover $13.5 million of
load-varying and demand-related costs through the fixed connection charge,
each residential customer would contribute $18 per year toward recovery of
such costs regardless of that customer’s usage. A below-average 500 kWh
customer would therefore pay almost double their fair share of these load-
varying and demand-related costs under the Company’s proposal while an
above-average 1,500 kWh customer would pay less than two-thirds of their

fair share.

DEI’s Proposal for the Residential Connection Charge Would Dampen

Energy Price Signals

Would the Company’s proposal to increase the residential connection
charge send appropriate price signals?

No. As discussed above, DEI proposes to set the without-RDM residential
connection charge at a rate that greatly exceeds the cost to connect a residential
customer. The amount in excess of the customer connection cost represents
usage-related costs that are more appropriately recovered in the volumetric
energy rate. However, under the Company’s proposal, this excess over the
customer connection cost would instead be inappropriately recovered through
the fixed connection charge. This shift in the recovery of usage-related costs

from the volumetric energy rate to the fixed connection charge would dampen

42 Based on data provided in Schedule 1 of Petitioner’s Exhibit 7-H (MTD), | estimate

monthly usage of about 960 kWh for an average residential customer.
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price signals and discourage economically efficient behavior by residential

customers.

To what extent would the Company’s proposal to increase the residential
fixed connection charge dampen price signals provided by the residential
volumetric energy rate?

With a fixed amount of revenue requirements to be recovered from the
residential class, the higher the residential fixed connection charge, the lower
the volumetric energy rate, and vice versa. With the residential fixed
connection charge set at $10.54 in the without-RDM proposal, DEI proposes
an average volumetric energy rate (average across the three proposed energy
blocks) of 12.51¢/kWh in order to recover the proposed allocation of test year
revenue requirements to residential customers.*? If, instead, the fixed
connection charge were set at the cost-based rate of $9.04, | estimate that the
average volumetric energy rate would have to be increased to 12.67¢/kWh to
recover the same allocated revenue requirement.

In other words, DEI is proposing an average residential energy rate for
the without-RDM scenario that is 0.16¢/kWh, or about 1.2%, less than what
the volumetric rate would be if the residential fixed connection charge were
set at the cost-based rate of $9.04. Thus, the Company’s proposal for the
without-RDM residential connection charge would dampen the price signal

provided by the volumetric energy rate by about 1.2%.44

43 Calculated based on data provided in ‘1-5-16(a)(2) Workpaper 2_RS Rate Design

Summary. XLSM’.

44 To be precise, the Company’s proposal for the residential connection charge would dampen

price signals by about 1.2% if DEI were proposing a flat energy rate. As discussed in Section IV
below, the Company’s proposal to maintain a declining-block rate structure would even further
dampen price signals.
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1 Q: How would residential customers likely respond to the reduction in the
2 energy price signal resulting from the Company’s proposal for the
3 residential connection charge?

4 A: Since the volumetric energy rate under the Company’s proposals for the

5 residential connection charge would be lower than the volumetric energy rate
6 with a cost-based fixed connection charge of $9.04, we would expect
7 residential customers to consume more energy with the Company’s proposed
8 connection charges than they would with a cost-based connection charge. The
9 magnitude of the increase in energy consumption would depend on: (1) the
10 extent to which the volumetric energy rate with the Company’s proposed
11 residential connection charge is lower than the volumetric energy rate with a
12 cost-based connection charge; and (2) the price elasticity of electricity demand.

13 Q: What is the price elasticity of electricity demand?

14 A Residential customers respond to the price incentives created by the electrical

15 rate structure. Those responses are generally measured as price elasticities, i.e.,
16 the ratio of the percentage change in consumption to the percentage change in
17 price. Price elasticities are generally low in the short term and rise over several
18 years, because customers have more options for increasing or reducing energy
19 usage in the medium to long term. For example, a review by Espey and Espey
20 (2004) of 36 articles on residential electricity demand published between 1971
21 and 2000 reports short-run elasticity estimates of about —0.35 on average
22 across studies and long-run elasticity estimates of about —0.85 on average
23 across studies.*® In other words, on average across these studies, consumption

45 The citation for this study is provided in Attachment JFW-11.
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1 decreased by 0.35% in the short term and by 0.85% in the long term for every
2 1% increase in price.

3 Studies of electric price response typically examine the change in usage
4 as a function of changes in the marginal rate paid by the customer.46 Table 2
5 below lists the results of seven studies of marginal-price elasticity over the last
6 forty years.4’

Table 2: Summary of Marginal-Price Elasticities

Authors Date Elasticity Estimates

Acton, Bridger, and Mowill 1976 —0.35t0 -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 t0 —-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-block 2014 —0.13 in 3" year of phased-in

rate rate

7 Q: What would be a reasonable estimate of the marginal-price elasticity for
8 changes in the residential volumetric energy rate?
9 A: From Table 2, it appears that —0.3 would be a reasonable mid-range estimate

10 of the impact over a few years.

11 Q: What would be a reasonable estimate of the effect on energy use from the
12 Company’s proposal for the residential fixed connection charge for the

13 without-RDM scenario?

46 For residential customers, that would be the energy rate.

47 The citations for these studies are provided in Attachment JFW-11.
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As discussed above, if the residential connection charge were increased as
proposed by DEI for the without-RDM scenario, the volumetric energy rate
would be about 1.2% less than what the volumetric energy rate would be if the
residential connection charge were set at the cost-based rate of $9.04.
Assuming an elasticity of —0.3, this 1.2% reduction in the volumetric energy
rate would result in an increase in energy consumption of about 0.4% for the
average residential customer. This means that all else equal, residential load
after a few years with a residential connection charge as proposed by DEI
under the without-RDM scenario would be expected to be about 0.4% higher
than it would have been if the residential connection charge had been set at the

cost-based rate of $9.04.

Residential Energy Rates

Please describe the current structure of the Company’s volumetric energy
rates for residential customers.

The Company’s residential energy rates currently employ a “declining-block”
rate structure. Under a declining-block rate structure, a customer pays a higher
volumetric rate for usage up to a certain threshold amount (i.e., a “block” of
usage) than for usage that exceeds that threshold. The Company’s current
residential energy rate uses three energy blocks: (1) for monthly usage up to
300 kWh; (2) for monthly usage between 301 and 1,000 kWh; and (3) for
monthly usage in excess of 1,000 kWh. Residential customers currently pay a
rate of: (1) 8.91¢/kwWh for monthly usage up to 300 kWh; (2) 5.19¢/kWh (a
42% discount from the first-block rate) for monthly usage in excess of 300kWh
but up to 1,000 kWh; and (3) 4.26¢/kWh (an 18% discount from the second-
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block rate and a 48% discount from the first-block rate) for monthly usage in
excess of 1,000 kWh.48

Please describe the Company’s proposal with regard to the design of
volumetric energy rates for residential customers.

The Company proposes two different declining-block rate structures for
residential energy rates depending on whether the Commission approves the
proposed Revenue Decoupling Mechanism (“RDM?”). In both cases, DEI
proposes to continue employing three energy blocks. For the without-RDM
block energy rates, DEI proposes to reduce the discounts between the first and
second block rates and between the second and third block rates compared to
the current block rate discounts. For the with-RDM block energy rates, the

Company proposes to narrow the spread between block rates even further.

Have you completed your analysis of the Company’s proposal for the
design of residential energy rates?

No. | have not been able to complete my analysis of the Company’s proposals
for residential energy rates at this time due to extensive delays caused by
Inconsistencies in the Company’s rate design workpapers and by the
Company’s failure to-date to fully document its derivation of the proposed
energy rates. However, my preliminary analysis indicates that DEI lacks a
reasonable basis for continuing to employ a declining-block rate structure for
residential energy rates. The declining-block rate structures proposed by DEI
in either the with-RDM or without-RDM scenarios would recover demand-

related costs at a higher rate in the first energy block than in the second and

48 For residential customers taking service under Contract Rider No. 6.3 (Optional High

Efficiency Residential Service), the third-block rate of 4.26¢/kWh applies solely in the months
July through October. For all other months, the third-block rate is 3.62¢/kWh.
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third blocks, and thereby would further dampen energy price signals and
promote inefficient customer behavior.
| will address the Company’s proposal regarding residential energy rates

in supplemental testimony.

