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I. INTRODUCTION AND BACKGROUND 1 

A. IDENTIFICATION OF WITNESS 2 

Q. Would you please state your name and business address? 3 

A. Paul R. Crumrine, Commonwealth Edison Company (“ComEd”), 440 South LaSalle 4 

Street, Suite 3300, Chicago, Illinois 60605. 5 

Q. By whom are you employed and in what capacity? 6 

A. I am employed by ComEd as its Director, Regulatory Strategies & Services. 7 

B. PURPOSE OF DIRECT TESTIMONY 8 

Q. What is the purpose of your Direct Testimony? 9 

A. The purpose of my Direct Testimony is to generally address ComEd’s approach to setting 10 

the proposed delivery service rates set forth in the Direct Panel Testimony of Lawrence 11 

S. Alongi and Chantal K. Jones, PhD. (ComEd Ex. 12.0) and review the rate impact of 12 

such new rates.  My testimony also introduces two new riders, Rider SEA – Storm 13 

Expenses Adjustment (“Rider SEA”), and Rider SMP – System Modernization Projects 14 

Adjustment (“Rider SMP”).  (ComEd Ex. 12.18).  My testimony also addresses the 15 

ratemaking adjustment to ComEd’s delivery service revenue requirement that is needed 16 

to reflect the revenues stemming from Rider AC7 – Residential Air Conditioner Load 17 

Cycling Program 2007 (“Rider AC7”) at current compensation levels.  18 

C. SUMMARY OF CONCLUSIONS 19 

Q. Would you please summarize your conclusions? 20 

A. I conclude the following: 21 
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1. ComEd’s proposed delivery service rates are just and reasonable.  The rates are 22 

set following cost of service principles that the Illinois Commerce Commission 23 

(“Commission”) previously has approved.  However, ComEd recognizes that 24 

setting rates at cost may place a hardship on certain groups of customers that 25 

would face large percentage increases in the delivery component of their electric 26 

bill.  Accordingly, as in the past, ComEd offers to work with the Commission and 27 

the affected customers in this proceeding to develop a plan to move rates towards 28 

cost in an orderly fashion, taking into account the impacts that may occur on 29 

customers’ bills. 30 

2. Proposed Rider SEA, a cost-tracking rider, is fair and reasonable means of 31 

recovering storm restoration expenses and should be approved. 32 

3. Rider SMP, a rider that will recover the revenue requirement equivalent of 33 

investments in certain capital projects designed to improve the distribution system 34 

beyond ComEd’s basic service obligations, is just and reasonable and should be 35 

approved. 36 

4. The adjustment to the revenue requirement to reflect the anticipated revenues 37 

associated with Rider AC7 is just and reasonable and should be approved. 38 

D. ATTACHMENT TO DIRECT TESTIMONY 39 

Q. Would you please identify the exhibit attached to your Direct Testimony? 40 

A. ComEd Ex. 11.1 presents a ratemaking adjustment to ComEd’s delivery services revenue 41 

requirement to reflect the value of capacity credits obtained through Rider AC7. 42 
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E. BACKGROUND AND EXPERIENCE 43 

Q. Would you please summarize your duties and responsibilities in your current 44 

position? 45 

A. I have served in my current position since July 2000.  I am responsible for managing and 46 

directing the activities of the Regulatory Strategies & Services Department of ComEd.  In 47 

this capacity, I am responsible for maintaining and coordinating ComEd’s regulatory 48 

relationship with Illinois regulatory bodies, including the Commission and its Staff.  I 49 

also manage activities related to ComEd’s coordination of its responses to customer 50 

complaints made to the Commission.  Finally, I am responsible for the analysis of 51 

strategic policy options for ComEd’s distribution business.  I have been involved with all 52 

of the restructuring-related changes to ComEd’s retail rates during the transition period, 53 

as well as serving as a rate design or policy witness for ComEd in numerous Commission 54 

proceedings since the 1997 amendments to the Public Utilities Act (“PUA”) were 55 

enacted. 56 

Q. Would you please summarize your educational background and professional 57 

experience? 58 

A. I have both a Bachelor of Science degree in Mathematics and a Master of Science degree 59 

in Management from Purdue University.  I have been employed by ComEd since 1975.  60 

Prior to my current position, I served as ComEd’s Access Implementation Manager from 61 

March 1998 to July 2000.  In that position, I managed a major portion of the development 62 

and implementation of ComEd’s retail open access tariff changes, as well as working 63 

with the rate and regulatory issues arising from this effort.  From February 1994 to March 64 

1998, I served as ComEd’s Director of Rates (the position is now referred to as Manager, 65 
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Retail Rates).  In that position, I was responsible for the development and maintenance of 66 

ComEd’s Illinois-jurisdictional rates.  Prior to February 1994, I served as ComEd’s 67 

