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I. INTRODUCTION 1 

 2 

Q. PLEASE STATE YOUR NAME, EMPLOYER, AND PRESENT POSITION.  3 

A.   My name is James Richard Hornby.  I am a Senior Consultant at Synapse Energy 4 

Economics, Inc., 485 Massachusetts Avenue, Cambridge, MA 02139. 5 

Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 6 

A. I am testifying on behalf of the People of the State of Illinois (“the People”), represented 7 

by the Office of the Illinois Attorney General (“AG”).. 8 

Q. PLEASE DESCRIBE SYNAPSE ENERGY ECONOMICS. 9 

A. Synapse Energy Economics (“Synapse”) is a research and consulting firm specializing in 10 

energy and environmental issues, including: electric generation, transmission and 11 

distribution system reliability, market power, electricity market prices, stranded costs, 12 

efficiency, renewable energy, environmental quality, and nuclear power.  13 

Q. PLEASE SUMMARIZE YOUR WORK EXPERIENCE AND EDUCATIONAL 14 

BACKGROUND. 15 

A. I am a consultant specializing in planning and ratemaking in the electric and gas 16 

industries.  Over the past twenty five years, I have presented expert testimony and 17 

provided litigation support on these issues in more than 120 proceedings in over thirty 18 

jurisdictions in the United States and Canada.  Over this period, my clients have included 19 

staff of public utility commissions, state energy offices, consumer advocate offices and 20 

marketers. 21 

Prior to joining Synapse in 2006, I was a Principal with CRA International and, 22 

prior to that, Tabors Caramanis & Associates.  From 1986 to 1998, I worked with the 23 

Tellus Institute (formerly Energy Systems Research Group), initially as Manager of the 24 
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Natural Gas Program and subsequently as Director of their Energy Group.  Prior to 1986, 1 

I was Assistant Deputy Minister of Energy for the Province of Nova Scotia. 2 

I have a Master of Science in Energy Technology and Policy from the Massachusetts 3 

Institute of Technology (“MIT”) and a Bachelor of Industrial Engineering from the 4 

Technical University of Nova Scotia, now merged with Dalhousie University.  I have 5 

attached my resume to this testimony as AG Exhibit 1.1 . 6 

Q. PLEASE SUMMARIZE YOUR EXPERIENCE WITH THE ECONOMICS OF, 7 

AND RATEMAKING FOR ADVANCED METER INFRASTRUCTURE (“AMI”) 8 

PROJECTS SUCH AS THE SMART GRID AMI DEPLOYMENT PLAN THAT 9 

COMMONWEALTH EDISON (COMED) HAS FILED IN THIS PROCEEDING.   10 

A. Since 2008 I have submitted testimony regarding proposed AMI and smart grid projects 11 

in Arkansas, Maine, Maryland, Pennsylvania and Texas.  I have reviewed proposed AMI 12 

projects for clients in New Jersey, the District of Columbia and Nevada. 13 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 14 

A. ComEd filed its Smart Grid AMI Deployment Plan (‘AMI Plan”) and supporting Direct 15 

Testimony on April 23, 2012. The Office of Attorney General retained Synapse to assist 16 

in its review of that submission. My testimony addresses the present value of the 17 

projected benefits from the AMI Plan minus its projected costs, which I refer to as its net 18 

present value (“NPV”), as well as the potential to increase the value of the AMI Plan to 19 

customers.  20 

Q. WHAT DATA SOURCES DID YOU RELY UPON TO PREPARE YOUR 21 

TESTIMONY AND EXHIBITS? 22 

 A. I relied primarily on the Company’s AMI Deployment Plan, the Direct Testimony and 23 

exhibits of the Company’s witnesses as well as the Company’s responses to various data 24 
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requests (“DR”).  Certain of those responses are provided in AG Exhibit 1.5. In addition, 1 

