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COMMONWEALTH EDISON COMPANY 1 

PREFILED DIRECT TESTIMONY OF 2 

RALPH C. SMITH 3 

 4 

I. INTRODUCTION 5 

Q. Please state your name and business address. 6 

A. Ralph C. Smith, 15728 Farmington Road, Livonia, Michigan 48154. 7 

 8 

Q. What is your occupation? 9 

A. I am a certified public accountant and a senior regulatory utility consultant with 10 

the firm Larkin & Associates, PLLC, certified public accountants and regulatory 11 

consultants. 12 

 13 

Q. What is your educational background and professional experience? 14 

A. These are presented in Attachment RCS-1. This exhibit also summarizes some of 15 

my regulatory experience and qualifications. 16 

 17 

Q. On whose behalf are you appearing? 18 
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A. I am testifying on behalf of AARP, a nonprofit, nonpartisan membership 1 

organization for people aged fifty and over. AARP is a nonprofit, nonpartisan 2 

membership organization that helps people 50+ have independence, choice and 3 

control in ways that are beneficial and affordable to them and society as a whole. 4 

AARP staffs offices in all 50 states, the District of Columbia, Puerto Rico, and the 5 

U.S. Virgin Islands.  Nationally, AARP has over thirty-nine million members, 6 

including approximately more than 1.8 million members in Illinois. 7 

 8 

Q. Please describe the tasks you performed related to your testimony in this 9 

case. 10 

A. I reviewed and analyzed data and performed other procedures as necessary (1) to 11 

obtain an understanding of the Commonwealth Edison Company’ ("ComEd" or 12 

"Company") rate filing package as it relates to the Company’s proposed System 13 

Modernization Projects Rider (“Rider SMP”) and Storm Expense Adjustment 14 

Rider (“Rider SEA”) and (2) to formulate an opinion concerning the 15 

reasonableness of these Company-proposed riders.  These procedures included 16 

reviewing the Company's testimony and exhibits, reviewing ComEd’s responses 17 

to the data requests of other parties concerning these riders, issuing information 18 

requests, and analyzing ComEd's responses to them. 19 

 20 

Q. What issues will you be addressing in your testimony? 21 



Docket No. 07-0566 

AARP Ex. 1.0 

 

Page 3 of 22 

A. My direct testimony discusses ComEd’s proposal for Rider SMP and Rider SEA  1 

and recommends that these Company proposed riders be rejected. 2 

II. RIDER SMP – SYSTEM MODERNIZATION PROJECTS 3 

ADJUSTMENT 4 

Q. Please summarize your understanding of ComEd’s proposed Rider SMP. 5 

A. The Company’s proposed Rider SMP appears at ComEd Ex. 12.18, Original Sheet 6 

Nos. 626-629, and is discussed in the direct testimony of several ComEd 7 

witnesses.  The stated purpose of Rider SMP “is to allow the Company to begin to 8 

recover in a timely fashion investment costs it incurs for certain, specified 9 

improvements to the Company’s distribution system for the purposes of 10 

enhancing service provide by the Company to its retail customers.”1  11 

Q. How does ComEd characterize the proposed mechanism? 12 

A. ComEd witness  Crumine, at page 16 of his direct testimony, characterizes the 13 

Company’s proposed Rider SMP as follows: “The proposed System 14 

Modernization Projects ("SMP”) Adjustment is a charge through which ComEd’s 15 

incremental capital spending on certain projects approved and designated as SMPs 16 

by the Commission will be recovered.” On page 17, he states that:  17 

“The purpose of Rider SMP is to allow timely recovery of capital 18 

investment projects pre-approved annually by the Commission. The intent 19 

of this rider is to treat the capital costs of these projects in a similar 20 

                                                 

1 See ComEd Ex. 12.18, Original Sheet No. 626 
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manner as the Commission would in a rate case, but with more timely 1 

recovery between rate cases.  The rider essentially defines an SMP as a 2 

capital investment that ComEd classifies as pertaining to improvement of 3 

the distribution system to enhance service.” 4 

 At pages 17-20 of his direct testimony, Mr. Crumrine identifies the following four 5 

key provisions of ComEd’s proposed Rider SMP: 6 

 1) Direct Commission oversight of SMP eligible system improvement 7 

investments. 8 

 2) Recovery by ComEd of a return on and of the SMP projects, with cost recovery 9 

computed on a three-month cycle based on actual incremental capital investments 10 

from the last calendar quarter (e.g., costs incurred in October-December 2008 11 

would be reflected in the SMP Adjustment applied during February-April 2009 12 

monthly billing periods). 13 

 3) Annual reporting.  ComEd proposes to file by June 1 of each year beginning in 14 

