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I. INTRODUCTION / SUMMARY 1 

Q.  Please state your name, occupation and address.  2 

A. My name is Michael L. Brosch.  My business address is 740 North Blue Parkway, Suite 3 

204, Lee's Summit, Missouri 64086. 4 

 5 
Q. Are you the same Michael L. Brosch who previously submitted Direct Testimony in 6 

this Docket? 7 

A. Yes.  My Direct Testimony was responsive to the regulatory policy issues raised by 8 

Commonwealth Edison Company’s (“ComEd” or “Company”) proposed new tariff riders 9 

for Storm Expense Adjustment (“Rider SEA”) and System Modernization Projects (“Rider 10 

SMP”).  My qualifications were explained in that Direct Testimony and within AG/CUB 11 

Exhibits 1.1 and 1.2. 12 

Q. What is the purpose of your Supplemental Direct Testimony? 13 

A. This testimony is responsive to the more specific proposals raised by ComEd with respect to 14 

its proposed new Rider SMP.  The Company filed Supplemental Direct Testimony of Mr. 15 

Paul Crumrine, Mr. Terence Donnelly and Ms. Sally Clair for the purpose of describing 16 

eight proposed System Modernization Projects (“SMPs”) and to provide further details and 17 

illustrative estimates of the SMP rate increases that may result if the Commission approves 18 

such projects as eligible for treatment under Rider SMP.1   19 

   My Supplemental Direct Testimony explains the problems that would be caused 20 

by the advance prudence determination ComEd now seeks prior to constructing certain 21 

discretionary capital projects that the Company has proposed to be “designated by the 22 

Illinois Commerce Commission as System Modernization Projects (“SMP”) under the 23 
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terms of proposed Rider SMP.”2 I will also discuss how, with this “designation” in place, 1 

the Company would be improperly awarded preferential and piecemeal rate increases for 2 

return and depreciation on such capital projects without any requirement to file a future rate 3 

case and with no opportunity for balanced recognition of the cost savings and other benefits 4 

that should be realized when new capital investment in technology occurs.  Finally, my 5 

Supplemental Direct Testimony describes the extreme complexity of the proposed Rider 6 

SMP administrative process and identifies inconsistencies in the calculation of Rider SMP 7 

rate adjustments, including the omission of capital retirements associated with the SMP 8 

projects and the failure of Rider to recognize the significant expense savings that are 9 

enabled by SMP capital investments. 10 

Q. Please summarize the recommendations that are set forth in your testimony. 11 

A. In my earlier Direct Testimony, I recommended that the Commission reject both Rider SMP 12 

and Rider SEA for a number of reasons.  In this testimony I will respond to the more 13 

specific assertions of the Companies’ witnesses in support of the proposed Rider SMP 14 

treatment of the eight nominated SMP projects and explain why utility management should 15 

remain responsible for cost-effective capital investment optimization, rather than shifting 16 

such costs and risks prematurely to ratepayers.  My testimony also explains why system 17 

modernization capital project costs should continue to be afforded traditional regulatory 18 

treatment so as to maintain a proper balance between risks, costs and opportunities between 19 

utility customers and utility shareholders. Mr. Peter Lanzalotta is also testifying on behalf of 20 

the AG and CUB and will address specific technical issues associated with the capital 21 

projects being proposed by ComEd for preferential Rider SMP treatment. 22 

                                                                                                                                                             
1  ComEd Ex. 14.0, page 1, lines10-18; ComEd Ex. 15.0, page 1, lines 12-23; ComEd Ex. 16.0, page 1, lines 

10-28; ComEd Ex. 14.1 Corrected. 
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 1 

II. UTILITY TECHNOLOGY INVESTMENT DOES NOT REQUIRE A RIDER 2 

Q. According to ComEd witness Mr. Donnelly, “Rider SMP offers a special opportunity 3 

to begin to deploy advanced technologies that can revolutionize the capabilities of 4 

