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I. INTRODUCTION AND PURPOSE OF TESTIMONY 1 

Q. Would you please state your name and business address? 2 

A. My name is Stephen S. George.  My office address is 101 Montgomery Street, San 3 

Francisco, California. 4 

Q. Are you the same Stephen George who filed rebuttal testimony in this proceeding? 5 

A. Yes. 6 

II. RESPONSE TO STAFF CONCERNS 7 

Q. What is the purpose of your surrebuttal testimony? 8 

A. The purpose of my testimony is to respond to a number of issues raised about my rebuttal 9 

testimony by Dr. Eric P. Schlaf. 10 

Q. Do you have any general observations concerning Dr. Schlaf’s criticism of your 11 

analysis? 12 

A. Yes, I do.  Dr. Schlaf does not broadly critique or otherwise take issue with my 13 

conclusions on the net benefits that might accrue to ComEd’s system if AMI were 14 

deployed.  Rather, Dr. Schlaf takes issue with various assumptions and specific elements 15 

of the data underlying my analysis.  I do not believe that the issues raised by Dr. Schlaf 16 

necessarily alter the basic soundness of my analysis and the conclusion pertaining to the 17 

potential system benefits of AMI.   18 

Q. Dr. Schlaf questions the relevance of your analysis of the potential impact of a Peak 19 

Time Rebate (PTR) program given that ComEd has not requested authorization to 20 
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proceed with such a program if AMI is approved.  How do you respond to this 21 

concern? 22 

A. AMI can support a wide variety of time-varying pricing options, including a PTR, a 23 

critical peak pricing (“CPP”) tariff, real-time pricing and other pricing frameworks.  24 

What my testimony is intended to do is to illustrate what would be achievable under 25 

reasonable assumptions if an AMI platform is deployed.  It is because of the large 26 

magnitude and variety of potential customer benefits associated with such a platform that 27 

ComEd is requesting approval of AMI.   28 

Q. Dr. Schlaf also questions the validity of your analysis because the PTR tariff has 29 

only been used in two pilots and has not been adopted on a non-pilot basis by any 30 

U.S. utility.  He further states that, to accept the results of your analysis as more 31 

than speculation, one must accept that the conclusions from these pilot programs 32 

are transferable and representative of results that could be expected in the ComEd 33 

service territory.  In light of these concerns, why should the ICC consider your 34 

analysis to be reasonably representative of the demand response benefits from a 35 

PTR program? 36 

A. While it is true that a PTR (or CPP) has not been implemented on a large scale, that does 37 

not mean that the reported results are mere speculation.   The benefit estimates are based 38 

on a well documented, careful analysis, conservative assumptions where assumptions are 39 

required, and extensive empirical evidence showing that customers can and will respond 40 

to time-based pricing options.  If there are specific assumptions with which Dr. Schlaf 41 

disagrees, benefit estimates based on different assumptions could be calculated to test 42 

whether the bottom line conclusion is robust.  If everyone claimed that attractive 43 
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opportunities should not be pursued because estimates of their potential benefits are 44 

based on pilot programs, it is very hard to see how we would ever get beyond the pilot 45 

stage and proceed with full-scale implementation.    46 

Q. Have you taken steps to tailor the impact estimates to ComEd’s customer 47 

population?  Put another way, how have you addressed the issue of transferability 48 

of results from the pilot regions that Dr. Schlaf raises in his testimony? 49 

A. The price elasticities that underlie my analysis were based on demand models estimated 50 

from California’s Statewide Pricing Pilot (“SPP”), a $20 million pricing experiment that 51 

was conducted in California several years ago.  California is a very diverse state in terms 52 

of climate variation and customer characteristics.  As such, the data from the pilot 53 

allowed for models to be developed that can be used to predict price responsiveness for 54 

customers with different characteristics (e.g., with and without central air conditioning) 55 

located in different climate regions (e.g., cool, moderate, hot).  This functionality allowed 56 

me to tailor the price elasticities that were used in my analysis based on the saturation of 57 

central air conditioning (a key driver of demand response) and temperature in ComEd’s 58 

service territory.  The specific data and calculations used to tailor these estimates are 59 

documented in Section A.4 of Exhibit 31.02.   60 

Q. Dr. Schlaf points out that implementation of a PTR would require estimation of a 61 

baseline amount of usage for each customer and that choosing a baseline is “not 62 

likely to be without controversy.”  Can you please explain what is a baseline 63 

amount? 64 
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A. First of all, I’d like to point out that AMI can support a wide variety of rate options, not 65 

all of which require estimates of customer baselines.  CPP, for example, does not rely on 66 

