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(I.)  Identification and Qualifications 1 

 2 

Q. Please state your name and business address. 3 

A.  Philip H. Mosenthal, Optimal Energy, Inc., 14 School Street, Bristol, VT 05443.  4 

 5 

Q. On whose behalf are you testifying? 6 

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

“AG”). 8 

 9 

Q. By whom are you employed and in what capacity? 10 

A. I am the founding partner in Optimal Energy, Inc., a consultancy specializing in 11 

energy efficiency and utility planning. Optimal Energy advises numerous parties including 12 

utilities, non-utility program administrators, government and environmental groups. 13 

 14 

Q. Are you the same Philip Mosenthal who submitted direct testimony in this 15 

docket on behalf of the People? 16 

A. Yes. A summary of my qualifications was included in my direct testimony. 17 

(II.) Introduction and Summary of Testimony 18 

 19 

Q. What is the purpose of your rebuttal testimony in this proceeding?  20 

A. My rebuttal testimony focuses on the following issues addressed in the direct 21 

testimony of Staff witness Jennifer Hinman, and the rebuttal testimonies of ComEd witness 22 

Michael Brandt and DCEO witness Agnes Mrozowski. Specifically, I address the 23 

following issues: 24 
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1. Banking of ComEd and DCEO savings  1 

2. Roles and obligations of ComEd and DCEO in regard to plans and goals, 2 

and the appropriate establishment of DCEO goals 3 

3. CFL carryover savings 4 

4. Cost-effectiveness analysis issues 5 

 6 

Q. Please summarize your testimony. 7 

A. Below I summarize my main points: 8 

1. Banking: In my direct testimony (pp. 4-9) I stated that I believe the 9 

approach ComEd has taken to banking, which includes banking 10% of the 10 

DCEO portion of the combined Comed/DCEO savings goals, is 11 

inappropriate. I address Witness Brandt’s rebuttal to this issue. While I 12 

agree with Mr. Brandt (rebuttal testimony pp. 5-6) that ComEd’s approach 13 

is consistent with the ICC Order in Docket 10-0520, I continue to believe 14 

this approach is not logical nor in the public interest.  15 

  16 

2. DCEO Goals and Regulation: In my direct testimony (p. 9-17) I 17 

raised concerns regarding the achievability of DCEO’s portions of the 18 

ComEd statutory goals, whether any shortfall would be made up by ComEd, 19 

and the relative lack of oversight regarding DCEO’s plans and actions. I 20 

address issues raised in the rebuttal testimony of ComEd witness Brandt and 21 

DCEO witness Mrozowski regarding these issues. In summary, while I 22 

agree that DCEO has reduced its goals somewhat in the current three year 23 

plan (electric program years 4-6), I do not believe this alone solves these 24 

significant concerns and encourage the ICC to play a more direct role in 25 

addressing DCEO actions regarding its obligations as they pertain to 26 

delivery of energy efficiency services.  27 

 28 

3. CFL Carryover: Staff witness Hinman raised concerns regarding 29 

savings from compact fluorescent lighting (CFL) carryover in her direct 30 

testimony (pp. 25-33). I address these issues as well as ComEd witness 31 

Brandt’s rebuttal to Ms. Hinman. Specifically, I agree with Ms. Hinman’s 32 
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position on how the savings should be calculated. However, I also agree 1 

with Mr. Brandt that Ms. Hinman’s concerns around savings for future 2 

years is not ripe for this docket, and can be worked out through the 3 

collaborative TRM process. 4 

 5 

4. Cost-effectiveness: Staff witness Hinman raises some issues around 6 

proper analysis of cost-effectiveness in her direct testimony (pp. 23-24). I 7 

address these issues. Specifically, I have some concerns with Ms. Hinman’s 8 

suggestions for changes in how incentives are treated for the Appliance 9 

Recycling Program, accounting for the timing of expenditures and 10 

activities, and allocation of non-program costs.  11 

 12 

(III.) Banking of Savings 13 

 14 

Q.  Please explain the issue in dispute around banked savings. 15 

A.  In the first ComEd three-year electric plan docket (Plan 1), the Commission 16 

allowed the “banking” of excess savings beyond that required to meet goals to be applied 17 

to future year savings claims. However, in doing so, the Commission expressed concerns 18 

that if banking were to grow too large it would be inconsistent with legislative intent, and 19 

therefore, it limited allowable banking: 20 

Limiting the amount of allowable "banked energy savings" to a 21 
percentage of the banked year's energy savings is reasonable. It 22 
is also reasonable to limit the amount that can be "banked" to 23 
one which would only allow utilities to "bank" a de minimus 24 
carry over, as anything further would violate the statute. 25 
Therefore, ComEd's and DCEO's request for Commission 26 
approval of "banked" energy savings is granted, but, they may 27 
"bank" no more than 10 percent of the energy savings required 28 
by statute in the year, in which, it is "banked."1  29 