Director of Strategic Analysis.  In that position I was responsible for directing ComEd’s 68 

load forecasting, class load, and economic analyses.  Before that, I was ComEd’s Senior 69 

System Rate Economist, responsible for the preparation and analysis of ComEd’s 70 

marginal cost of service study.  I was also involved in work related to rate design.  Prior 71 

to becoming ComEd’s Senior System Rate Economist, I held staff positions in the 72 

Strategic Analysis Department as a member of the load forecasting staff with 73 

responsibilities for econometric and time-series forecasting, as well as related statistical 74 

research projects.  In addition, I have been employed as a computer analyst at ComEd’s 75 

Bulk Power Operations Office, as well as at the MAIN headquarters. 76 

Q. Have you testified before the Commission in prior proceedings? 77 

A. Yes.  I have filed testimony on behalf of the ComEd in numerous dockets before the 78 

Commission.  Most recently, I presented testimony on rate design and tariff issues in 79 

Docket No. 07-0166. 80 

II. RATE DESIGN POLICY 81 

A. INTRODUCTION 82 

Q. What is ComEd’s approach to rate design in this proceeding? 83 

A. ComEd’s approach to rate design in this proceeding is relatively straightforward at a 84 

policy level:  ComEd’s proposed distribution charges are based on ComEd’s cost of 85 

service.  The methodology employed to derive cost-based rates is discussed later in my 86 

testimony and by Mr. Alongi and Dr. Jones (ComEd Ex. 12.0). 87 



Docket No. 07-____ 
ComEd Ex. 11.0 

 Page 5 of 24 

Q. Because ComEd has proposed cost-based distribution charges, does that mean 88 

ComEd has not taken rate impacts into consideration in designing its proposed 89 

distribution charges in this proceeding? 90 

A. No.  Although the transition from frozen and, for residential customers, reduced rates 91 

during the mandatory transition period to cost-based rates as modified by the 92 

Commission in Docket 05-0597 is now complete, rate impact is or, more specifically, 93 

will be a consideration in setting rates in this proceeding, consistent with previous 94 

Commission findings.   95 

Q. How is rate impact a consideration with respect to residential customers and non-96 

residential customers with demands not exceeding 400 kW? 97 

A. Although not directly reflected in ComEd’s proposed distribution charges, the overall rate 98 

impact on customers taking ComEd’s blended segment fixed price bundled service is 99 

expressly considered as a part of the current Mitigation Plan originally approved in 100 

Docket No. 05-0159, which will be reconsidered shortly by the Commission in ComEd’s 101 

procurement filing required by new Section 16-111.5 of the PUA, as added by Public Act 102 

95-0481 (“ComEd’s Procurement Filing”).   103 

The Mitigation Plan is the final step in the so-called “rate prism,” which is essentially a 104 

series of algorithms designed to determine the supply charges for fixed price bundled 105 

service based on the prices resulting from the Illinois Auction process (i.e., allocate 106 

supply costs to supply classes).  The Mitigation Plan caps overall rate increases for 107 

customers taking ComEd’s blended segment fixed price bundled service, including 108 

distribution charges (i.e., increases), through the computation of supply charges.  The 109 

Mitigation Plan recently was revisited as a part of the Commission’s rate design 110 
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investigation proceeding (Docket No. 07-0166) and will be revisited again in a matter of 111 

weeks during the proceeding for ComEd’s Procurement Filing.  (See Docket No. 07-112 

0166, Order at 33-34).  Because (1) the overall rate changes resulting from this 113 

proceeding (as well as future supply procurement plans) will be taken into account as part 114 

of future determinations of supply charges under the Mitigation Plan and (2) the 115 

Mitigation Plan will be reconsidered by the Commission in ComEd’s Procurement Filing, 116 

which will be completed before the completion of this rate case proceeding, ComEd has 117 

not sought to address rate impacts for these customers directly in the distribution charges 118 

proposed in this proceeding.   119 

Q. How is rate impact a consideration with respect to customers with demands over 120 

400 kW? 121 

A. With respect to customers with demands over 400 kW taking ComEd’s annual segment 122 

fixed price bundled service, the Commission has not established a formal mitigation plan 123 

or policy.  In addition, recently enacted legislation has declared service to these 124 

customers to be competitive, which means that ComEd will not offer a fixed price 125 

bundled service to these customers after the May 2008 billing period.  Therefore, ComEd 126 

is not proposing any special considerations for this customer segment.  127 

 In setting the current non-residential distribution charges, the Commission expressly 128 

created specific interclass subsidies in ComEd’s last rate Order in Docket No. 05-0597.  129 

It is ComEd’s position that such subsidies should not be perpetuated indefinitely because 130 

of the burden they cause for other non-residential customers, partially small customers. 131 

