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Rosemary Chiavetta, Secretary
Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street

Harrisburg, PA 17120

Re: Petition of PECO Energy Company for Approval of Its Smart Meter Technology
Procurement and Installation Plan

Petition of PECO Energy Company for Approval of its Initial Dynamic Pricing and

Customer Acceptance Plan
Docket No. M-2009-2123944

Dear Secretary Chiavetta:

Enclosed for filing into the evidentiary record is the following testimony on behalf of the Office
of Small Business Advocate, in the above-captioned proceeding.

Rebuttal Testimony and Exhibits of Robert D. Knecht, OSBA Statement No. |

This statement was admitted into the record by Order Dated February 4, 2011, by the Honorable
Judge Marlane R. Chestnut.

Copies have been served as indicated on the enclosed Certificate of Service.
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BEFORE THE
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REBUTTAL TESTIMONY OF ROBERT D. KNECHT

Witness Identification and Summary of Conclusions

Mr. Knecht, please state your name and briefly describe your qualifications.

My name is Robert D. Knecht. [ am a Principal of Industrial Economics, Incorporated
(“TEc™), a consulting firm located at 2067 Massachusetts Avenue, Cambridge, MA 02140.
I specialize in the economic analysis of basic industries. As part of my consulting
practice, I have prepared analyses and expert testimony in the field of regulatory
economics on a variety of topics. [ obtained a B.S. degree in Economics from the
Massachusetts Institute of Technology in 1978, and a M.S. degree in Management from
the Sloan School of Management at M.I.T. in 1982, with concentrations in applied
economics and finance. | am appearing in this proceeding on behalf of the Pennsylvania
Office of Small Business Advocate (“OSBA™). My résumé and a listing of the expert
testimony that | have filed in utility regulatory proceedings during the past five years are

attached in Exhibit [Ec-1.

Please describe your assignment in this matter.

OSBA requested that I review the cost allocation and rate design proposals presented by
Pennsylvania Office of Consumer Advocate (“OCA™) witness Mr. J. Richard Hornby,
with respect to the recovery of program administrative costs associated with the PECO
Energy Company (“PECO” or “the Company”) proposed Initial Dynamic Pricing and

Customer Acceptance Plan (“DP Plan™).

Before turning to Mr. Hornby’s testimony, please deseribe the Company’s proposal
for assigning and recovering DP Plan program costs from customers.

PECO proposes to recover program costs from only those customers that are eligible to
participate in the proposed DP Plan, namely default service customers in default service
rate class groups 1 (residential), 2 (small commercial and industrial) and 3 (medium

commercial and industrial). No costs are assigned to default service rate class group 4
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(large industrial) because no dynamic pricing options are available to that rate class
group. Those costs which can be directly assigned to rate class groups will be directly
assigned; those costs which are common to multiple rate class groups will be allocated
among those groups in proportion to default service kWh sales. Total assigned and

allocated costs will be recovered in the default service per-k Wh charge for each rate class

group.

Did you contest either the cost allocation or cost recovery mechanism as originally
filed?

No, 1 did not. While [ disagree with the cost allocation principle implicit in the
Company’s allocation, I accepted the Company’s arguments that (a) the Commission has
generally required electric distribution companies (“EDCs”) to recover costs for time-of-
use rate programs in their default service rate mechanisms, and (b) that common
administrative costs for default service programs are generally allocated in proportion to

energy consumption.’

How does Mr. Hornby propose to allocate and recover the program administration
costs?

Mr. Hornby accepts the Company’s proposal for the direct assignment of costs which are
specifically related to individual rate class groups, but he proposes to allocate common
costs among the rate class groups based on totel kWh consumption rather than default
service kWh consumption. Mr. Homby declines to make a recommendation as to how

the allocated costs should be recovered in rate design.’

What is the impact of Mr. Hornby’s proposal on allocated costs?
Mr. Homnby’s proposal will shift an estimated $231,000 from residential to non-

residential customers.” 1 also assume that Mr. Hornby’s proposal will shift costs from

! See PECO Statement No. 4 at pages 9-10, and OSBA-I-1.

2 OSBA-OCA-I-4(c).

> OSBA-QCA-I-4(b) attachment.
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default service to shopping customers within the rate class groups that are eligible for the

dynamic pricing options.

What is Mr. Hornby’s rationale for this proposal?

Mr. Hornby bases this recommendation on his assessment of the principles of cost
causation. His arguments appear to be (a) that the program is a pilot program to test new
rates rather than a new rate offering, and (b) that the costs are caused not by customers
but by the need for PECO to comply with Act 129. Mr. Hornby also argues that these
programs will provide information to all customers which will assist in their ability to

evaluate competitive offers.

D¢ you agree with Mr. Horaby’s proposal?

No, I do not. First, | note that Mr. Hornby’s proposal is likely to be anti-competitive.
Although Mr. Hornby declines to make a rate design proposal, it would make little sense
to allocate common costs on the basis of both defau!t service and shopping kWh and then
recover the costs from only default service customers. Mr. Hornby therefore implicitly
concludes that a separate tariff charge mechanism will be needed to recover DP Plan
costs from shopping customers. In effect, Mr. Hornby will therefore require shopping
customers to pay for a program in which they cannot participate. To the extent that those
shopping customers are already paying for the administrative costs incurred by their own
electric generation suppliers (“EGSs”) related to dynamic pricing or other innovative
rates, the shopping customers will end up paying twice. While I recognize that PECO’s
consultants appear to believe that these pilot programs will have value for EGSs, [ am not
aware of any evidence from the EGS community volunteering that either EGSs or their
customers pay for the administrative costs associated with PECO’s proposed dynamic

pricing options.