Revenue Decoupling Mechanism

Have you completed your analysis of the Company’s proposal to
implement a Revenue Decoupling Mechanism?
No. I have not been able to complete my analysis of the Company’s proposal
for a Revenue Decoupling Mechanism at this time due to outstanding issues
regarding the Company’s forecast of residential billing determinants for the
2020 test year.49 However, my preliminary analysis indicates that the proposed
RDM would not provide any tangible economic benefits to residential
customers. To the contrary, over the proposed five-year RDM implementation
period, residential customers would be expected to pay more for electric
service with than without the RDM. In other words, the proposed RDM would
be expected to not only ensure, but also enhance revenue recovery for DEI and
its shareholders between rate cases.

I will address the Company’s RDM proposal in detail in supplemental
testimony once the outstanding issues regarding the Company’s forecast of

residential billing determinants for the 2020 test year are resolved.

49 See CAC Data Request Sets 19 and 20 (Attachment JFW-3).
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Conclusions and Recommendations

What do you conclude with regard to DEI’s proposal for allocating the
2020 test-year revenue deficiency?

The Commission should reject the Company’s proposal for allocating the
requested revenue deficiency because it relies on the results of a class cost-of-
service study that does not allocate production and distribution plant costs in a
manner that reasonably reflects each class’s responsibility for such costs.
Correcting for this misallocation yields dramatically different results for the
residential class. Specifically, the Company’s COSS indicates that residential
base revenues would have to be increased by about $283.7 million, or about
28.7%, to achieve the requested rate of return. In contrast, the corrected COSS
Indicates that residential base revenues would have to be increased by about

$179.9 million, or about 18.2%, to achieve the requested rate of return.

What do you conclude with respect to the Company’s proposal to increase
the residential fixed connection charge?
The Company proposes two different connection charges depending on
whether the Commission approves the proposed Revenue Decoupling
Mechanism (“RDM?”). Specifically, in the event that the Commission approves
the proposed RDM, DEI proposes to set the residential connection charge at
$9.80 per residential bill, which is the Company’s estimate of the cost to
connect a residential customer. However, if the Commission rejects the RDM
proposal, DEI proposes to set the residential connection charge at $10.54 per
residential bill.

Regardless of whether the proposed RDM is approved, the Commission
should reject both of the Company’s proposals for setting the residential

connection charge. A $9.80 residential connection charge would recover $0.76,
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or about 8%, more than the actual cost to connect a residential customer. In
other words, the Company’s estimate of residential connection cost overstates
the actual cost to serve by about 8%.

On the other hand, by the Company’s own admission, a $10.54 residential
connection charge would exceed the Company’s (overstated) estimate of the
cost to serve. Consequently, the Company’s proposal for a $10.54 residential
connection charge runs contrary to long-standing principles for designing cost-
based rates since it would inappropriately shift recovery of load-related costs
from the volumetric energy rate to the fixed connection charge. The
Company’s proposal to recover load-related costs through the residential
connection charge would 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.

Consequently, the Commission should reject both of the Company’s
proposals for the residential connection charge. Instead, | recommend that the
residential connection charge be maintained at the current rate of $9.01 per
residential bill, reflecting the actual cost to connect a residential customer.
Consistent with long-standing cost-causation and rate-design principles, a
monthly connection charge of $9.01 would provide for the recovery of the cost
of meters, service drops, and customer services required to connect a

residential customer.

What do you conclude with respect to DEI’s proposal to implement a
declining-block structure for residential volumetric energy rates?
| have not been able to complete my analysis of the Company’s proposals for

residential energy rates at this time due to extensive delays caused by
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Inconsistencies in the Company’s rate design workpapers and by the
Company’s failure to-date to fully document its derivation of the proposed
energy rates. However, my preliminary analysis indicates that DEI lacks a
reasonable basis for continuing to employ a declining-block rate structure for
residential energy rates. The declining-block rate structures proposed by DEI
in either the with-RDM or without-RDM scenarios would recover demand-
related costs at a higher rate in the first energy block than in the second and
third blocks, and thereby would further dampen energy price signals and
promote inefficient customer behavior.

| will address the Company’s proposal regarding residential energy rates

in supplemental testimony.

What do you conclude with regard to the Company’s proposal to
implement a Revenue Decoupling Mechanism?
| have not been able to complete my analysis of the Company’s proposal for a
Revenue Decoupling Mechanism at this time due to outstanding issues
regarding the Company’s forecast of residential billing determinants for the
2020 test year. However, my preliminary analysis indicates that the proposed
RDM would not provide any tangible economic benefits to residential
customers. To the contrary, over the proposed five-year RDM implementation
period, residential customers would be expected to pay more for electric
service with than without the RDM. In other words, the proposed RDM would
be expected to not only ensure, but also enhance revenue recovery for DEI and
its shareholders between rate cases.

I will address the Company’s RDM proposal in detail in supplemental
testimony once the outstanding issues regarding the Company’s forecast of

residential billing determinants for the 2020 test year are resolved.
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1 Q: Does this conclude your direct testimony?
2 A: Yes, at this time. However, | expressly reserve the right to supplement, revise,

3 and correct my testimony at a later date.
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JONATHAN F. WALLACH

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

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.

“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.
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“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 llI.
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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 critiques proposed modifications to Long Island Lighting
Company’s DSM programs from the perspective of least-cost-planning
principles.

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.

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 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.

2000 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 PJIM transmission owners.

2001 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.

2002 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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Benefits of proposed settlement to ratepayers. Standard-offer service.
Procurement of supply.

2003 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.

2004 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.

2005 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.

2006 Maryland PSC Case No. 9052, Baltimore Gas & Electric rates and market-
transition plan; Maryland Office of People’s Counsel, February 2006.

Jonathan F. Wallach e Resource Insight, Incorporated Page 9
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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.
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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.

2008 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 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.

2010 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, Rebulttal,
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.
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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.

2011 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.

2012 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 Case 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).
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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.

2013 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.

2014 Maryland PSC Case 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.
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Estimation of retail costs of power supply for residential standard-offer service.

PUC Ohio Case 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.

2015 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.
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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.
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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.

Indiana Utility Regulatory Commission Cause No. 44967, Indiana Michigan
Power Company electric rates; Citizens Action Coalition of Indiana, Indiana
Coalition for Human Services, Indiana Community Action Association, and
Sierra Club. Direct, November 2017.

Cost basis for residential customer charges.

2018 North Carolina NCUC Docket No. E-7, Sub 1146, Duke Energy Carolinas
electric rates; North Carolina Justice Center, North Carolina Housing Coalition,
Natural Resources Defense Council, and Southern Alliance for Clean Energy.
Direct, January 2018.

Cost basis for residential customer charges.

PUC Ohio Case Nos. 15-1830-EL-AIR, 15-1831-EL-AAM, 15-1832-EL-ATA,
Dayton Power and Light Company electric rates; Natural Resources Defense
Council. Direct, April 2018.

Cost basis for residential customer charges.
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Indiana Utility Regulatory Commission Cause No. 45029, Indianapolis Power
and Light Company electric rates; Citizens Action Coalition of Indiana, Indiana
Coalition for Human Services, Indiana Community Action Association, and
Sierra Club. Direct, May 2018.

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

PUC of Texas Docket No. 48401, Texas-New Mexico Power Company electric
rates; Office of Public Utility Counsel. Direct, Cross-Rebuttal, August 2018.

Cost of service study. Allocation of requested revenue increase.

West Virginia PSC Case No. 18-0646, Appalachian Power Company and
Wheeling Power Company electric rates; Consumer Advocate Division. Direct,
Rebuttal, October 2018.

Cost allocation and rate design.

2019 South Carolina PSC Docket No. 2018-319-E, Duke Energy Carolinas electric
rates; South Carolina State Conference of the NAACP, South Carolina Coastal
Conservation League, and Upstate Forever. Direct, February 2019; Surrebulttal,
March 20109.

Cost basis for residential customer charges.

South Carolina PSC Docket No. 2018-318-E, Duke Energy Progress electric
rates; South Carolina State Conference of the NAACP, South Carolina Coastal
Conservation League, and Upstate Forever. Direct, Surrebuttal, March 2019.

Cost basis for residential customer charges.