 However, ComEd recognizes that, at this time, setting delivery service rates at cost may 132 

impose an undue hardship, especially to those large customers in classes that are facing 133 
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relatively large percentage increases.  To address this issue, ComEd recommends that 134 

during the course of this proceeding the Commission Staff and parties work to develop a 135 

phase-in plan that move these customers’ rates toward cost over time, in an orderly 136 

fashion.  Establishing a Commission-approved phase-in plan for the affected customers in 137 

this proceeding will provide ComEd clear direction for setting rates in future rate cases.  138 

Meanwhile, these customers also will know the manner in which their future rates will 139 

move towards full cost recovery.  Finally, establishing a phase-in plan will serve to create 140 

a timetable for eliminating the existing interclass subsidy being borne by other non-141 

residential customers.   142 

 Accordingly, ComEd stands ready to work with the parties to resolve this issue in this 143 

proceeding. 144 

B. EMBEDDED COST OF SERVICE STUDY AND INTERCLASS REVENUE 145 
ALLOCATION 146 

Q. On what basis is ComEd proposing to set rates? 147 

A. As previously indicated, ComEd currently proposes to use its ECOSS to set distribution 148 

rates.  The choice of using an embedded cost study is predicated on two very practical 149 

issues.  First, the Commission, for the most part, has utilized embedded cost in the last 150 

three ComEd cases to allocate costs and set delivery services charges.  (See generally 151 

Orders in Docket Nos. 99-0117, 01-0423 and 05-0597.)  Second, while ComEd continues 152 

to support marginal cost principles for the pricing of electric delivery services, in the 153 

interest of narrowing the issues in this case, ComEd is proposing the use of an embedded 154 

cost study for both interclass revenue allocation and rate design purposes.  However, 155 
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ComEd reserves the right to propose the use of a marginal cost study in future 156 

proceedings. 157 

Q. How does ComEd propose to assign its revenue requirement among its retail 158 

customer classes?  159 

A. ComEd proposes to assign the revenue requirement to each of the customer classes based 160 

on an Equal Percentage of Embedded Cost (“EPEC”).  ComEd Ex. 12.2 further describes 161 

the process and presents the resulting rates.  The EPEC method eliminates interclass 162 

subsidies, on an embedded cost basis, between rate classes and has been utilized by the 163 

Commission in past cases.  (See Orders in Docket Nos. 99-0117 and 01-0423.)   164 

C. RATE DESIGN 165 

Q. Is ComEd seeking any changes to the manner in which residential customer charges 166 

were determined in ComEd’s last rate case? 167 

A. No.  Consistent with the Commission’s Order in Docket No. 05-0597, ComEd proposes 168 

to continue the use of separate monthly customer charges for single and multi-family 169 

customers, separate distribution facilities charges for electric space heat and non-electric 170 

space heat customers, and a single standard metering service charge for all residential 171 

customers.  (See ComEd Ex. 12.0). 172 

Q. Is ComEd seeking any changes to its tariff structure or rate design in this 173 

proceeding? 174 

A. Having recently completed its comprehensive re-examination of its Schedule of Rates in 175 

Docket No. 05-0597, ComEd does not seek any major changes to its tariff structure at 176 

this time, with the exception of the introduction of two new riders as discussed later in 177 
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my testimony and to grandfather Rider ACT - Allowance For Customer-Owned 178 

Transformers, as addressed by Mr. Alongi and Dr. Jones (ComEd Ex. 12.0).  In the 179 

interest of narrowing the issues in this proceeding, ComEd does not seek to revisit many 180 

of the Commission’s recent decisions concerning rate design.  However, ComEd reserves 181 

the right to revisit all ratemaking issues in future proceedings.  182 

D. RATE IMPACT 183 

Q. Would you please describe the overall results of ComEd’s proposed EPEC interclass 184 

revenue allocation method?  185 

A. ComEd’s proposed overall increase in its delivery service revenue requirement is 186 

approximately 21 percent on a per kWh delivered basis.  As a result of utilizing the EPEC 187 

interclass revenue allocation, residential delivery services classes will see an overall 188 

increase per kWh of approximately 25 percent relative to current rates, and non-189 

residential classes will see approximately 18 percent increase per kWh.  However, these 190 

numbers alone do not indicate the actual impact on a customer’s total bill, which is 191 

actually significantly lower than these percentages.  I will discuss both the impacts on 192 

just the distribution portion and the impact on the customer’s total bundled bill. 193 

Q. What impact will ComEd’s proposed changes have on current distribution charges?  194 

A. A comparison of the overall average distribution charges on a $/kWh basis currently in 195 

effect and the overall average of the distribution charges on a $/kWh basis proposed in 196 

this case is presented in Table 2 below (and in ComEd Ex. 12.0).   197 
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Table 2: Overall Standard Delivery Service Charges 

Delivery Class 
Current 
Average 
($/kWh) 

Proposed 
Average 
($/kWh) 

Change 
(%) 