I relied upon evidence and reports from AMI and Smart Grid proceedings of other 2 

utilities in which I have participated or which I have reviewed.   3 

II. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 4 

 5 

Q. PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATION 6 

REGARDING THE NPV OF THE PROJECTED TOTAL BENEFITS AND 7 

COSTS OF THE AMI DEPLOYMENT PLAN. 8 

A. My first conclusion is that there is considerable uncertainty as to whether the AMI Plan is 9 

cost beneficial to its customers.  According to ComEd’s own projections, customers will 10 

not receive a cumulative net positive impact from the AMI Plan until 2021, as indicated 11 

on line 31 of Table A-4 of Exhibit 6.02. In addition, the AMI Plan is only marginally 12 

cost-beneficial when analyzed for a case which reflects currently effective disconnection 13 

regulations and the NPV of that case is calculated using a reasonable discount rate and 14 

time horizon.  15 

My second conclusion is that the Company’s position that the AMI Plan will be 16 

cost-beneficial hinges primarily upon the Company’s projections of the value of the  17 

additional revenues and avoided power costs it expects to achieve by reducing 18 

unaccounted for electricity (UFE) use, consumption at inactive meters (CIM) and bad 19 

debt. If the actual unit values, i.e. $/kWh, of the additional revenues and avoided power 20 

costs the Company achieves by reducing the annual kWh in each of those categories 21 

prove to be materially less than the Company has projected, the AMI Plan will not be 22 

cost-beneficial. 23 

 24 
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Q. PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATIONS 1 

REGARDING THE POTENTIAL TO INCREASE THE VALUE OF THE AMI 2 

PLAN TO CUSTOMERS.  3 

A.  The Company has the potential to increase the value of the AMI Plan to customers in at 4 

least two ways.  First, it could offer a new Time-of-Use (“TOU”) rate in addition to its 5 

proposed new Peak Time Rebate (PTR).  Second it could modify its schedule for 6 

deploying its AMI investments to coordinate with its schedule for deploying its 7 

distribution automation (DA) investments.  This is necessary  in order to balance and 8 

optimize improvements in reliability with the installation of advanced  meters. 9 

Based upon those two conclusions, I recommend that the Commission require the 10 

Company to offer a new TOU rate in conjunction with is filing for a new PTR, and also 11 

require the Company to submit a modified AMI Plan with a deployment schedule that is 12 

coordinated with the Company’s schedule for deploying DA investments. 13 

III. PROJECTED BENEFITS AND COSTS OF COMED AMI PLAN  14 

  15 

Q. PLEASE SUMMARIZE THE RESULTS OF COMED’S ASSESSMENT OF THE 16 

PROJECTED BENEFITS AND COSTS OF ITS AMI PLAN. 17 

A. Mr. Trump presents an overview of the projected benefits and costs of the ComEd AMI 18 

Plan in his Direct Testimony.  He presents his estimate of the cumulative values of 20 19 

years of those projections in Table 1-2 in ComEd Exhibit 6.02.  The Company modified 20 

those projections through a correction to AG1.04 distributed to parties on May 10, 2012.  21 

My testimony refers to the Company’s corrected values. 22 

The three largest sources of projected benefits from the AMI Plan, according to Table 23 

1-2, are: 24 
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 reduction in unaccounted for energy (“UFE”) and consumption at inactive meters 1 

(“CIM”);  2 

 operational efficiencies and cost reductions; and  3 

 reduction in bad debt expense. 4 

According to that Table, the cumulative value of those projected benefits plus projected 5 

avoided capital expenditures is $4.613 billion.  In contrast, the cumulative value of the 6 

projected costs of the AMI Plan over 20 years is $2.028 billion.  Dividing the total 7 

benefits by the total costs produces a benefit to cost ratio of 2.3.  The Table also indicates 8 

that the NPV of benefits less costs over the 20 years is $1.251 billion. 9 

Q. DO THE COMED RESULTS PROVIDE A REASONABLE ESTIMATE OF THE 10 

BENEFIT TO COST RATIO OF THE AMI PLAN OR OF ITS NPV?  11 

A. No. My analysis indicates that those ComEd results overstate the benefit to cost ratio of 12 

the AMI Plan and of the NPV for three reasons. First, the Base Case for which the 13 

