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I. Witness Identification 1 

Q. Please state your name, job title and business address. 2 

A. My name is David Brightwell.  I am an Economic Analyst in the Policy Division of 3 

the Illinois Commerce Commission (“Commission”).  My business address is 527 4 

East Capitol Avenue, Springfield, Illinois 62701. 5 

Q. Please describe your Education. 6 

A. I received a Ph.D. in economics from Texas A&M University in 2008.  My major 7 

fields of study were industrial organization and labor economics, and my minor field 8 

was econometrics.  I received a bachelor’s degree in political science in 1992 and a 9 

master’s degree in applied economics in 2002 from Illinois State University.  10 

Q. Please describe your professional experience. 11 

 I have been employed as an Economic Analyst with the Commission since June 12 

2008.  My work with the Commission has primarily focused on energy efficiency 13 

and Smart Grid related topics.  Prior to joining the Commission Staff (“Staff”), I 14 

attended Texas A&M University (2002-2008).  While attending Texas A&M, I was a 15 

teaching assistant for my dissertation advisor Professor John Moroney for the 16 

2002-2003, 2003-2004, and 2006-2007 academic years and his research assistant 17 

in the summer 2003 semester.  As a research assistant, I performed econometric 18 

analysis for the book Energy and Sustainable Development in Mexico written by 19 

John Moroney and Flory Dieck-Assad.  I was the instructor for various economics 20 

classes from the 2004 summer semester through the 2007-2008 school years.  21 
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From 2000-2002, I served as a graduate assistant for David Loomis at Illinois State 22 

University.   23 

Q. Have you previously testified before the Commission? 24 

A. Yes, I have.  25 

II. Introduction 26 

Q. Please summarize your testimony. 27 

A. I reviewed the cost-effectiveness work papers that ComEd provided in response to 28 

the Attorney General’s DR AG 1.04, ComEd Ex. 5.0, ComEd Ex. 5.02, ComEd Ex. 29 

6.0 and ComEd Ex 6.02.  Based on my review of these materials, it is my opinion 30 

that ComEd’s AMI Deployment Plan is cost-beneficial, meeting one of the 31 

requirements set forth in Section 16-108.6(c) of the Public Utilities Act (“Act”). 32 

Q. What scenarios do you review? 33 

A. My primary analysis examined the sensitivity of the present value of net benefits to 34 

various discount rates.  My opinion is that the appropriate discount rate is the most 35 

subjective assumption used in the cost-benefit analysis.  Reasonable arguments 36 

can be made for discount rates that range between 3% and 11.87%.  I explain the 37 

basis for my opinion below.  However, to some extent that explanation is moot.  I 38 

found that ComEd’s AMI deployment (using the values for both costs and benefits 39 

assumed within the analysis) is cost beneficial even if a discount rate of 23.5% is 40 

assumed.1  I also examined cost-effectiveness under the assumption that site visits 41 

                                            
1
 ComEd’s response to DR AG 1.04 was used to examine the impact of changes to the discount rate on 

net customer impacts.  Change the value in cell C26 of the worksheet “Inputs.”  The results of these 
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are required before disconnecting customers for non-payment.  In its Order in 42 

ComEd’s AMI Pilot program Docket No. 09-0263, the Commission ruled that 43 

ComEd was required to conduct a site visit in accordance with 83 Ill. Adm. Code 44 

280.130(d) before disconnecting a customer for non-payment.  (Order, Oct. 14, 45 

2009, Docket No. 09-0263, p. 34)  If it is assumed that a site visit will be required, 46 

the AMI deployment is still cost-beneficial.   47 

Q. Please explain a discount rate.  48 

A. In economic theory, a discount rate represents the time value of money for an entity 49 

making intertemporal allocation decisions.  It can be thought of as how much 50 

consumption that an economic agent is willing to give up in the future for an 51 

additional unit of consumption at present.  That is, if the agent is willing to give up 52 