ComEd’s distribution system and begin to provide significant benefits to customers 5 

years earlier than would otherwise be possible.”3  Is a special piecemeal ratemaking 6 

tariff like Rider SMP a prerequisite for utility investment in new technology? 7 

A. No.  ComEd and other electric utilities have been investing in new technology for decades 8 

without any preferential cost recovery tariffs like Rider SMP.  When a new technology 9 

matures to the point that it becomes cost-effective and represents the optimal solution to 10 

meet business requirements, the management of the utility can be expected to adopt that 11 

new technology in order to provides service to customers in the most efficient manner, 12 

while improving upon the opportunity to earn at or above authorized levels of return on 13 

investment.  This is acknowledged by the Company’s rate case witnesses, where Mr. 14 

Mitchell states that, “ComEd has also invested substantial amounts on new and emerging 15 

technologies that will enable us to serve our customers more reliably and provide our 16 

customers with greater ability to manage their energy usage, thereby enhancing customer 17 

satisfaction.”4  Mr. Williams also notes ComEd’s recent, “…deployment of new 18 

technologies and systems” such as the installation of SCADA completed in 2006, and the 19 

investments being made in “smart switches” and in “mobile dispatch” that have been 20 

occurring under traditional regulation.5  In describing her experience with PECO Energy 21 

                                                                                                                                                             
2  ComEd Ex. 14.0, 1:11-13. 
3  ComEd Ex. 15.0, page 2, line 26. 
4  ComEd Ex. 1.0, page 3, line 60. 
5  ComEd Ex. 4.0, pages 14-16, lines 263-304. 
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Company, Ms. Clair notes her past involvement with “leading the Common Customer 1 

System (CCS) project that transitioned PECO to the Customer information Management 2 

System (“CIMS”) technology also used at ComEd” and that she was, “responsible for 3 

implementation of new customer service and retail restructuring projects.”6 4 

Q. Has there been any change in utility operations that now causes the traditional rate 5 

case treatment of investments in new technology to be insufficient? 6 

A. No.  New technology investments continue to be made by utilities to maintain or improve 7 

service quality in the least overall cost manner.  This often occurs by installing information-8 

based systems that enable improved operational efficiencies by investing in more integrated 9 

and powerful computer hardware, software, communications and management systems.  In 10 

my experience with public utilities over the past 30 years, there has been no need to tinker 11 

with the framework of regulation in order to induce management to do its job, finding and 12 

deploying optimal technology solutions for the problems encountered in operating 13 

inherently complex energy distribution systems. 14 

Q. Will ratepayers be denied the benefits of modernization technology for ComEd’s 15 

distribution system unless the Commission analyzes and pre-approves the SMP 16 

projects and recovery through Rider SMP? 17 

A. No.  Cost effective system modernization can be expected to continue to occur under 18 

traditional regulation because utility investment in proven and cost-effective new 19 

technology is a win-win situation for both ratepayers and shareholders.  Traditional 20 

regulation imposes financial discipline upon utility management by requiring the utility to 21 

initially bear the risk and carrying costs (return and depreciation) on net investments while 22 

retaining for shareholders the benefits achieved from such technology between rate cases. 23 

                                                 
6  ComEd Ex. 6.0, page 2, lines 36-43. 
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Q. Has ComEd stated that it will never proceed with AMI and the other proposed system 1 

modernization initiatives if Rider SMP is not approved? 2 

A. No.  In its response to AG Data Request No. 6.15, part f, the Company stated, “Rider SMP 3 

would allow ComEd to make specific capital investments that might not otherwise be made 4 

at the levels and in the timeframes included in ComEd's base forecast, because of the 5 

financing decisions described above [emphasis added].”  Thus it would appear that Rider 6 

SMP is being proposed to accelerate the Company’s investment in the eight proposed SMP 7 

technology projects, primarily by shifting risks and costs of such early deployment to 8 

ratepayers in a manner that improves the financial profile of the projects from the 9 

perspective of investors. A complete copy of this Data Request Response and the 10 

Company’s projections of financial performance is set forth in AG/CUB Exhibit MLB-3.1.   11 

