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STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
 

COMMONWEALTH EDISON COMPANY 
 
Proposed general increase in electric rates 

: 
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: 
 

 
 Docket No. 07-0566 

 
 

Corrected Direct Testimony of Robert R. Stephens 
 
 

Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A My name is Robert R. Stephens.  My business address is 1215 Fern Ridge Parkway, 2 

Suite 208; St. Louis, Missouri 63141. 3 

 

Q PLEASE STATE YOUR OCCUPATION. 4 

A I am a consultant in the field of public utility regulation and a principal with the firm of 5 

Brubaker & Associates, Inc., energy, economic and regulatory consultants. 6 

 

Q PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 7 

A This is summarized in Appendix A to my testimony. 8 

 

Q ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 9 

A I am appearing on behalf of the Illinois Industrial Energy Consumers (IIEC).  The IIEC 10 

is an ad hoc group of industrial customers eligible to take power and energy or 11 

delivery service from Commonwealth Edison Company (ComEd or Company). 12 
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Q WHAT IS THE SUBJECT OF YOUR TESTIMONY? 13 

A In addition to introducing the other IIEC witnesses and the topics that they cover, I will 14 

address: 15 

1. Changes in ComEd’s rates for large industrial customers over time – (from 16 
the first Delivery Service Tariff (DST) case in 1999, to the present) and 17 
ComEd’s proposed rates for such customers in relation to benchmark 18 
Illinois delivery service rates – as background information that highlights 19 
the importance of a careful review of the validity of ComEd’s proposed 20 
cost of service study and its use for revenue requirement allocations in this 21 
case. 22 

2. Appropriate revenue allocation methods in the absence of a valid cost of 23 
service study from ComEd. 24 

3. ComEd’s proposed riders, namely Rider SMP – System Modernization 25 
Projects Adjustment and Rider SEA – Storm Expense Adjustment. 26 

  The fact that I do not address an issue should not be interpreted as tacit 27 

approval of any position taken by ComEd. 28 

 

Q WHAT OTHER WITNESSES ARE TESTIFYING ON BEHALF OF IIEC IN THIS 29 

PROCEEDING? 30 

A My BAI colleagues, Michael Gorman and David Stowe, are also testifying.  31 

Mr. Gorman addresses various issues related to ComEd’s proposed revenue 32 

requirement, including its return on equity and overall rate of return, adjustments to 33 

ComEd’s proposed rate base, and incentive compensation expense.  Mr. Stowe 34 

addresses issues related to ComEd’s cost of service study.  In addition to identifying 35 

errors in ComEd’s study, he provides an improved version of the study, along with 36 

recommendations for further improvements. 37 
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Q PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATIONS. 38 

A My conclusions and recommendations can be summarized as follows: 39 

1. ComEd’s proposed rates are illogical on their face, at least for the large 40 
customers in IIEC.  Longstanding rate relationships between class 41 
customer demands and voltage levels are lost in this case, without 42 
explanation.  ComEd’s rates are dramatically above other Illinois delivery 43 
utilities’ rates for large customers, without apparent justification due to 44 
overall system cost. 45 

2. Because of these discrepancies and irrational results IIEC has extensively 46 
reviewed ComEd’s cost of service study (COSS) and found numerous 47 
errors that render it unsuitable for establishment of utility rates. 48 

3. Hence, I recommend the Commission reject ComEd’s COSS for the 49 
purposes of setting rates in this case.  Instead, the Commission should 50 
require ComEd to develop a COSS that is consistent with IIEC witness 51 
Stowe’s recommendations and correct its other errors.  Unless and until 52 
that occurs, the Commission should adjust class rates on an across the 53 
board basis, in proportion to ComEd’s overall increase. 54 

4. If, in the course of this case, ComEd corrects the study as described 55 
above, or the Commission determines IIEC’s cost study, once modified for 56 
ComEd’s errors, is valid for ratemaking purposes, then I do not object to 57 
the equal percentage of embedded cost EPEC approach to revenue 58 
allocation and rate design. 59 

5. The Commission should reject ComEd’s proposed Rider SMP- System 60 
Modernization Projects and Rider SEA – Storm Expense Adjustment.  61 
These suffer from the various problems that beset riders generally and 62 
have their own special problems as well, as I describe in detail. 63 

 

COMED’S PROPOSED DELIVERY 64 
SERVICE RATES FOR LARGE CUSTOMERS 65 

Q WHAT IS COMED’S DELIVERY SERVICE RATE PROPOSAL, AS IT RELATES TO 66 

CUSTOMERS WITH DEMANDS LARGER THAN 1 MW? 67 

A ComEd proposes to maintain its current rate class structure for customers with 68 

demands larger than 1 MW, for both standard voltage (i.e., delivery voltage less than 69 

69,000 volts) and high voltage customers (those with voltages of 69,000 volts and 70 
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above).  For standard voltage customers, ComEd proposes to maintain its Very Large 71 

Load Delivery class for customers with demands between 1 MW and 10 MW.  For 72 

customers above 10 MW served at standard voltage, ComEd proposes retention of 73 

the Extra Large Load Delivery class.  ComEd proposes to maintain the High Voltage 74 

Delivery Class for customers served at high voltage, with two subclasses – one for 75 

high-voltage customers with demands of 10 MW or greater and the other for high-76 

voltage customers with demands below 10 MW.  All of these classes and subclasses 77 

were established in ComEd’s last rate case, Docket No. 05-0597. 78 

  Under ComEd’s revenue requirement, revenue allocation, and rate design 79 

proposals, the delivery service charges for these non-residential customers increase 80 

dramatically.  Table 1 below shows a comparison of charges for these large 81 

customers under ComEd’s current Rate RDS and charges under ComEd’s proposed 82 

rates in this case. 83 

Table 1 
Comparison of ComEd’s Current and 

Proposed Rates – Very Large, Extra Large and High Voltage Customers 

 
 
 

Customer 
Class 

Current 
Distribution 

Facilities 
Charges 
($/kW) 

Proposed 2007 
Distribution 

Facilities 
Charges 
($/kW) 

 
 
 

Percent 
Increase 

Over 1,000 kW up to and 
including 10,000 kW 
“Very Large Load” 

 
 

5.22 

 
 

5.76 

 
 

10% 

Over 10,000 kW 
“Extra Large Load” 

 
2.46 

 
6.01 

 
144% 

High Voltage –
below 10,000 kW 

 
2.22 

 
7.21 

 
225% 

High Voltage –
over 10,000 kW 

 
1.09 

 
2.41 

 
121% 
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Q WHAT DO YOU OBSERVE IN TABLE 1 ABOVE? 84 

A There are several noteworthy items.  First, three out of these four classes receive 85 

increases dramatically greater than ComEd’s 21% overall revenue requirement 86 

increase request.  Indeed, for one of the groups shown above, the percentage 87 

increase is more than 10 times that of the proposed system average increase.  88 

Second, for the two customer groups with demands more than 10 MW, ComEd’s 89 

proposed percentage increase exceeds even the dramatic increases proposed by 90 

ComEd and rejected by the Commission in its last case. 91 

Third, the rates themselves are illogical on their face.  For example, ComEd is 92 

proposing a higher distribution facilities charge for standard voltage customers with 93 

demands greater than 10 MW ($6.01/kW) than it does for those with demands below 94 

10 MW ($5.76/kW).  This is unprecedented, and it is a reversal of the relationship that 95 

ComEd has insisted – and the Commission has found – were just and reasonable 96 

rates for delivery service for the entire period such rates have been in existence. 97 

Similarly, ComEd actually proposes a higher distribution facilities charge for 98 

customers below 10 MW served at high voltage ($7.21/kW) than it does for customers 99 

between 1 MW and 10 MW served at standard voltage ($5.76/kW).  The proposed 100 

rates not only reverse the relationship of rates for those customer groups in every 101 