2011 an Annual Report with the Commission that verifies the exact amount of 15 

capital spent and the amounts reflected in the computation of the SMP 16 

Adjustments during the previous year. 17 

 4) Inclusion by ComEd of some or all of the capital investments associated with 18 

SMPs, whether previously recovered through the rider or scheduled to be 19 

recovered through the rider, into ComEd’s proposed rate base during future rate 20 

case proceedings. 21 

 Additionally, on page 21 of his direct testimony, Mr. Crumrine proposes that there 22 

be no “true-up” for costs included in Rider SMP. 23 

Q. Would ComEd’s proposed Rider SMP result in additional rate increases 24 

beyond the rates approved in the current ComEd rate case? 25 

A. Yes.  As proposed by ComEd, Rider SMP would produce an additional charge in 26 

a separate line item on each retail customer’s bill for an SMP Adjustment.  This 27 

additional charge would thus result in additional subsequent increases to customer 28 

rates, on an annual basis, without the benefit of a complete review of ComEd’s 29 
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operations and without reflecting other offsetting adjustments that could decrease 1 

the revenue requirement.  As described in the response to AG 2.16(a): 2 

“Rider SMP would allow ComEd to invest in projects developing and 3 

implementing innovative smart-grid technologies.  Rider SMP would 4 

allow ComEd to recover a return on, and return of, such investment via a 5 

revenue stream outside of base rates. Consequently, ComEd could invest 6 

in the deployment of smart-grid technologies without such investment 7 

possibly being delayed, or stopped entirely, due to immediate operational 8 

needs.” 9 

 As proposed by ComEd, Rider SMP would be an additional charge added to retail 10 

customer bills. 11 

Q. Should ComEd’s proposed Rider SMP be adopted? 12 

A. No.  For several reasons, including the following, ComEd’s proposed Rider SMP 13 

should be rejected: 14 

 1) It would inappropriately shift responsibility and risk of capital investment 15 

between rate cases away from shareholders and onto ratepayers. 16 

2) It could remove or reduce incentives to prudently control the cost of plant 17 

additions.   18 

3) Capital additions to improve the distribution system are not similar to fuel cost 19 

or generation supply costs and ComEd has demonstrated no history of volatile and 20 

uncontrollable distribution system capital additions.  21 
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4) It could encumber ratepayers with additional revenue requirements annually 1 

into the future for distribution system capital additions between rate cases without 2 

capturing offsetting benefits. 3 

5) It is a distortion of the test year relationships.  4 

6) It is not beneficial to ratepayers. 5 

7) It is unnecessary. 6 

 7 

Q. Please explain how ComEd’s proposed Rider SMP would shift the risk of 8 

financing distribution system capital additions between rate cases away from 9 

shareholders and onto ratepayers, and why such a shift is inappropriate. 10 

A. If ComEd believes that its expenses or costs, including the cost of financing 11 

distribution system capital additions, are increasing more rapidly than its revenues 12 

such that a revenue deficiency is being created, ComEd can file for a rate increase.  13 

Currently, the risks and benefits lie with ComEd’s shareholders during the period 14 

between rate cases if revenues grow more slowly or more rapidly than ComEd’s 15 

costs.  ComEd’s proposed Rider SMP would result in shifting the risk of 16 

financing distribution system capital investment onto ratepayers by making 17 

ratepayers responsible for all System Modernization Project (“SMP”) related 18 
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“revenue requirement equivalent” amounts2 occurring between rate cases. ComEd 1 

would retain the benefit of revenue growth and expense reductions between rate 2 

cases for its shareholders. 3 

Q. How could ComEd’s proposed Rider SMP remove or reduce incentives to 4 

prudently control the cost of plant additions? 5 

A. One of the useful functions of regulatory lag is to place financial responsibility 6 

upon the utility for fluctuations in costs between rate cases.  The regulatory lag 7 

