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I.  QUALIFICATIONS 1 

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A. My name is Steven L. Estomin. I am an independent economics consultant.  My 3 

office is located at 5821 Beaurivage Avenue, Sarasota, Florida  34243.  4 

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND. 5 

A. I hold B.A., M.A., and Ph.D. degrees in economics from the University of Maryland.  6 

My areas of academic concentration include industrial organization, environmental 7 

economics, and econometrics. 8 

Q. WHAT IS YOUR PROFESSIONAL BACKGROUND? 9 

A. I have been employed in the area of energy, utility, and telecommunications 10 

consulting for the past 38 years working on a wide range of issues.  Most of my work 11 

has focused on electric utility integrated planning, load forecasting, environmental 12 

issues, power supply procurement, and renewable energy issues.  I joined Exeter 13 

Associates, Inc. (“Exeter”), an economics consulting firm specializing in the 14 

economics of regulated industry, in 1981 and stayed with Exeter through 2018.  At 15 

that time, I was a Senior Economist, Principal, and Vice President in the firm.  Since 16 

January 2019, I have operated as an independent economics consultant.  In recent 17 

years, the focus of much of my professional work has been in the areas of electric 18 

power supply procurement, renewable energy project analysis, and market analysis 19 

related to electric energy, capacity, and renewable energy. 20 

Prior to entering consulting, I served on the Economics Department faculty at 21 

the University of Maryland (College Park) and worked at the U.S. Department of 22 

Labor. 23 

A complete description of my professional background is provided in 24 

Appendix A. 25 



 

Direct Testimony of Steven L. Estomin   Page 2 

 

Q. HAVE YOU PREVIOUSLY TESTIFIED AS AN EXPERT WITNESS 1 

BEFORE UTILITY REGULATORY COMMISSIONS? 2 

A. Yes, I have provided expert witness testimony in more than 50 regulatory 3 

proceedings.  I have testified before the utility commissions in Ohio, Maine, 4 

Maryland, Vermont, New Mexico, New Jersey, Illinois, Rhode Island, Kentucky, and 5 

the District of Columbia on issues related to load forecasting, weather normalization, 6 

production planning, statistical analysis, electric utility industry restructuring, default 7 

service supply procurement, and other issues.  I have also testified in U.S. District 8 

Court and before the Federal Energy Regulatory Commission (“FERC”) on issues 9 

related to statistical estimation.  10 

Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?   11 

A. Yes.  I testified in Docket Nos. P-2012-2301664, P-2014-2418242, and P-2016-12 

2543140 (Duquesne Light Company) in 2012, 2014, and 2016, respectively; Docket 13 

Nos. P-2008-2022931, P-2009-2135496, and G-2009-2135510 (UGI Utilities) in 14 

2008, 2009, and 2010, respectively; Docket No. P-2009-2094494 (PECO Electric 15 

Company (“PECO”)) in 2009; Docket No. P-0072305 (Pennsylvania Power 16 

Company) in 2007; Docket Nos. P-0062227 and M-2016-2578051 (PPL Electric 17 

Utilities Corporation (“PPL”)) in 2006 and 2017, respectively; and Docket No. P-18 

00051288 (Pennsylvania Power Company) in 2005.  I have also testified in Docket 19 

Nos. P-2013-2391368, P-2013-2391372, P-2013-2391375, and P-2013-2391378 20 

(collectively, the Pennsylvania FirstEnergy Companies) in 2013. The above-noted 21 

testimonies were presented on behalf of the Pennsylvania Office of Consumer 22 

Advocate (“OCA”) regarding proposed default service plans and certain related 23 

issues.  Additionally, I have testified on behalf of the OCA and the Office of Attorney 24 

General, Bureau of Consumer Protection (“OAG”) in 2014 in Docket Nos. C-2014-25 
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2427655 (Commonwealth of Pennsylvania, et al. v. Blue Pilot Energy, LLC); C-2014-1 

2427647 (Commonwealth of Pennsylvania, et al. v. IDT Energy, Inc.); and C-2014-2 

2438640 (Commonwealth of Pennsylvania, et al. v. Respond Power, LLC).  A listing 3 

of these cases is provided in Appendix A, accompanying my testimony. 4 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 5 

PROCEEDING? 6 

A. My testimony addresses certain elements of PECO Energy Company’s (“PECO’s” or 7 

the “Company’s”) proposed Default Service Plan V (“DSP V”).  The specific issues 8 

addressed include the procurement of wholesale Default Service supply products, the 9 