ComEd delivery service tariff approved to date, they are counterintuitive.  Customers 102 

taking service at high voltage utilize less of the distribution system than do customers 103 

taking service at standard voltage.  Yet, ComEd proposes lower rates for the 104 

customer group using more of the facilities for which costs are being recovered in 105 

these charges.1 106 

                                                 
1 Mr. Stowe discusses this concept in greater detail in his testimony, IIEC Exhibit 3.0. 
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These dramatic changes and illogical relationships make clear the critical 107 

importance of careful review of ComEd’s assumptions regarding the cost of serving 108 

these classes. 109 

 

Q DOES COMED EXPLAIN OR EVEN ADDRESS THESE ANOMALIES IN ITS 110 

DIRECT TESTIMONY IN THIS CASE? 111 

A No.  Given the proposed reversal of such long-standing rate relationships and 112 

dramatic changes to rates recently determined just and reasonable, one would expect 113 

ComEd to identify some change in system design or operation that would explain the 114 

anomalous proposal.  But, ComEd’s primary witness on rate design, Mr. Paul R. 115 

Crumrine (ComEd Exhibit 11.0), merely comments that large customers would 116 

experience “relatively large percentage increases.” He provides no explanation for the 117 

reversal and does not address in any way the illogic of ComEd’s proposal. He claims 118 

– without identifying supporting facts – that “ComEd’s proposed delivery service rates 119 

are just and reasonable” and that the rates are set following cost of service principles 120 

that the Illinois Commerce Commission (Commission) previously has approved.2 121 

 

Q AT PAGE 6 OF HIS TESTIMONY, MR. CRUMRINE CLAIMS THAT “THE 122 

COMMISSION EXPRESSLY CREATED SPECIFIC INTERCLASS SUBSIDIES IN 123 

COMED’S LAST RATE ORDER IN DOCKET NO. 05-0597.”  WOULD THIS 124 

EXPLAIN THE ANOMALIES YOU OBSERVED ABOVE? 125 

A No.  Even if what Mr. Crumrine states were true, and I do not agree that it is, his claim 126 

would not explain why customers taking delivery at high voltage should pay higher 127 

rates than similarly sized customers being served at lower voltages after additional 128 

                                                 
2 ComEd Exhibit 11.0 at 2. 



IIEC Exhibit 1.0 
 Robert R. Stephens 
 Page 7 
 
  

BRUBAKER & ASSOCIATES, INC. 

transformation.  Nor does it answer the other obvious question – what changes has 129 

ComEd made in its system that caused a sudden reversal in the long-standing 130 

relationships between customer size and delivery charges. 131 

  From the context of his statement, Mr. Crumrine appears to claim that the 132 

“specific interclass subsidies” he alleges the Commission “expressly created” are 133 

related to the types of large customers described above.  I was involved in that case 134 

and I have reviewed both the Commission’s Final Order and its Order on Rehearing 135 

in the case and have found no instance where the Commission reached such a 136 

conclusion.  Indeed, at page 196 of its Final Order in Docket No. 05-0597, the 137 

Commission states: 138 

Further, the Commission notes that IIEC has made interesting 139 
arguments regarding the cost of serving the very large customers at 140 
issue here and the Commission is persuaded that the cost of serving 141 
such very large customers is potentially lower than serving significantly 142 
smaller customers.  The Commission adopts IIEC’s proposal for 143 
establishing rates for the over 10 MW class. 144 

 It is difficult to see how Mr. Crumrine can conclude that the “Commission expressly 145 

created specific interclass subsidies” that affect large customers. 146 

 

Q DID THE COST OF SERVICE STUDY THAT COMED FILED WITH ITS CASE IN 147 

DOCKET NO. 05-0597 SHOW THAT OVER 10 MW CUSTOMERS WERE 148 

RECEIVING A SUBSIDY? 149 

A No.  ComEd’s cost of service study in the last case was not useful for drawing any  150 

conclusion of this type.  In that study, ComEd redefined the customer classes for 151 

which costs were determined and did not examine the specific cost of serving 152 

customers with demands greater than 10 MW.3  ComEd’s cost of service study in this 153 

                                                 
3 ComEd did provide a cost study in rebuttal testimony that considered these customers, but it 

was found to contain errors. 



IIEC Exhibit 1.0 
 Robert R. Stephens 
 Page 8 
 
  

BRUBAKER & ASSOCIATES, INC. 

case considers the proper classes, but contains significant errors that adversely 154 

impact these customer groups and others, as I will discuss later in this testimony. 155 

 

Q COMED CLAIMS ITS PRESENT RATES FOR LARGE CUSTOMERS ARE 156 

SUBSIDIZED.  HOW DO COMED’S CHARGES FOR DELIVERY SERVICE TO 157 

CUSTOMERS OVER 10 MW COMPARE TO THOSE OF SIMILAR DELIVERY 158 

SERVICE CUSTOMERS OF OTHER ILLINOIS DISTRIBUTION UTILITIES? 159 

A Using for analysis a hypothetical 20 MW customer taking delivery service at standard 160 

voltage, I have compared ComEd’s current and proposed delivery service charges to 161 

those of the other Illinois distribution utilities (excluding the smallest utilities, that have 162 

no delivery service customers).  Figure 1 below shows how ComEd’s rates compare 163 

to those of the other utilities. 164 
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Figure 1: Average Delivery Charges of Illinois Delivery Utilities
Standard Voltage Customers* (20MW)
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  As can be seen above, ComEd’s current charges are already significantly 165 

higher than those of the other four utilities and ComEd’s proposed charges are 166 

dramatically higher.   167 

 

Q HOW DO COMED’S CHARGES FOR DELIVERY SERVICE TO HIGH VOLTAGE 168 

CUSTOMERS COMPARE TO THOSE OF OTHER ILLINOIS UTILITIES? 169 

A Similar relationships – specifically, multiples of the rates of all other utilities and of 170 

ComEd’s own current rates – also can be seen in charges for customers taking 171 

service at high voltage (higher than 69 kV), as shown in Figure 2, below.   172 
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Figure 2: Average Delivery Charges of Illinois Delivery Utilities

High Voltage Customers (20MW)
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$0.17 
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$1.11 
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Current 

$2.43 

ComEd
Proposed 

 

  The average delivery charges shown in Figures 1 and 2 include customer 173 

charges, metering charges, and usage-based delivery charges to make the delivery 174 

service charge totals comparable.  Taxes and other non-delivery service related 175 

charges are excluded from the analysis. 176 

 

Q CONSIDERING THE RATE LEVELS ILLUSTRATED ABOVE, IS THE LARGE 177 

DISPARITY BETWEEN COMED AND THE OTHER COMPANIES SIMPLY A 178 

MATTER OF IT BEING MORE EXPENSIVE FOR COMED TO PROVIDE DELIVERY 179 

SERVICE OVERALL THAN IT IS FOR THE OTHER COMPANIES SHOWN? 180 

A This does not appear to be the case.  Because of the size differences between the 181 

utilities, this is best examined on a unit basis.  Examining ComEd’s cost-based revenue 182 

requirement per kWh of electricity delivered, at current and proposed levels in this 183 
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case,4 reveals that ComEd’s current average revenue per kWh is within the range of the 184 

other companies shown.  Even with ComEd’s full proposed rate increase, its average 185 

cost is only slightly higher.5  This is demonstrated in Table 2 below. 186 

 

Table 2 
Average Delivery Service Revenue 

per kWh of Energy Delivered 

 
Utility 

 
$/kWh 

ComEd Current $0.01856 

ComEd Proposed $0.02250 

AmerenCIPS Current $0.01704 

AmerenCILCO Current $0.01933 

AmerenIP Current $0.01967 

 

 It does not appear that ComEd’s dramatically higher delivery service charges for 187 

customers above 10 MW are necessarily a function of ComEd’s system being more 188 

expensive overall.  Rather, there must be another explanation. 189 

 

Q WHAT OTHER FACTORS COULD LEAD TO COMED’S PROPOSAL FOR SUCH 190 

HIGH CHARGES TO ITS LARGEST CUSTOMERS? 191 

A If the rate differences are not due to extraordinary changes in the cost of serving 192 

these customers since 1999, and are not a simple matter of ComEd’s system being 193 

relatively more expensive overall, the cause must be in ComEd’s interclass revenue 194 

allocation or in the rate design itself.  The cost of service study (COSS) is a key factor 195 
                                                 

4 Generally, a comparison of delivery charges should be done on a $ per kW, not kWh basis, 
as charges are stated as $ per kW for most classes.  However, some customers do not have demand 
meters, so the above comparison uses the most readily available data. 