feature of Rate Base/Rate of Return regulation is essential to effective and 8 

efficient operation of such a regulatory régime.  Because of the lag between 9 

placing new plant into service and obtaining rate recognition of such plant, the 10 

utility may bear the cost of new plant additions temporarily.  This can encourage 11 

management to emphasize cost control to a higher degree than might be expected 12 

if cost responsibility for plant additions during the periods between rate cases 13 

were shifted away from the utility and onto ratepayers.  In evaluating plant 14 

additions, the Company should conduct a cost-benefit analysis to determine if 15 

there is a business case for implementing the technologies identified.  If the case is 16 

compelling and the project is cost-justified, no additional rider or adjustment 17 

clause is needed.  If the project is not cost-justified or the benefits are too 18 

                                                 

2 ComEd’s proposed Rider SMP defines the SMP Recovery Amount as follows: “SMP Recovery Amount 

means the revenue requirement equivalent of the return of and on an SMP, together with any conditions that the ICC 

includes as part of its approval of such SMP.” Further, “[t]he currently effective pre-tax weighted cost of capital 

approved for the Company by the ICC is used to calculate the return on investment component of the computation.”  

Depreciation and associated taxes are also included. See, e.g., ComEd Ex. 12.18, Original Sheet No. 626. 
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speculative to warrant the commitment of funds, it may be prudent to delay or 1 

avoid the related capital expenditures.  These incentives that are currently in place 2 

would essentially be eliminated if Rider SMP were to be approved. 3 

Q. Please elaborate on how the cost of distribution system capital investment is 4 

not similar to power supply cost and ComEd has demonstrated no history of 5 

volatile and uncontrollable distribution system capital additions.  6 

A. Distribution system capital investment and plant additions are not similar to 7 

power supply costs.  Many electric utilities have rate riders or adjustment clauses 8 

to address the large and volatile costs associated with fuel and purchased power 9 

costs.  Distribution system capital additions, however, are not similar to fuel or 10 

purchased power costs as demonstrated in the following table:   11 

Fuel and Purchased Power Costs Distribution System Capital Investment  

Fuel and purchased power costs are 

determined by the worldwide energy 

market and by regional energy markets. 

Capital Expenditures are subject to utility 

management control, both as to timing and 

cost control. 

Fuel consumed has no significant impact 

on other operating costs, (assumes fuel 

grade standards remain constant). 

Installed plant may either increase or 

decrease operations and maintenance 

expenses, particularly for repairs, 

maintenance and operating efficiencies. 

Fuel and purchased power expense both 

increases and decreases in consort with 

fluctuating energy markets.  

Revenue requirement (return on and of) 

distribution system capital additions 

changes very slowly, normally only 

increasing in consort with plant 

replacement and additions. 

 12 
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Consequently, one of the primary factors typically cited in justifying the 1 

implementation of fuel and purchased power cost recovery mechanisms for 2 

utilities – that such expenses can be extremely volatile between rate cases and are 3 

beyond the control or ability of management to influence or control – does not 4 

apply to distribution system capital additions.   5 

 6 

Q. How could ComEd’s proposal encumber ratepayers with additional revenue 7 

requirements annually into the future for distribution system capital 8 

investments without capturing offsetting benefits? 9 

A. ComEd proposes that its Rider SMP calculations result in annual rate adjustments 10 

to recognize the presumed increase in “revenue requirement equivalent” related to 11 

capital investment that the Company classifies as pertaining to the improvement 12 

of the Company’s distribution system for the purposes of enhancing service 13 

provided by the Company to its retail customers.  The “revenue requirement 14 

equivalent” includes a return on (i.e., financing costs) and a return of (i.e., 15 

depreciation expense) such investments, as well as related taxes.  It excludes any 16 

consideration of operating expense reductions enabled by the plant additions.  17 