 30 
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In Docket 10-0520 the Commission added a secondary criterion to banking that prohibited 1 

any banking if the combined savings of ComEd and DCEO did not also exceed the 2 

combined savings goal, even if ComEd individually exceeded its portion of the goal.2 3 

However, despite the secondary condition, Section 8-103 of the Public Utilities Act makes 4 

clear that ComEd will not be held otherwise liable in any way for a failure of DCEO to 5 

meet its goals: "No electric utility shall be deemed to have failed to meet the energy efficiency 6 

standards to the extent any such failure is due to a failure of the Department or the Agency."3 7 

The issue now in dispute is whether it is appropriate to allow ComEd to claim banking 8 

based on a limit of 10% of its individual goal or the combined ComEd and DCEO goal. 9 

 10 

Q.  What is ComEd’s position on this disputed issue? 11 

 12 

A.  ComEd has calculated its allowable banking based on a limit of 10% of the 13 

combined ComEd plus DCEO goal. Witness Brandt argues this is consistent with Order 14 

10-0520.4 15 

 16 

Q.  What is the Peoples’ position on this disputed issue? 17 

 18 

A.  First, as I point out in my direct testimony (p. 11), I agree with Mr. Brandt that 19 

ComEd’s banking calculation is consistent with how the Commission approved banking in 20 

Docket 10-0520. However, I also point out that a full reading of the Commission’s Order 21 

                                                                                                                                              

 
1 Commonwealth Edison Co., Docket No. 07-0540, Final Order, Feb. 6, 2008, at 40-41. 
2 ICC Docket No. 10-0520, May 16, 2012 Final Order at 5. 
3 220 ILCS 5/8-103(k). 
4 Brandt Rebuttal testimony at 5. 
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shows no actual discussion of this issue. It is not clear whether the Commission intended 1 

this change based on a desire to modify the rule, or simply adopted Staff Witness 2 

Hinman’s calculations of banking because it agreed with her position that banking should 3 

not be allowed if there are no excess savings above and beyond the combined statutory 4 

goals. In any case, my concern is that I believe this approach is illogical and not in the 5 

public interest, and encourage the Commission to clarify new banking rules that explicitly 6 

limit banking for any program administrator to 10% of its actual share of goals. 7 

 8 

Q.  Explain why you believe ComEd’s approach is illogical and not in the public 9 

interest. 10 

 11 

A.  Banked savings are used by a program administrator to help it meet future goals. 12 

Further, the legislation makes clear that ComEd (and any other utility in Illinois) is 13 

insulated from any responsibility or penalties if DCEO fails to meet its goals in the future. 14 

As a result, it seems illogical to allow ComEd to benefit from DCEO goals when it comes 15 

to banking, while having no responsibility for DCEO goals or any obligation to use these 16 

banked savings to apply to DCEO savings goals in the future. These banked savings can 17 

only be used by ComEd to meet its individual future goals, and therefore should only come 18 

from banking related to ComEd’s goals. Allowing ComEd to claim banking on DCEO’s 19 

portion of goals results in the Commission imposed 10% limit to be approximately a 12% 20 

limit when including DCEO’s goals (which for PY3 were about 20% of the total goal). 21 

This clearly contradicts the Commission’s intent in capping banking at 10%. Effectively, 22 

allowing this approach simply gives ComEd a “free ride” on DCEO’s goals, despite the 23 

fact they have no responsibilities related to meeting these goals.  24 

 25 
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Q.  Witness Brandt argues that the Order in Docket 10-0520 clearly now ties 1 

together ComEd and DCEO goals and therefore makes ComEd somewhat 2 

responsible for these goals. Does this change your view on banking related to DCEO’s 3 

portion of the goals? 4 

 5 

A.  No. Mr. Brandt argues that because there is a secondary criterion under which 6 

banking is permitted only when total savings in ComEd’s territory exceeds total combined 7 

goals, ComEd therefore now has responsibility for DCEO goals. I disagree. Section 8-103 8 

of  the Public Utilities Act makes clear ComEd is not responsible for DCEO goals and the 9 

