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Section I. 1 

Introduction 2 

Q. Please state your name and business address. 3 

A. My name is Ralph Zarumba.  My business address is 8301 Greensboro 4 

Drive, McLean, Virginia, 22102. 5 

Q. Are you the same Ralph Zarumba who previously testified in this 6 

proceeding? 7 

A. Yes. 8 

Q. What is the subject of your supplemental direct testimony? 9 

A. My supplemental direct testimony addresses issues associated with 10 

Commonwealth Edison Company’s (“ComEd” or the “Company”) 11 

proposed Rider System Modernization Projects (“Rider SMP”), 12 

particularly the issues surrounding the implementation of a Smart Grid and 13 

Advanced Metering Infrastructure (“AMI”) as proposed by various 14 

Company witnesses.     15 

Q. Would you please summarize your conclusions? 16 

A. My conclusions are as follows: 17 

 (1) I support the development of a Smart Grid and AMI if done properly.  18 

The Commission recently concluded Docket No. 07-0540 which 19 

addressed the implementation of energy efficiency and demand response 20 

pursuant to the new additions to the Illinois Public Utilities Act.  In that 21 

proceeding several witnesses, including three testifying on behalf of 22 
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BOMA/Chicago, essentially stated that customer access to data is a highly 23 

efficient avenue to achieve energy efficiency goals and to effectively 24 

participate in demand response programs.  Analogous to the information 25 

provided in that proceeding, any approval of AMI or Smart Grid projects 26 

in this proceeding without providing for customer access to information 27 

reduces the value of these investments and increases costs to all customers 28 

of the utility.  Taking into account the customer benefits to access to such 29 

data would substantially increase the cost-benefit analysis of ComEd’s 30 

proposal.      31 

 (2) The cost recovery should be demand-based and allocated on a KW 32 

versus a kWh basis by customer class.  The Company’s proposed 33 

methodology for cost recovery for Rider SMP is inapposite to cost 34 

recovery principles and disregards the accepted cost recovery approaches 35 

ordered by the Commission in past proceedings.  Although I am not 36 

endorsing the approach that is currently used in Illinois by ComEd in 37 

preparing the cost of service study, abandoning the results of that study in 38 

its entirety with the simplistic approach proposed by the Company is 39 

inappropriate and sends the wrong price signal to customers.  I provide 40 

two alternative methodologies:  One by kWh and one by KW as detailed 41 

in the attached exhibits.   42 

 (3) The implementation of AMI in Illinois requires customer input and 43 

resulting access to the information.  AMI will provide the Company with a 44 
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significant amount of information enabling them to reduce costs, increase 45 

service quality and make the system generally more efficient and safe.  46 

However, AMI is equally important to customers to achieve essentially the 47 

same ends.  Therefore, any AMI plan and implementation must include 48 

Customer input and resulting access to information.   49 

Section II 50 

Rider SMP Needs Better Definition 51 

Q. Do you feel that the Company has properly defined the investments that 52 

would be eligible for cost recovery under Rider SMP? 53 

A. No.   In the Company’s direct testimony the definition of investments that 54 

would qualify for treatment under Rider SMP is very broad.  However, 55 

statements made in the supplemental testimony of the Company’s 56 

witnesses appear to narrowly limit cost recovery to certain Smart Grid 57 

technologies such as AMI (Clair Supplemental at L. 37) and technologies 58 

that facilitate demand-response (Clair Supplemental at L. 111).   59 

Q. Do you feel that Rider SMP is appropriate if the application of this 60 

technology is limited to the above two endeavors? 61 

A. Tentatively, yes.  Smart Grid technologies can improve the efficiency, 62 

reliability and safety of the electric distribution system while providing 63 

customers with information to make efficient decisions.  However, a 64 

competitive demand-response market is emerging at least for customers 65 

that have been declared competitive.  ComEd’s foray into this market 66 
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could potentially kill it off in its infancy. Furthermore, the normal 67 