Company has calculated these results does not reflect currently effective customer 14 

notification requirements.  Second, the discount rates the Company used to calculate the 15 

benefit to cost ratio and the NPV under its Base Case are too low. Third, the number of 16 

years the Company used in its calculation of benefits and costs is too long. 17 

Q. PLEASE EXPLAIN WHY THE BASE CASE THE COMPANY USED IS NOT 18 

REASONABLE.  19 

A. Under currently effective regulations, the Company must send an employee to notify, in 20 

person, any residential customer about to be disconnected for non-payment.  The Base 21 

Case for which the Company has calculated its results assumes this regulation will be 22 

changed (or that no premise visit or in-person contact is required now) to allow the 23 

Company to notify such customers by phone and to disconnect the customer remotely via 24 
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the disconnect switch capability of the smart meter. Thus, the Base Case results the 1 

Company presents in Table 1-2 do not reflect currently effective customer notification 2 

requirements.  Black and Veatch prepared an estimate of results for a “sensitivity 3 

scenario”, which it refers to as the “Doorknock Sensitivity” under which the currently 4 

effective regulations remain in effect.  5 

Q. ARE THE COMPANY’S RESULTS FOR THE DOORKNOCK SENSITIVITY 6 

LESS COST-BENEFICIAL THAN THE BASE CASE?  7 

A. Yes.  The NPV of benefits minus costs for the Doorknock Sensitivity is 18% less than 8 

the corresponding NPV for the Base Case.  The benefit to cost ratio is 14% less, at 2.0.  9 

AG Exhibit 3.1 presents a comparison of the Company’s results for those two cases.  10 

Q. PLEASE EXPLAIN WHY THE DISCOUNT RATES AND TIME PERIODS THE 11 

COMPANY USED IN ITS BASE CASE CALCULATIONS ARE A MATTER FOR 12 

REVIEW IN THIS PROCEEDING. 13 

A. The discount rates and time periods the Company used to calculate its Base Case results 14 

are a matter for discussion and interpretation because they are not defined explicitly in 15 

the Illinois Public Utilities Act.  That Act requires the Illinois Commerce Commission 16 

(“Commission”) to make a determination of whether an AMI Plan is, or is not, cost-17 

beneficial.
1
  According to the Act, an AMI Plan meets the cost-beneficial standard if: “… 18 

the present value of the total benefits of the Smart Grid AMI Deployment Plan exceeds 19 

the present value of the total costs of the Smart Grid AMI Deployment Plan.”  However, 20 

the Act does not specify either the discount rate or the number of years to be used to 21 

calculate that present value.  Section 16-108.5, however, does require a utility seeking 22 

formula rate regulation to complete the reliability and smart grid infrastructure 23 

                                                 
1
 Section 16-108.6 (c) requires the Commission to determine if “…the implementation of the AMI Plan will be cost-

beneficial consistent with the principles established through the Illinois Smart Grid Collaborative, giving weight to 

the results of any Commission-approved pilot designed to examine the benefits and costs of AMI deployment.” 
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investments listed therein within 10 years.  I am advised by counsel that how and whether 1 

that requirement affects the evaluation of the AMI cost benefit analysis is a matter of 2 

legal interpretation.   3 

Q. DO THE DISCOUNT RATE AND TIME HORIZON CHOSEN TO CALCULATE 4 

THE NPV OF THE AMI PLAN HAVE A MATERIAL IMPACT ON WHETHER 5 

IT IS, OR IS NOT, COST-BENEFICIAL? 6 

A. Yes.  The choice of a discount rate and a time horizon has a major impact on whether the 7 

AMI Plan under either the Doorknock Sensitivity or the Base Case will be, or not be, 8 

cost-beneficial.  The impact on the benefit to cost ratio of those cases of a discount rate 9 

higher than the Company used and a time horizon shorter than the Company used is 10 

presented in Figure 1, the summary bar chart below, which is page 2 of AG Exhibit 3.2. 11 