Moreover, by focusing only on certain isolated components of the revenue 18 

requirement formula, and ignoring offsetting components, ComEd’s proposed 19 

Rider SMP would produce rate increases without capturing offsetting benefits, 20 

such as expense reductions. 21 
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Q. Please explain how ComEd’s proposed Rider SMP distorts test year 1 

relationships. 2 

A. To understand how ComEd’s proposed Rider SMP distorts test year relationships 3 

it may be helpful to review the basic ratemaking calculus, i.e., the formula used to 4 

determine a utility’s revenue deficiency (or sufficiency).  In the standard formula, 5 

rate base is multiplied by a rate of return to derive a return requirement.  The 6 

return requirement is added to test year operating expenses to determine the 7 

utility’s revenue requirement.  The revenue requirement is then compared with the 8 

utility’s revenues at current rates.  The difference is the revenue deficiency or 9 

sufficiency.  It is critically important that representative values for each of the key 10 

elements of the revenue requirements be determined in a balanced and consistent 11 

manner.  By using a test year, each element of the revenue requirement is properly 12 

matched and coordinated.  For a growing electric utility, future sales and 13 

revenues, future expenses and future rate base investment levels will all likely, 14 

though not always, be larger in nominal terms. The use of a test year to quantify 15 

ratemaking values for these variables is intended to determine a revenue 16 

requirement based upon the relationship between revenue and cost levels at a 17 

common point in time.  Consequently, while absolute precision in ratemaking is 18 

not required, basic consistency in the elements of the ratemaking formula is 19 

essential, such that representative levels of ongoing revenues and costs are 20 

captured in a balanced way, within a consistently applied test year approach.   21 
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  ComEd’s Rider SMP distorts the relationships between the components of 1 

the ratemaking formula by focusing on select elements which increase the revenue 2 

requirement – selected distribution system plant additions and depreciation 3 

expense and taxes on such additions  -- without considering other components, 4 

such as increased revenues and other expense changes in a balanced manner. 5 

 6 

Q. Is ComEd’s Rider SMP proposal beneficial to ratepayers? 7 

A. No, it is not.  It would produce additional increases annually in an unbalanced 8 

manner that considers only one component of the revenue requirement.  9 

Moreover, it could eliminate important currently existing constraints on capital 10 

spending, in a manner that inappropriately shifts risks from shareholders and onto 11 

ratepayers. 12 

 13 

Q. Has ComEd provided information on how its proposed Rider SMP proposal 14 

would have impacted customer rates, had it been in place in prior years? 15 

A. No.  Such information was requested in data request AG 2.26: 16 

“If the Company’s proposed Rider SMP had been effective for the utility 17 

operations in each of the past five calendar years (2002 through 2006) in 18 

the form and scope being proposed at this time, what would have been the 19 

approximate annual revenue impact to the Company from the Rider in 20 

each year? Please provide calculations and assumptions supporting your 21 

response.” 22 
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 The Company did not provide such requested information, and its response to AG 1 

2.26 stated as follows: 2 

"Because the intention of the rider is to recover costs associated with 3 

specifically identified system modernization investments which may 4 

change over time, it is not possible to determine what the annual revenue 5 

impact would have been for a period in which the Rider was not in place.  6 

It is not known what projects the company would have pursued and/or 7 

included in Rider SMP had the rider been in place." 8 

 9 

Q. Is ComEd under any restrictions that would prohibit the Company from 10 

filing for rate relief if needed? 11 

A. No. Under the present ratemaking regime, I am not aware of any restrictions on 12 

ComEd that would prevent the Company from filing subsequent rate cases to 13 

address growth in its distribution system rate base, or for requesting the inclusion 14 

in rate base of specific distribution system projects in which Company 15 

management has decided to invest and has made expenditures for. 16 

 17 

Q. Has ComEd demonstrated that it has a unique problem with regulatory lag 18 

that requires an extraordinary and unusual ratemaking mechanism for 19 

distribution system capital additions? 20 

A. No, it has not.  While ComEd has characterized its proposed Rider SMP as being 21 

an attempt to address an issue of regulatory lag, ComEd has not demonstrated that 22 

it has a unique problem with regulatory lag that is substantially different from 23 
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other regulated public utilities that would require such an extraordinary and 1 

unusual ratemaking mechanism.   2 

Q. Is ComEd’s proposed Rider SMP good regulatory policy, and if not, why 3 

not? 4 

A. This would be bad regulatory policy.  The Company’s proposal is the equivalent 5 

of single-issue ratemaking and should not be allowed.  In the past, the Company 6 

has not had an automatic recovery mechanism for distribution system 7 

modernization projects.  Moreover, the lack of such an extraordinary ratemaking 8 

mechanism has apparently not deterred ComEd from making the necessary 9 

investment to meet its service obligations to its customers.  As ComEd stated in 10 

the response to data request AG 2.25:  “To date, ComEd has not failed to make 11 

any investment required to meet its service obligations to its customers because of 12 

the absence of a mechanism like Rider SMP.”  Consequently, it is not appropriate 13 

to now set aside this one single issue for future recovery.  Providing what 14 

essentially would amount to as a guarantee of future return on distribution plant 15 

investment depreciation expense recovery on the plant that would be include in 16 