mechanisms afforded a monopoly distribution utility for cost recovery 68 

must be adhered to in the application of costs to customers in this 69 

alternative methodology.  We simply need more information to evaluate 70 

ComEd’s proposal.     71 

Q. Would you support the Company’s proposed Rider SMP treatment in 72 

order to implement Smart Grid technologies? 73 

A. I would offer very qualified support if the Company limited Rider SMP to 74 

Smart Grid technologies such as AMI:   75 

 First, any technology, including AMI, should only be implemented after 76 

the Company has sought input from customer groups and agreed to meet 77 

reasonable needs requested by customers.  This would require a 78 

collaborative process.  The collaborative process would allow customers 79 

to participate in the design of the program and available features.  80 

Furthermore, the functionality of systems would need to allow customers 81 

to easily access information.  In my opinion access to, for example, 82 

capabilities such as two way data feeds and real time information are a 83 

mandatory condition. Allowing the Company to spend tens or hundreds of 84 

millions of dollars on systems and not allowing customers access to the 85 

information produced by these systems would not only be a significant 86 

policy shortcoming but would be increasing both direct and indirect costs 87 

to customers. 88 
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 Second, the Company’s reliance on a simple volumetric approach of a 89 

single factor for all customers for cost recovery should be rejected.  I 90 

provide two solutions to better facilitate appropriate cost recovery in 91 

Section IV.   92 

Section III 93 

Customers and Competitive Providers Must Have Equal Access to Any Smart Grid 94 

Technology to Facilitate Demand Response  95 

Q. Do you have any concerns regarding ComEd witness Clair’s testimony 96 

regarding Smart Grid technologies that facilitate demand response?  (Clair 97 

Ex. 16 ll. 111 – 251)?   98 

A. Yes.  More information is necessary to properly evaluate the Company’s 99 

proposal, but it is likely disconcerting for large buildings to provide 100 

ComEd direct load control over their building operations.  Such direct load 101 

control, that has application with ComEd’s Nature First program for 102 

residential customers, is vastly more complex with large commercial 103 

buildings with sophisticated building automation systems.  More 104 

information is needed regarding ComEd’s proposal, and whether it usurps 105 

an already competitive industry.  The Commission should note that 106 

demand response is a competitive industry, and any devices or programs 107 

should be on an “open-source” basis, and non-discriminatory to firms in 108 

the competitive market.   109 
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Q. Is customer access to data necessary in order to properly implement an 110 

effective demand response program?   111 

A. Yes.  The Federal Energy Regulatory Commission (“FERC”) Staff agrees 112 

as well. In their report on demand response they state: 113 

A connected but larger barrier related to data is timely 114 
access to meter data. Customer response to time-varying 115 
prices has the most impact when customers can see the 116 
result of their actions in real-time or near real-time. One of 117 
the benefits associated with advanced metering is the 118 
ability to measure and provide usage. Nevertheless, policies 119 
on access to meter data have not kept up with the 120 
developments and advancements in advanced metering 121 
technology and data retrieval. Typically, the rules and 122 
tariffs in operation for distribution utilities provide access 123 
to meter reads to customers, but with some time lag. More 124 
problematic is the access to customer meter data for 125 
independent retailers and aggregators. Ideally, in an 126 
efficient and transparent market, retailers would be able to 127 
base their price offerings and scheduling/settlement on 128 
knowledge about actual customer load shape. While there 129 
are exceptions, such as the meter data access policies in 130 
ERCOT, current utility tariffs and policies make access to 131 
this data time-consuming and expensive.  (Assessment of 132 
Demand Response & Advanced Metering FERC Staff 133 
Report, Docket No. AD-06-2-000 (August 2006)).   134 