$1.10 of purchases one year in the future for an additional dollar’s worth of 53 

spending at present, the discount rate is 10% for that agent.  Conversely, it can be 54 

thought of as how much compensation an agent would need in order to postpone 55 

purchases into the future.  That is, if it would require $1.10 next year in order for an 56 

economic agent to give up $1.00 now, the discount rate would also be 10%.  57 

Q. Why are discount rates important to the cost-effectiveness analysis? 58 

A. Section 16-108.6(c) of the Act requires the Commission to approve or approve with 59 

modifications the AMI Plan filed by ComEd if the Commission, among other things, 60 

finds that the Plan or modified Plan will be cost-beneficial consistent with the 61 

principles established through the Illinois Smart Grid Collaborative.  Cost-beneficial 62 

                                                                                                                       

changes appear in Cell E26 of the worksheet “Results.”  At some assumed discount rate between 23.5% 
and 24% the value in cell E26 switches from positive to negative.   
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is defined in Section 16-108.6(a) of the Act to include the net present value of 63 

benefits and net present value of costs.  In order to determine the net present value 64 

of either costs or benefits, it is necessary to discount future benefits and costs by 65 

considering the time value of money.  66 

Q. What is the discount rate that ComEd used in its cost benefit analysis? 67 

A. ComEd used a 3.087% discount rate.  (ComEd Response to AG DR AG 1.04 68 

Attach 2 (Public)). 69 

Q. Is 3.087% a reasonable discount rate for this analysis? 70 

A. I am not sure whether it is appropriate or not.  Choices in discount rates are fairly 71 

subjective and leading experts in the theory of discounting disagree as to what the 72 

appropriate discount rate is for a given situation.  I am not sure there is any 73 

consensus of what the appropriate discount rate is for any situation.  My opinion is 74 

that a case can be made for the 3.087% discount rate based on my non-legal 75 

reading of Section 16-108.6, but that this discount rate would be among the lower 76 

bounds of appropriate discount rates. 77 

Q. How does the choice of a discount rate affect the cost benefit analysis? 78 

A. Because the costs of installing the meters and communications system occur 79 

before benefits accrue, a lower discount rate increases the present value of net 80 

benefits.  That is, the lower the discount rate that is used, the more likely it is that 81 

positive net benefits are determined. 82 

Q. Why do you believe 3.087% is among the lower bounds of appropriate 83 

discount rates?      84 
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A. The definition of cost-beneficial in Section 16-108.6(a) makes reference to societal 85 

benefits and avoided societal costs, which are a form of benefits as well.  Based on 86 

these references, I think a case can be made that a societal discount rate is 87 

appropriate for the analysis.  The U.S. Department of Energy (“DOE”) is directed to 88 

use a life-cycle cost analysis for energy investment decisions.  (10 CFR § 436.14).  89 

The discount rate used in that analysis is the 12 month average of the composite 90 

yields of all outstanding U.S. Treasury Bonds neither due nor callable in less than 91 

10 years, subject to a bound between 3 and 10% (10 CFR § 436.14).  Since the 92 

government represents society, it can be argued that the government’s discount 93 

rate is the societal discount rate.  Societal discount rates tend to be lower than 94 

discount rates used by consumers or businesses.  As of March 2011, the discount 95 

rate used by the DOE was 3%2.     96 

Q. What other discount rates may be appropriate?  97 

 I think it may also be appropriate to consider the customers’ and ComEd’s time 98 

value of money.  An argument can also be made that the definition of cost-99 

beneficial makes reference to all utility costs and benefits that include utility 100 

operational benefits.  Based upon these references, I believe that it can be argued 101 

that ComEd’s weighted average cost of capital (“WACC”) is the appropriate 102 

discount rate.  The WACC represents the utility’s cost of acquiring funds.  That is, 103 

the average dollar amount the utility is giving up to investors in the future in order to 104 

invest an additional dollar in capital today.  It is also my understanding that ComEd 105 