Residential Single Family Without Electric Space Heat 3.07 3.79 23.5% 

Residential Multi Family Without Electric Space Heat 3.89 5.06 30.1% 

Residential Single Family With Electric Space Heat 2.16 2.57 19.0% 

Residential Multi Family With Electric Space Heat 2.47 3.06 23.9% 

Residential Average 3.13 3.91 24.9% 

Watt-Hour 3.73 3.91 4.8% 

Small Load 1.79 2.01 12.3% 

Medium Load 1.44 1.64 13.9% 

Large Load 1.30 1.47 13.1% 

Very Large Load 1.16 1.28 10.3% 

Extra Large Load 0.52 1.25 140.4% 

High Voltage (over 10 MW) 0.17 0.39 129.4% 

High Voltage (other) 0.43 1.30 202.3% 

Railroad 0.76 1.68 121.1% 

Dusk to Dawn  1.24 1.47 18.5% 

General Lighting  0.97 1.11 14.4% 

Fixture-Included Lighting (includes fixture cost) 15.30 16.44 7.5% 

Non-Residential Average 1.25 1.47 17.6% 

System Average 1.86 2.25 21.0% 

 Notwithstanding this proposal, as noted earlier in this testimony, ComEd proposes to 198 

work with Staff and the customers in the four classes that face large percentage increases 199 

to mitigate the proposed increase and establish a plan to move these customers’ rates to 200 

cost. 201 

Q. What impact will ComEd’s proposed distribution charges have on fixed-price 202 

bundled rates for those customers that obtain both energy supply and distribution 203 

services from ComEd? 204 
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A. Because delivery service charges represent a portion of the total bills of customers taking 205 

ComEd’s bundled service, the impact of the proposed change in distribution charges on 206 

total bundled bills is relatively small.  For example, the requested increase would raise 207 

the monthly bill of the average residential customer taking ComEd’s fixed price bundled 208 

service by less than $6 per month, on average, or by 7.7%, above current bundled rates.  209 

An illustrative comparison of the average annual bundled service charges currently in 210 

effect and proposed in this case is presented in Schedule E-9 and summarized in Table 3 211 

below.  Supply charges for bundled electric service resulting from the Illinois Auction 212 

held in September 2006 are utilized in developing the overall current and proposed 213 

charges shown in Table 3.1  Therefore, the percent change shows the impact of the 214 

change in delivery service charges on customers’ total bills for bundled service.   215 

                                                 
1 The changes in bundled service rates resulting from ComEd’s proposed distribution charges that are 

reflected in Schedule E-9 and Table 3 do not factor in any future changes in energy supply costs or transmission 
charges that may occur before the distribution charges proposed in this case take effect.  Furthermore, with respect 
to customers with demands of 400 kW or less, this comparison does not fully reflect the effects of the Mitigation 
Plan or any changes that may be made to the Mitigation Plan as a part of ComEd’s Procurement Filing.  In addition, 
these figures do not reflect any credits that may flow to customers under recent amendments to the Act. 
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Table 3: Illustrative Comparison of Fixed-Price Bundled Service Charges 

Supply Class 
Current 
Average 
(¢/kWh) 

Current Average 
with Proposed 
Distribution 

Charges 
(¢/kWh) 

Change 
(%) 

Residential Single Family Without Electric Space Heat 11.034 11.820 7.1% 

Residential Multi Family Without Electric Space Heat 12.007 13.277 10.6% 

Residential Single Family With Electric Space Heat 7.584 8.038 6.0% 

Residential Multi Family With Electric Space Heat 7.958 8.599 8.1% 

Residential Average 10.891 11.732 7.7% 

Watt-Hour Without Electric Space Heating 12.774 12.983 1.6% 

Watt-Hour With Electric Space Heating 11.255 11.437 1.6% 

Small Load Without Electric Space Heating 9.737 9.981 2.5% 

Small Load With Electric Space Heating 9.533 9.804 2.8% 

Medium Load Without Electric Space Heating 9.200 9.420 2.4% 

Medium Load with Electrical Space Heating 8.957 9.180 2.5% 

Q. Will fixed-price bundled service be available to all non-residential customers when 216 

ComEd’s proposed distribution rates take effect? 217 

A. No.  As a result of the Commission’s Order in Docket No. 02-0479, ComEd was allowed 218 

to declare service to certain customers with demands over 3 MW, generally speaking, to 219 

be competitive; therefore, a fixed-price bundled service offering was not made available 220 

to such customers after the end of the mandatory transition period.  Furthermore, in light 221 

of the provisions of Section 16-113 of the PUA, as amended by Public Act 95-0481, and 222 

the Commission’s October 11, 2007 Order in Docket No. 07-0478, fixed-price bundled 223 

service will not be available to most non-residential customers with demands over 400 224 

kW beyond the May 2008 billing period.  And, most non-residential customers with 225 