 12 

Figure 1 13 
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 As indicated in Figure 1, the benefit to cost ratio of the Base Case drops from 2.3 under 2 

the Company’s discount rate and time horizon assumptions to 1.1 with a 10.05% discount 3 

rate and a 15 year time horizon.  Similarly the benefit to cost ratio of the Doorknock 4 

Sensitivity drops from 2.0 to 1.0 using a 10.05% discount rate and a 15 year time horizon. 5 

Q. HAVE PARTIES TO AMI PLAN PROCEEDINGS OF OTHER UTILITIES 6 

DISAGREED OVER THE CHOICE OF A DISCOUNT RATE AND OF A TIME 7 

HORIZON? 8 

A. Yes, to varying degrees. The choice of a time horizon has been a matter of debate in 9 

several of the AMI Plan proceedings in which I have participated.  The choice of a 10 

discount rate has been less contentious as the sponsoring utility has typically proposed a 11 

discount rate equivalent to its weighted average cost of capital (WACC) and parties have 12 

generally accepted that proposal.  13 
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Q. PLEASE EXPLAIN WHY ANALYSTS USE A DISCOUNT RATE TO 1 

CALCULATE THE PRESENT VALUE OF FUTURE BENEFITS AND COSTS, 2 

AND THE IMPORTANCE OF USING A REASONABLE DISCOUNT RATE IN 3 

THIS PROCEEDING. 4 

A. Present value can be defined as “…the value on a given date of a payment or series of 5 

payments made at other times”
2
 Analysts use a discount rate to calculate the present value 6 

of future benefits and costs in order to reflect the generally accepted view that a dollar to 7 

be received sometime in the future, e.g., ten years from now, is not worth the same as a 8 

dollar to be received today.  This view is referred to as the time value of money.  Even at 9 

today’s low interest rates, most people would prefer to have a dollar in their pocket today 10 

than to be promised a dollar ten years from now. 11 

It is particularly important that the net present value of the AMI Plan be 12 

calculated using a reasonable discount rate because ComEd will start recovering the costs 13 

of the AMI Plan from customers years before customers see any material benefits from it.  14 

As indicated in Figure 6-1 of Exhibit 6.02, ComEd projects that costs will exceed benefits 15 

during the first five years of the AMI Plan, through 2016.  Of even more importance is 16 

ComEd’s projection that customers will not receive a cumulative net positive impact 17 

from the AMI Plan for ten years, until 2021, as indicated on line 31 of Table A-4 of 18 

Exhibit 6.02.   The fact that it will be ten years before customers are better off with the 19 

AMI Plan than without it, assuming the ComEd projections are accurate, is due to the fact 20 

that ComEd expects to recover the majority of the costs of the AMI Plan from customers 21 

during the first 10 years while it projects the majority of the benefits will not start flowing 22 

to customers until after year five (2017).   23 

                                                 
2
 Wikipedia, http://en.wikipedia.org/wiki/present_value. 5/11/2012. 

http://en.wikipedia.org/wiki/present_value
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It is important that a reasonable discount rate be used to calculate the present 1 

value of this stream of future costs and future benefits in order to determine whether the 2 

cumulative net benefits that ComEd projects customers will realize from 2021 onward are 3 

sufficient to justify approval of the AMI Plan.  4 

Q. PLEASE EXPLAIN WHY THE DISCOUNT RATES COMED HAS USED TO 5 

CALCULATE THE PRESENT VALUE OF ITS BENEFITS AND COSTS ARE 6 

TOO LOW. 7 

A. ComEd presents two measures of the benefits of its AMI Plan relative to the costs of that 8 

plan, a benefit to cost ratio and a NPV of its benefits minus its costs. The Company has 9 

used an implicit discount rate of zero to calculate the benefit to cost ratio, because it has 10 

calculated that ratio as the undiscounted sum of benefits over 20 years divided by the 11 

undiscounted sum of costs over those years. The Company used an explicit discount rate 12 

of 3.087% to calculate the NPV of benefits less costs.  13 

The discount rate of zero is clearly too low, as it implies that a dollar at any point 14 

in the future, up to 20 years in the future, is worth a dollar today. 15 

The 3.087% is also too low for several reasons. Exhibit 6.02 presents the 3.087% 16 

as being a “customer-facing” discount rate that ComEd applied in response to a 17 

recommendation from the Illinois State Smart Grid Collaborative (ISSGC).
3
  On the 18 

contrary, ComEd does not appear to have interpreted the ISSGC recommendation 19 

correctly and, in addition, 3.087% is not a reasonable customer discount rate. 20 