Second, Mr. Homby’s argument that costs are caused by Act 129 is unhelpful for
determining how costs should be allocated. If the costs are caused by Act 129, it would
be just as sensible to allocate them based on number of customers than to allocate them
based on total kWh deliveries. In fact, Act 129 mandated that EDCs incur many different

kinds of costs, including energy efficiency program costs and smart meter costs. The
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Commission has developed cost allocation and cost recovery mechanisms for these
programs based on reasonable cost causation principles, and can do so with respect to DP

Plan costs.

Third, in developing his proposal for cost allocation, Mr. Hornby appears to have
overlooked the fact that non-residential customers are not eligible for the time-of-use rate
(“TOU™) option within the DP Plan, and may participate only in the critical éeak pricing
(“CPP™ program.4 Mr. Hornby proposes to exclude large commercial and industrial
customers from contributing to the recovery of DP Plan costs because they are not
eligible for either rate option. However, he makes no similar accommodation for small
and medium commercial and industrial customers even though they are eligible to

participate only in the TOU rate option.

Q. Suppose the Commission decides that it is willing to consider a method for
allocating DP Plan common costs which is different from the method it uses for
other default service administrative costs. If the Commission agrees with Mr.
Hornby that cost causation should be the appropriate principle for such an
allocation, what recommendations do you have?

A.  First, [ recommend that the Commission limit the assignment of DP Plan costs to default
service customers who are eligible to participate in these rate options. This approach 1s
consistent with cost causation and competitively neutral. [ agree with both PECO and
Mr. Hornby that large industrial customers should be exempt from cost assignment

because they are not eligible to participate in either rate option.

Second, | recommend that those program costs which can be directly assigned to specific
rate classes be directly assigned. In that regard, [ am somewhat surprised at the relatively
low level of attributable costs. PECO indicates that only some $4.4 million of $11.6

million in total costs (before the offsetting stimulus grants) can be directly assigned.

“ When he prepared his direct testimony, Mr. Hornby may not have been aware that norresidential customers are
ineligible for the TOU program as proposed by PECO. For example, at page 6, he states incorrectly, "The Company
proposes lo offer two new rate options under its Plan: CPP and TOU Pricing. It proposes to offer these two new
rate options to small and medium commercial and industrial customers as well as residential customers who are not
in the Customer Assistance Program {'CAP’). "
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Because the TOU program applies only to the residential rate class group, all TOU
program costs should be directly assigned to that class. For that reason, [ would expect
that a greater percentage of costs can be directly attributed. I recommend thal the
Commission clarify that direct assignment of costs should include assignment of all TOU
program costs to the residential rate class group, and direct PECO to make a diligent

effort to segregate costs between the TOU and the CPP programs.

Third, as a conceptual matter, the common program administration costs for the
Company’s DP Plan are similar to the common costs for the rest of the Company’s Smart
Meter Technology and Implementation Plan (“SMIP”). For example, network and
information technology (“IT™) costs are commeon to both the SMIP and the DP Plan. In

its order entered May 6, 2010 earlier in this proceeding, the Commission determined that

> A similar

SMIP common costs should be allocated based on number of customers.
conclusion can readily apply to DP Plan common costs. [ therefore recommend that all
DP Plan common costs be allocated among the various rate class groups based on number

of customers, rather than kWh sales.

Fourth, I agree with PECQ’s recommendation that the program costs be recovered in the
default service charge, rather than Mr. Hornby’s implicit proposal to develop a charge

which applies to both shopping and default service customers.

Does this conclude your rebuttal testimony?

Yes, 1t does.

* Opinion and Order, Pennsylvania Public Utility Commission, Docket No. M2009-2123944, Order entered May 6,

2010, page 25.
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INPUSTRIAL ECONOMICS, INCORPORATED

ROBERT D. KNECHT

Robert D, Knecht specializes in the practical application of economics, finance and management theory
10 issues facing public and privaie sector clients. Mr, Knecht has more than thirty years of consulting
experience, focusing primarily on the energy. metals, and mining industries. He has consulted to
industry, law firms, and government clients, both in the U.8. and internationally. He has participated in
strategic and business planning studies. project evaluations, litigation and regulatory proceedings and
policy analyses. His praciice currently focuses primarily on utility regulation, and he has provided
analysis and expert testimony in numerous U.S. and Canadian jurisdictions. Mr, Knecht also served as
Treasurer of [Ec from 1996 through 2010, and was responsible for the firm's accounting, finance and
tax planning, as well as administration of the firm's retirement plans, during that period. Mr. Knecht's
consulting assignments include the following projects:

For the Pennsytvania Office of Small Business Advocate, Mr. Knecht provides analysis and expert
testimony in industry restructuring, base rates and purchased energy cost proceedings involving
electric, steam and natural gas distribution utilities. Mr. Knecht has analyzed the economics and
financial issues of electric industry restructuring, stranded cost determination, fair rate of return,
claimed utility expenses, cost allocation methods and rate design issues.

For independent power producers and industriai customers in Alberta, Mr. Knecht has provided
analysis and expert testimony in a variety of electric industry proceedings. including industry
restructuring, cost unbundling, stranded cost recovery, transmissien rate design, cost allocation and rale
design.

.

.

For industrial customers in Québec, Mr, Knecht has prepared economic analysis and expert testimony
in regulatory proceedings regarding cost allocation, compliance with legislative requirements for cross-
subsidization, and rate.design.

*

As a participant on various international teams of experts, Mr. Knecht has prepared the economic and
financial analysis for industry restructuring studies involving the steel and iron ore industries in
Venezuela, Poland, and Nigeria

For the 1).8. Department of Justice and for several private sector clients, Mr. Knecht has prepared
analyses of economic damages in & variety of litigation matters, including ERISA discrimination,
breach of contracl. fraudulent conveyance, natural resource damages and anti-trust cases.

Mr. Knecht participates in numerous projects with colleagues at [Ec preparing economic and
environmental analyses associated with energy and utility industries for the U.S. Environmental

Protection Agency.

.