Indiana Utility Regulatory Commission Cause No. 45159, Northern Indiana
Public Service Company electric rates; Citizens Action Coalition of Indiana.
Direct, February 2019; Responsive, June 2019.

Proposed industrial rate restructuring. Allocation of requested revenue increase.
Cost basis for residential customer charges.

Indiana Utility Regulatory Commission Cause No. 45235, Indiana Michigan
Power Company electric rates; Citizens Action Coalition of Indiana and Indiana
Community Action Association. Direct, August 2019; Cross-Answering,
September 2019.

Proposed investment in advanced metering infrastructure. Allocation of requested
revenue increase. Cost basis for residential customer charges. Design of
residential energy rates. Proposed residential demand rate pilot.
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INDIANA UTILITY REGULATORY COMMISSION

PETITION OF DUKE ENERGY INDIANA, LLC
PURSUANT TO IND. CODE §§ 8-1-2-42.7 AND 8-1-2-61,
FOR (1) AUTHORITY TO MODIFY ITS RATES AND
CHARGES FOR ELECTRIC UTILITY SERVICE
THROUGH A STEP-IN OF NEW RATES AND CHARGES
USING A FORECASTED TEST PERIOD; (2) APPROVAL
OF NEW SCHEDULES OF RATES AND CHARGES,
GENERAL RULES AND REGULATIONS, AND RIDERS;
(3) APPROVAL OF A FEDERAL MANDATE
CERTIFICATE UNDER IND. CODE § 8-1-84-1; (4)
APPROVAL OF REVISED ELECTRIC DEPRECIATION
RATES APPLICABLE TO ITS ELECTRIC PLANT IN
SERVICE; (5) APPROVAL OF NECESSARY AND
APPROPRIATE ACCOUNTING DEFERRAL RELIEF;
AND (6) APPROVAL OF A REVENUE DECOUPLING
MECHANISM FOR CERTAIN CUSTOMER CLASSES

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

CAUSE NO. 45253

VERIFIED STATEMENT OF JONATHAN WALLACH

1. My name is Jonathan F. Wallach. | am Vice President of Resource Insight, Inc., 5 Water

Street, Arlington, Massachusetts.

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

3. Over the past four decades, | 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.

4. | have sponsored expert testimony in more than 90 state, provincial, and federal
proceedings in the U.S. and Canada, including before the Indiana Utility Regulatory
Commission (“the Commission”) in Cause Nos. 44967, 45029, 45159, and 45235.

5. I have testified in more than 30 general rate cases across the nation, including in Duke
Energy’s most recent general rate cases in North and South Carolina.
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I have reviewed Duke Energy Indiana’s (“Duke” or the “Company”) pre-filed testimony
in Cause No. 45253 and have reviewed the primary results of Citizens Action Coalition’s
(“CAC”) discovery on the Company in Cause No. 45253 to date. | have participated in
several phone calls with the Company throughout September and October, attempting to
find critical information for my case-in-chief filing that has been extremely burdensome
and time-consuming for my team at Resource Insight and me to find ourselves.

During my review of Duke’s case-in-chief testimony, workpapers, MSFRs, and exhibits
in late-August of 2019, I discovered that the presented Cost of Service Study (“COSS”)
workpaper did not actually functionalize, classify, and allocate test-year costs. In other
words, Confidential Workpaper 2-MTD, sheet RC ALOCC, does not have any formulas
or other critical pieces of information, just 69,000+ rows of output data from the
Company’s proprietary COSS software model pasted in. | notified CAC’s counsel so she
could request Duke to provide a copy of the COSS that would allow me to review the
necessary information to perform my analysis for my case-in-chief submission.

On September 19, 2019, | attended a call with various Duke representatives and other
consumer parties interested in the COSS to discuss how parties were having difficulty
finding critical information that should be located in the MSFRs, workpapers, and
exhibits and how best to rectify the situation. Duke provided a preview of their
proprietary model via Skype and received multiple questions from expert witnesses as it
became clear that this presentation did not show how this new model performed the
functionalization, classification, and allocation of costs as a traditional spreadsheet-based
COSS model would. It also became clear that Duke had not provided a clear statement or
chain of evidence in terms of which information was being fed into the model or
calculated within the model and provided as an output somewhere in the Company’s
MSFRs or workpapers. Experts asked several questions with regard to how this new
model actually worked and where experts could figure out whether critical information
was fed into, represented in, and/or coming out of the model. Experts also asked several
questions with regard to where they could find certain information and supporting
information that had been difficult to locate on their own. For example, experts asked
questions and voiced concerns about how the load data is fed into or calculated in the
model, how external allocators were developed, and where to find the loss factors. |
found it concerning that the Duke representatives themselves were struggling with where
to find certain information. They also admitted that certain information, like detailed
O&M expenses by FERC account, were rolled up into summarized information as an
output from Duke's proprietary COSS software model and had not been provided at the
detailed level in their case-in-chief submission. They further confirmed our concerns that
their chain of evidence was broken between various spreadsheets at issue in this case,
meaning that with the information provided, when Duke reaches a result in one
spreadsheet, it merely copies those numbers and pastes them into the next spreadsheet,
not linking the spreadsheets in any way or even leaving a citation trail so that parties
could reasonably find where the next logical chain of evidence would be. In my
experience, Commissions have required and utilities have presented information with a
clear and transparent chain of information with spreadsheets linked between each other.
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On the call, Duke agreed to put forth some spreadsheets with formulae intact for experts
and counsel to review and discuss with Duke the following week.

On September 23, 2019, Duke provided an Excel-based replica of the COSS software
model via email broken into two separate Excel workbooks (Class and Functional
Allocation workbooks).

On September 25, 2019, | participated in another phone/Skype call with Duke and
various other consumer representatives interested in the COSS issues. On this call,
certain parties pointed out several deficiencies in these two Excel workbooks, and Duke
agreed to attempt to correct those and supplement it with a new version of the Excel
based replica of the COSS model. One major deficiency CAC asked Duke to address was
the fact that the allocation factors had been copied as values from various undocumented
MSFRs and workpapers, making it impossible for the parties to follow the chain of
evidence regarding the derivation of those allocation factors. Duke later provided a key
attempting to address this deficiency, which has been helpful, but has not come close to
addressing the problem. Another concern voiced on this call was whether Duke would
agree to make specifically requested changes to the COSS model for parties for purposes
of their analysis—a standard discovery function in my experience and an elevated
concern here considering Duke’s reliance on a new model. Duke also admitted on this
call that they had created an earlier version of this Excel-based replica of the COSS
model to verify the proprietary model results, yet they just made it available to parties on
September 23, 20109.

On September 30, 2019, Duke provided parties with a second version of the Excel-based
replica of the COSS model via email. In this new version, Duke combined the Class and
Functional Allocation files into one file, simplified the mapping from the Function
Allocation sheets to the COSS, added an Adjustment column to the Function Allocation
sheets, grouped the Input sheets into one section, added Net Operating Income and Rate
Increase workpapers COSS16-26, added an “Impact of Changes” sheet to compare the
results from any changes made in this file to amounts filed in the rate case, and added a
second level reference to the allocation factor input sheets.

Throughout the week of September 30, 2019, | worked to gather a more comprehensive
list of deficiencies and outstanding issues to again bring to Duke along with a proposal
for a request for extension to the current procedural schedule. It is my understanding that
Duke rejected our request to refile the MSFRs, workpapers, and exhibits so as to improve
the documentation, cross-referencing, and linkage between these spreadsheets, which has
and will continue to significantly impair my ability to complete my analysis at all, but
especially for an October 30, 2019 due date. It is also my understanding that Duke
rejected our request for a three-week extension, despite our stated concern that we spent
over a month working to try and figure out the COSS issue.
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13. In my experience, | have never seen a rate filing that compares to this in terms of the
unsupported, inadequate, unorganized, and undocumented presentation of evidence. |
can attest to the fact that these issues did not exist in the most recent Duke Energy
Carolinas rate case, Docket No. 2018-319-E before the South Carolina Public Utilities
Commission.

