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2021 Total Resource Cost (TRC) Test

Docket No. M-2019-3006868

COMMENTS OF PECO ENERGY COMPANY
ON THE PROPOSED 2021 TOTAL RESOURCE COST TEST
Pursuant to the September 19, 2019 Tentative Order entered by the Pennsylvania Public
Utility Commission (the "Commission") in the above-referenced docket, PECO Energy
Company ("PECO" or the "Company") hereby submits comments on the Commission's
proposed revisions to the total resource cost ("TRC") test. The proposed TRC revisions are for
use in evaluating the cost-effectiveness of the energy efficiency and conservation plans ("EE&C
Plans") of electric distribution companies ("EDCs") during a potential Phase IV of the Act 129
EE&C Program. PECO has a limited number of substantive comments and requests for
correction and clarification which are provided below in the format directed by the Tentative
Order.
I.
A.

COMMENTS ON THE TENTATIVE ORDER

General Issues

PECO is not commenting on this topic.
B.

Avoided Costs of Supplying Electricity
1.

Vintage of Avoided Cost Forecasts

PECO is not commenting on this topic.
2.

Avoided Cost of Electric Energy

PECO has two primary areas of concern and a few requests for correction related to the
avoided cost of electric energy. The first area of concern is the proposed use of data from the US
Energy Information Administration's ("EIA") Annual Energy Outlook ("AEO"). For calendar
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years 2026 through 2031, the Commission proposes to blend medium-term NYMEX natural gas
futures with longer-term EIA AEO projected natural gas costs.' For calendar years 2032-2041,
the Commission proposes to use only long-term EIA AEO projected natural gas costs.2 Under
the current TRC test, PECO is permitted to utilize NYMEX natural gas futures prices without
blending and, for the years where NYMEX natural gas futures prices are not available, EIA AEO
prices are used only to derive percentage escalation rates to apply to the last year of available
NYMEX prices.3 PECO does not support the changes to the data set for either of the periods that
the Commission has proposed.
The Commission's proposed use of the EIA AEO natural gas price projections is
problematic for several reasons: (1) the NYMEX market prices pertain to a precise delivery point
applicable to PECO, while the EIA AEO projections pertain to a very broad "Middle Atlantic
Region" designation, which is less applicable to PECO and which can result in inconsistencies
between the data sources due to differences in delivery locations, (2) the EIA AEO is updated
infrequently (often only once per year compared to daily for NYMEX), so the EIA AEO
projections may not be reflective of current market expectations, and (3) the EIA AEO is an
entirely different data source, which increases the chance of internal inconsistencies in the
forecast. Accordingly, PECO does not support blending NYMEX natural gas futures prices and
EIA AEO natural gas projections for calendar years 2026 through 2031 or using solely EIA AEO
natural gas projections for calendar years 2032-2041. However, PECO would support using the
forecasted EIA AEO natural gas prices to derive percentage escalation rates to apply to the last
year of available NYMEX prices, to determine the natural gas price assumptions for years
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Tentative Order, pp. 15-16.
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Tentative Order, p. 18.
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See 2016 Total Resource Cost (TRC) Test, Docket No. M-2015-2468992 (Order entered June 22, 2015), pp.
64-65.
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beyond those for which NYMEX prices are available. This is consistent with the methodology
allowed for the current TRC test, and it minimizes the issues identified above.
Accordingly, PECO requests that the Commission continue to use NYMEX natural gas
futures prices and EIA AEO data to determine the avoided cost of electric energy in the same
manner it has done up to this time. Alternatively, for years where NYMEX natural gas futures
prices are not available, PECO would support applying the Bureau of Labor Statistics ("BLS")
escalation rate to the last year of NYMEX prices.
The second area of concern is the Commission's proposal to change the source of heat
rate values and to adopt its proposed formulas pertaining to the escalation of the spark spreads
calculated from the heat rate values. Under the current TRC test, heat rates are taken from
forward-looking values in the EIA AEO. In the Tentative Order, the Commission proposes to
instead use heat rates derived from historical values in Form EIA-860, "Annual Electric
Generator Report."4 The Commission also proposes certain formulas to escalate the spark
spreads that it calculates from the heat rates, formulas which PECO believes are not justified.
These formulas are presented in the "Avoided Cost Calculator."5
PECO disagrees with the Commission's proposed source of heat rate values because it
represents only historic data which may be outdated. The values presented in the Tentative
Order are average historic tested heat rates from 2017. Under the current TRC test, the heat rate
values are taken from EIA AEO,6 a source which incorporates forward-looking assumptions.
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Tentative Order, p. 17.
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See
http://www.puc.pa.gov/filing resources/issues laws regulations/act 129 information/total resource cost
test.aspx
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In particular, the TRC currently uses the reported final heat rate for a Conventional Combustion Turbine for
on-peak periods and the reported final heat rate for Conventional Gas/Oil Combined Cycle unit for off-peak
periods.
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PECO believes that the Commission should continue to use values from the EIA AEO to
determine heat rates and further recommends that the most recent reported EIA AEO values be
used moving forward.
PECO also recommends changes to the proposed formulas related to the calculation of
the spark spreads resulting from the heat rates, as found in the "Avoided Costs Calculator." The
"Avoided AC" Tab, Columns L and M, Rows 63-266, contain formulas that increase or decrease
the magnitude of the spark spread over time by the BLS escalation rate, with the threshold for
increasing versus decreasing the magnitude of the spark spread being whether or not the spark
spread in the previous year was greater than or less than $1/MWh. This calculation appears to be
supported by a text entry in the "Adjustments" Tab that recognizes the existence of negative
spark spreads in some months and notes that "[e]scalation is later applied in a positive manner as
not to over devalue future spark spreads." Notwithstanding the note, spark spreads that are
measured to be negative values may simply reflect the reality that the heat rate that was applied
is only an approximation, so it may be high for some months versus the true heat rate for those
months. Therefore, for the purposes of the avoided cost calculation, PECO proposes that the
spark spread calculation be changed such that the spark spread simply escalates at the BLS
escalation rate. This change is not only simpler, but it is also more appropriate. For a given
month with negative spark spreads, this approach would make the spark spread a greater
negative value over time, which is appropriate to counteract the higher estimated cost resulting
from the application of a relatively high applied heat rate for that month. Finally, to the extent
that the Commission is concerned about the frequency of negative spark spread values in the
avoided cost calculation, PECO notes that its proposed heat rate source (EIA AEO) would
provide lower heat rate values than the Tentative Order's proposed heat rate source would, at
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least at present. Consequently, the measured spark spreads are less likely to be negative if
PECO's proposed heat rate source is used.
Finally, the Company has a few requests for correction or clarification related to the
avoided cost of electric energy.
•