5 Note that the three Ameren Companies’ figures do not reflect their current rate request. 
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in both of these elements of the rate setting process.  Given the anomalous nature of 196 

the proposed rates, it is critical that ComEd’s COSS in this case is very carefully 197 

examined. IIEC witness Stowe has conducted such a detailed examination of 198 

ComEd’s COSS.  Mr. Stowe has found a number of errors that render ComEd’s 199 

COSS invalid for ratemaking purposes.  Correcting for three major errors, he has 200 

demonstrated that ComEd’s study would yield dramatically different (and more valid) 201 

results if proper techniques and assumptions were used. 202 

  However, even before considering the detailed criticisms in Mr. Stowe’s 203 

analysis, it is useful to consider whether ComEd’s cost studies have been used fully 204 

and exclusively by the Commission over the period delivery services have been 205 

offered in Illinois. 206 

 

Q COMED WITNESS ALAN C. HEINTZ CLAIMS THAT THE COST OF SERVICE 207 

STUDY PRESENTED IN HIS TESTIMONY IS “SUBSTANTIALLY SIMILAR” TO 208 

STUDIES THAT HE PREPARED AND PROPOSED IN PRIOR COMED DELIVERY 209 

SERVICE RATE CASES.6 HOW HAS THE COMMISSION USED COMED’S COST 210 

OF SERVICE STUDIES IN PAST CASES TO SET RATES FOR CUSTOMERS 211 

WITH LOADS GREATER THAN 10 MW? 212 

A As I explained previously, ComEd’s most recent (2005) COSS in Docket No. 05-0597 213 

was not used for setting rates for customers above 10 MW, as it did not consider 214 

customers with demands above 10 MW separately.  Consequently, that COSS could 215 

not (and did not) identify the specific costs of serving customers in that particular 216 

class.  The Commission and the parties thus could not evaluate that study for 217 

reasonableness to the degree they can do so in this case.  As a result of that 218 

                                                 
6 ComEd Exhibit 13.0 at 1. 
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deficiency in ComEd’s COSS and the apparent illogic of the associated results on 219 

rates, the Commission approved IIEC’s proposal to increase those customers’ rates 220 

in proportion to the overall system increase in rates, citing to the persuasive 221 

arguments of IIEC that the cost of serving these large customers was potentially 222 

lower than serving significantly smaller customers, as I previously quoted from the 223 

Order. 224 

  In the DST case immediately preceding Docket No. 05-0597, Docket No. 01-225 

0423, the Commission utilized the 2001 COSS ComEd presented in that case to 226 

allocate revenue requirements between the aggregated residential customer classes 227 

and the aggregated non-residential customer classes. Even the 2001 COSS was not 228 

used for revenue requirement allocations within the aggregated customer groups – 229 

specifically among the non-residential customer classes, nor was the 2001 COSS 230 

used for designing rates.  Instead, the Commission approved an across-the-board 231 

rate increase proposal supported by ComEd and other parties to a settlement of 232 

certain issues in that case.7 233 

  In ComEd’s first delivery service rate case, Docket No. 99-0117, the 234 

Commission did use the embedded cost of service study developed by ComEd at that 235 

time to allocate revenue requirements among the non-residential delivery service 236 

classes.8   237 

As is evident from the Commission’s assessment of the COSS evidence 238 

presented in ComEd’s delivery service cases, current delivery service rates for 239 

customers above 10 MW at standard voltage are based largely on the original 240 

delivery service cost study approved by the Commission in 1999.   241 
                                                 

7 The settlement did not include all parties.  IIEC, for example, was not a signatory to the 
settlement. 

8 Residential delivery service rates were not set in Docket No. 99-0117, as unbundled delivery 
service for residential customers did not begin until 2002. 
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ComEd witness Crumrine believes that, other than the original (1999) delivery 242 

service rates, ComEd delivery service rates do not reflect cost of service.  According 243 

to his response to IIEC data request 2.82, the delivery service rates approved in 244 

Docket No. 99-0117 did not contain interclass subsidies, but the delivery service rates 245 

approved in Docket Nos. 01-0423 and 05-0597 did contain interclass subsidies.   246 

  Given the history of the Commission’s sparing use (and more frequent 247 

rejection) of ComEd’s COSS for revenue requirement allocations among the largest 248 

customer rate classes, acceptance of Mr. Heintz’s COSS without close scrutiny is 249 

unwarranted.  In addition, the Commission’s limited use of Mr. Heintz’s cost studies in 250 

prior cases does not validate the proposed more expansive use in this case, where 251 

cost of service for each customer class is a critical issue. 252 

 

Q HOW HAVE THE RATES FOR CUSTOMERS ABOVE 10 MW (STANDARD AND 253 

HIGH VOLTAGE) CHANGED RELATIVE TO COMED’S OVERALL REVENUE 254 

REQUIREMENTS SINCE 1999? 255 

A Generally, the delivery service rates for these large customers increased over time.  256 

The single exception is in the case of high voltage customers, who received an 257 

increase in their credit, i.e., reduction in net rate, in the 2001 rate case. 258 

  All of the approved ComEd rates for customers above 10 MW served at 259 

standard voltage – from the 1999 rates to the current rates – have been found just 260 

and reasonable by the Commission, and they have kept pace with the overall 261 

increases in ComEd’s costs.  Only under ComEd’s proposed rates in this case does a 262 

dramatic divergence between that indicator of ComEd’s costs and its supposedly 263 

cost-based rates occur. 264 
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Q DOES COMED EXPLAIN WHAT ELEMENT OF ITS COST STRUCTURE OR 265 

SYSTEM OPERATIONS HAS CHANGED IN THE INTERVENING YEARS TO 266 

EXPLAIN SUCH A DRAMATIC DIFFERENCE IN THE ALLEGED COST OF 267 

SERVING ABOVE 10 MW CUSTOMERS TODAY? 268 

A No.  ComEd’s testimony is devoid of any such explanation.  As mentioned previously, 269 

the dramatically high rates appear to be a function of ComEd’s allocation of revenue 270 

requirements among classes using its proposed cost of service study.  Another 271 

possible explanation is related to errors in ComEd’s costing and/or billing units, as will 272 

be discussed further below. 273 

 

Q HAS COMED SUPPORTED THE EMBEDDED COST OF SERVICE STUDIES THAT 274 

IT HAS PROVIDED IN ITS DELIVERY SERVICE RATE CASES? 275 

A No.  In fact, ComEd generally has recommended against Commission adoption of its 276 

embedded cost of service studies, instead favoring a marginal cost study approach.  277 

Indeed, even in the current case, ComEd states that it “continues to support marginal 278 

cost principles for the pricing of electric delivery services,” and is only proposing the 279 

use of an embedded cost study in the interest of narrowing the issues in this case.9  280 

ComEd’s preference for a marginal cost study does not, however, give it the latitude 281 

to present a demonstrably inadequate embedded COSS and have it accepted for 282 

ratemaking.   283 

 

Q HOW DO YOU RECOMMEND THAT RATES BE SET IN THIS CASE? 284 

A Generally, rates should be set based on interclass revenue allocations and other 285 

processes grounded in a valid cost of service study.  This case is no different.  It is a 286 

                                                 
9 ComEd Exhibit 11.0 at 7. 
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bedrock principle that utility rates should be based to the extent possible on cost 287 

causation, as indicated by such a valid cost of service study. 288 

 