Mr. Knecht holds a M.S. in Management from the Sloan School of Management at M.LT., with
concentrations in applied economics and finance. He also holds a B.S. in Economics from M.LT. Prior
10 joining Industrial Economics as a principal in 1989, Mr. Knecht worked for seven years as an
economic and management consultant at Marshall Bartlett, Incorporated. He also worked for two years
as an economist in the Energy Group of Data Resources, Incorporated.

industrial £Economics, tncorporated
2067 massachusetts Avenue
Cambridge, MA 02140 USA
617.354.0074 | $17.354.0463 fax

January 2011 www.indecon,com
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INBUSTRIAL ECOHORICS, INCORFORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2005 TC 2010

DOCKET #

. REGULATOR

UTILITY

NBEUB 2009-017

R-2009-2145441

MNew Brunswick Energy
& Utilities Board

Pennsylvania Public
Utility Commission

Enbridge Gas New Brunswick

T.W. Phiilips Gas & Qit

R-2010-2150861

P-2009-2099333

R-3708-2009

Pennsylvania Public
Utility Commission

Penngylvania Public
Utility Commission

Régie de l'Energie,
Québec

M-2009-2123944,
2123945, 2123948,
2123950, 2123951

NBEUB 2009-006

M-2009-2092222,
2121952, 2112956,
2093218, 2093217,
2093215

1604944; ID# 184

Pennsylvania Public
Utility Commission

New Brunswick Energy
& Utilities Board

Pennsylvamia Public
Utility Commission

Alberta Utilities
Commission

R-2009-2105904,
909, 911

R-2009-2093219

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

National Fuel Gas Distribution
Columbia Gas of Pennsylvania

Hydre Québec Distribution
PECO, Duquesne Light,
Metropolitan Edison,

Pennsylvania Electric, Penn
Power, West Penn Power

Enbridge Gas New Brunswick

Metropolitan Edison,
Pennsylvania Electric, Penn
Power, West Penn Power,
Duquesne Light, PPL Electric

ATCO Gas

UG! Penn Natural Gas,
UGI Central Penn Gas,
UGI Utitities Inc. Gas Division

Columbia Gas of Pennsylvania

DATE CLIENT TOPICS
March 2010 New Brunswick Public Cost allocation, rate design
intervenor
Pennsylvania Office of . .
March 210 Small Business Advocate Unaccounted-for gas and retainage rates
Pennsylvania Office of
March 2010 Small Business Advocate Gas costs
Pennsylvania Office of .
February 2010 Sraall Business Advocate Purchase of receivables program
Post-patrimonial generation cost
November 2609 AQCIE/CIFQ allocation, revenue allocation
October, Pennsylvania Office of Smart Meter Cost Allocation and Rate .
November 200% Small Business Advocate Design
New Brunswick Public ) o
September 2009 Intervenor Development Period Criteria
August 2009 Pennsylvania Office of Energy efficiency and conservation
8 Small Business Advocate programs, cost allocation, rate design
July 2009 Rate 13 Group Cost allocation, rate design
. . Gas supply procurement hedging,
July 2009 genrllf )élva.ma Ozféce Oft unaccounted-for gas, revenue sharing
mall Business Advocate mechanisms
May 2009 Pennsylvania Office of Revenue sharing mechanisms, retainage

Small Business Advacate

rate, gas pracurement
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IMDUSTRIAL ECONORICS, INCORPORATED

ROBERT D, KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2005 TO 2010

DOCKET #

" REGULATOR

uTIiLImY

DATE

_CLIENT

TOPICS

R-2008-2079660

R-2G08-2079675

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commissian

UG| Penn Natural Gas

UGI Central Penn Gas

May 2009

May 2009

Pennsylvania Cffice of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

R-2008-2075250

R-2009-2088076

R-2009-2083181

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utitity Commission

T.W. Phillips Gas & Oil

Philadelphia Gas Works

National Fuel Gas Distribution

R-3669-2008

R-3677-2008

R-3673-2008

1550487

P-2008-2060309

R-2008-2073938

P-2008-2044561

Pennsylvania Public
Utility Commission
Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Régie de U'Energie,

Québec

Régie de I'Energie,
Québec
Régie de !'Energie,
Québec

Alberta Utilities
Commission

PPL Electric Utilities

Philadelphia Gas Works

Pike County Light & Power

Hydro Québec TransEnergie

Hydro Québet Distribution

Hydro Québet Distribution

ENMAX Power Corporation

April 2009

April 2009

March 2009

Equity cost of capital, cost allocation,
rate design

Equity cost of capital, cost allocation,
rate design

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of

Small Business Advocate

Pennsylvania Office of
Small Business Advocate

December 2008

December 2008

October 2008

Cctober 2008

October 2008

August 2008

July 2008

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

AQCIE/CIFQ,

AQCIE/CIFQ

AQCIE/CIFQ

D410 Group

T}_‘.,.,.. — b i —————
Retainage rates

Gas procurement

Retainage rates, gas procurement

Default electric supply procurement

Revenue requirement, financial cash
flows, cost allocation, rate design.

Electric defauit service procurement

Transmission cost allocation.

Post-patrimonial supply cost allocation,
revenue allocation, rate design.

Electric supply contract modifications.

Formula-based (performance-based)
ratermnaking; ratepayer-supplied equity
contributions.
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JHDUSTRIAL ECONOMICS, INCORFORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2005 TO 2010

DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

R-2008-2039417 et
al.