Company’s proposed voluntary time-of-use (“TOU”) program, PECO’s plan for 10 

compliance with the Alternative Energy Portfolio Standards Act (“AEPS Act”), and 11 

the reconciliation adjustment proposed by PECO.  Issues related to consumer 12 

protection are addressed by OCA witness Barbara Alexander. 13 

Q. ARE YOU ADDRESSING ANY IMPLEMENTATION OR POLICY 14 

ISSUES ASSOCIATED SPECIFICALLY WITH DEFAULT SERVICE FOR 15 

COMMERCIAL OR INDUSTRIAL CUSTOMERS? 16 

A. No.  My testimony addresses issues related principally to the residential class. 17 
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II.  SUMMARY AND RECOMMENDATIONS 1 

A. Overview of the PECO Petition 2 

Q. WHAT IS PECO REQUESTING IN THIS CASE?  3 

A. PECO, a subsidiary of Exelon Corporation, provides regulated electric delivery 4 

service to Philadelphia and all or parts of six surrounding counties and serves 1.6 5 

million customers, making it the largest electric company in the state.1    On March 6 

13, 2020, PECO filed a plan for Default Service that covers the time period from June 7 

1, 2021 through May 31, 2025.  PECO’s filing includes supporting testimony and 8 

exhibits, including draft supplier contracts and its proposed revised tariffs.   9 

I have been asked by the OCA to review the proposed plan as it pertains to the 10 

Company’s residential customers and to develop recommendations that would 11 

provide improvements if those recommendations are adopted by the Pennsylvania 12 

Public Utility Commission (“Commission”).   13 

Q. WHAT ARE THE MAJOR FEATURES OF PECO’S PETITION AS IT 14 

AFFECTS RESIDENTIAL CUSTOMERS? 15 

A. The major areas of the proposed Default Service Plan that affect PECO’s residential 16 

customers are: (1) the structure of the wholesale supply portfolio for Default Service, 17 

including scheduling of the purchases and the wholesale products purchased to supply 18 

residential customers taking Default Service; (2) the Company’s proposed method of 19 

meeting the requirements of the AEPS Act; (3) the implementation of a voluntary 20 

TOU program that would be available to residential Default Service customers; and 21 

(4) the Company’s proposed method of reconciling Default Service Plan revenues 22 

and costs. 23 

                                                 
1 http://peco.com/AboutUs/Pages/CompanyInformation.aspx. 
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For wholesale supply, the residential Default Service load is proposed to be 1 

supplied from four sources: 12-month fixed-price full-requirements contracts 2 

(“FRCs”); 24-month FRCs; spot market purchases; and a small allocation of New 3 

York Power Administration (“NYPA”) low-cost hydropower that is assigned to the 4 

residential class.  The FRCs make up the bulk of the power supply, with laddered 5 

contracts procured every six months to replace prior contracts set to expire.  The spot 6 

market purchases represent approximately one percent of the residential Default 7 

Service supply and the NYPA purchases represent approximately 0.2 percent.  The 8 

remainder of the residential Default Service requirement is met from 62 tranches of 9 

FRCs, of which 38 (61 percent) are 24-month products and 24 (38 percent) are 10 

12-month products.2  Each residential tranche represents approximately 1.6 percent of 11 

the residential Default Service load (the approximately 99 percent of the residential 12 

load that is served by FRCs divided by 62 tranches), which means that if the Default 13 

Service load shrinks or increases (e.g., shrinks due to customers migrating to 14 

competitive retail supply or increases due to customers returning to Default Service), 15 

the size of the tranches measured in kilowatt-hours (“kWh”) would correspondingly 16 

change in size.  Thus, the wholesale suppliers face the “volumetric risk” of an 17 

uncertain load obligation. 18 

The FRCs would be procured through an RFP process, which is consistent 19 

with the procurement approach taken in DSP IV.  Procurements would be conducted 20 

every six months and would be held approximately two months prior to the 21 

commencement of deliveries.  22 

                                                 
2 Direct Testimony of John J. McCawley, PECO Energy Company Statement No. 1, p. 15, line 23 through p. 
16, line 13. 
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With respect to meeting the requirements of the AEPS Act, the Company 1 

proposes to have the Default Service wholesale suppliers transfer the appropriate 2 

number and category of Alternative Energy Credits (“AECs”) to PECO to meet the 3 

requirements, with the exception of a portion of the solar AECs, which the Company 4 

proposes to procure through 10-year contracts totaling 16,000 solar AECs per year.  5 