There is no basis to conclude that ComEd would never deploy AMI and the other proposed 12 

technology projects in the absence of Rider SMP, but rather that such deployment may be 13 

later, at a more deliberate pace and at potentially lower risk to consumers, if traditional 14 

regulatory policies remain in place. 15 

Q. Has the Company deployed large amounts of technology within its existing systems for 16 

which the proposed Rider SMP projects simply represent replacement of older 17 

technology with current, state of the art equipment and automation? 18 

A. Yes.  Mr. Donnelley notes in his Supplemental Direct Testimony that “the initial steps 19 

toward a Smart Grid would mean the replacement or supplementation of single-purpose, 20 

typically analog, and often stand-alone operating, measurement, communication, and 21 

customer service devices…with interoperable, digital, and integrated devices.”7  In its 22 

response to Data Request No. AG (MLB) 6.08, which is attached as AG/CUB Exhibit 23 
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MLB-3.2, the Company explained its current vintage installed technology in these areas.  1 

This response makes clear several points with regard to the ComEd SMP proposal: 2 

• A significant level of technological automation exists within ComEd even though the 3 

Company has not historically required preferential ratemaking treatments like Rider SMP. 4 

• Some of the costs characterized as system modernization that would be subject to 5 

proposed Rider SMP ratemaking merely represent costs for the replacement of existing, 6 

older technology that is near the end of its useful life, costs that ComEd will be forced to 7 

incur whether Rider SMP is approved or not. 8 

• Rider SMP fails to reasonably account for the retirements of existing plant that can be 9 

expected where older technology is replaced with newer “smart grid” technologies.8  This 10 

problem will be explained in the last section of this testimony. 11 

• Embedded technologies have evolved over many years, creating multiple vintages of 12 

existing systems that reflect upgrades in technology through time.9 13 

Q. Has ComEd management committed to formally approve the spending on each of the 14 

eight initial Rider SMP projects that are proposed for Commission review and 15 

approval? 16 

A. No.  When this question was asked of the Company in Data Request No. AG (MLB) 6.11, 17 

the response was, “ComEd management has approved proposing each project as an SMP.  18 

With the exception of Mobile Dispatch, which is underway but subject to funding 19 

uncertainty, ComEd management does not expect to make a final decision on 20 

implementation and funding until the Commission has issued a decision on Rider SMP and 21 

                                                                                                                                                             
7  ComEd Ex. 15.0, page 7, line 135. 
8  ComEd Ex. 12.18, Original Sheet Nos. 626-629 Rider SMP at Definitions pertains only to new “capital 

investment” that is not properly reduced for retirements of existing capital investment.  
9  See, for example, AG/CUB Exhibit MLB 3.2 at response parts a, e, f and j. 
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whether the projects have SMP status.”  Apparently, formal management approval of 1 

discretionary new technology investments will be conditioned upon whether SMP status has 2 

been secured, which status would mitigate the financial risks of such investments by finding 3 

all future SMP actions “prudent” and imposing piecemeal Rider SMP cost responsibility to 4 

ratepayers. 5 

Q. Do the AG and CUB support deployment of new technologies such as AMI and the 6 

other projects characterized by ComEd witness Mr. Donnelly10 as components of an 7 

evolving “Smart Grid”? 8 

A. The Attorney General and Citizens Utility Board support the deployment of new technology 9 

within utility plant in service in all instances where such technology can be demonstrated to 10 

be cost effective and prudently incurred to meet the service requirements of customers.  As 11 

noted previously, ComEd and other utilities have adhered to this general policy regarding 12 

capital investment for many years.11 13 

Q. If the Commission agrees with ComEd that certain technologies are so important that 14 

they need a “special opportunity” for early deployment, because they may not 15 

presently be financially feasible based upon purely economic analyses or immediate 16 

customer needs, what alternatives might be considered to stimulate such deployment? 17 

A. The Commission might initiate a generic investigation -- either through a formal docketed 18 

proceeding or an informal workshop process -- into electric distribution technology 19 

deployment, within which detailed information might be received and exchanged between 20 

ComEd and the other utilities in the State and with other concerned parties.  The issues and 21 

objectives associated with a transition to a more automated “smart grid” could be more 22 

                                                 
10  ComEd Ex. 15.0, page 6, line 120; page 14, line 296. 
11  With respect to ComEd, See ComEd Ex. 4.0, page 29-30, lines 562 – 595. 
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deliberately studied in such a proceeding, affording all affected parties an opportunity to 1 

develop and present their positions on how best to proceed in a cost-effective manner while 2 

removing obstacles to desirable technology deployment.  This approach could improve upon 3 