R-2008-2039284

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

R-2008-2039634

A-2008-2034045

R-2008-2011621

R-2008-2028039

R-3648-2007

R-2008-2021348

R-2008-2012502

R-2008-2013026

P-00072342

2007-004

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public

Utility Commission

Pennsylvania Public
Utility Commission

Régie de l'Energie,
Québec

Pennsylvania Public
Utility Commission
Pennsylvania Public
Utitity Commission
Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission
New Brunswick Board
of Commissioners of
Public Utilities

UGI ttitities (Gas Division)

UGl Penn Natural Gas

July 2008

July 2008

PPL Gas Utilities

UG! Utilities, PPL Gas
Utilities

Columbia Gas of Pennsylvania

Columbia Gas of Pennsylvania

Hydro Québec Distribution

Philadelphia Gas Works

Mational Fuel Gas Distribution

T.W. Philtips Gas and Qil

West Penn Power d/b/a
Allegheny Power

New Brunswick Power
Distribution and Customer
Service Corporation

July 2008

June 2008

May 2008

May 2008

April 2008

April 2008

March 2008

March 2008

February 2008

November 2007

Pennsylvania Gffice of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Design - day demand forecast.

Revenue sharing, gas supply costs.

Pennsylvania Office of
Small Business Advocate

Pennsylvania QOffice of
Small Business Advocate

Pennsylvaria Office of
Small Business Advocate

Pennsyivania Office of
Small Business Advocate

AQCIE/CIFQ

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

New Brunswick Public
Intervenor

design.

Small Business Advocate

Lost and unaccounted-for gas, gas
supply costs.

Public benefits of proposed sale.

Cost allocation, revenue allocation, rate

Gas supply cost functionalization; cost
reconciliation method, sharing
mechanisms.

Electric supply contract modifications.

Sharing mechanisms, gas supply
contracts.

Transportation and sales customer rate

design, design day forecasts.

Rate design treatment of capacity
release revenues.

Default service electricity procurement,
rate design, reconciliation.

Cost allocation, revenue allocation, rate
design, '
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INOUSTRIAL ECONOMICS, INCORPORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2005 TG 2010

Quebec

design.

DOCKET # REGULATOR UTILITY DATE CLIENT TOPICS
R-3644-2007 Régie de [tnergie, | pirg québec Distribution October 2007 | AQCIE/CIFQ Cost ailocation, revenue allocation, rate
Queébec design.
) Pennsylvania Public Pennsylvania Power Pennsylvania Qffice of Default electric service procurement.
P-00072305 Utility Commlssmn COFPOI'B.UOI'! Juty 2007 Small Business Advocate
) Pennsylvama Pubhc Pennsylvania Offlce of Asset management arrangement, gas
R-00072334 Utility Commission VG! Penn Natural Gas, Inc. July 2007 Small Business Advocate procurement.
) Pennsylvania Public e : Pennsylvania Office of Design day forecasting, gas
R-00072333 Utlhty Comm1551on PPL Gas Utlities Corporation July 2007 Small Business Advocate procurement
R-00072155 Pennsylvania Public PPL Electric Utilities July 2007 Pennsylvania Office of Cost a{locatlon revenue allocation, rate
Utlhty Commlssmn Corporatxon Y Srnalt Busmess Advocate de51gn energy efﬁclency
R-00049255 Pennsylvama Public PPL Electnc Ut|l1t1es May 2007 Pennsylvama Office of Revenue ailocauon
{(Remand) Utility Commission Corporatign Y Small Business Advpcate
_ Pennsylvania Public Columbia Gas of Pennsylvania Office of Gas procurement.
R-00072175 Utll]ty Commlssmn Pennsylvama inc. May 2007 Small BusmeSS Advocate
) Pennsylvama PUbllC . . . Pennsylvama Office of Gas procurement, margin shanng
R-00072110 Utility Commission Philadelphia Gas Works April 2007 Small Business Advocate mechanisms.
. Pennsylvania Public ; . . Pennsylvania Office of Cost aliocation, revenue allocation,
R-00061931 Utility Commission Phitadelphia Gas Works April 2007 Smali Business Advocate retail gas competition.
) Pennsylvania Public Pike County Light & Power " | Pennsylvania Office of | Default service procurement, rate
P-00072245 Utility Commission Company March 2007 Small Business Advocate | design.
) Pennsylvania Public Nationat Fue't Gas Pennsylvama Ofﬂce af . L
R-00072043 Utility Commission Distribution Company March 2007 Small Business Advocate Design day reqUIrer?ents.
R Pennsylvania Public Pike County Light & Power Pennsylvania Qffice of wholesale power procurement by
C-20065942 Utility Commission Company November 2006 Small Business Advocate provider of last resort.
Régie de lEnergie Post-patrimonial generation cost
R-3610-2006 g gl Hydro Québec Distribution November 2006 | AQCIE/CIFQ

allocation; cross-subsidization; rate




lEC

INGUSTRIAL ECONQMICS, INCORPORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2005 TC 2010

DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

P-00052188

R-00061493

R-00061398

R-00061365

R-00061519

R-00061518

A-125146

Pennsylvania Public
Utility Cornmission

Pennsylvania Public
Utility Commission

Pennsylvem:e -Pljblic
Utility Commission

Pennsylvania Pubtic
Utlhty Comrmsston

Pennsylvama Publlc
Utility Commission

Pennsylvania Public
Utllrty Comm155mn
Pennsylvania Public
Utility Commission

Company

Pennsylvania Power
Company

National Fuel Gas
Distribution Corporation

PPL Gas Utilities Corporation

PG Energy/Southern Union
Company

PPL Gas Utilities Carporation

PG Energy/Southern Union

UGI Utilities, Inc., Southern

Union Company

September 2006
September 2006

August 2606
July 2006
July 2006

July 2006

June 2006

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

| Pennsylvania Office of

Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvama Offlce of
Small Business Advocate

Pennsylvania Office of

Srnall Bu51 ness Advocate

Pennsylvania Office of
Smail Business Advocate

Affidavit: POLR rates, wholesale to
retail.

Rate of return, load forecasting, cost
allocation, revenue allocation, rate
design, revenue decoupling.

Cost allocation, revenue allocation,
rate design.

Merger savings, cost allocation,
revenue allocatron rate des1gn

De51gn day weather and throughput
forecasts; gas supply hedging.