demands of 100 kW up to 400 kW that have switched to RES supply will not be allowed 226 

to return to fixed-price bundled service.  As of August 2007, roughly 54% of customers 227 
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with demands of 100 kW up to 400 kW have switched supply, making these customers 228 

ineligible to return to fixed-price bundled rates.  Therefore, as previously noted, few of 229 

the customers with demands of 100 kW and greater likely will be eligible for fixed-price 230 

bundled service from ComEd. 231 

III. RIDER SEA - STORM EXPENSES ADJUSTMENT 232 

Q. What is the purpose of proposed Rider SEA? 233 

A. Rider SEA is a cost-tracking rider that is designed to track operating and maintenance 234 

(“O&M”) expenses related to storm restoration and provide dollar-for-dollar recovery of 235 

such expenses through a combination of distribution rates and the rider itself. 236 

Q. How does Rider SEA function? 237 

A. As shown in ComEd Ex. 12.18, a Storm Adjustment value will be applied to each 238 

kilowatt-hour delivered to each retail customer during each monthly billing period, 239 

beginning with the March 2009 billing period.  As described in the rate formula, the 240 

Storm Adjustment, which may be a charge or a credit, will reflect the difference between 241 

(1) a specified baseline amount for O&M expenses related to storm restoration and 242 

(2) such actual expenses incurred during the previous calendar year.  In other words, the 243 

rider tracks the difference between the base amount and actual costs on an annual basis.   244 

The base amount for storm restoration O&M expense is addressed in the Direct Panel 245 

Testimony of Kathryn M.  Houtsma and Stacie M. Frank.  (ComEd Ex. 7.0).  246 

Specifically, Mses. Houtsma and Frank propose an adjustment to Schedule C-2.2, where 247 

the actual 2006 O&M expenses for storm restoration activities ($38,543,000) are reduced 248 

to $27,119,000 based on a six-year (2002-2007) inflation-adjusted average of these 249 
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expenses.  This will be the amount (or the baseline O&M) initially used for comparison 250 

to actual storm expenses under Rider SEA to compute the Storm Adjustment, which will 251 

be applied to bills starting in May 2009.  As a part of future rates cases, ComEd will 252 

continue to update the baseline O&M amount of storm restoration expenses reflected in 253 

ComEd’s distribution revenue requirements (and, in turn, distribution charges), and the 254 

Storm Adjustment in effect at the time will be modified accordingly.  255 

The rate formula in Rider SEA also includes an automatic reconciliation (or balancing) 256 

factor, which will true-up the amounts to be refunded or recovered through the 257 

adjustment with the actual amounts refunded or recovered, and an ordered reconciliation, 258 

which reflects any amounts the Commission may order ComEd to refund or collect as 259 

part of annual docketed proceedings.  260 

Q. How does the ComEd define a storm event? 261 

A. As shown in proposed Rider SEA, a storm is defined as: 262 

any act of nature with disturbance of the physical environment in 263 
which the Company’s service territory is located, including but not 264 
limited to thunderstorm, microburst, tornado, cyclone, wind storm, 265 
snow storm, blizzard, ice storm, flood, or earthquake, or a system 266 
of one or more of such acts, a result of which is the interruption of 267 
electric service to, in aggregate, a total of more than 10,000 retail 268 
customers each of which are without service for more than three 269 
(3) hours, and during or after which the Company activates one (1) 270 
or more Emergency Operation Centers (EOCs). 271 

It is my understanding that this definition reflects how storm restoration O&M expenses 272 

are determined and, in turn, is the basis for the adjustment computed by Ms. Houtsma and 273 

Ms. Frank for Schedule C-2.2, as previously discussed.  Thus, the same basis used to 274 
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determine such expenses and related adjustments in rate cases will be used in determining 275 

the Storm Adjustment under Rider SEA. 276 

Q. What assurances are provided that only those costs that are properly recovered 277 

through Rider SEA are actually recovered? 278 

A. As provided in Rider SEA, ComEd will conduct an annual audit of the O&M expenses it 279 

incurs related to storm restoration work and the recoveries of such expenses under the 280 

rider.  ComEd will submit to the Commission a verified annual report that summarizes 281 

the results of such audit.  The adjustments computed in accordance with the provisions of 282 

Rider SEA are subject to adjustment in accordance with orders issued by the Commission 283 

in annual docketed reconciliation proceedings.  Thus, Rider SEA provides for direct 284 

Commission oversight and review of the amounts recovered or refunded.  Furthermore, 285 

ComEd commits to work with Staff, as it has in the past on other such riders, to refine the 286 

requirements of its reports and review its accounting and cost tracking procedures. 287 