baseline methods for billing purposes.  A PTR program, on the other hand, does require 67 

estimation of customer baselines.  Baseline usage is an estimate of what a customer 68 

would have used during the time of day when a PTR incentive is in effect, assuming the 69 

customer did not respond to the incentive.   This quantity can not be observed because the 70 

metered load during a PTR event period reflects the influence of the PTR incentive.   The 71 

difference between the metered load and the baseline quantity is an estimate of the load 72 

reduction that is used to determine the payment to each customer.   73 

Q.  Do you agree that the determination of the baseline is likely to be controversial? 74 

A. No, not any more controversial than many other issues that are commonly addressed in 75 

rate hearings or demand response program applications.  Although, the science of 76 

baseline estimation continues to evolve, a variety of baseline methods exist that, on 77 

average, show very little bias and a high degree of accuracy.  For example, four methods 78 

that performed best according to the statistical tests in a recent San Diego Gas & Electric 79 

Company (“SDG&E”) analysis were:  1) relying on energy use during the peak period 80 

from the highest 3 out of the last 5 weekdays; 2) using the highest 3 out of the prior 6 81 

days; 3) taking peak-period usage during the previous 5 weekdays and adjusting the 82 

amount by adding the difference between the customer’s average hourly semi-peak use 83 

during the event day and the average hourly semi-peak use during the 5 similar days; and 84 

4) taking usage during the previous 5 weekdays and adjusting it based on a ratio of total 85 

residential semi-peak load on the 5 prior days and the total residential semi-peak load on 86 

the event day. The average error across the methods and years ranged from a low of -87 
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0.2% to a high of -5.0%, and the median error ranged from 0.1% to -4.0%.1  Ms. 88 

Willoughby provided estimates of accuracy and bias for four baseline methods that 89 

showed the most promise among numerous methods that were examined.  Clearly, all of 90 

the methods were reasonably accurate.   91 

Q. Dr. Schlaf also raised a concern about free riders, which he defined as “customers 92 

who may be tempted to raise their baseline usage before the critical days in order to 93 

obtain the credit.”  Do you believe that free riders are a significant concern if 94 

ComEd were to implement a PTR program? 95 

A. No.  What Dr. Schlaf refers to as “free riders” most people refer to as “gaming”—that is, 96 

modifying usage from what it would be under normal behavior in order to raise the 97 

baseline estimate and obtain a higher payment than would be the case under normal usage 98 

patterns.2   Gaming is highly unlikely to occur with dynamic rate options such as a PTR 99 

because of the uncertainty concerning when an event is likely to be called.  Customers do 100 

not know until the day before an event occurs that a PTR incentive will be paid based on 101 

their baseline usage.  If the baseline method involves using the highest 3 of the 5 non-102 

event weekdays preceding an event, for example, a customer obviously can not adjust 103 

their baseline usage retroactively once they learn that tomorrow is an event day.   104 

                                                 
1 See Prepared Direct Testimony of Leslie Willoughby on behalf of SDG&E.  Application of San Diego 

Gas & Electric Company for Authority to Update Marginal Costs, Cost Allocation and Electric Rate Design (U 902-
E).  Exhibit No. 13.  January 31, 2007.   

2 The more common use of “free rider” refers to a situation where a customer is able to obtain a bill credit 
or lower bill based simply on their current usage pattern, not based on a modified usage pattern.  Free riders, also 
known as structural benefiters, are not an issue with pay-for-performance programs, such as peak time rebates, but 
can be relevant for tariffs such as critical peak pricing.   
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Q. Dr. Schlaf claims that it may be difficult to establish the proper amount of 105 

compensation to induce customers to respond on peak days.  Do you agree? 106 

A. No.  I do not.  Research on customer responsiveness to time-based pricing goes back 107 

more than 30 years and shows unequivocally that residential electricity consumers will 108 

modify their usage patterns in response to time-varying prices, as I discussed in my 109 

rebuttal testimony at ComEd  Ex. 31,7:134 -140.   110 

Q. Do you agree with Dr. Schlaf’s statement that, with a PTR program, “a method to 111 

communicate to customers that a peak day is occurring will need to be devised.” 112 

A. Yes, I absolutely agree.  There are multiple ways to notify customers (telephone, email, 113 

paging, mass media, etc.).  For options that only apply to a relatively small percentage of 114 

customers, targeted communication options, such as telephone or email, must be used.  115 