Design day weather and throughput
forecasts, gas supply hedgmg

“public benefits of proposed sale of PG
Energy to UGI; asset management
agreement.

R-00061355

R-00061296

R-00061246

2005-002 Refiling

P-00052188

R-3579-2005

2005-002

Pennsylvania Public

Utlllty Commlsswn

Pennsylvama Public
Utility Commission

Pennsylvarll'a Public
Utitity Commission

New Brunswick Board
of Commissioners of
Public Utilities

Pennsylvania Public
Utility Commission

Colurrlb_ia Gas of
Pennsylvama

Philadelphia Gas Works
National Fuel Gas -
Distribution

New Brunswick Power
Distribution and Customer
Service Company

Pennsylvania Power
Company

May 2006

April 2006

March 2006

February 2006

December 2005

Pennsyivania Office of

Small Busmess Advocate

Pennsylvama Ofﬁce of
Small Business Advocate
Pennsylvania Office of
Small Business Advocate

New Brunswick Public
Intervenor

Pennsylvania Office of
Small Business Advocate

Gas supply and hedging plan;
procedural lSsues

Gas procurement and procedural
issues.

Gas procurernent; unaccounted for gas
retention rates.

Cost allocation, rate design.

Cost allecation and rate design for
POLR suppties.

“Régie de lEnergie,

Québec

New Brunswiélﬂ- Board i

of Cormmissioners of
Public Utilities

Hydro Québec Distribution

MNew Brunswick Power

Distribution and Customer
Service Company

Novernber 2005

August 2005

AQCIE/CIFQ

New Brunswick Public
Intervenor

Generatton cost allocation; cross-
sub51dizatlon revenue allocatlon

Cost atlocation, rate design.
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ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2005 TO 2010

DOCKET # REGULATOR .UT“JTY DATE CLIENT TOPICS

R-00050538 S‘:R:‘&Vlc":r’:;g;g‘r‘f PG Energy July 2005 pennsylvania Office of o | Gas procurement diversification.
ooy | Pt e | ol o T N
R-3563-2005 gif;eie Energie, Hydro Québec Distribution Aprit 2005 AQCIE/CIFQ S:;Zféi:’:s;gzggll°cati°”; industrial
w0264 E‘:’Hﬂ?"e’é‘n”i;ii;*;‘.i“ porizons | Feniofana Office of | Gasprocrerent, knecang
ey | et et | G gty o nd e
EB-2004-0342 Ontario Energy Board | Union Gas Limitedw .. M;rch 2005 | Tribute Reso;lrce; Inc. g::'\fl Z‘é“zgaé‘rﬁgeadr“jig;:fof:gsfgof&;_ B
vosees | [eanarione | Fhe Comby andPover |y zngs | ol Ofce of | o e of st st alotin,

Industrial Economics, Incorperated
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EXHIBIT IEc-2

REFERENCED INTERROGATORY RESPONSES

OSBA-I-1
OSBA-OCA-I-4 (with attachments)



OSBA-I-1:

Petition of PECO Energy Company for Approval of its
Smart Meter Technology Procurement and Installation Plan

Petition for Approval of PECO Energy Company’s
Initial Dynamic Pricing and Customer Acceptance Plan.
Docket No. M-2009-2123944

Responses of PECO Energy Company

to the Interrogatories of the Office of Small Business Advocate, Set I

Reference Petition at paragraph 17, PECO Statement No. 1 at page 10, lines 7-9; PECO
Statement No. 4 at page 10 line 13 to page 11 line 3 and page 8 lines 3 to 10; allocation of

common costs:

Response:

a.

Please explain why PECO proposes to allocate all common costs on a kWh sales
basis, when customers in Default Service Procurement Classes 2 and 3 are not
eligible for the proposed TOU rates, and participation by non-residential
customers is anticipated to be low.

Please confirm that if these costs had been included in the SMIP, the costs would
be allocated based on number of customers.

Please identify the nature and magnitude of all administrative costs associated
default service procurement, and show how these costs are allocated among the
Default Service Procurement Classes. Please include the supporting costs and

allocation factors.

PECO proposes to allocate all dynamic pricing commeon costs on a kWh sales
basis to be consistent with how all of the other Generation Supply Adjustment
(GSA) administrative costs are allocated in the GSA filing. The amount of
common costs is limited to those costs that cannot be directly assigned to a
specific procurement class. The residual common costs are not directly dependent
on participation levels or the number of offerings per class. Thus, PECO’s
proposed allocation is appropriate for such costs because they more closely
resemble energy-related costs than customer-related costs.

If the common costs were recovered under the SMIP, the costs would be allocated
based on number of customers.



PECO?’s Response to OSBA-I-1 (cont.)

c. Below is a summary of administrative costs associated with PECO’s Default
Service Procurement (recovered through the GSA). These costs have been
incurred or are estimated to be incurred prior to the end of 2010. They include
costs associated with the Requests for Proposal (RFPs), consultants providing
guidance on the development of the procurement plan, legal fees, Information
Technology (IT) and any other costs associated with designing and implementing

the procurement plan:

1. Cost of DSP Proceeding (includes consulting and legal) - $3.4M
Cost of Implementation (includes independent evaluator and
other) - $3.4M

3. IT Capital - $8.7M

4, Dynamic Pricing - $0.3M
Total —$15.8M

Costs will be recovered over a period of time as defined in Exhibit F from the
Joint Petition for Settlement in PECO’s Default Service Plan proceeding. (Docket
No. P-2008-2062739) See Attachment OSBA-I-1(a} on the enclosed CD.

As shown in Exhibit F, the recovery period for the administrative cost
components varies and can range from between one and five years. PECO will be
recovering the costs incurred and/or estimated to be incurred through the end of
2010 in accordance with this approved timeline.