On page 17 of the Tentative Order, Section B.2.b.v., it appears that the "on-peak"
and "off-peak" heat rate values should be reversed. Higher heat rates are likely to
be on the margin during on-peak periods when demand is generally higher, and
lower heat rates are likely to be on the margin during off-peak periods.

•

With regard to "Avoided Cost Calculator" model posted on the Commission's
website:
o "Adjustments" Tab, Column H draws from Years 0-3 to the extent such
data is available, not from Years 1-2 as prescribed in Section B.2.b.ii of
the Tentative Order.
o "Adjustments" Tab, Column I draws from Years 1-4, not from Years 1-2
as prescribed in Sections B.2.b.iii and B.2.c.i of the Tentative Order.
o "NG Futures" Tab, Rows 4-6 convert raw real values into nominal values,
instead of directly inputting nominal values as prescribed in Section
B.2.b.iii of the Tentative Order.
o "Adjustments" Tab, Columns J and K draw from Years 1-4, not from
Years 1-3 as prescribed in Section B.2.b.vi of the Tentative Order.
3.

Nominal vs. Real Dollars

PECO is not commenting on this topic.
4.

Line Losses

PECO is not commenting on this topic.
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5.

Escalation Rate

The Commission proposes that any avoided electricity costs that require escalation from a
given year shall use the BLS Electric Power Generation Transmission Distribution sector price
index (the "BLS Index") as a proxy rate. The escalation statistic will be derived from the
compound average growth rate ("CAGR") of the average annual values of the prior four years
with data for all twelve months.7 The Tentative Order states that the escalation rate "deals with
the rate of increase in costs in real dollars" and therefore a separate "inflation rate" must be
added to capture "the increase in cost projections in nominal dollars."8 Under the current TRC
test, a separate inflation rate is not added to the BLS Index.
PECO disagrees with the inflation rate proposal because it would effectively double
count the expected escalation rate of costs. The BLS Index is a Producer Price Index ("PPI"),
reported by the BLS, that measures the price change over time for a fixed set of goods and
services.9 Changes in the PPI refer to changes in "nominal" (i.e., "current") dollar terms, as the
methodology used to calculate the PPI does not include any adjustment to remove the effects of
inflation intrinsically embedded in the prices used to calculate the PPI.1° The Producer Price
Index Manual, which is published jointly by five international organizations, further confirms
that the PPI already captures the effects of inflation: "..the PPI is seen as a major indicator of
domestically induced inflation..." 11 In fact, consistent with PECO's position, the Federal
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Tentative Order, p. 19.
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BLS Handbook of Methods, Chapter 14: Producer Prices, at 1 (https://www.b1s.gov/opub/hom/pdf/ppi20111028.pdf) ("The Producer Price Index (PPI) measures average changes in prices received by domestic
producers for their output.")
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BLS Handbook of Methods, Chapter 14: Producer Prices, at 9 (https://www.b1s.gov/o_pub/hom/pdf/ppi20111028.pdf)
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https://www.imf.org/external/pubs/ft/ppi/2010/manual/ppi.pdf, at 63. The publishing organizations include
the International Labour Organization (ILO), International Monetary Fund (IMF), Organisation for
Economic Co-operation and Development (OECD), United Nations Economic Commission for Europe
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Reserve Bank of Dallas has explained that nominal dollar values of a given data series must be
divided by an index such as the PPI to obtain real dollar values. Correspondingly, real dollar
values must be multiplied by the index to obtain nominal dollar values. Therefore, the index is a
nominal dollar indicator which already captures the effects of inflation.12
Because the BLS Index already reflects the effects of inflation, the addition of a separate
inflation rate as proposed in the Tentative Order would result in artificially high avoided
electricity cost projections.13 This could, in turn, lead to distorted assessments of energy
efficiency and demand response measures and uneconomic investment of customer-supplied Act
129 funds. PECO therefore opposes the addition of the inflation rate adder and recommends that
the Commission continue to use the BLS Index without an inflation rate adder.
Finally, the Company has a request for correction in the "Avoided Cost Calculator"
model, Tab Cell $N$22, which calculates the "BLS Escalation Rate." The cell calculates a
CAGR based on four data points (one for each year). Because there are three periods between
the data points, the exponent applied in determining the CAGR should be 1/3 instead of the 1/4
currently employed.