Q. WHY DOES IT APPEAR THAT COMED HAS NOT INTERPRETED THE 21 

ISSGC RECOMMENDATION CORRECTLY? 22 

                                                 
3
 Exhibit 6.02 footnote 5 page 1-3 
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A. The ISSGC recommendation was made in the context of a discussion of preparing 1 

up to five different benefit-cost calculations from five different perspectives, i.e., 2 

participant, ratepayer impact, program administrator, total resource and societal, and 3 

choosing the appropriate discount rate for each.  In fact, at page 236 the ISSGC report 4 

recommends: 5 

The utility should be required to present multiple views, or perspectives, as part 6 

of their cost-benefit analysis to be filed with the regulatory commission. The ICC 7 

and others should have the benefit of these different perspectives when weighing 8 

the merits of smart grid investments.  9 

The full quote from the ISSGC discussion of testing different discount rates on page 237 10 

of its report, including the last sentence which footnote 5 of Exhibit 6.02 does not 11 

include, is as follows: 12 

For certain tests, the rate of return on utility investments could be a reasonable 13 

choice for a discount rate. However, the use of a different discount rate may be 14 

appropriate for other tests because customers may have a different assumed cost 15 

of capital. (The discount rates used in the analyses are not intended to affect the 16 

rate of return that the Commission may set for future cost recovery on the 17 

investment.) Discount rates used in the analyses, and the rationale for their use, 18 

should be clearly documented. (Emphasis added.) 19 

This recommendation is consistent with the discussion of the choice of discount rates for 20 

calculating cost-effectiveness on page 4-8 of Understanding Cost-Effectiveness of Energy 21 

Efficiency Programs.
4
  That report presents illustrative discount rates for each of the 22 

different cost-benefit tests, i.e., 10% for the participant test, 8.5% as a utility WACC for 23 

                                                 
4
 National Action Plan for Energy Efficiency (2008). Understanding Cost-Effectiveness of Energy Efficiency 

Programs. Energy and Environmental Economics and Regulatory Assistance Project. www.epa.gov.eeactionplan. 
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the ratepayer impact, program administrator and total resource tests and 5% for the 1 

societal test. 2 

Q. WHY IS 3.087 PERCENT NOT A REASONABLE CUSTOMER DISCOUNT 3 

RATE? 4 

A. The 3.087% discount rate the Company has used is not a reasonable customer 5 

discount rate because it is much too low.   As I explain below, a reasonable customer 6 

discount rate would be, at a minimum, in the order of 8% to 10%. The 3.087% discount 7 

rate the Company has used would be a reasonable societal discount rate if the Company 8 

were calculating the benefits and costs from a societal perspective and if it had projected 9 

its future benefits and costs in constant (non-inflationary) dollars.  However, it is not 10 

calculating the benefits and costs from a societal perspective.   11 

Q. WHAT ARE REASONABLE DISCOUNT RATES AND HOW DO THEY 12 

AFFECT THE RESULTS FOR THE COMPANY’S BASE CASE AND 13 

“DOORKNOCK” SENSITIVITY?  14 

A. It is reasonable to test the results of discount rates from a utility perspective and a 15 

residential customer perspective because the utility bases its investment decisions on its 16 

ability to earn its weighted average cost of capital and because residential customers will 17 

be paying for the majority of the costs of the AMI plan.  The appropriate discount rate 18 

from ComEd’s utility perspective would be approximately 8.16%, the weighted average 19 

cost of capital under Section 16-108.5(c)(3), contained in  the Proposed order in Docket 20 