This AECs procurement mechanism serves as a replacement to, and augmentation of, 6 

PECO’s current long-term contracts for the purchase of 8,000 solar AECs, some of 7 

which expire on May 31, 2020 and some of which expire on May 31, 2021.3  Half of 8 

the solar AECs to be procured would be required to come from resources located 9 

within the PECO service area.  The solar AECs procured under the long-term 10 

contracts would be allocated among the three classes served under the Default Service 11 

Plan. 12 

The Company is proposing to offer a voluntary TOU rate to residential and 13 

small commercial Default Service customers, which includes peak, off-peak, and 14 

super off-peak prices.  The Company has not offered a voluntary TOU rate to 15 

residential customers under past Default Service plans. 16 

PECO proposes to continue its practice of using a reconciliation mechanism 17 

based on accumulated deviations between Default Service revenues and costs over a 18 

six-month period, which are amortized and collected over the subsequent six-month 19 

period.   20 

B. Review of Findings and Recommendations 21 

Q. WHAT ARE THE SPECIFIC TOPICS THAT YOU ADDRESS IN YOUR 22 

DIRECT TESTIMONY? 23 

                                                 
3 Direct Testimony of John J. McCawley, PECO Energy Company Statement No. 1, p. 17, lines 1through 6. 
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A. My testimony evaluates PECO’s proposed residential Default Service portfolio and 1 

recommends certain modifications that better meet the needs of residential customers.  2 

I evaluate the Company’s proposed voluntary residential TOU program and make 3 

recommendations related to the proposed method of reconciling Default Service costs 4 

and revenues.   5 

Q. WHAT ARE YOUR PRINCIPAL CONCERNS WITH RESPECT TO 6 

PECO’S PROPOSED DEFAULT SERVICE PLAN? 7 

A. My principal concerns include the following: (1) the inclusion of a small spot market 8 

component in the residential Default Service supply portfolio appears to be an 9 

unnecessary complication that provides little if any benefit to residential Default 10 

Service customers; (2) pricing under PECO’s proposed voluntary TOU tariff does not 11 

accommodate potential market changes in the TOU period pricing relationships; and 12 

(3) PECO’s proposed reconciliation method can be modified to result in greater rate 13 

stability and potentially smaller E-Factors for residential customers.   14 

Q. WHAT ARE YOUR RECOMMENDED MODIFICATIONS TO THE FILED 15 

PLAN? 16 

A. My principal recommendations are that: (1) the approximately one percent spot 17 

market portion of residential Default Service load be eliminated from the residential 18 

Default Service supply portfolio; (2) the reconciliation amounts calculated for each 19 

six-month period be amortized over twelve months rather than the six months 20 

proposed by the Company; and (3) the Company’s TOU proposal with respect to 21 

TOU period pricing be modified to better reflect market conditions that may emerge 22 

over the course of the Default Service Plan period.   23 

C. Testimony Organization 24 

Q. HOW IS THE REMAINDER OF YOUR TESTIMONY ORGANIZED? 25 
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A. Section III of my testimony addresses the Default Service supply portfolio and the 1 

basis for my position that PECO’s proposed portfolio be modified.  Section IV 2 

addresses the Company’s voluntary residential TOU program, and in particular, the 3 

establishment of the TOU prices.  Section V addresses the Company’s proposed 4 

reconciliation mechanism.     5 

6 
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III.  DEFAULT SERVICE SUPPLY PORTFOLIO 1 

A. Background on PECO’s Proposal 2 

Q. ARE THERE PENNSYLVANIA STATUTES THAT GOVERN AN 3 

ELECTRIC DISTRIBUTION COMPANY’S (“EDC’S”) PROVISION OF 4 

DEFAULT SERVICE? 5 

A. Yes.  The provision of Default Service is required under Pennsylvania’s Electricity 6 

Generation Customer Choice and Competition Act, which was amended by Act 129 7 

in 2008.  Act 129 requires that the default generation supply for residential customers 8 

reflect a prudent mix of spot, short- and long-term supply resources to ensure 9 

adequate and reliable service to customers at least cost over time.  Default service 10 

also must comply with the AEPS Act.  PECO states that its filed plan complies with 11 

these requirements. 12 

Q. HOW DOES PECO PROPOSE TO PROVIDE DEFAULT SERVICE TO 13 

RESIDENTIAL CUSTOMERS DURING THE PLAN PERIOD, JUNE 1, 14 

2021 TO MAY 31, 2025? 15 

A. PECO will use a competitive RFP process to acquire a series of FRCs to provide 16 

generation service for the Default Service load.  Contracts will have terms of either 17 