Q IS COMED’S COSS IN THIS CASE VALID FOR SETTING RATES? 289 

A No.  Given Mr. Stowe’s analysis showing that the ComEd cost of service study is 290 

flawed, and in recognition of the illogical rates that result from it, and in the absence 291 

of any explanation of the dramatic changes in rates since the last fully utilized cost 292 

study, I must recommend that the Commission reject ComEd’s COSS.  Instead, the 293 

Commission should require that ComEd conduct a COSS that makes the corrections 294 

recommended by Mr. Stowe.  Until and unless this happens, the Commission should 295 

impose increases only at the system average increase.   296 

  Mr. Stowe’s corrections to ComEd’s COSS improve it dramatically, but not 297 

completely, and make his revised COSS superior to ComEd’s.  However, the lack of 298 

detailed class cost data in ComEd’s COSS required Mr. Stowe to use certain 299 

estimations in his development of revised COSS and to use apparently erroneous 300 

ComEd class demand units.10  Consequently, the revised COSS is less precise than 301 

IIEC would like and less accurate than the methodology improvements Mr. Stowe 302 

identifies are capable of providing.  Whether the Commission:  (a) compels a proper 303 

study and uses an across-the-board increase in this case, or (b) accepts IIEC’s 304 

improved, but imperfect, revised COSS, ComEd’s COSS must be rejected for 305 

ratemaking purposes.  Mr. Stowe demonstrates such clear deviation from cost 306 

causation principles that the ComEd COSS cannot be used for cost-based rates.  The 307 

interclass allocations that would result from using the modified version of ComEd’s 308 

COSS are shown as IIEC Exhibit 1.1, attached to this testimony.   309 

                                                 
10 As will be discussed further below. 
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Q. YOU REFER TO ERRONEOUS DEMAND UNITS.  PLEASE EXPLAIN WHAT YOU 310 

MEAN. 311 

A While Mr. Stowe has indentified and corrected for some of the problems in ComEd’s 312 

COSS, others remain.  For example, in the High Voltage subclass with demands 313 

below 10 MW, ComEd uses a coincident peak costing demand of 50.6 MW and a 314 

billing peak demand of 46.0 MW.  Coincident peak demand should not exceed billing 315 

peak demand.  Therefore, there must be an error. 316 

  Similarly, for this same subclass, ComEd shows costing demand of load 317 

below 69 kV nearly as high as the CP demand above 69 kV.  This is highly suspect 318 

for these High Voltage customers and warrants further investigation. 319 

  Mr. Stowe addresses these issues in further detail in his testimony.  320 

Unfortunately, IIEC witnesses have not been able to fully understand or verify these 321 

errors, and thus has not been able to correct for them at this time.  As a result, IIEC 322 

will address this issue further, when it is able to do so. 323 

 

Q IF A FULLY VALID COST STUDY BECOMES AVAILABLE IN THE COURSE OF 324 

THIS PROCEEDING, DO YOU HAVE A SPECIFIC OBJECTION TO COMED’S 325 

PROPOSED USE OF EQUAL PERCENT OF EMBEDDED COST (EPEC) FOR 326 

CLASS REVENUE REQUIREMENT ALLOCATION? 327 

A In that case, the EPEC approach proposed by ComEd to determine interclass 328 

revenue requirement allocations and distribution facilities charges would be 329 

acceptable.  ComEd’s invalid cost of service study should not be used for the 330 

allocations.  The EPEC approach is presented in ComEd Exhibit 12.2, but assumes 331 

ComEd’s full rate increase request and the erroneous class embedded costs. 332 
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Q AT PAGES 6-7 OF HIS TESTIMONY, MR. CRUMRINE EXPRESSES A CONCERN 333 

THAT RELATIVELY LARGE PERCENTAGE INCREASES COULD IMPOSE AN 334 

UNDUE HARDSHIP ON CUSTOMERS, AND THAT COMED RECOMMENDS THE 335 

COMMISSION STAFF AND PARTIES WORK TO DEVELOP A PHASE-IN PLAN 336 

DURING THE COURSE OF THIS PROCEEDING TO MOVE AFFECTED 337 

CUSTOMERS’ RATES TOWARD COST OVER TIME.  IS SUCH A PHASE-IN PLAN 338 

NEEDED UNDER THE IIEC RECOMMENDATION? 339 

A If IIEC’s proposals related to revenue requirements, cost of service, and revenue 340 

requirement allocation are adopted, the need for any such phase-in would be reduced 341 

or eliminated, at least as it relates to the four large customer classes that include IIEC 342 

members highlighted in my Table 1. 343 

 

COMED’S PROPOSED RIDERS 344 

Q HAVE YOU REVIEWED COMED’S TESTIMONY RESPECTING ITS TWO NEW 345 

RIDERS, SPECIFICALLY RIDER SMP - SYSTEM MODERNIZATION PROJECTS 346 

ADJUSTMENT AND RIDER SEA – STORM EXPENSE ADJUSTMENT? 347 

A Yes, I have.  These novel proposed riders appear to be a significant aspect of 348 

ComEd’s case and are addressed by multiple ComEd witnesses, both in direct and in 349 

supplemental direct testimony.  They are also significant from customers’ perspective, 350 

as they would alter the regulatory rate setting process in fundamental ways.    351 

 

Q WHAT IS A RIDER? 352 

A In general terms, as relates to utility service rates, a rider is an adjunct to a utility’s 353 

basic tariffs, with distinct pricing or other terms of service, that works in conjunction 354 
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with an underlying base rate tariff. For example, ComEd’s Rider NS – Non-Standard 355 

Service, is used to collect customer-specific costs the utility incurs for things like 356 

customer requested special facilities.  Other riders, like ComEd’s previous fuel 357 

adjustment clause rider, apply more broadly to “pass through” significant, volatile and 358 

unpredictable increases or decreases in the cost of service that are outside the 359 

utility’s control.  For example, ComEd’s Rider TS-CPP  – Transmission Services 360 

(Competitive Procurement Process) passes through the costs it incurs for 361 

transmission service under rates set by the Federal Energy Regulatory Commission, 362 

for the customers taking supply service from ComEd. 363 

  Based on my review of ComEd’s current tariff book, it appears that ComEd 364 

has around 30 different riders in place.  These riders generally share the common 365 

characteristics of recovering costs associated with particular customers’ special 366 

circumstances (such as special facilities or programs) or cost of service elements that 367 

are outside ComEd’s control (such as local taxes or tariff charges).   368 

 

Q DO YOU FIND THESE TYPES OF RIDERS GENERALLY OBJECTIONABLE? 369 

A In general, riders that customize charges to specific customers or that simply pass 370 

through costs that are outside the utility’s control and not addressed in base rates 371 

(like the examples identified above) are not objectionable.  However, some riders 372 

should be avoided, for a variety of reasons.   373 

 

Q WHAT ARE THE FEATURES OR CHARACTERISTICS OF RIDERS THAT YOU 374 

FIND OBJECTIONABLE FROM CUSTOMERS’ POINT OF VIEW? 375 

A Riders that would be objectionable, from customers’ perspective, include, but are not 376 

limited to, any riders fitting the following descriptions: 377 
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• Riders that inappropriately shift operating risk from the utility to customers, 378 
as when the costs of service at issue are fully capable of base rate 379 
recovery. 380 

• Riders that adjust rates on the basis of only selected cost elements 381 
without considering other (possibly offsetting) costs or other factors that 382 
affect the utility’s overall profitability, such as increased revenues.  This 383 
concept is sometimes known as “single issue ratemaking.” 384 

• Riders that distort or otherwise compromise the incentives for prudent and 385 
efficient utility operation built into the regulatory oversight and ratemaking 386 
process. 387 

• Riders that create cross-subsidies or otherwise result in unfair cost 388 
recovery.   389 

  Riders that have these objectionable characteristics should be strongly 390 

discouraged, if not prohibited. The two riders ComEd proposes in this case fall into 391 

the category of objectionable riders that should not be approved by the Commission. 392 

 