Commission’s Order in Docket No. 11-0520 does not change this. It simply applies a 10 

logical and prudent secondary criterion that ComEd cannot use banking toward future 11 

years if its ratepayers have not actually benefited from savings above and beyond the 12 

combined statutory goals. This limit is solely about how much excess savings can be 13 

applied to future years, and in no way changes the overall obligations or protections of 14 

utilities and DCEO as established in statute. 15 

 16 

Q.  Given that you acknowledge that ComEd’s calculation appears consistent with 17 

the Order in Docket 10-0520, what is the appropriate remedy? 18 

 19 

A.  In the Commission’s ComEd Plan 2 Order it stated: 20 

The Commission rejects the IPA’s contention that the statute 21 
prohibits banked savings from being carried over from a year 22 
that falls under one plan to a subsequent year that falls under 23 
another plan… Given the circumstances in this docket, the 24 
Commission approves the banking provisions set out in the 25 
Stipulation. Of course, the approval of banking here does 26 
not guarantee approval of banking for future three year 27 
plans.5 [Emphasis added] 28 

                                                

 
5 Commonwealth Edison Co., ICC Docket No. 10-0570, Order on Rehearing (May 4, 
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 1 
While I am not a lawyer, it seems the Commission has made clear that it has 2 

the flexibility and authority to modify rules in the future based on new 3 

information, even if a change diverges from a past finding and Commission 4 

order.  In fact, this is exactly what the Commission did in Docket 10-0520 5 

when it added a new secondary criterion to its already established banking 6 

policy. Whether any modification in this docket would apply only going 7 

forward or also to PY3 savings is a legal issue the People will address in its 8 

brief.  9 

 Given that the Commission can change its rules based on new 10 

information, the issue at hand is what is the best policy going forward, 11 

regardless of what has been previously established. On this issue, ComEd 12 

has not offered any justification in its rebuttal as to why its approach is 13 

logical or an appropriate policy in the public interest.  14 

 15 

(IV.) Roles and Obligations of DCEO 16 

Q.  Please summarize your concerns around DCEO’s roles and obligations in 17 

regard to the EEPS. 18 

A.  As stated in my direct testimony, I have two primary concerns regarding DCEO’s 19 

roles and obligations with regard to administering energy efficiency programs. First, 20 

DCEO has agreed to goals that may not be realistically achievable and has failed by a wide 21 

margin to achieve them, while at the same time effectively removing this portion of 22 

statutory goals from the utilities’ responsibility. Second, I have concerns that the lack of 23 

                                                                                                                                              

 

2011)  at 53-54 
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oversight and regulation pertaining to DCEO creates a number of problems regarding 1 

DCEO’s accountability to ensure ratepayer funds are being spent wisely. 2 

 3 

Q.  How has ComEd Witness Brandt responded regarding your concerns around 4 

DCEO? 5 

A.  Mr. Brandt points out that ComEd and DCEO agreed to adjust DCEO goals 6 

downward for the second three-year plan (PY 4-6), from approximately 20% of savings to 7 

approximately 15%.6  This was in direct response to some of the concerns about DCEO’s 8 

failure to achieve goals in the first 3-year plan. Mr. Brandt also correctly points out that the 9 

Commission found in its Order in Rehearing in Docket No. 10-0570 that: 10 

The Commission is not convinced that a blanket statement 11 
claiming jurisdiction over DCEO is appropriate or necessary. 12 
DCEO is a state agency and there is no clear statement in the 13 
statute that the Commission has jurisdiction over DCEO. It is 14 
clear, however, that DCEO must implement 25% of the 15 
Commission approved energy efficiency measures and that 16 
DCEO must file its plan with the Commission. Accordingly, 17 
the following Finding Paragraph is added to page 73 of the 18 
Final Order:  (2) the Illinois Department of Commerce and 19 
Economic Opportunity is a state agency that is statutorily 20 
obligated, pursuant to 220 ILCS 5/8-103(e), to implement 21 
25% of a utility’s Commission-approved energy efficiency 22 
measures, the details of which must be filed in conjunction 23 
with the utility’s plan;7 24 

 25 

Q.  Please explain the impact of these points on your position as stated in direct 26 

testimony? 27 

                                                