12 or 24 months and will cover the 4-year Default Service Plan period with some 18 

overlap into the subsequent planning period.  The FRCs would be procured using a 19 

sealed bid/RFP approach, consistent with the approach used by PECO in the past.  20 

Procurements are proposed to be conducted every six months so that the FRCs are 21 

laddered, that is , the FRCs will expire at different times so that only a portion of the 22 

overall residential supply is procured through any single procurement action. 23 
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Under the Company’s proposal, wholesale suppliers will bid to supply load 1 

“tranches,” with each tranche representing approximately 1.6 percent of the 2 

residential Default Service load.   3 

The final price specified ($/MWh) is fixed for the duration of the contract 4 

term (either 12 or 24 months) and includes all generation products (with a few 5 

exceptions) required to serve load (e.g., capacity, energy, ancillary services, and 6 

AECs).  However, approximately 1 percent of the energy would be procured at PJM 7 

spot market prices and approximately 0.2 percent would be provided from a NYPA 8 

hydropower allocation.   9 

Q. PLEASE EXPLAIN THE TRANCHE STRUCTURE. 10 

A. PECO has identified a total of 62 tranches of residential Default Service load.  Each 11 

tranche is a “slice” of load, meaning that each tranche incorporates the same 12 

residential load “shape,” i.e., the hourly residential Default Service load profile over 13 

the course of the year.  Alternatively stated, each tranche represents 1.6 percent 14 

(approximately) of load in each hour. 15 

Q. THE COMPANY’S PROCUREMENT SCHEDULE IS BASED ON A 16 

FOUR-YEAR DEFAULT SERVICE PLAN PERIOD.  DO YOU AGREE 17 

WITH PECO’S PROPOSAL TO RETAIN THE FOUR-YEAR PLAN 18 

PERIOD? 19 

A. Yes.  The four-year Default Service Plan period reduces administrative costs relative 20 

to the shorter Default Service plan periods that have been relied on historically and is 21 

consistent with the Default Service planning periods for other EDCs in Pennsylvania. 22 

Q. DO YOU OBJECT TO THE USE OF THE SEALED BID/RFP APPROACH 23 

PROPOSED BY PECO OVER POSSIBLE ALTERNATIVE APPROACHES 24 

TO PROCURE PECO’S RESIDENTIAL WHOLESALE POWER SUPPLY? 25 
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A. No.  The RFP approach proposed by PECO has been successfully relied on by the 1 

Company in the past, PECO is comfortable with this procurement method, and the 2 

RFP approach has the advantage of being less administratively costly than many 3 

alternative methods, such as the descending clock auction approach.  Additionally, I 4 

have not seen any persuasive evidence that alternatives to the RFP approach produce 5 

more favorable bid results.   6 

B. Concerns with PECO’s Residential Default Service Portfolio 7 

Q. WHAT ARE YOUR CONCERNS WITH PECO’S PROPOSED 8 

RESIDENTIAL SUPPLY PORTFOLIO? 9 

A. In general, I view the composition of the proposed residential Default Service supply 10 

portfolio favorably.  The mix of 12- and 24-month FRCs represent a reasonable 11 

balance between rate stability, which is extremely important to residential customers, 12 

and the charges reflecting competitive market conditions.  I do have a concern 13 

regarding the Company’s inclusion of a small spot market component in the portfolio.  14 

The spot market component represents approximately one percent of the residential 15 

Default Service load.  Because the spot market component is so small, its inclusion in 16 

the residential Default Service portfolio has no practical importance in terms of price 17 

or price stability.  Nor does it have any practical impact on price risk reduction 18 

through product diversification.  I note that because the component is so small, it does 19 

not cause any significant burden to residential Default Service customers, though it 20 

may have the effect of marginally increasing the absolute magnitude of the 21 

reconciliation adjustment (the E-Factor).  In short, it does not appear to provide any 22 

meaningful benefits or costs to residential Default Service customers. 23 
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Q. WHAT IS YOUR UNDERSTANDING AS TO WHY PECO INCLUDED 1 