Q PLEASE EXPLAIN HOW A RIDER CAN SHIFT RISKS FROM THE UTILITY TO 393 

CUSTOMERS. 394 

A Utilities, like other businesses, face numerous factors that can affect overall 395 

profitability, positively or negatively, in any given period. For example, in any given 396 

year, the state of the economy in its service territory or the severity of weather can 397 

have significant effects on a utility’s revenues and profitability. Other factors held 398 

equal, the hotter the summer, the more power needed for air conditioning load, and 399 

the more revenues the utility collects for selling and/or delivering power to customers.  400 

General economic factors also can affect levels of customer usage, and the utility’s 401 

revenues and profitability.   402 

  In addition to the utility’s ability to craft operational responses to manage such 403 

risks, the normal rate case process provides a utility with additional opportunities to 404 

take account of such factors, including normalizing adjustments, test year selection, 405 
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and the right to seek needed rate relief. The overall business risk of the utility is also 406 

reflected in the utility’s cost of capital.11  The regulatory model in Illinois has 407 

traditionally been, and continues to be, one that does not insulate utilities totally from 408 

operating risk.  The constraints of pre-determined rates and the formal justification 409 

and proof required to change rates provide incentives for the utility to operate 410 

efficiently.  Such incentives would not be present if a utility could simply add up all of 411 

its costs over the course of the year and bill ratepayers for the amount needed to 412 

cover its costs, including a profit. Riders that collect costs on a dollar-for-dollar basis 413 

shift the risk of cost variations from the utility to ratepayers and alters otherwise 414 

effective regulatory system incentives.  While some utilities may desire to transfer as 415 

much risk as possible from themselves to their ratepayers, this generally has not 416 

been the policy in Illinois regulation, and it should be avoided going forward.  Absent 417 

a pivotal change in Illinois’ regulatory policy, deviations from the established 418 

ratemaking process should be considered only upon a showing of compelling need.  419 

 

Q PLEASE EXPLAIN HOW RIDERS CAN CREATE A FORM OF SINGLE ISSUE 420 

RATEMAKING. 421 

A In establishing a utility’s revenue requirement in a rate case, the Commission 422 

considers a myriad of investment, cost, and revenue elements that together 423 

determine the appropriate level of rates. These elements include items such as utility 424 

rate base investments and offsets (including depreciation reserve), operating 425 

expenses and savings from new investment or management/operation practices, cost 426 

of capital under current capital market conditions, utility load growth, and other 427 

factors.  Under traditional rate of return regulation, when the Commission determines, 428 
                                                 

11 IIEC witness Gorman makes a specific recommendation as to a reduction to ComEd’s 
return on equity for this operating risk reduction. 
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after considering all these factors, that the utility’s profit level is unreasonably high or 429 

low, another examination of rates and costs takes place to realign the rates 430 

accordingly. 431 

  This concept of looking at all the utility’s investments cost and revenues in 432 

conjunction, during a common period known as the test year, is the long-standing 433 

rate-setting process of the Illinois Commerce Commission and other utility regulatory 434 

commissions throughout the U.S.  In between rate cases, some utility cost or revenue 435 

elements may increase, but this may be offset by decreases in other cost elements.  436 

Even if a utility’s cost structure exhibits a net increase over time, this circumstance 437 

alone does not mean a rate adjustment is warranted, as increased revenues from 438 

additional sales may be adequate to cover the increased costs.  Since all of these 439 

factors combine to determine proper rates, looking at selected cost elements in 440 

isolation between comprehensive rate cases can tilt the balance of costs, savings, 441 

and revenues that determines appropriate rate levels.  Doing so is what I consider to 442 

be “single issue ratemaking.”  Riders that modify charges to customers for a single 443 

element or category of costs without regard to potential offsets should generally be 444 

avoided by the Commission.   445 

 

Q HOW CAN RIDERS DISTORT OR COMPROMISE INCENTIVES TO PRUDENT 446 

UTILITY OPERATIONS? 447 

A During the period between rate cases, a utility has a strong incentive to control its 448 

costs to be more profitable to its shareholders and to diminish the need for future rate 449 

cases.  For example, a wires utility may purchase a large number of poles for system 450 

expansion and replacement purposes.  Between rate cases, a utility has a profit 451 

motivation that causes the utility to be diligent and efficient in seeking the best pricing 452 
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possible for its needed equipment, since it benefits from cost savings.  Similarly, a 453 

utility may be able to better manage its costs through more efficient operations.  454 

However, if a utility is simply guaranteed immediate dollar-for-dollar recovery of costs 455 

through a rider mechanism, the utility has a far weaker incentive to be as diligent or 456 

efficient in its procurement and operations.   457 

  To the extent a utility can choose between cost recovery through regulated 458 

rates and immediate recovery of costs independent of all potential offsets, its 459 

reasonably expected choices can lead to increased cost for customers.  For example, 460 

assume that proper electric line maintenance and/or vegetation control can mitigate 461 

the cost of storm damage on delivery systems.12  If a utility knows that it can collect 462 

dollar-for-dollar its actual cost associated with restoring service after storms through a 463 

rider, it may choose to spend less on maintenance between rate cases, since the 464 

deferred expenses contribute directly to the profitability of the utility, even though 465 

customers may be better off if the proper maintenance had been performed.  It might 466 

also have an incentive to classify expenses in a way that maximizes rider collections, 467 

rather than forego recovery until its next rate case.  Such choices are not transparent 468 

and could increase the difficulty of the Commission’s later evaluation of the utility’s 469 

costs in subsequent rate proceedings. 470 

 

Q HOW CAN RIDERS INTRODUCE CROSS-SUBSIDIES? 471 

A If the structure of a rider is such that it collects revenues from customers on bases 472 

different from those used in recovering similar costs through base rates or if the rider 473 

is otherwise not reflective of cost-causation, it creates a subsidy and should not be 474 

approved.  For example, in ComEd’s recent Energy Efficiency and Demand 475 

                                                 
12 This is a very reasonable assumption, and is likely true in most cases. 
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Response Plan case, Docket No. 07-0540, ComEd proposed a rider mechanism that 476 

would collect energy efficiency costs from all customer classes on an equal cents per 477 

kWh basis.  However, as the IIEC showed in that case, costs generally are not 478 

caused on an equal cents per kWh basis across classes; therefore, class cost 479 

recovery should not be on an equal cents per kWh basis.  Similarly, if a rider is 480 

associated with an investment or expense item that would be allocated among 481 

classes during a rate case on one basis, such as demand, it would be improper to 482 

collect the charges from customers on a different basis through a rider mechanism, 483 

since charges would not reflect cost causation as determined in the more 484 

comprehensive analysis of a rate case.   485 

  Just as the Commission should avoid establishing interclass subsidies in base 486 

rates to the maximum extent possible, it should avoid riders that create subsidies as 487 

well. 488 

 

Rider SMP – System Modernization Projects Adjustment 489 

Q HAVE YOU REVIEWED THE COMPANY’S TESTIMONY AS IT RELATES TO ITS 490 

PROPOSED RIDER SMP? 491 

A Yes I have.  Numerous ComEd witnesses address this topic.  Briefly, ComEd 492 

proposes this rider to allow it to recover specific costs associated with broadly defined 493 

system modernization projects pending their inclusion in base rates in a subsequent 494 

rate case.  ComEd claims that some investments associated with Rider SMP 495 

treatment can benefit customers, through renewal of ComEd’s distribution 496 

infrastructure with advanced technology on the system.13  In supplemental direct 497 

testimony, ComEd witness Donnelly identifies eight specific “Smart Grid”-related 498 

                                                 
13 ComEd Exhibit 15.0 at 2. 
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projects that ComEd proposes now to designate as SMPs and fund through Rider 499 