Rider SMP could also remove incentives on the Company to prudently plan 17 

construction and manage costs and shifts the burden of cost increases between rate 18 

cases from shareholders onto ratepayers.   Indeed, throughout the country many 19 

electric utilities have fuel and purchased power cost recovery mechanisms and 20 

many gas utilities have gas cost recovery mechanisms, but few if any other 21 

utilities have a Rider SMP or similar mechanism.   22 
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 1 

Q. Has a Rider SMP type mechanism similar to ComEd’s proposal in the 2 

current case been adopted for any other utilities in the country? 3 

A. No, not to my knowledge.  ComEd objected to providing the information 4 

requested in data requests AARP 1.08, AG 2.18 and AG 2.20.  The Company's 5 

responses to those data requests state that neither ComEd not any ComEd 6 

witnesses have conducted any specific research into any rider or any tariffs 7 

approved for an electric utility in other jurisdictions to determine any similarities 8 

to ComEd's proposed Rider SMP.  I am not aware of any other utility that has 9 

proposed, or has been granted, a Rider SMP type mechanism exactly like the one 10 

ComEd has proposed in this proceeding. ComEd’s Rider SMP proposal is an 11 

unusual and an unnecessary ratemaking proposal that has apparently not been 12 

adopted for any other utility in the country.   13 

Q. Are there any other concerns regarding ComEd’s proposed Rider SMP?  14 

A. Yes.  ComEd’s testimony, such as the testimony of ComEd witness, Mr. 15 

Williams, at line 570, indicates that “As capital investment needs change under 16 

actual operating conditions, ComEd must reprioritize its spending both in light of 17 

its service obligations and the overall availability of capital to fund investments.”  18 

ComEd’s responses to data requests, such as AG 2.16(a), states that: 19 

“The quote set forth in the prefatory statement in this data request reflects 20 

ComEd’s operating realities. On an annual basis, ComEd has finite 21 

financial resources in which to invest in its distribution system. ComEd 22 
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believes that there are projects, most prominently those supporting the 1 

transition to a “smart grid,” which could benefit customers as well as 2 

ComEd, but which are not required from ComEd to meet its minimum 3 

electric service obligations. These programs cannot be assured funding 4 

under present rates in large part because any such investments would be 5 

funded only after other investments, including non-discretionary 6 

investments required to meet service and other legal obligations, are 7 

funded.  Were Rider SMP approved, ComEd would treat projects which 8 

the Commission has approved under the Rider as non-discretionary (at 9 

least to the extent of approved funding under the Rider) and these projects 10 

would no longer possibly be “shut out” by either other projects or 11 

limitations of capital funding under base rates.”   12 

 Thus, Rider SMP would cause marginal projects, which would not meet ComEd’s 13 

normal criteria and prioritization filters, to get constructed.  The cost of such 14 

projects would be fully borne to ratepayers, and ComEd would essentially be 15 

guaranteed a full return of and on such projects.  The Company’s proposed Rider 16 

SMP is therefore unbalanced and would remove an important existing constraint 17 

on distribution system capital investments.      18 

Q. Has ComEd quantified the benefit to customers of the projects, such as 19 

“smart grid” that it identifies is one type of project it would like to include in 20 