14. | affirm, under the penalties of perjury, that the foregoing statements are based on
personal knowledge and are true and correct to the best of my knowledge, information
and belief.
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INDIANA UTILITY REGULATORY COMMISSION

PETITION OF DUKE ENERGY INDIANA, LLC
PURSUANT TO IND. CODE 8§ 8-1-2-42.7 AND 8-1-
2-61, FOR (1) AUTHORITY TO MODIFY ITS
RATES AND CHARNGES FOR ELECTRIC
UTILITY SERVICE THORUGH A STEP-IN OF
NEW RATES AND CHARNGES USING A
FORECASTED TEST PERIOD; (2) APPROVAL
OF NEW SCHEDULES OF RATES AND
CHARGES, GENERAL RULES AND
REGULATIONS, AND RIDERS; (3) APPROVAL
OF A FEDERAL MANDATE CERTIFICATE
UNDER IND. CODE § 8-1-8.4-1; (4) APPROVAL
OF REVISED ELECTRIC DEPRECIATION
RATES APPLICABLE TO ITS ELECTRIC PLANT
IN SERVICE; (5) APPROVAL OF NECESSARY
AND APPROPRIATE ACCOUNTING DEFERRAL
RELIEF; AND (6) APPROVAL OF A REVENUE
DECOUPLING MECHANISM FOR CERTAIN
CUSTOMER CLASSES
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CAUSE NO. 45253

CITIZEN ACTION COALITION’S NINETEENTH DATA REQUESTS TO

DUKE ENERGY INDIANA

Citizens Action Coalition of Indiana, Inc. (“CAC”), by and through its legal counsel,

hereby submit this Nineteenth Set of Data Requests to Duke Energy Indiana, LLC. (“DEI").

Please forward responses to the data requests below to the undersigned counsel.

GENERAL INSTRUCTIONS
1) Definitions: For the purposes of these data requests, the following definitions shall apply:

a) The term “DEI” means and includes Duke Energy Indiana, LLC, its parent
company or companies (e.g., Duke Energy, LLC) and any and all affiliates and/or
subsidiaries, successors, predecessors and agents, including Duke Energy Indiana,
Inc., Cinergy, Inc., PSI Energy, Inc., and any and all of their affiliates,

subsidiaries or predecessors.

b) The term “Company” means and includes Duke Energy Indiana, LLC, its parent
company or companies (e.g., Duke Energy, LLC) and any and all affiliates and/or
subsidiaries, successors, predecessors and agents, including Cinergy, Inc., PSI
Energy, Inc., and any and all of their affiliates, subsidiaries or predecessors.
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October 24, 2019
CAC Set 19 to Duke

“Document” means all written, recorded or graphic matters, however produced or
reproduced, pertaining in any manner to the subject of this proceeding, whether or
not now in existence, without limiting the generality of the foregoing, all
originals, copies and drafts of all writings, correspondence, telegrams, notes or
sound recordings of any type of personal or telephone communication, or of
meetings or conferences, minutes of directors or committee meetings,
memoranda, inter-office communications, studies, analyses, reports, results of
investigations, reviews, contracts, agreements, working papers, statistical records,
ledgers, books of account, vouchers, bank checks, x-ray prints, photographs,
films, videotapes, invoices, receipts, computer printouts or other products of
computers, computer files, stenographer’s notebooks, desk calendars,
appointment books, diaries, or other papers or objects similar to any of the
foregoing, however denominated. If a document has been prepared in several
copies, or additional copies have been made, and the copies are not identical (or
which, by reasons of subsequent modification of a copy by the addition of
notations, or other modifications, are no longer identical) each non-identical copy
is a separate “document.”

“And” or “or” shall be construed conjunctively or disjunctively as necessary to
make the requests inclusive rather than exclusive.

The term “you” and “your” refer to “DEI.”

The term “person” means any natural person, corporation, corporate division,
partnership, limited liability company, other unincorporated association, trust,
government agency, or entity.

The term “regarding” means consisting of, containing, mentioning, suggesting,
reflecting, concerning, regarding, summarizing, analyzing, discussing, involving,
dealing with, emanating from, directed at, pertaining to in any way, or in any way
logically or factually connected or associated with the matter discussed.

The singular as used herein shall include the plural and the masculine gender shall
include the feminine and the neuter.

“Identify” or “identifying” or “identification” when used in reference to a person
that is a natural person means to state: the full name of the person and any names
under which he conducts business; the current employer of the person, the
person’s job title and classification, the present or last known work address of the
person; and, the present or last known telephone number of the person.

“Identify” or “identifying” or “identification” when used in reference to a person
other than a natural person means to state: the full name of the person and any
names under which it conducts business; the present or last known address of the
person; and, the present or last known telephone number of the person.
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“Identify” or “identifying” or “identification” when used in reference to a

document means to provide with respect to each document requested to be
identified by these discovery requests a description of the document that is
sufficient for purposes of a request to produce or a subpoena duces tecum,
including the following:

@ the type of document (e.g., letter, memorandum, etc.);
(b) the date of the document;
() the title or label of the document;

(d) the Bates stamp number or other identifier used to number the document
for use in litigation;

(e) the identity of the originator;

()] the identity of each person to whom it was sent;

(9) the identity of each person to whom a copy or copies were sent;
(h) a summary of the contents of the document;

0] the name and last known address of each person who presently has
possession, custody or control of the document; and,

() if any such document was, but is no longer, in your possession, custody or
control or is no longer in existence, state whether it: (1) is missing or lost;
(2) has been destroyed; or (3) has been transferred voluntarily or
involuntarily, and if so, state the circumstances surrounding the
authorization for each such disposition and the date of such disposition.

“Identify” or “identifying” or “identification” when used in reference to
communications means to state the date of the communication, whether the
communication was written or oral, the identity of all parties and witnesses to the
communication, the substance of what was said and/or transpired and, if written,
identify the document(s) containing or referring to the communication.

“Current” when used in reference to time means in the present time of this data
request.

“Customer” means a person who buys retail electricity on a regular and ongoing
basis.

“Workpapers” are defined as original, electronic, machine-readable, unlocked,
Excel format (where possible) with formulas intact.
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2) OTHER INSTRUCTIONS

a)

b)

d)

9)

h)

Responses are to be provided in electronic format (e.g., text documents should be
in the original word processor file format or PDF, data files should be in Excel).

If you contend that any response to any data request may be withheld under the
attorney-client privilege, the attorney work product doctrine or any other privilege
or basis, please state the following with respect to each such response in order to
explain the basis for the claim of privilege and to permit adjudication of the
propriety of that claim:

@) The privilege asserted and its basis;
(b) The nature of the information withheld; and,

(c) The subject matter of the document, except to the extent that you claim it
is privileged.

For any document or set of documents DEI objects to providing to CAC on the
grounds it is burdensome or voluminous, please identify the specific document
(see instruction 1(k) above).

These data requests are to be answered with reference to all information in your
possession, custody or control or reasonably available to you. These data requests
are intended to include requests for information, which is physically within your
possession, custody or control as well as in the possession, custody or control of
your agents, attorneys, or other third parties from which such documents may be
obtained.

If any data request cannot be responded to or answered in full, answer to the
extent possible and specify the reasons for your inability to answer fully.

These data requests are continuing in nature and require supplemental responses
should information unknown to you at the time you serve your responses to these
data requests subsequently become known.

For each response, identify all persons (see instruction 1(j)) that were involved in
the preparation of the answers to the interrogatories below and/or are responsible
for compiling and providing the information contained in each answer.

Identify which witness(es) at the hearing(s) is competent to adopt and/or discuss
the response.

i) Please produce the requested documents in electronic format to the following

individuals:
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Jennifer A. Washburn

Margo Tucker

Citizens Action Coalition of Indiana, Inc.
1915 W. 18" Street, Suite C
Indianapolis, Indiana 46202
jwashburn@citact.org
mtucker@citact.org

J)  Wherever the response to an interrogatory or request consists of a statement that the
requested information is already available to CAC, provide a detailed citation to the
document that contains the information. This citation shall include the title of the
document, relevant page number(s), and to the extent possible paragraph number(s)
and/or chart/table/figure number(s).

k) In the event that any document referred to in response to any request for information
has been destroyed, specify the date and the manner of such destruction, the reason
for such destruction, the person authorizing the destruction and the custodian of the
document at the time of its destruction.

I) CAC reserves the right to serve supplemental, revised, or additional discovery
requests as permitted in this proceeding.