SMP.  These are shown at page 14 of ComEd Exhibit 15.0.   500 

  Rider SMP, as proposed by ComEd, would allow ComEd to propose certain 501 

projects each year and to receive cost recovery of the project investments outside of 502 

traditionally utility ratemaking.  These costs would be collected from customers on an 503 

equal cents per kWh basis, irrespective of the nature of the investment, how it would 504 

have been allocated under normal ratemaking purposes, or what customer class(es) 505 

benefit from the investments.  506 

  ComEd contends that its Rider SMP “offers a special opportunity to begin to 507 

deploy advanced technologies that can revolutionize the capability of ComEd’s 508 

distribution system and begin to provide significant benefits to customers years earlier 509 

than would otherwise be possible.” 510 

 

Q ARE THE SMART GRID TECHNOLOGIES PROPOSED BY COMED REQUIRED 511 

TO MAINTAIN A LEVEL OF ELECTRIC UTILITY SERVICE THAT MEETS ITS 512 

OBLIGATION TO PROVIDE SAFE, ADEQUATE AND RELIABLE DELIVERY 513 

SERVICE? 514 

A I should note first that ComEd’s proposed “Smart Grid” projects are but a subset of 515 

the array of possible projects and costs that the language of Rider SMP could 516 

encompass.  In fact, the rider would permit ComEd to collect surcharges for projects 517 

like those proposed, that are not needed for regulated services.  To answer the 518 

question:  No, the “Smart Grid” projects are not needed to meet ComEd’s service 519 

obligations.  Mr. Donnelly indicates at page 26 of ComEd Exhibit 15.0 (a) that the 520 

SMP projects are not necessary to provide delivery services in a safe, adequate, and 521 
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reliable manner and (b) that continuing to provide service with its current facilities and 522 

technology is reasonable.   523 

 

Q IS IT NECESSARILY THE CASE THAT CAPITAL PROJECTS FOR WHICH 524 

COMED PROPOSES RIDER SMP TREATMENT WOULD NOT BE MADE IN THE 525 

ABSENCE OF RIDER SMP? 526 

A No, not necessarily.  As indicated by ComEd witness Williams in ComEd Exhibit 4.0 527 

Corrected, without the proposed rider these types of projects would be treated as 528 

they now are under ComEd’s annual capital budgeting process. ComEd would 529 

continue to invest in these types of projects on the bases it now uses for initiating 530 

construction projects and ask for appropriate rate base treatment in its next general 531 

tariff rate proceeding.14 532 

 

Q WOULD THIS PROCESS CHANGE UNDER RIDER SMP SO THAT RATEPAYERS 533 

ARE CERTAIN TO SEE THE SYSTEM IMPROVEMENTS PROMISED BY 534 

COMMISSION-APPROVED SMP PROJECTS? 535 

A No.  ComEd is very clear that it will undertake designated SMP projects only when 536 

ComEd, in its sole judgment, deems the utility’s financial circumstances adequate to 537 

initiate the projects.   538 

 

                                                 
14 ComEd Exhibit 4.0 Corrected at 30. 
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Q COMED WITNESS CRUMRINE STATES IN HIS DIRECT TESTIMONY THAT 539 

RIDER SMP WILL CREATE A PARTNERSHIP BETWEEN COMED AND THE 540 

COMMISSION THAT WILL ENABLE FIRST STEPS TOWARDS MODERNIZATION 541 

OF THE COMED SYSTEM.15  DOES MR. CRUMRINE BELIEVE THAT THE 542 

COMED DISTRIBUTION SYSTEM IS ANTIQUATED?   543 

A No.  According to the ComEd response to IIEC data request 2.87, Mr. Crumrine does 544 

not believe that the ComEd distribution system is antiquated nor is the replacement of 545 

antiquated systems the purpose of Rider SMP.  Mr. Crumrine goes on to state that a 546 

system modernization project is “any capital investment….pertaining to the 547 

improvement of the company’s distribution system”.  The definition of a System 548 

Modernization Project in the Rider SMP refers to items such as “any capital 549 

investment that the Company classifies as pertaining to the improvement of the 550 

Company’s distribution system for the purpose of the enhancing service…” and 551 

includes “innovative or otherwise novel approaches to providing electric service to 552 

retail customers or increasing operational efficiency.” 553 

 

Q DOES THIS BROAD CATEGORY OF POTENTIAL RIDER SMP PROJECTS 554 

CAUSE YOU ANY CONCERN? 555 

A Yes.  Rider SMP appears to be so broadly defined that almost any project plausibly 556 

characterized as improving ComEd system or operating efficiency could be eligible for 557 

SMP consideration.  These could far exceed ComEd’s obligation to provide safe, 558 

adequate and reliable service as traditionally defined. 559 

 

                                                 
15 ComEd Exhibit 11.0 at 17. 
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Q WHAT DO YOU RECOMMEND WITH RESPECT TO COMED’S PROPOSED RIDER 560 

SMP? 561 

A I recommend that the Commission reject ComEd’s Rider SMP.  There are several 562 

reasons for this recommendation.  First, it is related to facilities and services ComEd 563 

states are not required for the provision of delivery services that ComEd is required to 564 

provide as a distribution delivery company.  Second, to the extent the kinds of 565 

projects contemplated under Rider SMP are beneficial to consumers and determined 566 

to be good, prudent projects to undertake, ComEd should undertake them as a part of 567 

the normal capital budgeting process and include the cost of such projects in its next 568 

rate case.  Third, the Rider SMP collection mechanism suffers from each of the four 569 

general problems associated with riders I described in the previous section of this 570 

testimony.  Fourth, the types of projects that ComEd had proposed for Rider SMP are 571 

also likely to decrease ComEd’s operating costs.  However, ComEd has not reflected 572 

these savings in its recovery mechanism, nor has it acknowledged that these savings 573 

may obviate the need for a separate rider altogether.   574 

Finally, in at least one other jurisdiction, when approving similar kinds of 575 

projects, the public service commission expressed some concern that the facilities 576 

and technologies that were being deployed could be used to offer competitive 577 

services.  I understand ComEd is not allowed to recover costs associated with the 578 

provision of competitive services as part of its retail delivery service revenue 579 

requirements and to the extent ComEd or an affiliate utilizes assets underwritten by 580 

regulated ratepayers to provide competitive services, this introduces a host of other 581 

concerns.  582 
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Q WHY ARE YOU CONCERNED ABOUT THE INVESTMENTS BEING 583 

UNNECESSARY TO PROVIDE STANDARD DELIVERY SERVICE? 584 

A It is my understanding that ComEd as a regulated delivery utility is to provide delivery 585 

services that are safe, adequate, and reliable.  In providing delivery service, ComEd 586 

is allowed to recover in rates investment costs that are prudent, reasonable, and used 587 

and useful in providing the regulated service.  To my knowledge, the Commission has 588 

not found ComEd’s existing system to be inadequate for the purpose of providing 589 

regulated delivery services.  Similarly, I am unaware of any legislative mandate that 590 

requires Illinois utilities to invest in “next generation” technologies for provision of 591 

electricity delivery.  As I mentioned, Mr. Donnelly essentially stated that these projects 592 

are not needed to provide the required base delivery services. 593 

It is not clear how the Commission can include such investments and costs in 594 

delivery service base rates, let alone allow for automatic recovery through a delivery 595 

tariff rider mechanism.   596 

If, on the other hand, these improvements are in fact required to provide safe, 597 

adequate and reliable delivery service, then it is my understanding ComEd as a 598 

public utility is obligated to make them in the same way it is required to provide all 599 

facilities needed to provide safe, adequate and reliable service.  It does not need 600 

Rider SMP as an incentive to meet such obligations. 601 

 

Q WHAT IS YOUR CONCERN ABOUT THE ALLEGED NEED FOR RIDER 602 

TREATMENT OF INVESTMENTS THAT SHOULD BE MADE ANYWAY? 603 

A To the extent these projects are necessary for the provision of regulated distribution 604 

delivery services, or otherwise provide substantial net benefits to customers (benefits 605 

that are shown to outweigh the associated costs), ComEd has the right to seek base 606 
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rate treatment.  Stated another way, good projects should be done.  If the 607 