(UNECE), and World Bank through the mechanism of an Inter-Secretariat Working Group on Price
Statistics (IWGPS).
12

https://www.dallasfed.org/research/basics/nominal.aspx
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The BLS Index plus inflation rate is used in a number of calculations described in Section B of the
Tentative Order (Avoided Cost of Supplying Electricity). See, e.g., Section B.6.iii and B.6.iv
(methodology for avoided cost of generation capacity); and Section B.7 (methodology for avoided cost of
transmission and distribution capacity). Tentative Order, Section B.2.a (methodology for the avoided cost
of electric energy), applies the BLS Index without separately adding the inflation rate. In short, all
references in the "Avoided Cost Calculator" to "BLS_Esc_Rate+Inflation" should be changed to
"BLS Esc Rate".
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6.

Avoided Cost of Generation Capacity

As described in Section I.B.5 of these comments, PECO opposes the addition of the
inflation rate adder to the BLS Index when calculating the cost escalation rate, on the basis that it
constitutes double counting.
The Commission proposes to use "actual zonal BRA [Base Residual Auction] clearing
prices," when available, as the avoided cost of generation capacity.14 PECO requests that the
Commission clarify whether its reference to "actual zonal BRA clearing prices" refers to the
"Resource Clearing Price," the "Preliminary Zonal Capacity Price," or the "Preliminary Zonal
Net Load Price." Under the current TRC test, the Company notes that the Commission uses the
"Preliminary Zonal Capacity Price."15
PECO also has a request for clarification regarding the "Avoided Cost Calculator" model.
The generation capacity values in the "Outputs" Tab, Column I, refer to June-May years, starting
(in Row 3) with Program Year 13 (2021-2022). However, the energy prices refer to the calendar
years shown in Column B, starting (in Row 3) with Calendar Year 2022. The Company would
like to understand whether this timing difference was intentional, and, if so, the reasoning behind
the timing difference.
7.

Avoided Cost of Transmission and Distribution Capacity

As described in Section I.B.5 of these comments, PECO opposes the addition of the
inflation rate adder to the BLS Index when calculating the cost escalation rate, on the basis that it
constitutes double counting. Otherwise, PECO is not commenting on this topic.
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Tentative Order, p. 20.
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2016 Total Resource Cost (TRC) Test, Docket No. M-2015-2468992 (Order entered June 22, 2015), pp. 4142.
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8.

Compliance with Alternative Energy Portfolio Standards Act (AEPS)

In the Tentative Order, the Commission proposes that the AEPS Act avoided costs will
be $0.84 per MWh for the first year of Phase IV.I6 In the "Avoided Cost Calculator" model,
however, the "AEPS" Tab calculates this value to be $0.83 per MWh. While this is a negligible
difference, PECO more broadly requests clarification as to whether $0.84/MWh or $0.83/MWh
will be used, or whether the value will be updated based on the most current data available.
9.

Price Suppression Effects

PECO is not commenting on this topic.
10.

End-Use Adjustments

PECO is not commenting on this topic.
C.

Other TRC Benefits

PECO is not commenting on this topic.
D.

TRC Costs

PECO is not commenting on this topic.
E.

Fuel Switching

PECO is not commenting on this topic.
F.

Net-to-Gross (NTG) Issues

PECO is not commenting on this topic.
G.

Demand Response

PECO is not commenting on this topic.
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Tentative Order, p. 24.
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II.

CONCLUSION

PECO appreciates the opportunity to comment on this important matter and believes that
the Company's recommended revisions and clarifications can further improve the effectiveness
of the TRC Test.
Respectfully submitted,
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