Q. Why is a tracking rider superior to traditional base rate recovery of storm 288 

restoration expenses? 289 

A. A tracking rider for storm restoration expenses is fair and beneficial to both customers 290 

and ComEd because it would ensure that ComEd would recover no more than its actual 291 

annual costs incurred.  292 

Historically, an allowance for storm expenses has been reflected in ComEd’s revenue 293 

requirement and base rates.  This allowance is determined through an overly simplistic 294 

approach to determining a “reasonable” amount to reflect for storm restoration expense in 295 

the revenue requirement an average of historic annual costs.  This simplistic approach to 296 
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ratemaking (which is generally referred to as “normalization”) is understandable because 297 

weather and its impacts on the system are, of course, unpredictable and can vary by tens 298 

of millions of dollars from year to year.  (See generally ComEd Exs. 4.0 and 7.0).  299 

Nevertheless, to the extent that any such allowance built into the revenue requirement 300 

exceeds the actual cost of storm restoration efforts in a given year, customers are 301 

essentially forced to overpay, all else being equal.  Conversely, when such amounts fall 302 

below actual expenditures in a given year, ComEd is not recovering its costs, all else 303 

being equal.  In such an event, ComEd must either reprioritize its expenditures, to the 304 

extent possible, thereby detracting from plans to maintain or improve service quality and 305 

reliability, or incur financial harm, or both.  (See generally ComEd Ex. 4.0).  Thus, from 306 

a ratemaking perspective, traditional base rate recovery of such volatile and unpredictable 307 

expenses, resulting from events beyond ComEd’s control, is not in the best interests of 308 

customers or ComEd.  309 

On the other hand, a tracking rider, like Rider SEA, is in everyone’s best interests.  310 

Customers would be expected to pay no more than the actual storm restoration O&M 311 

expenses incurred, and annual variations in these expenses will not detract from ComEd 312 

efforts to provide safe and reliable service. 313 

IV. RIDER SMP – SYSTEM MODERNIZATION PROJECTS ADJUSTMENT 314 

Q. What is the System Modernization Projects Adjustment? 315 

A. The proposed System Modernization Projects (“SMP”) Adjustment is a charge through 316 

which ComEd’s incremental capital spending on certain projects approved and 317 

designated as SMPs by the Commission will be recovered.  The SMP Adjustment is set 318 

fourth in proposed Rider SMP, found in ComEd Ex. 12.18, as discussed below. 319 
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Q. What is the purpose of Rider SMP? 320 

A. The purpose of Rider SMP is to allow timely recovery of capital investment projects pre-321 

approved annually by the Commission.  The intent of this rider is to treat the capital costs 322 

of these projects in a similar manner as the Commission would in a rate case, but with 323 

more timely recovery between rate cases.  The rider essentially defines an SMP as a 324 

capital investment that ComEd classifies as pertaining to the improvement of the 325 

distribution system to enhance service.  (See ComEd Ex. 12.18).  These projects are 326 

proposed to be deployed to enhance the performance of the distribution system. 327 

 The Direct Testimony of George A. Williams (ComEd Ex. 4.0) and the Direct Testimony 328 

of Sally T. Clair (ComEd Ex. 6.0) provide more detail on the types of projects that could 329 

potentially qualify for Rider SMP treatment, as well as a description of ComEd’s capital 330 

outlays.  The conditions under which ComEd could commit to such capital investments, 331 

if Rider SMP is approved, are discussed in the Direct Testimony of Robert K. McDonald.  332 

The policy rationale for Rider SMP is set forth in the Direct Testimony of J. Barry 333 

Mitchell (ComEd Ex. 1.0).  As Mr. Mitchell indicates, Rider SMP will ensure that 334 

spending on such capital improvements will not be displaced by other, higher priority 335 

capital projects and will create a “partnership” between ComEd and the Commission that 336 

will enable first steps toward modernization of the ComEd system.  Furthermore, ComEd 337 

is prepared to work with the stakeholders to produce improvements in this proposal.   338 

Q. What are the key provisions of Rider SMP? 339 

A. The SMP proposal has four key provisions: 340 

Direct Commission Oversight of SMP Eligible System Improvement Investments 341 

(the “Approval Process”):  No later than August 1 of each year beginning in 2009, 342 
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ComEd will make a filing with the Commission that contains a detailed set of plans for 343 

each capital project that ComEd proposes to undertake as an SMP in the following 344 

year(s).  For each project, ComEd will provide the justification for designating such 345 

project as an SMP (i.e., making such capital investments recoverable through the rider), 346 

the timeline for project completion, a detailed twelve (12) month capital budget, and any 347 

associated analyses that are necessary to support the filing.  This filing would initiate a 348 

90-day process in which the Commission would review the data and information 349 

provided by ComEd as well as any comments provided by stakeholders and determine:  350 

(1) which projects or portions of such projects from the list proposed by the ComEd are 351 

SMPs; (2) the specific accounting treatment for each SMP; (3) the specific twelve (12) 352 

month capital budget for each SMP; and (4) the appropriateness of undertaking each 353 