Commission agrees that they are good projects, it will provide for rate recovery, 608 

including a return on the prudently incurred, reasonable costs of investments that are 609 

used and useful in providing regulated services.  ComEd has essentially stated that it 610 

does not require separate rider treatment in order to pursue some, if not all, of the 611 

projects that it proposes for Rider SMP treatment. 612 

  Although I have not attempted to do a comprehensive review of all other 613 

utilities and jurisdictions where the “smart grid” type of technologies are being 614 

employed, I have not yet found an instance where the immediate rate recovery of the 615 

type proposed under Rider SMP is necessary to induce the utilities to make the 616 

investments.  ComEd indicated in response to data request AG (MLB) 6.16 that its 617 

witnesses have not analyzed the recovery methods for specific projects, including 618 

Smart Grid projects, in other regulatory jurisdictions, so it must not be relying on any 619 

claim of common industry practice. 620 

  It is not unusual for utilities to make investments in newer technologies and 621 

later seek rate base inclusion.  For example, ComEd invested substantial capital in 622 

the systems it implemented to address customer choice in Illinois.  ComEd requested, 623 

and was afforded rate treatment of these costs, without the need for separate rider 624 

recovery.  In a more distant example, ComEd’s investments in its nuclear power 625 

generation system, which involved far greater capital investments than what has been 626 

described for Rider SMP (at least in real terms), were made without automatic rider 627 

treatment of the investments.   628 

  Considering all of the above factors, I see no need for a new rider in order to 629 

implement worthwhile projects. 630 
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Q IN WHAT WAYS DOES RIDER SMP EXHIBIT THE SAME PROBLEMS THAT YOU 631 

EARLIER EXPRESSED WITH RIDERS GENERALLY? 632 

A With respect to risk shifting, Rider SMP shifts risks from the utility to customers.  It 633 

seeks to enable preapproval of projects, exercisable at ComEd’s sole discretion, 634 

before investment is incurred by the utility.  Moreover, it essentially seeks a finding of 635 

prudence of the investments, absent a process in which all stakeholders are 636 

reasonably able to participate as they would be in a standard utility rate case.  637 

Further, to the extent there are excessive costs that would otherwise not be 638 

recoverable by ComEd under normal ratemaking, the utility will at least be able to 639 

recover these excess costs for a period of time, i.e. before base rate treatment 640 

disallows such costs.  In fact, the rider would avoid the quantitative assessments 641 

central to rate cases that ask whether it is reasonable and prudent to replace 642 

particular facilities with significant remaining life with new facilities to provide 643 

undefined future services, creating a significant risk of ratepayers paying twice for 644 

facilities performing identical or similar delivery service functions.      645 

  With respect to single issue ratemaking, the Rider SMP approach is a rather 646 

blatant example of the concept.  First, it provides additional revenues to ComEd over 647 

time without the benefit of Commission review of all of ComEd’s cost and revenue 648 

elements to see whether other items might mitigate the need for the rider rate 649 

increase.  Examples of such items include normal depreciation of ComEd’s existing 650 

rate base, sales growth, decreased operating costs either resulting directly from the 651 

smart grid technology improvements or through other cost saving mechanisms that 652 

would abate ComEd’s need for a rate increase.  This is especially true in the case of 653 

Rider SMP where ComEd has acknowledged that it will accrue operating savings as a 654 

result of implementation of some of these technologies.  There is evidence that in at 655 
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least one other jurisdiction, approximately 90% of the cost of Advanced Metering 656 

Infrastructure (AMI) costs have been offset through operational savings.16  Such 657 

operational savings are totally excluded from Rider SMP rate determinations.   658 

  With respect to distorted or compromised incentives, Rider SMP may create 659 

an incentive to maximize expenditures on certain investment or operating items to the 660 

extent such functions are allowed Rider SMP treatment, with its associated reduction 661 

in regulatory oversight.  The long-term, planned system improvements ComEd 662 

describes are the most significant, least unpredictable, and most controllable of utility 663 

costs, and they should receive comprehensive review and approval, not truncated 664 

examination and pre-approval under a rider. 665 

  Finally, with respect to creating cross-subsidies, Rider SMP introduces 666 

significant cross-subsidies through the proposed rate mechanism in the tariff.  As 667 

mentioned previously, Rider SMP proposes to collect the costs of the investments on 668 

an equal cents per kWh basis.  The types of investments described do not vary with a 669 

customers’ energy consumption and should not be collected in this manner.  For 670 

example, the cost of Advanced Metering Infrastructure (AMI) would likely be allocated 671 

on a customer basis in a rate case, since meters generally are allocated this way.  672 

Furthermore, many large customers, such as industrial customers already have 673 

relatively advanced metering installations, whether provided by ComEd, their own 674 

investments, or through a retail electric supplier.  Paying for these types of projects a 675 

second time through Rider SMP would constitute a form of double collection and 676 

create a subsidy.  In a comprehensive rate case with appropriate cost studies, 677 

facilities deployed to protect and enhance the reliability of the delivery system would 678 

likely be allocated on the same basis as the underlying assets that are made more 679 
                                                 

16 Decision 06-07-027, Public Utilities Commission of the State of California, July 20, 2006 at 
10, 28-30. 
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reliable.  For example, much of ComEd’s distribution system is allocated to customer 680 

classes on a customer or demand basis.  These are more appropriate allocators than 681 

an energy basis, which ComEd proposes under Rider SMP. Collection of SMP costs 682 

on a single cents per kWh basis is egregious and unfair for the types of investments 683 

and costs contemplated under Rider SMP.   684 

 

Q YOU MENTIONED THAT RIDER SMP PROJECTS HAVE THE POTENTIAL TO 685 

DECREASE COMED’S OPERATING COSTS.  CAN YOU PLEASE PROVIDE THE 686 

BASIS FOR THAT STATEMENT? 687 

A ComEd identifies this possibility in its testimony.  For example, in Supplemental Direct 688 

Testimony, ComEd Exhibit 15.0, ComEd witness Donnelly makes references to the 689 

possibility that in some cases, the SMP projects will “reduce ongoing operating 690 

costs”17  In ComEd Exhibit 15.2, the Company estimates annual O&M savings of 691 

$110 million per year for the AMI project and $15 million per year (average) for Mobile 692 

Dispatch, or $125 million per year, combined.  More specifically, ComEd witness 693 

Claire indicates that with the deployment of AMI, ComEd’s current fleet of more than 694 

400 vehicles supporting meter reading will be taken off the road and approximately 695 

675 fulltime meter reader and supervisor positions can be phased out, along with 696 

other potential savings opportunities.  ComEd also would be able to remotely 697 

disconnect customers, both enabling it to reduce uncollectables and, presumably, 698 

avoiding the need to deploy personnel for physical disconnections.18  Indeed, in its 699 

2005 Requests for Proposals related to AMI, ComEd lists “Reduce Operating and 700 

Capital Costs” at or near the top of its list of objectives in every case.19   701 

                                                 
17 ComEd Exhibit 15.0 pages 3 and 11. 
18 ComEd Exhibit 16.0 at 10-12. 
19 See ComEd response to data request DOE 1.41, Attachments 1 through 5. 
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Normal rate case treatment should capture these types of off-setting savings.   702 

 

Q PLEASE DESCRIBE MORE FULLY YOUR CONCERN ABOUT COMPETITIVE 703 

SERVICES. 704 

A It is not clear exactly what kind of functionalities ultimately will be available through 705 

the “Smart Grid” and advanced technologies that ComEd outlines in its testimony.  706 

However, it is conceivable that this type of system will allow ComEd to provide 707 

services that extend well beyond those associated with electric delivery service.  708 

There may be other business opportunities for ComEd, or an unregulated affiliate, to 709 

provide value added services related to data management, energy facilities 710 

management, or even voice or data communications.  Indeed, when the California 711 

Public Utilities Commission approved these kinds of technologies for Pacific Gas and 712 