The administrative costs to be recovered by month in the first quarter 2011 GSA
calculations are reflected in Attachment OSBA-I-1(b). The monthly common
costs are allocated based on default service kilowatt hour sales to the GSA
Procurement Classes. Costs identified as specific to a Procurement Class will be

directly assigned where applicable.

Dynamic Pricing administrative costs have been allocated to Procurement Classes
1, 2 and 3 based on projected default service kilowatt hour sales. All other
administrative costs for this calculation period have been allocated to
Procurement Classes 1, 2, 3, and 4 Hourly and Fixed based on projected default
service kilowatt hour sales. This allocation process is reflected in Attachment
OSBA-I-1(b), which is provided on the enclosed CD.

Responsible Witness: William J. Patterer



Attachment OSBA-I-1(a)
Exhibit F

Summary Of The Recovery Of Costs Associated With Default Service And
Mitigation

Costs Included In The PTC
1. Generation Supply Adjustment
a. Administrative costs (other costs associated with implementing the plan)
1. Information technology (IT) costs incurred to implement the
procurement plan and the price to compare (PTC); includes billing and
wholesale supply contract/energy procurement and scheduling system
changes

2. Cost of approval of the plan, which reflects the cost of outside
consultants and outside lawyers, expenditures on IT or software to develop
data necessary for developing procurement class PTCs, and customer

notification costs

3. Cost of Independent Evaluator and AEPS RFP monitor (to the extent
not included in the AEPS Charge) for the full requirements, block energy,
and AEPS aliermative energy procurements

4, All other incremental costs necessary to implement the plan such as the
cost of the “pricing agent” required under the Supply Master Agreement,
additional non-IT billing system cost and supplemental care center support

during the transition

b. Energy Supply-related costs
1. Cost of supply from full requirements contracts
2. Cost of complying with AEPS not included in the full requirements
contracts and not included in the AEPS charge
3. Block energy and spot market energy purchases net of any sales of
excess energy that become available; includes energy, capacity, ancillary
services and any other charges assessed by PJM related to the purchases,
excluding network transmission and PJM Regional Transmission
Expansion Plan (RTEP) related costs. Specifically, cost of supply from
block energy supply contracts and for the 25% of residential load served
by PECO at PJM bill charges and credits identified as “Seller
Respensibility” on full requirements service Supply Master Agreement
Exhibit D, ““Sample PJM Invoice.”
4. PJM related charges assessed on load serving entities
5. Cost of collateral, if any is required, for PJM associated with load

serving entity PJM bill responsibility.

¢. Frequency of update and reconciliation
1. Generation Supply Adjustment changes shall be calculated and
reconciled quarterly for Residential, Small C&I, and Medium Cé&lI



Attachment OSBA-I-1(a)
Exhibit F

2. Reconciliation is calculated monthly for Large C&I (>500kW)
2. PECQ’s Retail Electric Transmission Rates
31, Alternative Energy Portfolio Standard Charge

4, There Shall Be Four Procurement Classes
a. Residential
b. Small C&!(0-100kW)
¢. Medium C&I (100-500kW)
d. Large C&! (>500kW)

Note: Estimates of the administrative costs identified in Section 1.a., above, are
provided in the attached schedule.

Costs Not Encluded in the PTC

l. Consumer Education and Mitigation
a. Consumer Education cost - to be included in a non-bypassable surcharge
consistent with the Commission’s order at Docket Nos. M-2008-2032274 and M-
2008-2062739 and the terms of the Joint Petition for Setttement at Docket No, P-
2008-206274). Consumer Education cost includes the cost of promoting
mitigation programs such as the Market Rate Transition Phase-in Program (“Early
Phase-in") and the Market Rate Transition Deferral Program (Deferral Program™).

b. Cost of the Deferral Program (if required)
1. IT implementation cost, incremental call center and enrollment cost,

and other costs of the program are to be recovered in a non-bypassable
surcharge with the allocation of costs consistent with the terms of this
Settlement. Costs are expectcd 10 be similar to the Early Phase-in cost

estimate.
2. To be included in a non-bypassable surcharge.

2. Early Phase-in Cost

a. To be deferred and recovered in the next base rate case per the terms of the
Joint Petition for Settlement at Docket No. P-2008-2062741.

b. The cost estimates set forth in the Joint Petition for Settlement at Docket No.
P-2008-2062741 are $0.46M for O&M and $0.75M for capital. The O&M
portion consists of $0.1M for IT, $0.2M for call center support, and $0.16 for bill
presentment and customer notifications.



Attachment OSBA-1-1(a)

Exhibit F
Estimated Administrative Costs
Cost Element Capital O&M Expense Est. Annual J
Cost(d)

IT/Billing System TBD TBD | TBD :
IT/Energy TBD TBD TBD i
Acquisition Sysiems ]
Rate Mitigation $1.5M $0.2M Portions deferred |
IT*(a) .
Rate Mitigation - $0.7M Portions Deferred |
Other*(a) i
Independent $0.5M/yr $0.5M

Evaluator(a)

Cost of Proceeding $4.0M 51.7M

(a)(b)

Other Implementation TBD TBD

Cost (c)

Total TBD TBD TBD

NOTE: The Parties agree with the general categories above, however, the costs
shown above are PECQ’s estimates. PECO’s actual expenditures shall be subject
to review and approval by the Commission at the time those costs are claimed for
recovery. Only expenditures that are found to be reasonable will be recoverable

from customers.

* Notincluded in PTC; portions associated with the Early Phase-in are deferred
until the next base rate case. Includes both the Early Phase-in and the Deferral

Program.