THE APPROXIMATELY ONE PERCENT SPOT MARKET COMPONENT 2 

IN THE RESIDENTIAL DEFAULT SERVICE PORTFOLIO? 3 

A.  In response to an interrogatory addressing this question, the Company only indicated 4 

that the spot market component in the residential Default Service supply portfolio was 5 

included in the proposed DSP V because PECO “…is proposing to maintain the same 6 

supply portfolio…as approved for DSP IV.”4     7 

Q. WHAT IS YOUR UNDERSTANDING OF PECO’S PROPOSAL TO 8 

PURCHASE SOLAR AECS TO PARTIALLY MEET THE AEPS ACT 9 

REQUIREMENTS FOR THE DEFAULT SERVICE LOAD? 10 

A. The Company proposes to satisfy a portion of the AEPS Act requirement for the 11 

residential Default Service power supply through the purchase of long-term (10-year) 12 

contracts of solar AECs.  In aggregate, the Company intends to procure 16,000 solar 13 

AECs per year through four competitive acquisitions similar to the method by which 14 

power supply is procured.  The four competitive acquisitions would be held within 15 

the first two years of the DSP V plan period.  Unlike the power supply contracts, 16 

which would be FRCs in which the number of kWh provided would vary based on 17 

hourly variations in the size of the residential Default Service load, the long-term 18 

solar AECs contracts would be for a fixed number of solar AECs per year.  These 19 

solar AECs would be used by PECO in partial satisfaction of the AEPS Act 20 

obligations.   21 

Q. HOW WOULD THE SOLICITATION FOR THE LOCAL SOLAR AECs BE 22 

CONDUCTED? 23 

                                                 
4 Response of PECO Energy Company to Interrogatories of the Office of Consumer Advocate, OCA Set II, 
Interrogatory OCA-II-7. (Attached as OCA Exhibit SLE-1.) 
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A. PECO intends to use a two-stage process.  Stage 1 will entail a competitive 1 

procurement with the winning bids based on lowest price.  Stage 2 will be a Standard 2 

Offer to Purchase (“SOTP”) solar AECs at the Stage 1 weighted-average price, but 3 

the resources to be acquired in Stage 2 will be required to be located within the PECO 4 

service area.  Each stage will be for 4,000 solar AECs. 5 

Q. DO YOU SUPPORT THE COMPANY’S RELIANCE ON LONG-TERM 6 

CONTRACTS FOR SOLAR AECs FOR THE SATISFACTION OF A 7 

PORTION OF THE AEPS ACT OBLIGATION FOR RESIDENTIAL 8 

DEFAULT SERVICE? 9 

A. Yes.  Solar Renewable Energy Certificates (“solar RECs”), which are the equivalent 10 

of solar AECs in other PJM states having Renewable Energy Portfolio Standards 11 

(“RPSs”), have exhibited prices that can rise significantly in response to tight market 12 

conditions.  These market conditions can arise from either supply constraints or from 13 

increases in demand resulting from changes in the underlying legislative 14 

requirements.  Long-term contracts for the provision of solar AECs can help stabilize 15 

prices for what would otherwise be a volatile component of the overall portfolio.  16 

Solar AECs (or solar RECs) exhibit higher price volatility (and price levels) than Tier 17 

1 AECs (or Tier 1 RECs) because the in-state requirement associated with solar 18 

AECs dramatically reduces the size of the supply pool in comparison to non-solar 19 

Tier 1 AECs (or RECs), which can draw from resources located not only in-state but 20 

from resources outside the state. 21 

Q. DO YOU SUPPORT THE COMPANY’S PLAN TO RETAIN AN RFP 22 

MONITOR? 23 

A. Yes.  The Company intends to select an independent RFP monitor to evaluate the 24 

bids, develop an opinion concerning the bid process and the results, and conduct a 25 
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market benchmarking exercise.  The results of these analyses will be submitted to the 1 