Electric Company, it specifically acknowledged the potential that load management 713 

applications would be offered in the future on a competitive basis by nonutility 714 

providers.  In its Decision 06-09-005, dated September 7, 2006, the California 715 

commission specifically modified its prior order to state as follows: 716 

We need not disclose the confidential terms but we are satisfied that 717 
the contracts between PG&E and the vendors contain adequate 718 
provisions for technology licensing at fair prices that will promote the 719 
development of new products and services, including the possibility of 720 
customer-owned equipment that can serve as an internet gateway, or 721 
other such products and services that may be offered in the future 722 
compatible with PG&E’s AMI network architecture. (Emphasis in 723 
revised language) 724 

 
  It is not clear at this time how, or if, ComEd’s proposed AMI, for example, 725 

would be useful in the future for competitive services.  However, to the extent the 726 

facilities deployed by SMP projects provide an opportunity for competitive services by 727 

ComEd, an affiliate, or other parties, regulated delivery customers would be asked to 728 
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fund equipment that may be used to provide non-delivery service competitive 729 

offerings – without any assurance that ratepayers would capture value added by the 730 

infrastructure they funded or that the facilities would even remain a part of the utility’s 731 

regulated rate base providing service to them under regulated rates.  Obviously, the 732 

implications of such a scenario are much more complex than approval of a delivery 733 

service cost recovery rider in the instant rate case. 734 

 

Rider SEA – Storm Expense Adjustment 735 

Q HAVE YOU REVIEWED COMED’S TESTIMONY AS TO ITS PROPOSED RIDER 736 

SEA? 737 

A Yes I have.  Briefly, ComEd proposes to introduce a new rider for the purpose of 738 

recovering dollar for dollar its costs associated with system repair due to storms 739 

through a rider mechanism.  Under its proposal ComEd would build a certain amount 740 

of storm expense into base rates, approximately $27 million.  The rider would serve to 741 

collect additional revenue to cover ComEd’s actual expense in a given year.  Under 742 

ComEd’s proposal, there is the potential for the adjustment to be negative, should 743 

storm repair costs be below $27 million in a given year.   744 

  As with ComEd’s proposed Rider SMP, ComEd proposes to develop charges 745 

under Rider SEA that are the same for all customers in any given year, irrespective of 746 

customer size, voltage level, or class.   747 
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Q WHAT IS YOUR RECOMMENDATION TO THE COMMISSION WITH RESPECT TO 748 

COMED’S PROPOSED RIDER SEA? 749 

A I recommend the Commission reject ComEd’s proposal.  Rider SEA is not needed, 750 

and suffers from the same problems that tracking riders generally suffer from, as 751 

discussed previously. 752 

 

Q WHY DO YOU BELIEVE RIDER SEA IS NOT NEEDED? 753 

A Storms and storm expenses are nothing new to ComEd.  It has operated for decades 754 

without a separate storm expense adjustment, instead relying on normal ratemaking 755 

treatment of storm expenses.  I see no compelling circumstances that would warrant 756 

a change at this time.   757 

 

Q DOES RIDER SEA CAUSE YOU THE SAME CONCERNS THAT YOU HAVE 758 

GENERALLY WITH RIDER MECHANISMS? 759 

A Yes, it does.  Rider SEA significantly shifts risk from the utility to customers.  In the 760 

past, ComEd has absorbed the risk of varying storm expenses and has been 761 

compensated appropriately under base rate treatment.  To the extent ComEd is 762 

diligent in its maintenance of its distribution system, it may be able to lessen its storm 763 

expenses.  Hence, these expenses may be somewhat in ComEd’s control. 764 

  With respect to potential for single issue ratemaking, each of the expense 765 

adjustments that occur in the future will be without regard to other changes that may 766 

lower ComEd’s overall revenue requirement.  One particular item in this regard would 767 

be a reduction in ComEd’s expenses associated with vegetation control and/or other 768 

distribution line O&M, as discussed further below.     769 
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  The storm expense adjustment provides a distorted or compromised incentive.  770 

ComEd has requested a base rate element associated with its O&M costs for 771 

maintaining the distribution system.  Knowing that in the future ComEd would accrue 772 

a dollar for dollar recovery associated with its storm related repair expenses, ComEd 773 

would have an incentive to reduce its present expenditures on preventive O&M, in 774 

favor of spending more for storm damage repair later.   775 

 

Q DOES RIDER SEA HAVE THE POTENTIAL TO INTRODUCE CROSS-SUBSIDIES? 776 

A Yes.  As mentioned above, ComEd proposes to implement Rider SEA as an equal 777 

cents per kWh charge, applicable to all classes.  This approach is particularly unfair to 778 

industrial customers, since they consume such a large number of kWh and thus 779 

would pay a large share of the storm expenses.  This creates a mismatch under  cost 780 

causation principles, as storms generally affect the lower voltage parts of the system 781 

to a far greater degree than it does the higher voltage part of the system.  A typical 782 

example of storm damage is a tree being blown into a power line.  This is far more 783 

likely to happen in residential and small commercial areas, where power lines are 784 

relatively close to trees and within the height of trees, than in typical industrial 785 

installations.  The distribution feeders associated with most industrial plants tend to 786 

be of high capacity, and often of high voltage, and are generally sturdier and less 787 

susceptible to tree damage. 788 

The distribution system is allocated among customer groups on something 789 

other than a kWh basis.  To the extent that Rider SEA collects relatively more 790 

charges from industrial customers and applies relatively less to “their” facilities, it is 791 

patently unfair and results in cross-subsidies. 792 

For all these reasons, Rider SEA should be rejected. 793 
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Q DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 794 

A Yes it does. 795 
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Qualifications of Robert R. Stephens 1 

Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A Robert R. Stephens. My business address is 1215 Fern Ridge Parkway, Suite 208, 3 

St. Louis, Missouri 63141. 4 

 

Q PLEASE STATE YOUR OCCUPATION. 5 

A I am a consultant in the field of public utility regulation and a principal with the firm of 6 

Brubaker & Associates, Inc., energy, economic and regulatory consultants. 7 

 

Q PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 8 

A I graduated from Southern Illinois University at Carbondale in 1984 with a Bachelor of 9 

Science degree in Engineering.  During college, I was employed by Central Illinois 10 

Public Service Company in the Gas Department.  Upon graduation, I accepted a 11 

position as a Mechanical Engineer at the Illinois Department of Energy and Natural 12 

Resources.  In the summer of 1986, I accepted a position as Energy Planner with City 13 

Water, Light and Power, a municipal electric and water utility in Springfield, Illinois.  14 

My duties centered on integrated resource planning and the design and 15 

administration of load management programs. 16 

From July 1989 to June 1994, I was employed as a Senior Economic Analyst 17 

in the Planning and Operations Department of the Staff of the Illinois Commerce 18 

Commission.  In this position, I reviewed utility filings and prepared various reports 19 

and testimony for use by the Commission.  From June 1994 to August 1997, I worked 20 

directly with a Commissioner as an Executive Assistant.  In this role, I provided 21 
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technical and policy analyses on a broad spectrum of issues related to the electric, 22 

gas, telecommunications and water utility industries. 23 

In May 1996, I graduated from the University of Illinois at Springfield with a 24 

Master of Business Administration degree.   25 

In August 1997, I joined Brubaker & Associates, Inc. as a Consultant.  Since 26 

that time, I have participated in the analysis of various utility rate and restructuring 27 

matters in several states and the evaluation of power supply proposals for clients.  I 28 

am currently a Principal in the firm. 29 

The firm of Brubaker & Associates, Inc. provides consulting services in the 30 

field of energy procurement and public utility regulation to many clients, including 31 

large industrial and institutional customers, some utilities, and on occasion, state 32 

regulatory agencies.  More specifically, we provide analysis of energy procurement 33 

options based on consideration of prices and reliability as related to the needs of the 34 

client; prepare rate, feasibility, economic and cost of service studies relating to energy 35 

and utility services; prepare depreciation and feasibility studies relating to utility 36 

service; assist in contract negotiations for utility services; and provide technical 37 

support to legislative activities. 38 

In addition to our main office in St. Louis, the firm also has branch offices in 39 

Phoenix, Arizona and Corpus Christi, Texas. 40 
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