Rider SMP?  21 

A. Apparently, not.  ComEd’s response to data request AG 2.16(a) states that:  22 

"ComEd cannot quantify the benefits to customers or ComEd of funding these 23 

projects in advance of Commission approval of specific projects with defined 24 

scopes, but believes that the benefits of the smart grid projects would be very 25 

substantial.”  ComEd’s proposal to shift the risk of such projects that it would 26 

apparently not otherwise construct, and which would not meet the Company’s 27 
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normal financial and economic analysis and capital expenditure prioritization 1 

screening away from its shareholders and onto ratepayers would appear to be ill-2 

advised, and, consequently Rider SMP should be rejected. 3 

 4 

Q. Please summarize your conclusion regarding whether ComEd’s proposed 5 

Rider SMP should be adopted. 6 

A. ComEd’s proposed Rider SMP represents an unusual, unnecessary, and one-sided 7 

"single issue" ratemaking proposal that inappropriately distorts the ratemaking 8 

calculus and should therefore be rejected.   9 

III. RIDER SEA – STORM EXPENSES ADJUSTMENT 10 

Q. Please summarize your understanding of ComEd’s proposed Rider SEA. 11 

A. The Company’s proposed Rider SEA appears at ComEd Ex. 12.18, Original Sheet 12 

Nos. 623-625, and is discussed in the direct testimony of several ComEd 13 

witnesses.  The stated purpose of Rider SEA “is to allow the Company to recover 14 

prudent operating and maintenance expenses it incurs related to the restoration of 15 

electric service following widespread interruptions of such service due to storms 16 

or storm systems.”  As proposed by ComEd, Rider SEA would produce a Storm 17 

Adjustment rate (as a per-kWh charge) on retail customers’ bills.  Beginning in 18 

2009, a Storm Adjustment would be determined each year by the Company for 19 

application extending from the start of the May monthly billing period through the 20 
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following April monthly billing period.  ComEd proposes to submit to the ICC “in 1 

an informational filing” the Company’s Storm Adjustment “no later than the 2 

twentieth day of the April preceding such May monthly billing period.”3  Rider 3 

SEA could produce either a charge or a credit to its retail customers.  ComEd’s 4 

proposed Rider SEA describes the “storm adjustment” as follows: 5 

“A Storm Adjustment is applied to each kilowatt-hour (kWh) delivered to 6 

each retail customer during each monthly billing period. Such Storm 7 

Adjustment is a charge in the event that the operating and maintenance 8 

expenses the Company incurs related to the restoration of electric service 9 

following widespread interruptions of such service due to storms are in 10 

excess of baseline operating and maintenance expenses related to such 11 

restoration that are (a) included in the annual revenue amount approved for 12 

the Company by the Illinois Commerce Commission (ICC); and (b) 13 

reflected in the Company's standard charges for delivery service. Such 14 

Storm Adjustment is a credit in the event that the operating and 15 

maintenance expenses the Company incurs related to such restoration are 16 

less than such baseline operating and maintenance expenses related to such 17 

restoration.”   18 

 19 

Q. Does ComEd’s proposed Rider SEA include a “true-up” mechanism?  20 

A. Yes. As described on page 14 of ComEd witness Crumrine’s direct testimony 21 

(lines 256-260): 22 

“The rate formula in Rider SEA also includes an automatic reconciliation 23 

(or balancing) factor, which will true-up the amounts to be refunded or 24 

recovered through the adjustment with the actual amounts refunded or 25 

recovered, and an ordered reconciliation, which reflects any amounts the 26 

Commission may order ComEd to refund or collect as part of annual 27 

docketed proceedings.” 28 

                                                 

3 See ComEd Ex. 12.18, Original Sheet No. 624. 



Docket No. 07-0566 

AARP Ex. 1.0 

 

Page 18 of 22 

 1 

Q. How does ComEd currently recover storm restoration expense? 2 

A. Currently, ComEd does not have a Rider SEA.  Currently, ComEd recovers its 3 

prudently incurred storm restoration expense through base rates.  A normalized 4 

annual allowance of prudent storm restoration cost is included in operating 5 

expenses in determining ComEd’s base rates. 6 

 7 

Q. Has ComEd demonstrated that the current method of addressing the 8 

recovery of prudently incurred storm restoration expense, i.e., via the 9 

allowance of a normalized amount of such expense in operating expenses in 10 

the setting of base rates, is inadequate? 11 

A. No.  The current method of recognizing prudently incurred storm restoration 12 

expenses has not been demonstrated by the Company to be inadequate.  In 13 

essence, storm restoration expenses are treated similarly to other operating 14 

expenses.   15 

 16 

Q. What would be the result of ComEd’s proposed Rider SEA? 17 

A. The result of ComEd’s proposed Rider SEA would be to shift the burden and 18 

responsibility for fluctuations in storm restoration expenses occurring between 19 

rate cases away from shareholders and onto ratepayers. 20 
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 1 