Commission for review.5  These types of analyses are imperative to ensure that 2 

Default Service customers are protected given the absence of timely published market 3 

data for contracts of this type and differing market expectations on the part of market 4 

participants.   5 

C. Recommended Portfolio Changes 6 

Q. WHAT ARE YOU RECOMMENDING WITH RESPECT TO THE 7 

COMPANY’S PROPOSED ONE-PERCENT SPOT MARKET 8 

COMPONENT OF THE RESIDENTIAL DEFAULT SERVICE 9 

PORTFOLIO? 10 

A. My recommendation is to eliminate this portfolio component.  It serves no practical 11 

purpose and may have the effects of marginally increasing the volatility of the 12 

reconciliation adjustment and (perhaps) imposing additional administrative costs on 13 

the Company.  Elimination of this component would entail slightly increasing the 14 

number of kWh that each successful FRC bidder would be obligated to provide, that 15 

is, there would be a slight increase in the percentage of load that each supplier would 16 

need to meet in each hour. 17 

IV.  TIME-OF-USE RATES 18 

Q. PLEASE EXPLAIN THE COMPANY’S PROPOSAL TO OFFER 19 

VOLUNTARY TIME-OF-USE RATES TO RESIDENTIAL DEFAULT 20 

SERVICE CUSTOMERS. 21 

A. PECO proposes to offer a residential TOU rate on a voluntary basis.  The power 22 

supply for customers under this rate would be provided by the residential Default 23 

Service power supply providers, who would receive payment on the same basis as 24 

                                                 
5 Direct Testimony of John J. McCawley, PECO Energy Company Statement No. 1, p. 32, lines 7 through 14. 
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payment received for service provided to residential Default Service customers not 1 

served on the TOU rate.  The Company proposes to offer three TOU periods: peak, 2 

off-peak, and super off-peak.  The prices for the peak and off-peak periods would be 3 

calculated as the super off-peak price times a multiplier derived from market pricing 4 

data for the PECO zone over the 2014 through 2018 period as well as capacity price 5 

data over the same period.  This peak period price would be 6.5 times the super off-6 

peak period price; the off-peak period would be 1.5 times the super off-peak period 7 

price.  These price multipliers and the TOU peak period allocators (the percentage of 8 

kWh usage) for each of the three relevant time periods, are used in conjunction with 9 

the GSA-1 price, which changes quarterly, to compute the quarterly TOU prices for 10 

the residential class.6  Residential customers could opt into the TOU rate at any time 11 

and exit at any time, though once leaving must wait a full 12 months before being 12 

able to return to the rate.  This restricted entry is designed to minimize the 13 

opportunity for residential customers to game the rate.       14 

Q. WOULD THE RATE PERIOD MULTIPLIERS CHANGE OVER THE 15 

COURSE OF THE PLANNING PERIOD? 16 

A. No, the rate period multipliers, which define the rate relationships among each of the 17 

TOU rate periods, would remain constant over the proposed four-year DSP V 18 

period—June 1, 2021 through May 31, 2025.  Similarly, the TOU period allocators, 19 

denoting the share of usage occurring in each period, would also be fixed through the 20 

plan period.  21 

Q. DO YOU ENVISION POTENTIAL PROBLEMS WITH THIS APPROACH? 22 

A. There seems to be two issues that may emerge.  First, residential Default Service 23 

customers on the TOU rate offering either already use a greater proportion of energy 24 

                                                 
6 Direct Testimony of Joseph A. Bisti, PECO Energy Company Statement No. 2, p. 20, lines 10 through 12. 
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in off-peak and super off-peak hours than the average residential Default Service 1 

customer or plan on modifying usage patterns to achieve that result.  This suggests 2 

that the amount of revenue received under the residential TOU rate will be lower than 3 

the amount of revenue that would be obtained on the otherwise applicable residential 4 

rate for the same number of kWh used.  In fact, anticipations of achieving a lower 5 

average rate under the voluntary TOU tariff is the reason that customers would switch 6 

to that rate. The shortfall in revenue would need to be recovered through the 7 

application of the reconciliation adjustment to all Default Service customers, not just 8 

TOU customers.  While this is an arithmetic issue, the number of customers expected 9 

to participate in the voluntary TOU rate is small.  As a consequence, the practical 10 

importance of this concern is not likely to be large. 11 

The second issue relates to the fixed-price relationships among the TOU rate 12 

periods.  The peak period is defined as the four hours ending 6:00 p.m. Monday 13 

through Friday and excluding PJM holidays; the super off-peak period is defined as 14 

the hours of midnight through 6:00 a.m. on all days; the off-peak period is defined by 15 

PECO as all other hours.7  The price relationship leading to the price multipliers are 16 

based on a five-year average—2014 through 2018.  Because the inter-period price 17 

relationships are proposed to be fixed for the four-year duration of DSP V (June 1, 18 