ComEd’s Rider SMP proposal which proposes irrevocable prudence findings and a 4 

commitment to preferential rate recovery for vaguely defined and imprecisely quantified 5 

technology projects before all the issues have been systematically evaluated. 6 

Q. Have any other states approved a tariff comparable to Rider SMP to provide a special 7 

opportunity for electric utility investments in technology? 8 

A. Not that I am aware of.  When this question was asked of ComEd in Data Request AG 9 

(MLB) 2.18, the Company responded that it “has performed general research into riders and 10 

other alternative cost recovery mechanisms of various types.  The culmination of such 11 

research is reflected in AG (MLB) 2.18_Attach (sic) 1 to this response.”  At page 9 of the 12 

Attachment, a table of “Examples of Cost Recovery Mechanisms” for AMI indicates that 13 

only California has “Approved [a] post test year ratemaking mechanism that adjusts rates 14 

annually based on the balancing account amounts” for each of the three largest electric 15 

utilities in that state.  While several other proposals were indicated to be “(s)till in 16 

litigation”, the Attachment states that a proposed non-unanimous stipulation is before the 17 

Oregon commission and, in Texas, an administrative rule exists under which utilities may 18 

file for recovery of capital costs net of O&M savings.  A complete copy of this Data 19 

Request response is attached as AG/CUB Exhibit MLB-3.3. 20 

 21 

III. ADVANCE PRUDENCE DETERMINATION IS UNREASONABLE  22 
 23 
 24 
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Q. Does Rider SMP, as proposed by ComEd, require that the Commission make a 1 

binding determination that every approved SMP project is prudent, prior to the utility 2 

actually investing in or completing each project? 3 

A. Yes.  According to the Company’s response to Data Request No. IIEC 2.64, “a Commission 4 

decision would be required prior to ComEd investing (or continuing to invest) in a project 5 

funded through the Rider.  ComEd intends that this Commission decision would constitute a 6 

binding determination that the approved investment was prudent.  However, a Commission 7 

determination that the actual costs incurred in implementing the project were reasonable 8 

would take place as part of the annual reconciliation process, or in the next rate case.”  Thus, 9 

Rider SMP is much more than a piecemeal cost recovery tariff -- it is also a regulatory 10 

arrangement intended to secure pre-approval of capital projects with respect to prudence 11 

prior to any capital investment actually occurring. 12 

Q. Why is it traditionally the responsibility of management and not utility regulatory 13 

agencies to make the decisions and bear the risks associated with technology 14 

deployment? 15 

A. Management is fully engaged in the day to day issues arising from utility operations.  16 

System reliability and service quality issues are on the agenda every day and the cumulative 17 

experience of utility management with the installed transmission and distribution network 18 

plant and multiple back office systems cannot be replicated by regulatory staff agencies.  19 

The complexity of this work is revealed by the amount of resources required every year to 20 

operate and maintain the plant and the considerable investment in technology and 21 

administrative systems made by ComEd that are being fully included in the revenue 22 

requirement in this proceeding.   Management salaries are included in utility revenue 23 

requirement because management personnel and the consultants and advisers they employ 24 
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possess unique qualifications to make the required decision under these circumstances and, 1 

in turn, management and shareholders are held responsible for the outcomes produced by 2 

such decisions upon review by regulators.  In contrast, regulators and their staff personnel 3 

are trained in the application of regulatory principles and policies to utilities under their 4 

jurisdiction, but generally do not possess the specific experience and qualifications needed 5 

to replace management. 6 

Q. Is it common for a utility to employ specialized expertise to evaluate and optimize 7 

technology investments? 8 

A. Yes.    To supplement the skills and experience of Company employees, utilities often 9 

contract with consultants and advisors having specialized expertise in very specific 10 

technologies, as part of the research, planning, preliminary design and specific engineering 11 

for an individual project or system under consideration. The costs of such research and 12 

engineering are either included within O&M expenses or may be capitalized as part of the 13 

cost of completed capital projects.  This continuing process of technology analysis and 14 

deployment strategy imparts utility management with uniquely detailed and relevant 15 

knowledge to support the decisions made regarding capital investment into new technology. 16 

With respect to ComEd’s proposed SMP projects, the Company’s response to Data Request 17 