Glossary of Acronyms Used in Data Requests

“CCR” means Coal Combustion Residuals

“CO2” means carbon dioxide

“DOE” means United States Department of Energy

“EPRI” means Electric Power Research Institute

“IGCC” means Integrated Gasification Combined Cycle

“IRP” means Integrated Resource Plan

“NETL” means National Energy Technology Laboratory

“R&D” means research and development

“U.S. EPA” means United States Environmental Protection Agency

Respectfully submitted,

addoe L. Wghvire

Jeq@iﬁ“'er Al Washburn, Atty. No. 30462-49
Citizens Action Coalition of Indiana, Inc.
1915 W. 18" Street, Suite C

Indianapolis, Indiana 46202
jwashburn@citact.org
mailto:mtucker@citact.org

(Specific requests begin on next page)
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DATA REQUESTS

19.1  Please Reference DEI response to CAC Data Request 12-15(b), ‘Attachment CAC
12.15-B (Bate No. 090013918-056294).xIsx’.

a)  The referenced spreadsheet indicates that the Company forecasts an average number
of monthly RS customers in 2020 of 736,308. Please explain why this figure differs
from the 752,130 amount reported in Schedule 1 of Petitioner’s Exhibit 7-H (MTD)
for the 2020 test year.

b)  The referenced spreadsheet indicates that the Company forecasts annual RS sales in
2020 of 9,051,878 MWh. Please explain why this figure differs from the 8,666,906
MWh amount reported in Schedule 1 of Petitioner’s Exhibit 7-H (MTD) for the 2020
test year.
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CAUSE NO. 45253

CITIZEN ACTION COALITION’S TWENTIETH DATA REQUESTS TO

DUKE ENERGY INDIANA

Citizens Action Coalition of Indiana, Inc. (“CAC”), by and through its legal counsel,

hereby submit this Twentieth Set of Data Requests to Duke Energy Indiana, LLC. (“DEI”).

Please forward responses to the data requests below to the undersigned counsel.

GENERAL INSTRUCTIONS

1) Definitions: For the purposes of these data requests, the following definitions shall apply:

a)

b)

The term “DEI” means and includes Duke Energy Indiana, LLC, its parent
company or companies (e.g., Duke Energy, LLC) and any and all affiliates and/or
subsidiaries, successors, predecessors and agents, including Duke Energy Indiana,
Inc., Cinergy, Inc., PSI Energy, Inc., and any and all of their affiliates,
subsidiaries or predecessors.

The term “Company” means and includes Duke Energy Indiana, LLC, its parent
company or companies (e.g., Duke Energy, LLC) and any and all affiliates and/or
subsidiaries, successors, predecessors and agents, including Cinergy, Inc., PSI
Energy, Inc., and any and all of their affiliates, subsidiaries or predecessors.
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9)

h)

)
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“Document” means all written, recorded or graphic matters, however produced or
reproduced, pertaining in any manner to the subject of this proceeding, whether or
not now in existence, without limiting the generality of the foregoing, all
originals, copies and drafts of all writings, correspondence, telegrams, notes or
sound recordings of any type of personal or telephone communication, or of
meetings or conferences, minutes of directors or committee meetings,
memoranda, inter-office communications, studies, analyses, reports, results of
investigations, reviews, contracts, agreements, working papers, statistical records,
ledgers, books of account, vouchers, bank checks, x-ray prints, photographs,
films, videotapes, invoices, receipts, computer printouts or other products of
computers, computer files, stenographer’s notebooks, desk calendars,
appointment books, diaries, or other papers or objects similar to any of the
foregoing, however denominated. If a document has been prepared in several
copies, or additional copies have been made, and the copies are not identical (or
which, by reasons of subsequent modification of a copy by the addition of
notations, or other modifications, are no longer identical) each non-identical copy
is a separate “document.”

“And” or “or” shall be construed conjunctively or disjunctively as necessary to
make the requests inclusive rather than exclusive.

The term “you” and “your” refer to “DEI.”

The term “person” means any natural person, corporation, corporate division,
partnership, limited liability company, other unincorporated association, trust,
government agency, or entity.

The term “regarding” means consisting of, containing, mentioning, suggesting,
reflecting, concerning, regarding, summarizing, analyzing, discussing, involving,
dealing with, emanating from, directed at, pertaining to in any way, or in any way
logically or factually connected or associated with the matter discussed.

The singular as used herein shall include the plural and the masculine gender shall
include the feminine and the neuter.

“Identify” or “identifying” or “identification” when used in reference to a person
that is a natural person means to state: the full name of the person and any names
under which he conducts business; the current employer of the person, the
person’s job title and classification, the present or last known work address of the
person; and, the present or last known telephone number of the person.

“Identify” or “identifying” or “identification” when used in reference to a person
other than a natural person means to state: the full name of the person and any
names under which it conducts business; the present or last known address of the
person; and, the present or last known telephone number of the person.
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“Identify” or “identifying” or “identification” when used in reference to a

document means to provide with respect to each document requested to be
identified by these discovery requests a description of the document that is
sufficient for purposes of a request to produce or a subpoena duces tecum,
including the following:

@) the type of document (e.g., letter, memorandum, etc.);
(b) the date of the document;
(©) the title or label of the document;

(d) the Bates stamp number or other identifier used to number the document
for use in litigation;

(e) the identity of the originator;

()] the identity of each person to whom it was sent;

(9) the identity of each person to whom a copy or copies were sent;
(h) a summary of the contents of the document;

M the name and last known address of each person who presently has
possession, custody or control of the document; and,

() if any such document was, but is no longer, in your possession, custody or
control or is no longer in existence, state whether it: (1) is missing or lost;
(2) has been destroyed; or (3) has been transferred voluntarily or
involuntarily, and if so, state the circumstances surrounding the
authorization for each such disposition and the date of such disposition.

“Identify” or “identifying” or “identification” when used in reference to
communications means to state the date of the communication, whether the
communication was written or oral, the identity of all parties and witnesses to the
communication, the substance of what was said and/or transpired and, if written,
identify the document(s) containing or referring to the communication.

“Current” when used in reference to time means in the present time of this data
request.

“Customer” means a person who buys retail electricity on a regular and ongoing
basis.

“Workpapers” are defined as original, electronic, machine-readable, unlocked,
Excel format (where possible) with formulas intact.
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2) OTHER INSTRUCTIONS

a)

b)

d)

9)

h)

Responses are to be provided in electronic format (e.g., text documents should be
in the original word processor file format or PDF, data files should be in Excel).

If you contend that any response to any data request may be withheld under the
attorney-client privilege, the attorney work product doctrine or any other privilege
or basis, please state the following with respect to each such response in order to
explain the basis for the claim of privilege and to permit adjudication of the
propriety of that claim:

@ The privilege asserted and its basis;
(b) The nature of the information withheld; and,

(c) The subject matter of the document, except to the extent that you claim it
is privileged.

For any document or set of documents DEI objects to providing to CAC on the
grounds it is burdensome or voluminous, please identify the specific document
(see instruction 1(k) above).

These data requests are to be answered with reference to all information in your
possession, custody or control or reasonably available to you. These data requests
are intended to include requests for information, which is physically within your
possession, custody or control as well as in the possession, custody or control of
your agents, attorneys, or other third parties from which such documents may be
obtained.

If any data request cannot be responded to or answered in full, answer to the
extent possible and specify the reasons for your inability to answer fully.

These data requests are continuing in nature and require supplemental responses
should information unknown to you at the time you serve your responses to these
data requests subsequently become known.

For each response, identify all persons (see instruction 1(j)) that were involved in
the preparation of the answers to the interrogatories below and/or are responsible
for compiling and providing the information contained in each answer.

Identify which witness(es) at the hearing(s) is competent to adopt and/or discuss
the response.

i) Please produce the requested documents in electronic format to the following

individuals:
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Jennifer A. Washburn

Margo Tucker

Citizens Action Coalition of Indiana, Inc.
1915 W. 18 Street, Suite C
Indianapolis, Indiana 46202
jwashburn@citact.org
mtucker@citact.org

J)  Wherever the response to an interrogatory or request consists of a statement that the
requested information is already available to CAC, provide a detailed citation to the
document that contains the information. This citation shall include the title of the
document, relevant page number(s), and to the extent possible paragraph number(s)
and/or chart/table/figure number(s).

k) In the event that any document referred to in response to any request for information
has been destroyed, specify the date and the manner of such destruction, the reason
for such destruction, the person authorizing the destruction and the custodian of the
document at the time of its destruction.