11-0721.  The appropriate discount rate from a ComEd customer perspective could be as 21 

low as 10.05%, the return on equity for ComEd shareholders approved in the Proposed 22 

Order in the same docket, or as high as 18%, the effective annual rate ComEd applies to 23 

bills that are over-due. 24 
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At those discount rates and still using the 20-year timeline assumed by the 1 

Company, both the Base Case and the Doorknock Sensitivity are less cost-beneficial than 2 

suggested by ComEd.  AG Exhibit 3.3presents a comparison of the results for each of 3 

those cases at higher discount rates.  As indicated in that Exhibit, the benefit to cost ratio 4 

of the Base Case drops from 2.3 under the Company’s discount rate to 1.5 with an 8.16% 5 

and 1.4 with a 10.05% discount rate.  Similarly the benefit to cost ratio of the Doorknock 6 

Sensitivity drops from 2.0 to 1.3 and 1.2 using 8.16% and 10.05% discount rates 7 

respectively. 8 

Q. PLEASE EXPLAIN WHY THE NUMBER OF YEARS THE COMPANY USED IN 9 

ITS BASE CASE CALCULATIONS IS TOO LONG. 10 

A. The Company has calculated the benefits and costs of its AMI Plan over 20 years.  Other 11 

utilities have proposed, or been required to use, a 15 year period in several other AMI 12 

proceedings in which I have either participated or reviewed. The choice of 15 years 13 

reflects the uncertainty associated with these projections, including projected costs, 14 

projected benefits and the expected life of the smart meters.  15 

The ISSGC report noted earlier also discusses the appropriate time-frame for a 16 

cost-benefit analysis. On page 239 of that report the IGSSC makes the following 17 

recommendation: 18 

The length of time over which a cost benefit analysis is calculated should reflect 19 

the projected useful life of the smart grid investment or system. “Useful life” 20 

means the continuous period of time when the components and systems of the 21 

investment operate correctly and reliably to perform their designed functions. 22 

Absent any persuasive contrary evidence, the depreciable life of the investment 23 

for regulatory (non-tax) purposes should match the useful life of the investment. 24 
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The utility should document the basis for its determination of the useful life of the 1 

investment. The utility should also document the length of time over which 2 

reasonable customer benefits can reliably be estimated. (Emphasis added). 3 

Q. HOW DOES THE COMBINATION OF HIGHER DISCOUNT RATES AND A 15 4 

YEAR TIME HORIZON AFFECT THE RESULTS FOR THE BASE CASE AND 5 

THE DOORKNOCK SENSITIVITY?  6 

A. The Doorknock Sensitivity and the Base Case are each much less cost beneficial if their 7 

NPV is calculated using a 15 year time horizon and higher discount rates, as indicated on 8 

page 1 of  Exhibit 3.4.  In fact, at a 10.05 % customer discount rate and a 15 year time 9 

horizon, the Doorknock Sensitivity and the Base Case are each only marginally cost-10 

beneficial, with benefit to cost ratios of 1.0 and 1.1 respectively. 11 

Q. ARE THE BASE CASE AND THE DOORKNOCK SENSITIVITY COST 12 

BENEFICIAL UNDER A 10 YEAR TIME HORIZON?  13 

A. No.  Neither the Doorknock Sensitivity nor the Base Case are cost beneficial under a 10 14 

year time horizon regardless of the discount rate that is used. The results of analyzing 15 

those two cases over a 10 year time horizon are presented on page 2 of  AG Exhibit 3.4. 16 