SMP.   354 

Commission approval would be limited to those projects, if any, that ComEd proposes 355 

from year to year and would not be open to alternative proposals.  This limitation is 356 

reasonable given the role of utility management, which has responsibility for planning, 357 

prioritizing, coordinating, and implementing all capital projects, and the expedited time 358 

frame.  Furthermore, while our expectation is that multi-year SMPs would be deemed 359 

reasonable per the last Approval Process, Rider SMP does require ComEd to provide 360 

updated analyses in its annual filings that would demonstrate whether such projects 361 

should be continued as planned.   362 

The foregoing outlines the proposed tariff provisions concerning the approval process to 363 

be conducted annually after the conclusion of this rate proceeding.  However, to begin 364 

this process, ComEd requests initial approval from the Commission for its proposed 365 
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SMP, which would begin as early as the fourth quarter of 2008 as part of its order in this 366 

rate case proceeding.  As noted by Mses. Houstma and Frank (ComEd Ex. 7.0), none of 367 

the capital expenditures to be incurred in the fourth quarter of 2008 or thereafter are 368 

reflected in ComEd’s proposed revenue requirement. 369 

Cost Recovery:  For those projects that the Commission designates as SMPs, and 370 

thereby approves for recovery under Rider SMP, the appropriate return of and on capital 371 

investment and related impacts for the applicable period, as discussed in the Direct 372 

Testimony of Mses. Houtsma and Frank (ComEd Ex. 7.0), will be provided through the 373 

computation of the SMP Adjustment.  The SMP Adjustments will include only those 374 

costs that ComEd actually spent up to the amount approved by the Commission in the 375 

Approval Process; therefore, rider recovery will lag a bit behind the actual incurrence of 376 

costs for an SMP. 377 

Specifically, the SMP Adjustment will be computed on a three-month cycle based on 378 

actual incremental capital investments from an earlier three-month period (i.e., the SMP 379 

Determination Period).  ComEd will file the SMP Adjustment and supporting work 380 

papers, for informational purposes, by the 20th day of the month prior to the beginning of 381 

the SMP Application Period, or the three consecutive monthly billing periods when such 382 

charge will be applied to customers’ bills.  For example, costs that are incurred in the last 383 

quarter of 2008 (October through December) will be reflected in the SMP Adjustment 384 

applied during the February through April 2009 monthly billing periods.  This lag will 385 

provide ComEd with sufficient time to provide detailed accounting of its capital 386 

investments. 387 
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Annual Reporting:  By June 1 of each year beginning in 2011, ComEd will file an 388 

Annual Report with the Commission that verifies the exact amount of capital spent and 389 

the amounts reflected in the computation of the SMP Adjustments during the previous 390 

year.  If there is any discrepancy in the accounting or calculation of the SMP Adjustment, 391 

then the Commission may initiate an investigation.  Furthermore, ComEd commits to 392 

work with Staff to refine the requirements of its reports and review its accounting and 393 

cost tracking procedures. 394 

Resetting Rider SMP Recoveries:  Rider SMP allows ComEd to include some or all of 395 

the capital investments associated with SMPs, whether previously recovered through the 396 

rider or scheduled to be recovered through the rider, into its proposed rate base during 397 

future rate case proceedings.   398 

Q. Is ComEd required under Rider SMP to propose new SMPs or new capital 399 

investments associated with previously approved SMPs each year? 400 

A. No.  If, in a given year, ComEd does not propose any new SMPs or seek additional 401 

capital investments for SMPs that have been previously approved, no new projects and no 402 

new spending on existing projects would be eligible for rider recovery during the 403 

following year.  As previously noted, the Approval Process set forth in Rider SMP 404 

requires ComEd to file each year to obtain approval for rider recovery of any future 405 

capital investments, even if those projects were previously approved by the Commission.  406 

In such an event, the SMP Adjustment would continue to be recalculated every three 407 

months on a going forward basis, but only to update taxes and depreciation and any 408 

changes in financial parameters as determined by the Commission.  Absent Commission 409 
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approval, ComEd would not be authorized to reflect any additional capital investments 410 

associated with new or continued projects in the SMP Adjustment in that scenario.   411 