I) CAC reserves the right to serve supplemental, revised, or additional discovery
requests as permitted in this proceeding.

Glossary of Acronyms Used in Data Requests

“CCR” means Coal Combustion Residuals

“CO2” means carbon dioxide

“DOE” means United States Department of Energy

“EPRI” means Electric Power Research Institute

“IGCC” means Integrated Gasification Combined Cycle

“IRP” means Integrated Resource Plan

“NETL” means National Energy Technology Laboratory

“R&D” means research and development

“U.S. EPA” means United States Environmental Protection Agency

Respectfully submitted,

Jer@f’fér Al fVashburn, Atty. No. 30462-49
Citizens Action Coalition of Indiana, Inc.
1915 W. 18" Street, Suite C

Indianapolis, Indiana 46202
jwashburn@citact.org
mailto:mtucker@citact.org

(Specific requests begin on next page)
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DATA REQUESTS

20.1 Schedule 1 of Petitioner’s Exhibit 7-H (MTD) reports a figure of 752,130 for the average
number of monthly RS customers in the 2020 test year. Please explain why this figure
differs from the 718,643 amount reported in MSFR Workpaper COSS191-MTD for the
number of billed RS customers in the 2020 test year.
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Exhibit 4-1
(Continued)
FERC Uniform
System of Demand Energy
— Account Description Related  Related
1 .
CLASSIFICATION OF EXPENSES
Other P G tion O .
546, 548-554 | All Accounts X -
547 Fuel - X
Other Power Supply Expenses
5 5
555 Purchased Power X X
556 System Control & Load Dispatch X -
557 Other Expenses X -

! Direct assignment or "exclusive use” costs are assigned directly to the customer class or group

that exclusively uses such facilities. The remaining costs are then classified to the respective cost compo-
‘nents. i

2 In some instances, a portion of hydro rate base may be classified as energy related.

3 The classification between demand-related and energy-related costs is carried out on the basis of
the relative proportions of labor cost contained in the other accounts in the account grouping.

4 Classified between demand and energy on the basis of labor expenses and material expenses. La-
bor expenses are considered demand-related, while material expenses are considered energy-related.

5 As-billed basis.

The cost accounting approach to classification is based on the argument that plant
capacity is fixed to meet demand and that the costs of plant capacity should be assigned
to customers on the basis of their demands. Since plant output in KWH varies with sys-
tem energy requirements, the argument continues, variable production costs should be al-
located to customers on a KWH basis.

B. Cost Causation

Cost causation is a phrase referring to an attempt to determine what, or who, is
causing costs to be incurred by the utility. For the generation function, cost causation
attemnpts to determine what influences a utility’s production plant investment decisions.
Cost causation considers: (1) that utilities add capacity to meet critical system planning
reliability criteria such as loss of load probability (LOLP), loss of load hours (LOLH),

38 Page 3 of 6




Attachment JFW—4 ’

reserve margin, or expected unserved energy (EUE); and (2) that the utility’s energy load
or load duration curve is a major indicator of the type of plant needed. The type of plant
installed determines the cost of the additional capacity. This approach is well
represented among the energy weighting methods of cost allocation.

IV. METHODS FOR CLASSIFYING AND ALLOCATING
PRODUCTION PLANT COSTS

In the past, utility analysts thought that production plant costs were driven only
by system maximum peak demands. The prevailing belief was that utilities built plants
exclusively to serve their annual system peaks as though only that single hour was
important for planning. Correspondingly, cost of service analysts used a single
maximum peak approach to allocate production costs. Over time it became apparent to
some that hours other than the peak hour were critical from the system planner’s
perspective, and utilities moved toward multiple peak allocation methods. The Federal
Energy Regulatory Commission began encouraging the use of a method based on the 12
monthly peak demands, and many utilities accordingly adopted this approach for
allocating costs within their retail jurisdictions as well as their resale markets.

This section is divided into three parts. The first two contain a discussion of peak
demand and energy weighted cost allocation methods. The third part covers time-differ-
entiated cost of service methods for allocating production plant costs. Tables 4-1
through 4-4 contain illustrative load data supplied by the Southern California Edison
Company for monthly peak demands, summer and winter peak demands, class noncoinci-
dent peak demands, on-peak and off-peak energy use. These data are used to illustrate
the derivation of various demand and energy allocation factors throughout this Section as
well as Section II1.

The common objective of the methods reviewed in the following two parts is to
allocate production plant costs to customer classes consistent with the cost impact that
the class loads impose on the utility system. If the utility plans its generating capacity ad-
ditions to serve its demand in the peak hour of the year, then the demand of each class in
the peak hour is regarded as an appropriate basis for allocating demand-related produc-
tion costs.

If the utility bases its generation expansion planning on reliability criteria -- such
as loss of load probability or expected unserved energy -- that have significant values in a
number of hours, then the classes’ demands in hours other than the single peak hour may
. also provide an appropriate basis for allocating demand-related production costs. Use of
multiple-hour methods also greatly reduces the possibility of atypical conditions influenc-
ing the load data used in the cost allocation.
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TABLE 4-10C

CLASS ALLOCATION FACTORS AND ALLOCATED PRODUCTION PLANT REVENUE
REQUIREMENT USING THE AVERAGE AND EXCESS METHOD

(AVERAGE DEMAND PROPORTION ALLOCATED ON ENERGY)

Excess
Energy- Demand Demand-
Energy Related Allocation | Excess Related Class
Allocation | Energy | Production Factor Demand | Production | Production
Factor - | Allocatn. Plant (NCP Alloctn. Plant Plant
Rate | Average | Factor Revenue MW - Factor Revenue Revenue
Class MW (%) Requirement | Avg. MW) | (Percent) | Requirement | Requiremnt
DOM 2,440 30.96 190,387,863 2917 44.05 | 196.294.822| 386,682,685
LSMP 2,669 33.87 208,256,232 2,393 36.14 | 161,033,085 369.289.317
LP 2,459 31.21 | 191,870,391 926 | 13.98 62,313,680| 254,184,071
AG&P 254 3.22 19,819,064 318 4.80 21,399,298 41,218,363
SL . 58 0.74 4.525.613 68 1.03 4.575.951 9.101.564
TOTAL 7,880 100.00 614.859.163 6,622 | 100.00 | 445616.837| 1.060.476.000

Notes: The system load factor is 57.98 percent (7,880 MW/13,591 MW). Thus, 57.98 percent of total
production plant revenue requirement is classified as energy-related and allocated to all classes
on the basis of their proportions of average system demand. The remaining 42.02 percent is
classified as demand-related and allocated to the classes according to their proportions of ex-
cess (NCP - average) demand, and allocated to the firm service classes according to their pro-
portions of excess (NCP - average) demand.

Some columns may not add to indicated totals due to rounding.

2. Equivalent Peaker Methods

Objective: Equivalent peaker methods are based on generation expansion
planning practices, which consider peak demand loads and energy loads separately in
determining the peed for additional generating capacity and the most cost-effective type
of capacity to be added. They generally result in significant percentages (40 to 75
percent) of total production plant costs being classified as energy-related, with the results
that energy unit costs are relatively high and the revenue responsibility of high load
factor classes and customers is significantly greater than indicated by pure peak demand
responsibility methods.
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The premises of this and other peaker methods are: (1) that increases in peak de-
mand require the addition of peaking capacity only; and (2) that utilities incur the costs
of more expensive intermediate and baseload units because of the additional energy loads
they must serve. Thus, the cost of peaking capacity can properly be regarded as peak de-
mand-related and classified as demand-related in the cost of service study. The differ-
ence between the utility’s total cost for production plant and the cost of peaking capacity
is caused by the energy loads to be served by the utility and is classified as energy-related
in the cost of service study. '

Data Requirements: This energy weighting method takes a different tack toward
production plant cost allocation, relying more heavily on system planning data in addi-
tion to load research data. The cost of service analyst must become familiar with system
expansion criteria and justify his cost classification on system planning grounds.