Q. Does ComEd’s proposed Rider SEA suffer from many of the same flaws and 2 

concerns that you have previously discussed with respect to the Company’s 3 

proposed Rider SMP? 4 

A. Yes.  ComEd’s proposed Rider SEA suffers from many of the same flaws and 5 

concerns that I have previously discussed with respect to the Company’s proposed 6 

Rider SMP, including the following: 7 

 1) It would inappropriately shift responsibility and risk of fluctuation in storm 8 

restoration costs between rate cases away from shareholders and onto ratepayers. 9 

2) It could remove or reduce incentives to prudently control the cost of storm 10 

restoration activities.   11 

3) Storm restoration costs are not similar to fuel cost or generation supply costs.  12 

4) It is single-issue ratemaking and a dollar-for-dollar cost recovery mechanism 13 

that could encumber ratepayers with additional revenue requirements annually 14 

into the future for storm restoration costs between rate cases even during periods 15 

in which ComEd is otherwise earning a fair rate of return. 16 

5) It is a distortion of the test year relationships.  17 

6) It is not beneficial to ratepayers. 18 

7)  It is unnecessary. 19 
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 Since most of these concerns have already been discussed above, in conjunction 1 

with my discussion of ComEd’s proposed Rider SMP, I will not repeat those 2 

discussion for ComEd’s proposed Rider SEA. 3 

 4 

Q. How does ComEd propose to verify the storm restoration expenses it would 5 

included under Rider SEA? 6 

A. As described on page 15 of Mr. Crumrine’s testimony, ComEd proposes to audit 7 

itself:  “As provided in Rider SEA, ComEd will conduct an annual audit of the 8 

O&M expenses it incurs related to storm restoration and the recoveries of such 9 

expenses under the rider.  ComEd will submit to the Commission a verified 10 

annual report that summarizes the results of such audit.”   11 

 12 

Q. Does this present a concern? 13 

A. Yes.  Having the utility “audit” its own costs would be like having the Company 14 

“audit” its own tax returns (rather than an independent agency such as the IRS).  If 15 

Rider SEA, or a similar mechanism were to be approved, which I am not 16 

recommending, the annual audit to verify the costs should be conducted by an 17 

independent, third party with interested parties having the ability to participate in 18 

the review.   19 
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Q. At page 15 of his direct testimony, Mr. Crumrine claims that a tracking rider 1 

for storm restoration expense is superior to traditional base rate recovery 2 

because it “is fair and beneficial to both customers and ComEd because it 3 

would ensure that ComEd would recover no more than its actual annual 4 

costs incurred.”  Is ComEd’s proposed Rider SEA superior to traditional 5 

base rate recovery of storm restoration expenses, and/or fair to customers? 6 

A. I don’t believe so.  ComEd has not demonstrated that traditional base rate 7 

recovery of storm restoration expenses is inadequate.  While a single-issue exact 8 

recovery tracking-type rider would ensure that recovery of the tracked expense is 9 

limited to actual costs, storm restoration expenses do not need to be singled-out 10 

from other O&M expenses which also fluctuate between rate cases.  Moreover, 11 

ComEd’s proposed Rider SEA is severely flawed and harmful to retail customers 12 

because it would allow the Company to single-out and charge ratepayers for 13 

differences in annual storm restoration costs above a base amount, even during 14 

annual periods with ComEd is otherwise earning a reasonable return.  In other 15 

words, ComEd’s proposed Rider SEA suffers from one of the fundamental flaws 16 

of single-issue ratemaking and could thus result in charging ComEd’s ratepayers 17 

for increased storm restoration costs even during periods in which the Company is 18 

over-earning. 19 

   20 

Q. Should ComEd’s proposed Rider SEA be adopted? 21 
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A. No.  The Company’s proposed Rider SEA is flawed in numerous respects, as 1 

described above, and should therefore be rejected. 2 

   3 

Q. Does that conclude your prefiled direct testimony? 4 

A. Yes. 5 