 135 
Q. Are you aware that the Federal Energy Regulatory Commission has 136 

recently released their Notice of Proposed Rulemaking (“NOPR”) 137 

regarding Wholesale Competition in Regions with Organized Electric 138 

Markets (Dockets Nos. AD07-7-000 and RM07-19-000)? 139 

A. Yes. I am aware this document was released on February 22, 2008.   140 

Q. What is the emphasis of this NOPR?   141 

A. According to its summary:   142 
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The Federal Energy Regulatory Commission (Commission) 143 
is proposing to amend its regulations under the Federal 144 
Power Act to improve the operation of organized wholesale 145 
electric markets in the areas of: (1) demand response and 146 
market pricing during a period of operating reserve 147 
shortage; (2) long-term power contracting; (3) market-148 
monitoring policies; and (4) the responsiveness of regional 149 
transmission organizations (RTOs) and independent system 150 
operators (ISOs) to stakeholders and customers, and 151 
ultimately to the consumers who benefit from and pay for 152 
electricity services. The Commission proposes to require 153 
that each RTO and ISO make certain filings that propose 154 
amendments to its tariff, in order to comply with the 155 
proposed requirements in each area, or that demonstrate 156 
that its existing tariff and market design already satisfy the 157 
requirements. The Commission invites all interested 158 
persons to submit comments in response to the regulations 159 
proposed herein. 160 

 161 

Q. Is it your opinion that this NOPR can provide guidance in this case? 162 

A. Yes.  This NOPR is an extremely important document for the electric 163 

power industry.  The Company has advanced the notion to implement 164 

certain Smart Grid technologies including AMI.  A strong link exists 165 

between the efficient and successful implementation of demand response 166 

and information from the market as well as a customer’s usage 167 

information being provided on a real time basis.  The NOPR also 168 

demonstrates that decisions affecting customer access to competitive 169 

markets is not a sole Illinois concept, and is being discussed in many state 170 

commissions and at the federal level.  In addition, the Commission should 171 

consider: 172 
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 (1) Although this document is focused upon wholesale markets, 173 

implementing demand response between wholesale and retail markets in 174 

the most seamless manner possible is a worthy policy goal. The existence 175 

of “discontinuities” between wholesale and retail markets reduce overall 176 

economic efficiency, allowing the potential exercise of market power and 177 

may potentially trigger increased environmental degradation. 178 

 (2) Demand response is often interpreted as simply the capacity cost of 179 

electric power.  This NOPR discusses the application of demand response 180 

into the other components of electric service – energy and ancillary 181 

services.  I suggest that the Commission encourage the more advanced 182 

development of demand response beyond what is simply a repackaged 183 

version of the traditional interruptible or curtailable tariff programs. 184 

 (3) Interested parties, including the Commission, should consider actively 185 

participating in the FERC’s initiative to allow the aggregation of demand 186 

response bids on behalf of retail customers. 187 

Section IV 188 

Rider SMP’s Reliance on Volumetric Cost Recovery Is Inappropriate 189 

Q. Should ComEd’s pricing design for Rider SMP be approved? 190 

A. No.  The Company’s reliance on a simple volumetric approach to cost 191 

recovery creating a single factor for all customers is improper and should 192 

be rejected by the Commission. 193 
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Q. Does the volumetric approach to pricing meet the standard of a cost-based 194 

allocation of costs? 195 

A. No. Distribution costs are typically tied to some type of demand 196 

measurement.  This is clearly noted in standard literature addressing cost 197 

allocation including the 1992 Electric Utility Cost Allocation Manual 198 

published by the National Association of Regulatory Utility 199 

Commissioners.   200 

Q. Do you have any other criticisms of the pricing component of the Rider 201 

SMP mechanism? 202 

A. Yes.  These investments, if made properly, will be providing benefits but 203 

almost certainly not on a uniform basis. For example, a specific 204 

investment may allow the Company to avoid investments in the secondary 205 

distribution system.  This investment may be a reasonable for the 206 

Company; however, if certain customer classes do not use the secondary 207 

distribution system, those customers should not pay for this investment. 208 

Q. Is it difficult at this juncture to identify the specific distribution system 209 

avoided costs that will be triggered by the Rider SMP investments? 210 

A. Yes.  Therefore, in lieu of a detailed analysis I am assuming that the 211 

distribution system savings captured by Rider SMP will be distributed in a 212 

manner analogous to the allocation of the distribution system revenue 213 

requirement from the cost of service or any cost of service that is approved 214 

by the Commission at the conclusion of this proceeding. 215 
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Q. Do you have alternative proposals? 216 