Q. DO THE MARGINAL RESULTS YOU HAVE PRESENTED SUPPORT THE 17 

COMPANY’S POSITION THAT THE AMI PLAN IS COST-BENEFICIAL?  18 

A. No.  The Company’s estimates of the NPV of its Base Case and Doorknock Sensitivity 19 

are based upon numerous projections, some of which may not have been analyzed in 20 

detail and all of which are subject to uncertainty. 21 

In terms of uncertainty, one problem is the limited experience with full 22 

deployment of AMI by utilities in the United States.  While a number of utilities have 23 

conducted pilot projects testing AMI and dynamic pricing on a limited basis, it is only in 24 
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the last few years that several U.S. utilities have received regulatory approval to fully 1 

deploy AMI and dynamic pricing tariffs on their systems.  Most of those utilities are 2 

currently in the process of completing that deployment.  For example, in its AMI Plan 3 

filing in Arkansas, Oklahoma Gas and Electric assumed its smart meters would have an 4 

average life of 15 years but it only had a five year warranty from its smart meter supplier.   5 

The Company projections of its rates, and its electric supply costs, over the next 6 

15 to 20 years are another major source of uncertainty.  The Company projects that 7 

without AMI, those rates and costs will increase steadily with inflation at 2 percent per 8 

year, year after year. ComEd uses those projected rates and unit costs to calculate the 9 

value of benefits from reducing UFE and CIM.  The Company values these benefits at 10 

more than $2.0 billion, i.e., $542 million plus $649 million plus $963 million per Table 1-11 

2 in exhibit 6.02.  As a result, those projected benefits are sensitive to the validity of its 12 

assumptions regarding increases in its rates and changes in future electricity energy 13 

supply prices, which in turn are very sensitive to future natural gas prices.  These 14 

assumptions are essentially speculative. 15 

Q. PLEASE EXPLAIN WHY IT IS IMPORTANT FOR THE COMMISSION TO 16 

CONSIDER THESE MARGINAL RESULTS WHEN DECIDING WHETHER TO 17 

ACCEPT OR REJECT THE AMI PLAN. 18 

A. It is important for the Commission to consider these marginal results when deciding 19 

whether to accept or reject the AMI Plan because, if approved, the Company will bear 20 

very little of the financial risk associated with the AMI Plan.  In particular, under Rider 21 

DSPP the Company will make the same AMI investment and earn the same return on that 22 

investment regardless of the actual monetary value of its reductions in UFE, CIM and 23 

Bad Debt.   24 
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ComEd maintains that the AMI Plan should be approved because its financial 1 

analysis projects the total benefits from the AMI Plan will substantially exceed projected 2 

total costs.  However, my analysis demonstrates that, even if one accepts all of the 3 

Company’s projections, the benefit cost ratio of the AMI Plan is only marginally greater 4 

than 1.  If the actual value of any of these benefits proves to be materially less than the 5 

Company’s projections, the actual net benefits to customers will be correspondingly less.  6 

The possibility that future actual benefits may be lower than the projections in Exhibit 7 

6.02 would be less of a concern if ComEd was proposing to bear that risk or if it was 8 

proposing to guarantee customers its projected savings regardless of what the values 9 

actually prove to be. However, that is not the case. ComEd is in fact proposing to bear 10 

little, if any, of that financial risk associated with the possibility that the future actual 11 

benefits from the AMI Plan may prove to be significantly less than those it projected. 12 
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IV. POTENTIAL TO INCREASE THE VALUE OF THE AMI PLAN  1 

 2 

Q. WHAT STEPS COULD THE COMPANY TAKE TO INCREASE THE VALUE 3 

OF THE AMI PLAN?  4 

A.  The Company has the potential to increase the value of the AMI Plan in at least two 5 

ways.  First, it could offer a new Time-of-Use (“TOU”) rate in addition to its proposed 6 

new Peak Time Rebate (PTR).  Second it could modify its schedule for deploying its 7 

AMI investments to coordinate with its schedule for deploying its distribution automation 8 

(DA) investments in order to balance and optimize both improvements in the reliability 9 

of its service and a reduction in the cost of its service due to enhanced ability to identify 10 

and locate unexpected outages. 11 

Q. PLEASE EXPLAIN HOW A NEW TOU RATE WOULD DIFFER FROM THE 12 

EXISTING RATE OFFERINGS AND FROM THE PTR.  13 

A. Under a TOU rate the Company would establish on-peak and off-peak periods, and the 14 

price for electric supply during on-peak periods would be higher than in off-peak periods.  15 