No. AG (MLB) 6.26 provided positions descriptions indicating the personnel expertise 18 

relied upon by ComEd to conduct the evaluation and planning for such projects.  I have 19 

attached as AG/CUB Exhibit MLB-3.4 a copy of this response and the related attachments. 20 

Q. At page 3 of his Supplemental Direct Testimony, Mr. Crumrine states, “Commission 21 

approval of Rider SMP, and its designation of some or all of the proposed projects as 22 

SMPs pursuant to the rider, will mark the beginning of a cooperative effort among 23 

ComEd, the Commission and other Illinois stakeholders to proactively identify, 24 
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consider and deploy innovative technology that will begin to provide enhanced 1 

customer benefits far earlier than might otherwise occur.”  Is Rider SMP necessary for 2 

the Commission and other parties to consider and guide the deployment of technology? 3 

A. No.  It is disingenuous for ComEd to imply that only by approving preferential rider 4 

recovery treatment of new capital investments in technology can the Commission engage in 5 

any “cooperative” regulation of such matters.  The Commission and other Illinois 6 

stakeholders are free to address service quality and cost issues at any time within established 7 

regulatory procedures.  If special consideration is needed for particular technology concerns, 8 

I understand that the ICC is able to convene generic proceedings as necessary to examine 9 

and analyze cost/benefit data specific to Smart Grid technology applications.   10 

Q. Are there limits to the degree of cooperation ComEd is offering with regard to its 11 

obligation to invest in technologies suggested by other parties? 12 

A. Yes.  ComEd intends to be the final authority with respect to plant investment projects that 13 

can be submitted for SMP review and approval by the Commission.  Rider SMP as proposed 14 

by the Company cannot be used to allow the Staff or other parties to compel ComEd to 15 

make any particular investments. Mr. Crumrine makes clear in his Direct testimony that the 16 

proposed Rider SMP process “would not  be open to alternative proposals.”12  Moreover, in 17 

its response to Data Request No. CUB 2.01, the Company stated, “Under Rider SMP, 18 

ComEd retains discretion over which potential SMPs it may propose in the future.  For the 19 

present, the specific SMPs are identified in Mr. Donnelly’s supplemental direct testimony 20 

(ComEd Ex. 15.0).  As to future cases, ComEd retains discretion over which potential SMPs 21 

it may propose in the future, subject to the applicable tariffed criteria.”   22 

                                                 
12  ComEd Ex. 11.0, p. 18, lines 355-356. 
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Q. Is it reasonable for ComEd to expect the Commission to pre-approve its proposed 1 

SMP capital expenditure projects in a rate case proceeding? 2 

A. No.  Commission pre-approval should not be expected for the vastly complex $830 million 3 

of system modernization projects proposed by ComEd through the filing of Supplemental 4 

Direct Testimony within a rate case proceeding, and while providing only high level and 5 

preliminary feasibility data for review within such an expedited procedural schedule.   As 6 

noted by Mr. Lanzalotta and in my testimony, ComEd has not justified regulatory pre-7 

approval of the eight proposed SMP projects through submission of completely developed 8 

and rigorously applied cost-benefit analyses using current and complete cost and 9 

performance data.  Moreover, the Company has reserved the right to amend and update the 10 

information it has filed, while continuing to propose a binding prudence determination 11 

based upon only the apparently preliminary data that has been submitted to date. 12 

Q. Has ComEd provided any current and accurate cost-benefit studies for the proposed 13 

SMP projects described in the Company’s Supplemental Direct Testimony?   14 

A. No.  The Supplemental Direct Testimony and related Exhibits contain only high level 15 

summaries of the SMP projects and projected conceptual expenditure and cost savings 16 

amounts.13  For the single largest proposed SMP project, Advanced Metering Infrastructure 17 

or (“AMI”), ComEd admits that it has offered the Commission only stale data from its 18 

“2005 AMI Request for Proposal [that] will likely be adjusted, depending on the AMI 19 

technology ultimately selected, its capabilities and the scope of implementation” while 20 

admitting that such data is incomplete because, “these costs do not consider the accounting 21 

treatment for obsolete assets, such as existing residential meters that are not fully 22 
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depreciated, but replaced by new meters.”14  In its response to Data Request No. AG (MLB) 1 