A Digression on System Planning with Reference to Plant Cost Allocation:

Gcncrally speaking, electric utilities conduct generation system planning by
evaluating the need for additional capacity, then, having determined a need, choosing
among the generation options available to it. These include purchases from a
neighboring utility, the construction of its own peaking, intermediate or baseload
capacity, load management, enhanced plant availability, and repowering among others.

The utility can choose to construct one of a variety of plant-types: combustion
turbines (CT), which are the least costly per KW of installed capacity, combined cycle
(CC) units costing two to three times as much per KW as the CT, and baseloaded units
with a cost of four or more times as much as the CT per KW of installed capacity. The
choice of unit depends on the energy load to be served. A peak load of relatively brief du-
ration, for example, less than 1,500 hours per year, may be served most economically by
a CT unit. A peak load of intermediate duration, of 1,500 to 4,000 hours per year, may be
served most economically by a CC unit. A peak load of long annual duration may be
served most economically by a baseload unit.

Classification of Generation:

In the equivalent peaker type of cost study, all costs of actual peakers are
classified as demand-related, and other generating units must be analyzed carefully to
determine their proportionate classifications between demand and energy. If the plant
types are significantly different, then individual analysis and treatment may be necessary.
The ideal analysis is a "date of service" analysis. The analyst calculates the installed cost
of all units in the dollars of the install date and classifies the peaker cost as
demand-related. The remaining costs are classified as energy-related.

33 " Page 6 of 6
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CAC

IURC Cause No. 45253

Data Request Set No. 12
Received: September 23, 2019

CAC124

Request:

Please reference Diaz Revised Direct, p. 30, Il. 4-109.

a)  Please confirm that all production plant costs are classified as demand-related in the
retail cost of service study.

b)  Please indicate whether secondary pole, conductor, and transformer plant costs are
classified in the retail cost of service study as facility-related or connection-related.

c)  Please indicate whether secondary pole, conductor, and transformer costs are
allocated based on number of customers, diversified class demand, or non-coincident
peak demand.

d)  For those instances where a secondary transformer serves more than one customer,
does the Company size the transformer to serve the expected diversified load on the
transformer or the expected sum of the individual customer maximum loads on the
transformer? Please explain.

e)  Please provide copies of any planning documents or engineering design guidelines
which describe Company practice with regard to sizing of secondary transformers.

Response:

a) Yes, all production plant as categorized in the FERC Electric Plant Chart of
Accounts in the Uniform System of Accounts is classified as demand related in the retail
cost of service study.

b) Secondary pole, secondary conductor, and secondary transformer plant costs are
are included in Total Connection Charges. Also included in Total Connection Charges
are “fixed connection charges”, “services”, “secondary line transformers”, and
“secondary lines”. In Diaz Revised Direct p. 30, lines 16-17, Diaz states that
“connection-related charges include electric meters and customer accounts”; in this
context, Witness Diaz is referring to the “fixed connection charge” component only. The
fixed connection charges, as used by rate design to develop the customer charge, do not
include secondary pole, secondary conductor, and secondary transformer plant costs in

the customer charge.

C) These costs were allocated to retail customers based on Non-coincident peak
demand allocators.
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d) We use a diversified load on calculation, built into our Secondary Electrical
Design System (SEDS) software, when sizing transformers that serve more than one
customer.

e) Transformers serving residential load/customers are sized based on diversified
load according to coincidence factors and total numbers of customers per transformer.
The diversified load shall not exceed our transformer loading guidelines. However, total
connected load can’t exceed the cold load pick up guidelines (loss of diversity). Also,
flicker needs to be evaluated based on guideline below (not to exceed 4.2%).

Taken from a section of the job aid for SEDS:
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Residential Transformer Loading Summary

Maximum Transformer Loading

Summer Winter
Carolinas 140% 170%
Midwest 145% 185%

Power Factor - 95%

Locked Rotor Amps
Tonnage 1.5 2 25 3 3.5 4 5
48 63 77 93 112 137 160

Maximum Allowable Flicker —4.2%

Cold Load (loss of diversity) - Summer — 225%, Winter — 270%

Air Conditioner

Ton AC Range/Oven Misc Load Total Load (KW)

1 18 30 1.8 6.6

2 268 30 1.5 73

25 32 30 1:8 8.0

3 38 30 1.5 8.7

35 48 30 15 9.4

4 52 30 2.0 10.6

5 65 3.0 25 12.5

Heat Pump

Ton H.P. Strip Wtr Htr Misc Load Total Load (KW)
185 18 & 45 1.5 13.1
2 26 10 4.5 1.5 18.8
25 32 10 45 1.5 19.5
3 39 10 4.5 1.5 202
35 45 10 4.5 1.5 20.9
4 82 15 4.5 2.0 271
5 65 15 45 2.8 29.0

Assumed load per ton (A/C or Heat Pump) — 1.4KW



Attachment JFW-5

Diversity (Coincidence Factor)
Carolinas

Customers Heat Pump A/C

1 1 1

2 695 .82
3 568 13
4 486 .645
5 427 .58
6 77 515
& 352 49
8 337 A75
9 323 47
10 314 46
11 314 46
12 & up 314 46
Midwest

Customers Heat Pump or A/C
1 1

2 .8

3 6

4 B

S 45

6 & up 4

Witness: Diaz for a-c, Abbott/Hart for d-e.
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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

Page 2 of 2
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Attachment JFW-8
85 /1 Marginal Cost Pricing

ite Making

umerous permitting prices to fluctuate widely along the SRMC function, depend-
ing on the immediate relation of demand to capacity,4® the practically
world of achievable benchmark for efficient pricing is more likely to be a type of
:hanging average long-run incremental cost, computed for a large, expected
:n to be incremental block of sales, instead of SRMC, estimated for a single
an either additional sale. This long-run incremental cost (which we shall loosely
rary also refer to as long-run marginal cost as well) would be based on (1) the
it would average incremental variable costs of those added sales and (2) estimated
r refined additional capital costs per unit, for the additional capacity that will have
etail the to be constructed if sales at that price are expected to continue over time !
also be or to grow.59 Both of these components would be estimated as averages ]
ation in over some period of years extending into the future. I
1se to be 5. The prevalence of common costs has similar implications. Service A bears ]
e ability a causal: responsibility for a share of common costs only if there is an [
ould be economically realistic alternative use of the capacity now used to provide |
it, or if production of A requires the building of additional capacity. The |
ricing is marginal opportunity cost of serving A depends on how much the {
‘mselves alternative users would be willing to pay for devoting the capacity to I
remain serving them instead. The sum of the separable marginal costs will :
e clear, therefore cover the common costs only if at separate prices less than this
ut since the claims on the capacity exceed the available supply.5!
average 6. Long-run marginal costs are likely to be the preferred criterion also in s -
icing 18 competitive situations. Permitting rate reductions to a lower level of
vays) a SRMG, which would prove to be unremunerative if the business thus
i strong attracted were to continue over time, might constitute predatory com-
uted at petition—driving out of business rivals whose long-run costs of production
:entagfé ; . might well be lower than those of the price-cutter.
X some
ser it is SRMC on the average equal to its composite York: Rinehart, 1949), 15-20; Marcel Boiteux,
2 ATC—running far above ATC when operations “Peak-Load Pricing” in James R. Nelson,
al costs exceeded the 809 level and correspondingly Marginal Cost Pricing in Practice (Englewood Cliffs:
etween : below at other times. See pp. 94-97, Chapter 4, Prentice-Hall, 1964), 70-72,
ed out, below. 51 As we have just seen in another connection
nd we 9 If SRMC pricing did not cover ATC over time, {pp. 82-83), the marginal opportunity cost of
ve tend cap%tal would eventually be witho!r.awn and new prov'iding a cubic foc?t of warehouse space to any
capital, needed to meet the rising demand, particular user, A, is the most valuable alter-
'mands repelled, until a recovering demand, moving up native use of that space excluded by serving A—
more along a steeply rising MC curve, pushed prices what the most insistent excluded customer would
ATC up high enough and held them there long enough have been willing to pay for it. If at any price
:ly on to attract new capital into the industry—with per foot less than the proportionate share of the
up the the possibility of a return of depressed prices v»fith common costs (that is, less than ATC) of‘ the
ility of any temporary reemergence of excess capacity. warehouse, there_ are or wou_ld be unsatisfied
In the case of the partly-empty airplane (see pp. customers—that is, more cubic feet demanded
— 75-76), the “‘efficient price” would be zero as than were available—then clearly the marginal
long as the response of travelers remained in- opportunity cost of each cubic foot would be at
"petition sufficient to fill the plane; then it would have to least equal to average total costs, and prices
ookings Jjump the moment the empty spaces fell one short correctly set at SRMC would cover total costs.
40. of demand, possibly to the full cost of an added If, instead, at a price equal to ATC there is excess
m the flight but in any case to whatever level necessary capacity, this demonstrates that price exceeds
Aost of to equate the number of available seats with the marginal opportunity costs: serving A is not
ariable number of would-be passengers. On each flight, preventing anyone else willing to pay that much
for the the available seats would have to be auctioned, from getting all the space he wants, In this
- if an with the uniform price settling at the point circumstance, prices set lower, at true SRMC,
amp!e, i required to clear the market, would not provide enough revenue to cover total
nd its - 50 See W. Arthur Lewis, Overhead Costs (New costs.