On the other hand, one of the advantages of a PTR which is available to everyone is that 116 

mass media such as radio and television, can be employed to make announcements 117 

regarding event days. 118 

 Q. Dr. Schlaf also raises a concern about the need for an advertising/promotion budget 119 

and suggests that, given the lack of experience with a PTR rate, “it is merely 120 

speculation to determine the size of the promotional and advertising budget over the 121 

duration of the tariff.”  Do you see this is a major roadblock?  122 

A.   No.  I have included in my analysis $48 million in costs over 20 years for marketing 123 

awareness and notification.  Approximately $15 million out of this total was estimated to 124 

be spent in the first couple of years of the program to generate awareness, with the 125 

remainder used for notification and to maintain awareness levels in future years.  As 126 
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documented in my testimony, these values are based on estimates provided by SDG&E in 127 

support of a PTR program that was included as part of the company’s AMI application.  128 

Even if these estimates are incorrect, with net benefits of nearly $400 million, there is 129 

ample room to adjust marketing budgets as needed and still generate very large net 130 

benefits. 131 

Q. Dr. Schlaf indicates that promotion of a utility tariff will need to satisfy 83 Ill Adm. 132 

Code Part 452, which prohibits utility promotion of retail electric supply services.  133 

Do you see this as a problem that must be addressed? 134 

A. I am not an expert on the constraints associated with this particular aspect of Illinois 135 

regulation.  I would simply offer the observation that, with potential net benefits in the 136 

hundreds of millions of dollars, I would hope that Illinois policy makers would be able to 137 

find a way of allowing these benefits to be achieved and to flow through to consumers. 138 

Q. Dr. Schlaf raises a concern about the participation rates used in your analysis.  139 

While acknowledging that participation rates and customer satisfaction for some 140 

pilots are “generally high,” these may not translate to similar participation rates for 141 

larger scale programs.  He also highlights your acknowledgement that residential 142 

participation in dynamic pricing programs, with a few exceptions, has historically 143 

been very low.  How do you respond to these concerns? 144 

A. Dr. Schlaf correctly points out that there are no large scale programs on which to base 145 

participation estimates for PTR or other dynamic pricing programs such as CPP.  146 

However, the assumed awareness level of 25 percent is half or less than half of what 147 

other utilities have used in their AMI applications (e.g., SDG&E assumed 70%, Central 148 
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Maine Power assumed 50%).  Furthermore, as indicated in my testimony, even assuming 149 

a very conservative awareness level of 10 percent, net benefits would still be a very 150 

substantial $130 million.  The 20 and 40 percent participation rates, respectively, in the 151 

Salt River Project and Arizona Public Service TOU rate programs mentioned in my 152 

rebuttal testimony are evidence that it is possible to obtain high participation rates in 153 

time-varying rate programs if marketed effectively.   154 

Q. Dr. Schlaf indicates that “pilot programs seem to indicate that residential 155 

customers, under certain conditions, may reduce their peak demand by around 10% 156 

on critical days, although some studies show lower reductions.”  He also points out 157 

that the average reduction of 21.8% that you use in your analysis seems very high.  158 

Why is your estimated reduction higher than what has been experienced elsewhere? 159 

A. I am not sure what pilot programs Dr. Schlaf is referring to here.  None of the pilot 160 

programs summarized in my rebuttal testimony show a reduction as low as 10%--most 161 

show reductions of 12 percent or more based on price ratios in the 4 to 6 range and the 162 

Ottawa Hydro pilot, which has air conditioning saturation rates similar to those in 163 

ComEd’s service territory, shows reductions in the 17 to 25 percent range.  See ComEd 164 

Ex. 31, 10:205-207.  Price responsiveness varies significantly between households with 165 

and without central air conditioning.  With a saturation for central air conditioning of 166 

roughly 90 percent (compared with California’s saturation of roughly 48 percent), 167 

ComEd customers can be expected to display a high degree of demand response.  This 168 

fact, combined with the price ratio of roughly 8 to 1 that I used in my analysis, explains 169 

why the estimated reduction of 22 percent is reasonable.   170 
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Q. Finally, Dr. Schlaf wonders whether the actions taken by ComEd customers in 171 

response to time-varying prices might “be diffused throughout the PJM market 172 

area (thus lowering the benefit to ComEd Customers).”  What reassurance can you 173 

provide that the avoided capacity benefits you estimate will, indeed, be enjoyed by 174 

ComEd’s customers rather than other participants in the PJM market? 175 

A. PJM’s capacity market allocates costs to specific regions based on the load of that region.  176 

ComEd is its own region for purposes of capacity cost allocation.  The allocation of 177 

capacity costs is based on peak demand in the prior year.  As such, if ComEd or other 178 

load serving entities in the ComEd territory reduced peak demand below what it would be 179 

otherwise, their share of PJM capacity costs will fall in the following year.   180 

Q. Does this complete your testimony? 181 

A. Yes it does.     182 