 
6  ComEd Witness Brandt Rebuttal Testimony at 9. 
7 Commonwealth Edison Co., ICC Docket No. 10-0570, Order on Rehearing (May 4, 
2011) at 3 
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A.  Mr. Brandt is correct that DCEO goals have been reduced in the current (second) 1 

three-year plan.  However, DCEO Witness Mrozowski shows that even with these reduced 2 

goals, DCEO would still have to achieve approximately 50% greater savings among its 3 

customers than called for in the statutory goals in order to achieve them.8  Because the 4 

statute defines the total combined goal, this arrangement calling for DCEO to exceed its 5 

statutory portion by 50% directly results in ComEd’s goal representing an 6 

underachievement in comparison to the mandated statutory percent-of-load goals. Further, 7 

no evidence has been provided that these reduced goals were a result of detailed analysis 8 

based on the cost-effective, achievable potential opportunities and the appropriate savings 9 

that could be captured within DCEO’s mandated customer segments, given the 25% 10 

budget allocation it retains. 11 

 My argument is not that I know what DCEO’s future goals should be. Rather, that 12 

there needs to be a more formal and rigorous process to establish the goals allocation based 13 

on real analysis and historic performance. I suggest as a default starting point that each 14 

entity should strive to meet its share of the statutory percent-of-load goals, and that any 15 

deviation from that must be justified based on: 16 

1. Unanimous agreement between ComEd and DCEO that its respective goals 17 

are reasonable and achievable, and consistent with their filed plans. 18 

2. Analysis supporting the variance, showing that the proposed goals are 19 

achievable, planned to be achieved based on the programs filed, cost-effective, and 20 

justified based on broader policy criteria. 21 

                                                

 
8 DCEO Witness Mrowzowski rebuttal testimony at 10 
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3.  A showing from the entity proposing to adopt goals that are lower than the 1 

statutory percent-of-load goals that achievement of the statutory goals are not 2 

feasible within the budget caps and its share of budget allocation, and that it is in 3 

the best interest of ratepayers to shift some of this burden to the other entity. 4 

 5 

Q.  Please explain the impact of Mr. Brandt’s point that the Commission does not 6 

have jurisdiction over DCEO? 7 

A.  Mr. Brandt cites the Commission Order in Docket 10-0570 that: “The Commission 8 

is not convinced that a blanket statement claiming jurisdiction over DCEO is appropriate 9 

or necessary. DCEO is a state agency and there is no clear statement in the statute that the 10 

Commission has jurisdiction over DCEO.”9 However, as with the Commission’s rules on 11 

banking, the Commission’s position on these issues can evolve over time. While the 12 

Commission was clearly “not convinced…a blanket statement claiming jurisdiction over 13 

DCEO is appropriate or necessary,” it did not preclude the possibility of a more nuanced 14 

position short of a “blanket statement” in the future.  As my direct testimony makes clear, 15 

the statute clearly gives the Commission the right to impose goals on DCEO if ComEd and 16 

DCEO fail to mutually agree on reasonable goals.10 Contrary to the Commission’s 17 

statement in its Final Order in Docket No. 10-0570, I believe this is a “clear statement in 18 

the statute that the Commission has jurisdiction over DCEO,” at least as it applies to 19 

efficiency goal setting. Given this clear power vested with the Commission under Section 20 

                                                

 
9 Commonwealth Edison Co., ICC Docket No. 10-0570, Order on Rehearing (May 4, 
2011) at 3 

 
10 220 ILCS 5/8-103(e) 
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8-103, I see no reason the Commission should not or cannot play a more decisive role 1 

regarding setting of goals between the utilities and DCEO. 2 

 Finally, I note that my direct testimony raised a broader concern that with the 3 

current lack of oversight and clear regulatory obligations, DCEO is unaccountable to any 4 

entity in terms of its spending and performance related to the energy efficiency programs. I 5 

believe this is a concern that will result in greater problems as goals become more 6 

aggressive, and will necessarily have an impact on ratepayers’ investments. I encourage the 7 

Commission to reconsider whether there is an appropriate but limited role that the ICC can 8 

play in overseeing DCEO’s efficiency program delivery, to ensure it is protecting 9 

ratepayers’ investments. 10 

 11 

Q.  Do you have any additional comments related to the DCEO rebuttal testimony 12 

of Witness Mrozowski?? 13 

A.  Yes.  First, I agree with much of Ms. Mrozowski’s testimony related to the many 14 

unique barriers faced by the public sector and low income segments that DCEO serves. It 15 

is well known in the industry that these segments reflect “hard-to-reach” customers, and 16 

strategies to successfully achieve savings in their facilities typically require more costly 17 

and difficult-to-deliver strategies. I believe this is at the heart of the past problems with 18 