Q. Is ComEd proposing that Rider SMP include a “true-up?” 412 

A. No.  Because this tariff is designed to replicate rate base treatment of the capital 413 

investments, it is reasonable to treat these costs in a similar manner as capital costs 414 

included in base rates, i.e., with no true-up. 415 

V. RIDER AC7 - RESIDENTIAL AIR CONDITIONER LOAD CYCLING 416 
PROGRAM 2007 417 

Q. What is Rider AC7? 418 

A. Rider AC7 compensates residential customers for reducing load by permitting ComEd to 419 

install a direct load control (“DLC”) device that cycles their central air conditioning unit 420 

compressor.  Approximately 56,000 residential customers are currently taking service 421 

under Rider AC7, which translates into nearly 55 MW of demand response from this 422 

customer group.   423 

Q. What are the benefits ComEd obtains from Rider AC7? 424 

A. In addition to the reliability benefits associated with this demand response resource, 425 

ComEd obtains capacity credits from PJM Interconnection, L.L.C. (“PJM”).  ComEd 426 

resells these credits in the market in order to defray or cover the cost of the program, 427 

specifically the compensation payments made to participating customers.  Furthermore, 428 

during the June 2008 through May 2009 PJM planning year, ComEd intends to enroll the 429 

demand response capability for the first time into PJM’s economic energy program and, 430 

if dispatched by PJM, may obtain additional energy-based payments for curtailments. 431 
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Q. Has the market value of capacity been sufficient to cover the cost of the Rider AC7 432 

program in the past? 433 

A. No.  In fact, during ComEd’s last rate case (Docket No. 05-0597), ComEd proposed to 434 

continue the compensation payments at the then current levels (i.e., $5 or $10 per month 435 

during the summer billing period) set forth in Rider AC, the predecessor of Rider AC7, as 436 

discussed further below.  However, the market value of capacity at that time was not high 437 

enough to cover the cost of such payments.  Therefore, ComEd proposed and the 438 

Commission approved a ratemaking adjustment of $1.2 million to the Illinois-439 

jurisdictional revenue requirement in order to recover the difference between market 440 

value of the capacity and the compensation payments through the delivery services 441 

charges.  (Docket No. 05-0597, Order at 213-214). 442 

Q. Is the current value of capacity on the PJM market sufficient to cover the cost of the 443 

compensation payments at current levels?  444 

A. Yes.  At $111.92 per MW-day for the PJM planning period, June 2008 through May 445 

2009, the value of capacity from the demand response resource will be more than 446 

sufficient to cover the compensation payments at the current levels, as set forth in ComEd 447 

Ex. 11.2.  Therefore, ComEd proposes a ratemaking adjustment to reduce the Illinois-448 

jurisdictional revenue requirement by just under $500,000 in order to reflect the 449 

difference between the market value of the capacity and the compensation payments.   450 

Q. In light of ComEd’s intentions to enroll this demand response capability in the PJM 451 

Economic Demand Response Program, should the adjustment to the revenue 452 

requirement be higher than $500,000? 453 
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A. No.  It is unclear whether the energy resource will be dispatched at all during summer 454 

months (i.e., whether any payment will be made to ComEd) and, if so, how many times 455 

and at what price it may be dispatched (i.e., the amount of any such payment).  While the 456 

existing provisions of Rider AC7 allow ComEd to activate the program (i.e., cycle air 457 

conditioners) for any reason up to 20 days per year, ComEd does not intend to activate 458 

the program nearly that many times per year.  Indeed, ComEd is concerned that 459 

participating customers would not tolerate that many activations in a year.  “Excessive 460 

activations” may discourage future participation, thereby creating additional costs and 461 

burdens associated with program administration, as discussed below.  As it stands now, 462 

ComEd has not activated the program more than three times in the past five years.   463 

Rather, ComEd intends to strategically bid this energy resource in at a relatively high 464 

price in order to limit the possible number of activations called under the PJM economic 465 

energy program to those rare periods when market prices are at their highest and system 466 

benefits are significant.  Whether market prices will ever reach such levels in a given 467 

summer is, however, uncertain.  Furthermore, under the PJM capacity program, PJM may 468 

dispatch the resource as many as 10 times and may assess penalties if the resource is not 469 

available (i.e., if it is already dispatched under the economic energy program).  Thus, the 470 

opportunities to incur additional revenues will be both limited and uncertain. 471 

Q. In light of the value of capacity for the 2008 through 2009 PJM planning period, 472 

does ComEd propose to change the compensation level under Rider AC7 as a part 473 

of this rate case? 474 

A. No.  ComEd is proposing that the compensation provided to participating customers 475 

under Rider AC7 remain the same as it is today – and was under Rider AC – for 476 
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essentially the same reasons given in Docket No. 05-0597.  That is, if the compensation 477 

levels under Rider AC7 fluctuate from year to year based on market prices (i.e., if they 478 

closely track capacity prices as they both increase and decrease from year to year) as a 479 

general policy, participating residential customers may begin to switch on and off the 480 

tariff.  Unlike ComEd’s other curtailment programs, ComEd must physically install a 481 

DLC on the residential customer’s premises.  Therefore, significant levels of customer 482 

churn would be burdensome and costly.  Furthermore, reflecting the revenues in excess 483 

of the customer compensation payments in the revenue requirement will defray the other 484 

Rider AC7 program costs.  Therefore, ComEd again believes it appropriate to retain the 485 

current compensation levels.   486 

Q. Does this complete your Direct Testimony? 487 

A. Yes. 488 