                                            
2
 Energy Price Indices and Discount Factors for Life-Cycle Cost Analysis – 2011, U.S. Department of 

Commerce, Dated September 2011, p.1 
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uses its WACC when performing the Total Resource Cost analysis of its energy 106 

efficiency portfolio.  The definition of the Total Resource Cost Test also includes 107 

references to societal benefits (20 ILCS 3855/1-10).     108 

 It can be argued that since these are benefits and costs that accrue to ComEd’s 109 

customers and that ComEd’s customers are ultimately paying the costs and 110 

receiving the benefits, that the appropriate discount rate is one that reflects what 111 

the customer is willing to give up at present in order to receive additional benefits in 112 

the future.  There are several proxies for the customer’s discount rate including the 113 

interest rates on mortgages, home equity loans, credit cards, and the average 114 

return of the stock market.  The appropriate proxy is the one that reflects the 115 

customers’ opportunity cost between current and future economic activities.  This 116 

would be the highest marginal rate for a typical customer. 117 

  According to creditcards.com, 56% of Americans reported carrying over a balance 118 

and being charged interest on a credit card in 2010.3  Creditcards.com also 119 

indicates that the national average interest rate on credit cards is 14.91%.4  Based 120 

on this, one could argue that any dollar spent on AMI investments could cost 121 

customers 14.91% in foregone credit card payments.   122 

 If a customer has no credit card debt, the next highest return is usually the stock 123 

market.  To be conservative, I will assume the stock market is offering an 8% 124 

return.  For the 44% of customers with no credit card interest payments, this 8% 125 

                                            
3
 http://www.creditcards.com/credit-card-news/credit-card-industry-facts-personal-debt-statistics-1276.php 
as of May 9, 2012.   

4
 http://www.creditcards.com/credit-card-news.php.  This rate was reported on the website on May 9, 
2012.  

http://www.creditcards.com/credit-card-news.php
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return is likely the opportunity cost for spending additional money on AMI 126 

investments. 127 

 The weighted average between customers who forego paying down credit card 128 

balances and customers who forego stock market investment is 11.87% 129 

(14.91*56% + 8*44%=11.87%).    130 

Q. What is the overall range of possible discount rates that may be appropriate?  131 

 Based on the previous analysis, I think the proper discount rate is somewhere 132 

between 3% and 11.87%.   133 

Q. Is ComEd’s AMI Deployment cost beneficial in the 3% - 11.87% range?  134 

A. Yes it is.  The deployment would be cost beneficial if any discount rate below 135 

23.5% is applied.  136 

Q. Did you examine cost-effectiveness of the plans with changes to any other 137 

assumptions that ComEd made? 138 

A. Yes.  In ComEd’s AMI pilot, the Commission required a site visit in accordance with 139 

83 Ill. Adm. Code 280.130(d) before a customer could be disconnected for non-140 

payment.  (Order, Oct. 14, 2009, Docket No. 09-0263, p. 34)  If a site visit is also 141 

required after or during a full-scale AMI deployment, it could affect the cost-142 

effectiveness.  I was unable to determine the exact reduction in benefits that would 143 

occur if a site visit was required.  However, page 4-2 of ComEd Ex. 6.02 indicates 144 

that meter connects and disconnects are categorized in Field and Meter Services.  145 

It also indicates that the total 20-year cumulative reduction in Field and Meter 146 

Service expenses is projected as $319 million (Id., Table 4-3, p. 4-8).  Since meter 147 

disconnects for nonpayment are only a subset of expenses in Field and Meter 148 
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Services and the net present value of total benefits are calculated to equal over 149 

$1.2 billion (Id., 6.02, Table 1-2, p. 1-4), I do not believe a site visit requirement prior 150 

to disconnecting service for nonpayment will alter the result that the deployment is 151 

cost-effective. 152 

Q. Did you investigate other changes to assumptions that may affect the cost-153 

effectiveness of the Plan? 154 

A. No.   155 

Q. Are you endorsing the costs or benefits assumed by ComEd in its analysis?   156 

A. No.  Due to the limited time available for this proceeding, I am unable to verify the 157 

reasonableness of the assumed costs or benefits. 158 

Q. Does this conclude your direct testimony? 159 

A. Yes. 160 