1
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155

e and by urban The block meter-rate schedule is

‘services are sup- simple and easily understood by con-

aces which make sumers. The average over-all rate

form of pricing. charged per kilowatt-hour declines with

eter-Rate Sched- increased use, thus promoting sales. The

er-rate schedules bill increases more or less proportion-

a constant charge per  ately to energy used within each block

i 8 ‘ nergy, regardless of but less than proportionately when all

tce and submi ; nergy used. For ex- consumption beyond the first block is
chedule might provide considered.

-ents per kilowatt-hour. The block meter-rate schedule, and

of rate schedule, the others, may include either a “service

r kilowatt-hour remains charge” or a “minimum charge.” There,

less of the amount con- is an important difference between the

e customer’s bill increases  two. The service charge is a fixed amount

tely with the increase in per month, say 75 cents, that a customer

. This type of rate schedule ~must pay, regardless of the consumption

ome cases for off-peak water of energy, and for which he can use no

special services; however, ~energy. The'mim'mum charge, on the

n largely abandoned for gen- other hand, is based upon a minimum

sis for pricing7
ich service off

wing discussion s
es of rate schedule

wrently by elec he advantage of this type of amount .Of consumption which the cus-
es. ule is its simplicity. The prin- tomer will have to pay for—whether or
s Schedules. The ness is that it-does not pro- not th.att' amount is actually used. T?’l}ls,
ere in the form ate reduction or incentive for ~the minimum charge permits the utility
: ) lume use. to collect some amount from the con-
gi i i lock Meter-Rate Schedules. The Venience user without increasing the bill
mth, regardless o eter-rate schedule is now the ©f the average customer. In the above
of use. Another ¢ st widely used for residential illustration of a block meter-rate sched-

, her small-volume consumers, This ~ Ule, for example, a minimum charge of
r specified time p ate schedule offers a decreasing $1.05 per month is related to the first
block of 10 kilowatt-hours. Any monthly
total consumption of less than that
amount would be billed at $1.05 none-

e offers successively lower rates theless. In summary: (a) the service

owatt-hour for all or part of each charge is a fixed monthly sum that is

th nt . .
ff:cg\c;zdgﬁa I::;s of energy consumed. The cus- unrelated to any specified quantity of

er unit of energy for successive
- (quantities) of consumption.

the actual amou specifically, this type of rate

at rates were largl

lling on the bas bill is calculated by cumulating consurnption; while (b) the minifnum
flat rate is now harges incurred for each successive CArge is a ﬁxed. monthl'y.sum that is re-
tilities except for str of energy taken or fraction 1ated to a specified minimum monthly

of. This example illustrates a block ~consumption of energy which the cus-

is possible to esti ch
A tomer must pay for whether it is used or

. with reasonable -rate schedule for monthly billing;
flat-rate type of imum charge is $1.0. not. Where the rate schedule calls for a

bill remains the \ service charge, the block charges are
v kilowatt-hours 110 Kwh or less ..., ., ordinarily lower than in rate schedules

average effective e t30 Kwh ..., . 4.5 cents per Kwh  providing a minimum charge.

of electric energy U8 B Next 100 gy, T \;? cents per %\vg The purpose of both the service
GSlE gy, T s, .{ cents pe],‘ W A » LR B -2

eased use, Flat rat Kwh or more ... .. 2.0 cents per Kwh dlafgf and _the. mmlmlllm Charg,e,l,s to

phone companies fi Mum charge, $1.05 per month cover at least some of the costs incurred

Page 3 of 4
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156 The Essentials of Rate Regulay,

by the utility whether or not the-cus- cessive block. Because of this featufei

tomier uses energy in a partlcular month. was sometimes possible to reduce 4.
“For small -customers under the block over-all bill by wasting service so as

meter-rate” schedule, a charge of this cause total consumption to come wit

kind is intended to cover the expenses the next, lower-priced energy block, T

relating fo meter service and mainte- block meter-rate schedule, which cumy.

nance, meter reading, accounting and lates block charges, was a substant

collectmg, return on the investment in improvement.

meteérs and the service lines. _connecting (4) Hopkinson Demand Rate Schy here is ordinar
the cistomer’s premises to the distribu-  ules. The Hopkinson-type rate sche hded in Hopki:
tion system, and others, Such expenses is widely used for medium and | b ma covelr) n
-as” 'these represent as a _minimum the commercial and industrial customer. omer g,osts but
“reddiness-to-serve” expenses incurred was devised by Dr. John Hopkinso - The mihimu
by ‘the utility on behalf of each.cus- 1892. The Hopkinson rate schedule

tomet. In the absence of a serv1ce vides for a two-part rate, consistig

‘charge ‘or minimum charge,” these ex- separate charges for maximum dem

penses would be avoided by the con- and energy consumption. The cust

I-venience user and transferred unfalrly bill under this type of rate sched

to those consummg service, therefore, is the sum of the two ¢

In some states there has been public ponents—the demand charge an

protest against the service charge, energy charge, As the Hopkinso

largely on the ground that it permitted rate schedule has been adapted for p

the .utih'ty to receive “something for ent-day use, either the demand ¢

nothmg.” This type of public op.mion or the energy charge or both m

has arisen becau'se no energy use is re-  graduated by blocks so as to pr

lated to the service charge. Accordingly, Jower charges for larger volumes o

some state commissions have proh]bl‘te‘d sumption. The Hopkinson-type:

the service charge in favor of the mini- - oo edule requires a measurement o

um charge. The New York’commls~ -watts of demand and kilowatt-h

sion, for example, has recognized that energy. The rate schedule may

s of t . 2 . ;
the basis of the pubhf: opposition to the that the customer’s maximum def
service charge “. . . is not so much eco-

nomic or accounting as it is psychologi-
cal.” A different attitude was found to
exist with respect to the minimum
charge.3 through measurement by use
A predecessor of the block meter-rate mand meter or demand indica
schedule, called the step meterrate Dbilling demand may be the m
schedule, is now almost never used. 15-minute or 30-minute dema
Under this type of rate schedule one ured in kilowatts as recorded
price was charged per unit of energy for ing month, or some similar me
the entire amount of service consumed. demand. The following is an i
That unit price was determined by the of a Hopkinson rate sch
price attaching to the particular block in  monthly billing.
which the total consumption happened -

to fall; prices decreased with each suc- Demand Charge: :
_— . © $2.25perKw .... first 2KwW of dé
85 Re Rates and Raote Schedules of Corpora-,  $2.00 per Kw .... next 18 Kwo
tions Supplying Electricity, PUR 1931 C, 337, $1.50perKw .... next 80 Kw of
347. . $1.28perKw .... all over 100

larger customers, the maximum d
for billing purposes is generally 0
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Duke Energy Indiana, LLC

Assignment of Uncollectible Expense

to Residential Service
for CAC 12.14 c

Attachment JFW-10

Uncollectible Expense $8,214,796

Applicable Rate Codes RSNO RSN2 TOTAL
Allocator: BILLING EXP NO OF CUST 0.78201919 0.04787239 0.82989158
Allocated Uncollectible Expense $6,424,128 $393,262 $6,817,390
Number of Bills 8,510,599 514,959 9,025,558

Customer Charge Component per Bill

Attachment CAC 12.14-B (Bate No. 090013918-056300)

$0.76
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