6.21, the Company stated, “There are no more recent AMI requests for proposals, however, 2 

a new request for information is currently being conducted and can provide more updated 3 

information when completed.”  In responding to Data Request No. AG (MLB) 6.13, ComEd 4 

stated that “Smart Grid technologies in particular are rapidly evolving” and that “ComEd 5 

expects the next major refinement of planning data re[garding] most SMPs (Mobile 6 

Dispatch is already in process) in March.”  In its response to Data Request No. AARP 3.09, 7 

the Company stated, “ComEd has not yet chosen a final Advanced Meter.  ComEd may not 8 

make a final choice prior to a decision on the proposed rider.  ComEd will be issuing a 9 

Request for Information (RFI) to confirm and update current budgetary pricing from the 10 

major technology provider and meter manufacturers and expects to provide the results of 11 

this activity in March of 2008.”  In response to Data Request No. AARP 1.19 ComEd stated, 12 

“ComEd expects that these meters, depending on the technology ultimately chosen, may 13 

range in price from $50 to $200 per residential meter.”  In response to Data Request No. AG 14 

(MLB) 6.09, the Company stated, “ComEd has not determined with finality the architecture 15 

and basic technologies to be employed for the communications links for its proposed 16 

integrated communication systems to enable the proposed Smart Grid.” 17 

 Of course, evolving technology and a next major refinement of planning data in 18 

March, after testimony of other parties has been filed and discovery opportunities are 19 

waning, does not facilitate thorough regulatory review of SMP projects in support of an 20 

irrevocable prudence determination in this rate case.  If Commission approval of AMI is 21 

                                                                                                                                                             
13  See ComEd Ex. 15.1 and ComEd Ex. 14.1 “corrected”.  The amounts provided are characterized as 

“illustrative estimates” in Mr. Crumrine’s Supplemental Direct Testimony, ComEd Ex. 14.0, page 4, line 
81. 

14  ComEd Ex. 16.0, 5:106-110. 
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expected, a fully developed record containing current and complete cost and benefit data is 1 

essential, along with an opportunity for thorough discovery and analysis of such data outside 2 

the demands of a concurrent rate case. 3 

Q. Can the Commission or its Staff expect to develop a thorough understanding of all the 4 

technology issues surrounding AMI and the other seven proposed SMP as part of this 5 

rate case proceeding in sufficient detail to critique the past and pending work of 6 

ComEd, and then develop and present a complete recommendation in support of 7 

either adoption or denial of each project? 8 

A. No.  It is simply not possible for the many issues associated with AMI and the other 9 

complex system modernization projects proposed by ComEd to be completely analyzed and 10 

presented for Commission deliberation without current and complete business case analyses 11 

and within the time and resources constraints of a rate case proceeding.  Moreover, the 12 

proposed post-rate-case process that would be triggered by ComEd’s Rider SMP, which 13 

envisions an annual 90-day project approval process going forward, is an absurdly 14 

abbreviated framework for the necessary analysis of the business case and cost/benefit data 15 

that any Smart Grid technology demands.    16 

Q. What level of effort has been determined to be necessary in another state that has 17 

considered and approved large investments in Advanced Metering Infrastructure, the 18 

largest element of ComEd’s SMP proposal? 19 

A.  For an example of the effort required to fully regulate AMI at the state level, one might 20 

observe that the State of California has been heavily involved at the forefront of analysis 21 

and implementation of AMI deployment and has conducted formal investigations, 22 

rulemaking proceedings and utility-specific dockets to carefully review and analyze AMI 23 

deployment in a process involving the many concerned intervenors and all three of its large 24 
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electric utilities that started in 2002 and is continuing today.15  This process is outlined in an 1 

Electric Power Research Institute (“EPRI”) publication captioned, A Smart Grid Newsletter 2 

Case Study dated November 2006 that is available on the EPRI web site, and which is 3 

attached to my testimony as AG/CUB Exhibit MLB-3.5.  My point in referencing the 4 