DCEO failing to achieve its planned goals – specifically, that these fundamental barriers 19 

were not fully taken into account in setting goals. I further believe that an expectation that 20 

DCEO would far surpass the level of savings (as a percent of load) that the utilities plan to 21 

achieve is neither appropriate nor realistic. I note that Ms. Mrozowski states meeting its 22 

PY3 goals would have resulted in “nearly triple the statewide load reduction goal of 23 
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0.6%.”11 Clearly this would be a very high bar for savings in these segments, even without 1 

budget caps. I believe this supports my suggestion that the default “rebuttable 2 

presumption” should be that each entity meet its share of the statutory percent-of-load 3 

goals. 4 

 Second, I disagree with Ms. Mrozowski’s views on free ridership in the public 5 

buildings sector.  Free ridership refers to the portion of gross savings in a program that are 6 

not attributable to the program intervention, but are estimated would have happened even 7 

in the absence of the program. Ms. Mrozowski states that: “free ridership is a concept that 8 

DCEO feels is not proper to apply in the public sector, given the complexities of public 9 

taxation, capital planning, etc.”12  While I would agree that accurately estimating free 10 

ridership in the public sector can be more challenging for evaluators than in some other 11 

customer segments, I disagree with DCEO that the concept should not apply to public 12 

sector customers. The statute’s intent is for the programs to achieve additional net savings 13 

over and above what would otherwise take place. I see no reason this clear intent would 14 

not be just as important with public customers as with any other.  It is not in dispute that 15 

the statutory goals reflect new net savings from program efforts, and simply counting 16 

public sector naturally occurring savings and crediting them to DCEO would undermine 17 

this intent.  18 

 Finally, I disagree with Ms. Mrozowski’s unsupported statement that it would not 19 

be possible to achieve the statutory percent-of-load savings goals within the low income 20 

sector.13  Ms. Mrozowski correctly points out that most low income programs pay 100% of 21 

                                                

 
11 Mrozowski rebuttal testimony at 7 
12 Mrozowski rebuttal testimony at 8 
13 Mrozowski rebuttal testimony at 10 
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measure costs because very few low income customers are willing or able to contribute 1 

upfront costs for efficiency.  As a result, low income programs are typically more 2 

expensive than the remainder of efficiency portfolios. However, Ms. Mrozowski provides 3 

no evidence that would connect this fact to her statement that “therefore, the annual 4 

percentage reduction in energy use in low income households will never exceed the load 5 

reduction goal.”  While the savings are more costly, participation rates for well-designed 6 

low income programs are often relatively high (not least because the customer need not 7 

make any financial contribution).  I see no reason savings levels in this sector could not 8 

meet or exceed statutory goals. I acknowledge this will cost more than capturing the 9 

equivalent savings among the utility customer segments.  However, because DCEO is 10 

guaranteed an allocation of 25% of the budget, and the public and low income sectors only 11 

account for 13% of load,14 parity in percent-of-load goals between ComEd and DCEO 12 

would still provide DCEO roughly twice the funds per kwh saved to support the higher 13 

costs. 14 

 15 

(V.) CFL Carryover 16 

 17 

Q.  Please summarize the issues raised by other witnesses regarding the 18 

carryover of savings from compact fluorescent lamps (CFLs). 19 

A.  Staff Witness Hinman discusses the CFL carryover issue in her direct 20 

testimony (pp. 25-32). CFL carryover refers to CFLs that are purchased in a current 21 

program year, but are not completely installed until future years. In the second three-year 22 

                                                