A. Yes.  I provide two examples of mechanisms that I feel are superior to the 217 

Company’s methodology.  Both my proposals provide links to the cost of 218 

service study but still allow the Company to recover the same revenue 219 

requirement.   220 

Q. What is the first approach? 221 

A. My first approach is similar to the Company’s methodology of using a 222 

$/kWh factor charged to customers.  However, I differ with the Company 223 

in that I allocated each year’s revenue requirement to each distribution 224 

tariff classification with the results of the cost of service study.  The 225 

allocated revenue requirement to the distribution rate class is then charged 226 

to each customer through a per kWh factor.  The advantage of this 227 

approach is that it allows for costs to be allocated in a manner consistent 228 

with the cost of service.  A disadvantage of this approach is that within a 229 

customer class a shifting of the revenue requirement could occur.  230 

Q. Would you please explain how the shifting of the revenue requirement 231 

could occur? 232 

A. Assume that within a certain tariff classification based upon billing 233 

demand high and low load factor customers exist.  Low load factor 234 

customers would be receiving a lower burden for the Rider SMP revenue 235 

requirement compared to the higher load factor customer.  However, this 236 
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class shifting is limited to within the customer classes, and such approach 237 

is vastly superior to the Company’s proposal of a one-size fits all. 238 

Q. Have you prepared an exhibit illustrating your alternative surcharge for 239 

Rider SMP? 240 

A. Yes.  BOMA/Chicago Exhibit 3.1 illustrates my proposal.  The bases for 241 

these calculations are information provided in the Company’s filing.   242 

Q. Please explain how the alternative surcharge was calculated. 243 

A. First, I adopted the estimated revenue requirement for Rider SMP from 244 

Mr. Crumrine’s Exhibit 14.1.  In no way does the surcharge calculation I 245 

have sponsored yield a different level of revenues than what is proposed 246 

by the Company. The revenue requirements recovered by the Company 247 

are as follows: 248 

  249 

Year Rider SMP Revenue Requirement ($000s) 

2009 $8,704 

2010 $28,542 

2011 $58,213 

2012 $89,446 

 250 

Q. How was the annual Rider SMP revenue requirement allocated to each 251 

distribution tariff classification? 252 
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A. The annual Rider SMP revenue requirement is allocated to each 253 

distribution tariff classification using the results of the cost of service 254 

study submitted by the Company (ComEd Exhibit 13.1).  If the 255 

Commission should determine that the methodology or approach used to 256 

allocated distribution cost will change in this or future proceedings these 257 

allocation factors would also change. 258 

Q. How did you determine the alternative Rider SMP surcharge for each 259 

distribution rate classification? 260 

A. I used the kWh sales for each classification and escalated them at 1% per 261 

year in keeping with Mr. Crumrine’s example.  The allocated revenue 262 

requirement for each distribution rate classification was divided using the 263 

estimated kWh sales yielding the alternative Rider SMP Surcharge. 264 

Q. How do the alternative surcharges produced from the approach described 265 

above compare to the Company’s proposed Rider SMP surcharges? 266 

A. BOMA/Chicago Exhibit 3.2 compares the surcharges using the 267 

Company’s approach and the alternative approach I described above and 268 

illustrates the corresponding customer impacts per rate class. 269 

Q. Do you have any other suggested approaches to cost recovery for Rider 270 

SMP? 271 

A. Yes.  A problem still exists in the alternative approach I described above 272 

in that within a distribution tariff classification cost shifting may still exist. 273 

The use of the kWh factor is imperfect since such factor shifts cost from 274 
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low load factor customers to high load factor customers within a 275 

distribution tariff classification. 276 

Q. Does a solution to this problem exist? 277 

A. Yes. BOMA/Chicago Exhibit 3.3 details a second alternative calculation 278 

of the Rider SMP surcharge.  In this example I use demand readings in 279 

kW as the billing determinant to calculate the surcharge instead of the 280 

volumetric kWh.  This approach eliminates the cost shifting within 281 

customer classes and is a superior approach overall. 282 

Q. Have you estimated the customer impacts of this approach? 283 

A. Yes, the customer impacts by rate class are detailed in BOMA/Chicago 284 

Exhibit 3.4. 285 

Q. Do you have a preferred alternative approach? 286 

A. Yes.  The KW approach is superior in that the charge is tied to the demand 287 

component, and sends the proper price signal to customers.   288 

Q. Does this conclude your supplemental direct testimony? 289 

A. Yes. 290 