2021 through May 31, 2025), by the end of the DSP V period, half of the basis of the 19 

price relationships used to calculate the rate multipliers will be ten or eleven years 20 

old.  Over time, we would expect that with changing market conditions, for example, 21 

reduced reliance on coal and nuclear generation and increased reliance on natural gas 22 

and renewable resources, the market price relationships among the various rate 23 

                                                 
7 Direct Testimony of Joseph A. Bisti, PECO Energy Company Statement No. 2, p. 14. 
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periods would change and the data representing the 2014 through 2018 period would 1 

no longer be as representative as more current costs would be.    2 

Q. DO YOU HAVE A RECOMMENDATION FOR ADDRESSING THIS 3 

CONCERN? 4 

A. Yes.  Rather than retain the same fixed multipliers for the duration of the four-year 5 

DSP V period, I recommend that the Company retain the proposed multipliers for the 6 

first year of the DSP period and apply a recalculated set of multipliers for each 7 

successive year of the four-year period using an updated five-year rolling average.  8 

The Company, therefore, would drop the oldest of the data relied upon and refresh the 9 

data set with data of more recent vintage each year.  That approach also has the 10 

benefit of eliminating the data for 2014 by the second year of the DSP period.  The 11 

2014 data embody the market effects of the polar vortex occurring during the early 12 

part of that year which cause those data elements to be unrepresentative of market 13 

norms.   14 

15 
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V.  PROPOSED RECONCILIATION 1 

Q. HOW IS PECO PROPOSING TO RECONCILE RESIDENTIAL DEFAULT 2 

SERVICE REVENUES WITH COSTS? 3 

A. PECO has proposed to retain the same reconciliation mechanism used in DSP IV for 4 

DSP V, that is, a reconciliation balance is calculated over a six-month period and 5 

collected (or refunded), with interest, over the following six-month period, with a lag 6 

of approximately two months. 7 

Q. HAVE THE RESIDENTIAL DEFAULT SERVICE RECONCILIATION 8 

ADJUSTMENTS UNDER DSP IV BEEN LARGE? 9 

A. The reconciliation adjustments applicable to residential Default Service in recent 10 

years have tended to represent less than one percent of the GSA-1 rate net of gross 11 

receipts tax.  On occasion, however, the E-Factor could be higher, for example, the 12 

E-Factor was approximately four percent for the December 2018 through February 13 

2019 period.8  These adjustments tend not to be large because approximately 99 14 

percent of the residential Default Service power supply is provided under FRCs, for 15 

which the per-kWh price is known in advance of establishing the PTC.  Additionally, 16 

the price includes the major cost elements related to the provision of power to retail 17 

customers, such as capacity costs, transmission costs to the PECO zone, ancillary 18 

services, and AEPS Act compliance.   19 

Q. CAN WE EXPECT THAT THE RECONCILIATION ADJUSTMENTS 20 

WILL REMAIN RELATIVELY SMALL UNDER DSP V? 21 

A. That is likely to be the case, but with the introduction of voluntary TOU rates 22 

available to residential Default Service customers, an additional element requiring 23 

                                                 
8 Calculated from the Response of PECO Energy Company to Interrogatories of the Office of Consumer 
Advocate, OCA Set II, Interrogatory OCA-II-17, Attachment OCA II-17(a). (Attached as OCA Exhibit SLE-2.) 
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reconciliation is introduced.  If TOU rate participation is low, for example, one 1 

percent or less, which has often been the case under voluntary programs, the impact 2 

on the reconciliation adjustment of TOU average rates deviating from the PTC can be 3 

anticipated to be negligible.  Higher levels of participation in TOU rates, however, 4 

could result in higher reconciliation adjustments. 5 

Q. ARE YOU RECOMMENDING ANY CHANGES TO THE 6 

RECONCILIATION ADJUSTMENT TO ADDRESS THE POTENTIAL 7 

FOR HIGHER RECONCILIATION LEVELS? 8 

A. Yes.  I recommend that the six-month reconciliation approach used by the Company 9 

under DSP IV (and proposed by PECO to be retained under DSP V) be modified 10 

slightly such that the cumulative amount to be collected (or refunded) be amortized 11 

over 12 months rather than six months.  This would serve to reduce the size and 12 

variability of the E-Factor and make the PTC marginally more stable. 13 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 14 

A. Yes, it does. 15 
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