(This is essentially the same peak/off-peak pricing concept that phone companies have 16 

offered.) In its Customer Applications Program (CAP), ComEd tested a TOU rate with an 17 

on-peak period of weekday afternoons from 1 pm to 5 pm and all other hours being off-18 

peak.  These peak and off-peak periods would remain stable over time, so customers 19 

could become familiar with them and set their major appliances accordingly.   20 

A TOU rate would differ from the existing rate under which the price for supply 21 

is the same regardless of when you use electricity. Compared to existing fixed price 22 

supply, customers would pay a somewhat higher price for their use during on-peak 23 

periods and somewhat lower rates in the off-peak hours.  A TOU rate would differ from 24 
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real-time pricing by not varying every hour, i.e. it would be set for the specific peak and 1 

off-peak periods for several months at a time. Finally, a TOU rate would differ from the 2 

proposed PTR by being applicable in all 8,760 hours of the year, in set peak and off-peak 3 

periods, and it would be a predictable price for both blocks. The PTR only applies about 4 

15 times a year in periods of 6 hours each, for a total of 90 hours per year.  The PTR 5 

events are “dynamic,” hence customers only are alerted to them several hours in advance. 6 

Q. PLEASE EXPLAIN HOW OFFERING A NEW TOU RATE WOULD INCREASE 7 

THE VALUE OF THE AMI PLAN TO CUSTOMERS.  8 

A. A new TOU rate would increase the value of the AMI plan to customers who have the 9 

flexibility to shift some portion of their use from peak periods to off-peak periods.  TOU 10 

rates have proven very popular elsewhere. As noted on page 8 of ComEd Exhibit 5.02, 11 

Arizona Public Service and Salt River Project, two Arizona utilities, have achieved 12 

cumulative participation rates in their residential TOU rates of about 51 percent and 28 13 

percent respectively.  Further, customers have the ability to save more money over a year 14 

by taking service under a TOU rate than by participating in PTR. 15 

Q. PLEASE EXPLAIN HOW THE COMPANY HAS THE POTENTIAL TO 16 

COORDINATE ITS PROPOSED AMI PLAN DEPLOYMENT WITH ITS 17 

PROPOSED DISTRIBUTION AUTOMATION DEPLOYMENT.  18 

A. The Company’s AMI Plan focuses primarily on reducing the cost of its electricity 19 

service.  In contrast, in January 2012 ComEd filed an Infrastructure Investment Plan with 20 

a distribution automation (DA) component with a primary goal of improving the 21 

reliability of its electricity service.  ComEd proposes to recover the costs of both sets of 22 

investment from ratepayers through performance based formula rates.  23 
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ComEd’s investments in DA, in and of themselves, will help it reduce the 1 

frequency of outages.  However, ComEd’s investments in AMI will provide specific 2 

outage information to its DA, such that their combined impact will enable the Company 3 

to make a greater improvement in service reliability.   According to its responses to the 4 

data requests included as AG Exhibit 3.5, ComEd does not appear to be coordinating the 5 

deployment of its investments in AMI with its investments in DA. 6 

Q. PLEASE EXPLAIN HOW COORDINATING AMI PLAN DEPLOYMENT WITH 7 

DISTRIBUTION AUTOMATION DEPLOYMENT HAS THE POTENTIAL TO 8 

ADD VALUE.  9 

A. ComEd has the potential to provide greater value to customers sooner by coordinating its 10 

AMI Plan deployment with its DA deployment.  I understand there are numerous 11 

constraints and tradeoffs the Company has to consider in setting its schedules for AMI 12 

and DA deployment.  However, it is important that the Company demonstrate that it is 13 

coordinating those deployment schedules in order to balance the need to expedite 14 

improvements in service reliability in the operating regions of its system with the worst 15 

service reliability while also achieving maximum cost reductions earlier rather than later. 16 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 17 

A. Yes. 18 