 
14 Mrozowski rebuttal testimony at 6 
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electric plan, the Commission approved utilities claiming these “carryover” savings in 1 

future years, based on evaluator estimates of the portion of originally rebated CFLs that 2 

would be installed one and two years after the initial purchase. Ms. Hinman’s concerns are 3 

that CFL carryover savings should be calculated based on the most appropriate savings 4 

estimates at the time of actual installation, rather than based on savings estimates from the 5 

initial year of purchase. Because of recent Federal standards, the assumed baseline practice 6 

is changing annually, and therefore using savings estimates based on a future year of actual 7 

installation would reflect lower savings. 8 

 9 

Q.  Do you agree with Ms. Hinman’s analysis? 10 

A.  Yes.  I believe it is clear that the appropriate savings should be based on the 11 

difference between the CFL energy usage and that of a baseline lamp that would likely 12 

otherwise have been installed at the time the CFL was installed. 13 

 14 

Q.  What is ComEd’s response to Ms. Hinman’s position? 15 

A.  ComEd has not stated a position on what savings calculation is most 16 

appropriate. Rather, they argue that Ms. Hinman is “prelitigating” this issue and that it is 17 

not related to this docket.  I agree with ComEd.  The carryover savings Ms. Hinman is 18 

addressing will be claimed in PY4 and PY5.  As a result, the newly filed statewide TRM 19 

should prevail as the documentation of appropriate savings calculations, and the savings 20 

for PY4 and PY5 are not yet before the Commission. Mr. Brandt also notes that there is an 21 

effective collaborative process to address this issue and hopefully reach consensus prior to 22 

any future savings claim filings by ComEd and other utilities in PY4 and PY5.  I therefore 23 

do not believe it is appropriate or necessary for the Commission to determine an explicit 24 

savings approach for these future savings at this time. 25 
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 1 

(VI.) Cost-Effectiveness 2 

 3 

Q.  Please explain the cost-effectiveness issues you address. 4 

A.  Staff Witness Hinman raises a number of issues related to cost-effectiveness in her 5 

direct testimony.15 The most significant is perhaps a suggestion that the program 6 

administrator’s statutory obligations are to both capture efficiency savings that meet or 7 

exceed its goals (the subject of this docket for PY3), and also realize savings that are cost-8 

effective. As a result, Ms. Hinman suggests that ComEd also should have filed the cost-9 

effectiveness results in this docket, and that the Commission cannot adequately make a 10 

finding of compliance with goals without this information. While I am not a lawyer, her 11 

argument makes sense to me, as the statute requires the “electric utilities shall implement 12 

cost-effective energy efficiency measures to meet the [annual savings goals]” [Emphasis 13 

added]16  This presents some issues around timing. ComEd has indicated that it is only 14 

now analyzing the cost-effectiveness of the PY3 savings and these results are not yet 15 

available.17 In addition, it raises some issues around what rules apply to a finding of cost-16 

effectiveness or non-cost-effectiveness. For example, does only the entire portfolio need to 17 

be cost-effective?  Each program?18 Each measure?  18 

 19 

Q.  Do you have any recommendations on this issue? 20 

                                                

 
15 Hinman Direct Testimony, at 21-24 
16 220 ILCS 5/8-103(b) 

17 Brandt Rebuttal Testimony at 7 
18 Acknowledging the clear exception in the Statute that Low Income programs do not have to pass the TRC 

test.  
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A.  Yes.  I believe the most critical issue is that ComEd delivered on its approved plan 1 

in a competent and effective way, and achieved its goals. I also believe the involvement of 2 

numerous parties and the Commission in developing and approving 3-year plans provide 3 

adequate protections that the planned programs and portfolio are sufficiently cost-effective 4 

to provide net benefits to ratepayers. As a result, I believe it is appropriate for the 5 

Commission to find ComEd has met or exceeded its PY3 goals, and allow any concerns 6 

about a possible finding of non-cost-effectiveness be dealt with under a future 7 

reconciliation docket rather than here. I further believe the criteria around cost-8 

effectiveness should be at the program or portfolio level. While I do not advocate utilities 9 

should intentionally promote non-cost-effective measures, I also do not believe there is 10 

benefit to ratepayers to penalize a utility for pursuing an approved plan all parties believed 11 

would be cost-effective if the utility discovers after the fact a particular measure turned out 12 

not to be cost-effective, through no fault of the utility.19  Because the overall portfolios are 13 

generally found to be highly cost-effective, I do not believe this is a major issue of concern 14 

at this point, and one that can effectively be dealt with in future reconciliation dockets if a 15 

major problem is discovered.  That said, I also see no reason in the future that utilities 16 

could not complete a cost-effectiveness analysis at the same time they compile savings 17 

numbers and present them in future savings dockets. I further believe this would be 18 

appropriate and beneficial to include in the savings docket records. 19 

 20 

Q.  Do you have any concerns with Ms. Hinman’s other comments regarding cost-21 

effectiveness? 22 

                                                