(a) Preliminary Estimate
(b) Cost of the proceeding consists of the ﬂ_qllowing:

1. Qutside legal cost $1.000M
2. Consultants $2.600M
3. Customer notice $0.031M
- 4. Proof of revenue 50.260M
5. Load study f0.125M
6. Other expenses $0.008M

{c) Cost elements such as incremental non-iT billing system costs and
supplemental customer care center staff for transition.
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Dynamic Pricing Administrative {DPA) Costs

Default Projected kwh Sales

Allocated Administrative Costs

Attachment OSBA.I-1 (b)

Total DPA Costs

Month | fergsat,282 GSA 1 GSA 2 GSA 3 Total G541 GSA 2 G3A 3
11} 12} {3t *) {5)=(2)+ (3)+ 143 (&)= (2)HSI=E1} = {3HsIx(1) 312 [4)5)xi1)
Jan-31]'s 9,164 1.296,005.757 | 332,865,630 | 302030559 | 1,530,803,945 | § 5,151 [ § 1580 | § 1,433
Feb-11] 3 8,164 1,109.676,808 | 286,646,766 | 250,971,477 | 1,648,297,051 | § 5,165 |5 1,604 | § 1,394
Mar-41]'3 9,164 1.086,311,342 | 273,151,681 | 242745212 | 1,532,208,236 | § 6.078 | 3 1634 | § 3,452
All other Administrative Costs (Common}
Default Projected kwh Sales Allocated Administrative Costs
GSA 4 Fixed Prica
onth GSA 1 GSA 2 GSA 2 {Hourly) Option Total kwh Tatal Cost 83A 1 asaz BSA 3 G5A 4 (Houdy) Fixed Price Option
) (19) 111} (2 REN {143=(91 (10} [111+{12)+ (13} (15] Q8k=EVI41 % 015) | (T=(100(34) < (15} | DBE0IM04) x (15) | (I9)=0.20004 x (15) | (@0)03013; = (15)
Jan-11] 1,296,005,757 332.865.630 | 102,030,559 | 436448373 342.923.722 2710.274.041 [ 5 524.982 | § 251,037 [ 3 64,476 | § 58,503 | § 84,540 | $ 66,425
Feb-11] 1.109,676.808 288,648,766 § 250,971,477 | 345468671 271,439,827 2,266,205750 [ § 524260 | S 256.711 1% 66,776 | § 58,059 | 78,820 | 5 62,794
Mar-11] 1,016,311,342 273,151,681 | 242745212 | 330,421,147 259,516,615 2122245998 | § 523,539 | § 250,715 [ § 57,384 | § 59883 [ § 81,512 [ $ 54,045
Total Administrative Costs

Manth a5A 1 GSA 2 GSA D GSA 4 {Hourly] | Fixed Price Option| Sum Total Administeative Cost

(21puig)s {16} (22)={7}+(17) 23}=r8)e(18) {241=149) {25)=(20} [26)=(21}+ (32)+{TI}+ [24)+(25)
Jan-15] s 257,188 3 66,056 | 3 58,936 | § 84,540 | § 66,425 | 5 534,145
Feb-11] 3 262,876 | § 63,350 | § 59.453 | § 79920 ] § 62,704 | § 533,423
Mar-11]'5 256,793 | 3 690185  61.335]$ 81512 § - 84.045 | 3 532,703




Résponsible Wiiness: . Richard Homby

Petition of PECO Energy Company for Approval of its
Smart Meter chh.nology-Procurement.and Installation Blan-
Petition for Approval of PECO Enérgy Company’s Initial
D\mdmlu Pricing and Custorier Acceptance Program
Docket No. M-2009-2123944

Responses of the Office of Consumer Advocate
(6 the Office of Small Business Advocate
Interro gatoriesr Setl

4, Reéference OCA Statement No. 1; page 19, line 14 to page 20 line18:

a.

Pledse define “all custorers” as that termi is used.at page 20 line 8. As part of your

response, please indicate whether “all customets” includes .any non-PECO

customers, PECO large industrial customers who take setvice: from an EGS PECO
large industrial customers who-take default service, PECO lighting customers, and
PECO residential/small commgércial' customers who take TOU service, irom an

electric generation supplier * ‘EGS").

Please provide a specific numerical example of Mr. Homby’s proposed .allocation of”
prografn' costs. Please ideéntify the allocation factor that woild be aised; and the

specific customer classes (or default serviee procurement classes) to which. costs

wouild be dssigned, Please also provide the bases for your proposal.

Please detail the speCific cost recovéry mechanism proposed by Mr. Hornby for
recovery of.the allocated program costs.

RESPONSE:

The reference to, “all customers” at page 20, line § is to all customers in each of the
PECO rate classes covered by the pllOt regardless of their sourcé of generation
supply. Speaﬁcally these are customers in rate classes R, RH; OP, GS, PD and HT.

Attachment' OSBA-I-4(b) provides comparisons of the allocation of absolute
progidin costs proposed by PECO and by Mr. Hornby, as well as the calculation

of rites 1o.recover those costs. The basic difference between the two approaches is
that PECO bases its calculations on Default Sales kWh by rate class and Mr. Hornby
bases his:calculations on total delivered kWH by rate class.

Note that the. GSA2 default sales kWh that:PECO has in its calculations incorrectly
include 7,937,758 kWh of lighting rate class sales. To avoid confusion Mr. Hornby,
has? ‘presented . a.comparison using PECO’s as-filed numbers.. He will update. this
response if'and when PECO files revised exhibits and data responses,

Page 1 of Attachment OSBA-I-4(b) compares the-allocation of total program’ costs
by raté:class; Mr. Hornby: aceepts PECO’s characterization of. program costs as
either common to all relevant rate classes or directly assignable to. specific rate
classes. The only difference between the two approaches is the allocation of
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Responsible Witiess: J. Richard Homby

Petition of PECO Energy Company for Approval of its
‘Smart Meter. Technology Procurement and Instailation Plan-
Retition for Approval of PECO Energy Compary’s hiitial
Dynamitc Pricing arid Customier Ateeptance Program:
Docket No. M-2009-2123944

Responses of the Office of Consumer Advocate
10 the Office of Small Business Advocate
Interrogatories Set |

comimon costs ($3,723:000 in this cxample) between rate classes. PECO has
allpcated common costs on the basis of Default Sales kWh by rate class; Mr. Hornby
has:allocated theém on the basis of total delivered kWH by rate class.