 
19 Note this is not the same as stating a utility should not consider modifying its plan midstream if it learns in 

advance a measure is not likely to be cost-effective. 
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A.  Yes.  Ms. Hinman offers five proposals regarding how cost-effectiveness under the 1 

Total Resource Cost Test (TRC) should be calculated.20 I address the first three of these. 2 

 First, Ms. Hinman suggests that ComEd should allocate all “program-related” costs 3 

to each program. I agree, but believe some clarification of this is warranted. Ms. Hinman 4 

cites marketing costs that appear directly related to the Appliance Recycling Program as an 5 

example.  Assuming this marketing was specific to the AR program, I agree that the costs 6 

associated with it should be counted as a program cost.  However, it is important to define 7 

Ms. Hinman’s term “program-related.” General administrative costs that are not directly 8 

tied to a particular program should not be allocated to each program for purposes of cost-9 

effectiveness.  For example, costs associated with rent, IT infrastructure, planning, etc. that 10 

are not tied directly to a program should be omitted from program-level cost-effectiveness 11 

analysis.  These should all be included in any portfolio level analysis, to ensure the overall 12 

effort (which of course requires space, data bases, planning, etc.) is cost-effective. 13 

However, even if a utility discontinued a single program – or added an additional program 14 

–  these relatively fixed costs would still exist. Therefore, it is not reasonable to allocate 15 

these more general overhead costs to individual programs. 16 

 Ms. Hinman’s second point is that “the payment to customers for the Appliance 17 

Recycling Program is [should be] recognized as a program cost in the cost-effectiveness 18 

analysis.” I agree with this statement as written.  However, I disagree that this would have 19 

any impact on cost-effectiveness analysis based on the TRC test.  Rather, I suspect what 20 

Ms. Hinman is really suggesting is that the payments to customers should count as a 21 

societal cost, which I disagree with. Clearly, all would agree that the payments to 22 

                                                

 
20 Hinman Direct Testimony at 24 
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customers are a program cost, as it is clear the utility must pay these funds as part of the 1 

program, and they are included in the utility’s budget.  However, these payments are 2 

basically an incentive to the customer to induce them to participate in the program. While 3 

these incentive payments are a program cost, they are also a benefit to customers in the 4 

exact same amount. Therefore, these “transfer” payments cancel each other out when 5 

performing a TRC cost-effectiveness test. Effectively, one party (all ratepayers) are poorer 6 

and another party (program participants) are richer by the same amount, resulting in no net 7 

societal cost. 8 

 It is possible that Ms. Hinman considers these payments to customers to be 9 

something other than incentives, which do not result in an increase in wealth among 10 

customers, but rather simply are reimbursments for real societal costs. For example, one 11 

could view payments to customers as compensation to them for transaction hassles that 12 

reflect real societal costs (e.g., staying home to meet a utility program contractor). While 13 

this approach may be reasonable, it could be argued this applies to any customer incentive 14 

paid by any program for any measure. Because there is no firm data as to what customers’ 15 

real societal transaction costs are, nor whether they are any greater or more significant in 16 

this program than for customers participating in other rebate programs, applying this 17 

approach to only this program is not appropriate, and contrary to standard industry 18 

practice. 19 

 Ms. Hinman’s third point is that “the Company allocates certain costs consistently 20 

across the three years in the cost-effectiveness analysis.” As far as I can tell, Ms. Hinman 21 

did not articulate which costs this would apply to. However, as a general rule I disagree 22 

with this recommendation. The statute defines the TRC test as quantifying the net present 23 
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value of benefits and costs.21 Because there is a time value of money (a dollar today is 1 

worth more than a dollar tomorrow), the actual timing of expenditures matters in terms of 2 

cost-effectiveness results.  As a result, costs should be recognized as occurring in the actual 3 

year they occur as much as possible. Simply taking all costs over a three year period and 4 

averaging them and allocating them evenly across all years will skew cost-effectiveness 5 

results, as compared to the actual cost-effectiveness of the program effort. It is possible 6 

there may be certain expenditures that are incurred evenly over time, but paid out in a 7 

lump sum, where Ms. Hinman’s approach would be appropriate based on an accrual 8 

approach to accounting.  However, this would not be appropriate as a blanket rule for all 9 

costs. 10 

  11 

Q.  Does this conclude your testimony? 12 

A.  Yes. 13 

 14 
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