Page 2 of Attachinent OSBA-1-4(b) compares the calculation of rates to recovet
those costs.

Portion A of thé table compares the rates for reCovery: of comimon' costs: of
$9,164 per nonth. Agam PECO has developed rates usiiig Default Sales kWh
by rate class; Mr. Homby has developed them, using delivered kWH by rate
class.

Portion B3 of the table compares the rates forrecovery of directly assigned costs
that total $9,164 per morith. This is illustrative and assumes the assignment is
50% to GSA1 and 41% to GSA 2 & 3 consistent with the split of - directly
assigned costs.on Page 1. of Attachment OSBA-I-4(b). PECO did not provide
an example of fow it would develop ratés for directly assignéd costs. Mr:
Homby has developed rates using total delivered kWH by rate class.

Page 3 of Attachment OSBA-1-40(b) provides:the estimated 2011 ¢alendar year kWh
by rate class within cach GSA c¢lass for Défault Service Sales, Third Party Salés-and.
Tota] Delivered Sales.

The rationale for Mr. Homby’s proposed allocation factors 1s presented on pages 19
and 20 of his Direct Testimony.

Mr. Homby has not.proposed a specific cost recovery mechanism for recovery of”
the-allocated program costs.



Attachiment OSBA -1 -4 (b}
Page 1 of 3

Proposed Allccation of PECO Total Dynamic Pricing Program Costs ($ 000)

Cast Category PECO (as-filed}] SYNAPSE Comment
Tolal Directly Assignable.Costs 4,400 4,400
Total Common Cosis 1o.be Aliocaled 7, 160 7,160
Toial Program Costs {1) 1% 11560 | § 11,560 no change
Directly Assignable Costs (net of stimulus grant) s 2288 | § 2288
Comimon Costs nel of- stifmulus grant) $ 3, 723 3 3,723 .
Tolad Pragram costs {net-of stimulus grant) 1o be allocated. (1) % 6.011 ‘3 6.01.1 no change:
Allocation of Directly Assignable Costs (1); I
G5A1] 8 342 |8 1,342
GSAZ and 3 946 946
Totsi GsA| $ 2288 |'S. 2,268 néi changi
Allocation of Gommon Costs (2, 3):
~ GSAllS 2485 $ 2,263 alipcation per lotal delivered
GSAZ.and 3 1,228 1,460 sales
Toah GSA| 8 37238 3723
Allocation of Total Program Costs (1).: . o
GsSA1| & 3, 837 ] 3, 605‘ $ {231}
GSA2 and 3 2475 8 2408 | $ 231
Total GSA| S 6011} % 6,011 8, -

Note - PECO's as-filed resulls reflect 7,537 758:kWh of lighling service incorrectly included in GSA2 sales

Sources

1. PECOQ response OCA-1-40-{b); Reflests DOE Stimulus: Grant funding assimed at approximalely 48% of total.

2. PECQ Allocation based on'eslimated delaull sales.by G3A cléss {67% for GSA1, 17% for GSA 2.and 16% fof GSA 3) per

0SBa | 4 {b) page 2.

3. SYNAPSE'AJIocahon based on estimated 1otal delivered sales by GSA ciass (61% for GSA1, 20% for GSA 2 and’ 19% for GSA

3) perDSBA 2 {b) page 2.




Attachinent OSBA - 1 4'(b)
Page 2'of 3

Proposed Recovéry of PECO Dyhnamic Pricing Program Costs ($ 000)

. | PECO (as - filed} SYNAPSE Comment
A. Common Costs ($000) 1, 2 '$9.164 39.164 no change
Sales (Mwh) 1,930,902 2/139:357  [allocation per fotal deliversd
Rate (cenis f kWh) 0.000475 0.000428 sales
Allgcation
G3AA} S 6151 & 5.570 . .
csasl s 1580 | § 1812 allocation pt:;lt:star defivered|
GSA 3] & 1433 $ 1.782
Total] $ 9.164 | 5 9.164 -
PECO (as - filed) SYNAPSE Comment
B. Directly Assigned Costs ($ 000) - illustrative
Amounls ]
GSA 1 55.37% o .
GSA2& 3| $3.789 Nusfrative Assigned cosls
Total *$0.164
Sales’ (MWh}
GSA 1 1,300,350
GSA2 +3 839,007 . ,
Jotal 2:139,357 Delivered sales volumes
Rales (cents'/ kWh) L o
GSAN 0:000413
GSAZ &3 0:000452

Noté - PECO's as-filed results reflect 7,937,758 kWh of lighting service incorrectly included in GSAZ sales
Sources
1. Exhibit WIP-1A

2. PECO response OCA--40 ¢



Attachment OSBA -] -4 (b)
Page 3 of 3

Estimated January 2041 Calendar Delivery Salés and altérnativé Allo¢ation Faclors

Allocation Factors peér
Sales by GSA Classes kWh (1) Defauit Sales Total Delivered:Sales
GSA 1
Default Sales 1,286,005,757 67%
Third.Party 4,344,254
Total Delivered Sales|  1,300,350,014 61%.
1GsA 2
Default Sales as filed [A) 332,865,630 17%
Third Party (A) 90,104,793
Total Delivered Sales 422,970,423 20%
GSA 1 ..
Defauit Sales 302,030,559 16%:
. Third Party 114,005,872
Total Delivered Sales 416,036,431 9%,
Total ) '
Default Sales{  1,930,901,946 100%.
Third Party 208,454,919
Total Delivered Sales|  2,138,356,885 100%

Note A - PECO's as-filed-results reflect 7,837,758 kWh of lighting service incorrectly included in

GSAZ sales

Sources

1

PECO response OCA-I-40 (d)
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