California PUC approach is not to advocate any particular ratemaking approach or to imply 5 

that traditional regulation is not capable of adequately accounting for new smart grid 6 

investments, but rather to show that a rigorous business case analysis should always be 7 

required before any advance regulatory approvals are granted for complex technology 8 

decisions.  If the Illinois Commerce Commission is to accept responsibility for advance 9 

review and approval of complex technologies such as AMI, a similar process may be 10 

required to fully understand and evaluate the complex issues that are raised. 11 

Q. Has ComEd provided any evidence that advance Commission approval and more 12 

rapid deployment of AMI and the other proposed SMP projects as planned under 13 

Rider SMP would ultimately be more cost effective than later deployment that may 14 

occur under traditional regulation? 15 

A. No.  There has been no showing by ComEd that the accelerated “Capital Budgets for 16 

Proposed Rider SMP Projects” are more cost effective than later deployment scenarios for 17 

such projects.16  This is particularly troubling because the proposed “smart grid” has never 18 

                                                 
15  In Docket No. R.02-06-001dated June 10, 2002, the California PUC issued its Order Instituting 

Rulemaking on policies and practices for advanced metering, demand response, and dynamic pricing.  On 
July 21, 2004, a joint assigned Commissioner and Administrative Law Judge (ALJ) Ruling was issued in 
R.02-06-001 that established a business case analysis framework for AMI.  Since that time, a series of 
formal applications sponsoring cost-benefit projections for AMI have been submitted by Pacific Gas & 
Electric Company, San Diego Gas & Electric Company and Southern California Edison seeking regulatory 
approval of AMI deployment plans.  

 
16  ComEd Ex. 14.1, page 1 of 2 “Corrected”. 



 
 
 

16 
Docket No. 07-0566 AG/CUB Ex. MLB-3.0 

been implemented on a large scale by any utility in North America and can hardly be called 1 

a mature technology.17  2 

 It is easy to understand why the Company desires to minimize any risk associated 3 

with management decisions that are made regarding technology deployment, by requesting 4 

and receiving advance regulatory approval that could serve to preclude future disallowance 5 

of excessive or imprudently incurred technology investments.  When paired with the 6 

accelerated Rider SMP cost recovery that would be triggered upon approval, the Company 7 

stands to unreasonably shift the risks of technology deployment to customers while also 8 

increasing rates to charge premium prices for such projects.  These outcomes are not 9 

reasonable for the reasons described in this and my previously filed Direct Testimony. 10 

Q. In your Direct Testimony, you described how regulatory lag normally serves to 11 

encourage and reward management efficiency.  Should regulatory lag be imposed 12 

upon the Rider SMP projects that are proposed by ComEd in this Docket?  13 

A. Yes.   The Company’s proposed SMP projects should be subject to the same risks and 14 

opportunities as all other utility capital projects, with regulatory lag providing an incentive 15 

to management for cost-effective planning and implementation of technology and with the 16 

Company remaining at risk if it fails to prudently undertake such projects.  ComEd’s 17 

proposed advance regulatory approval and preferential cost recovery of technology 18 

investments through Rider SMP would reduce the incentive faced by management to 19 

carefully plan and manage capital expenditure levels between test years, because any 20 

increased plant investment within eligible SMP projects would translate into piecemeal rate 21 

                                                 
17  ComEd Response to Data Request No. IIEC 2.17, Attachment 1, Smart Grid, Smart Utility, Public Utility 

Fortnightly, February 2007, page 39. 
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increases outside of a formal rate case proceeding, forcing ratepayers to bear project costs 1 

and risks before projects are completed and before technology benefits have been proven.  2 

Q. Will Rider SMP treatment of selected technology projects serve to potentially distort 3 

management decision-making when alternative solutions exist in selecting and 4 

deploying new technology? 5 

A. Yes.  Rider SMP would provide preferential cost recovery treatment for qualifying projects 6 

in two forms, as compared to existing systems or methods of operation: 7 

1. Rider SMP regulatory pre-approvals would shift the risk of technology 8 

under-performance and cost overruns onto ratepayers prematurely, 9 

excusing management from its responsibility to diligently plan and 10 

implement technology projects. 11 

 2. Under Rider SMP, preferential treatment is afforded only new spending that is  12 

  capitalized as plant in service – ignoring the possibility that the same new   13 

  technology could be leased or contracted for as an expense on the books,   14 

  potentially at lower overall cost (rather than purchasing and owning the   15 

  hardware/software). 16 

These changes encourage new technology investments, while discouraging the continuation of 17 

existing systems/methods of operations, and also would place any new technologies that 18 

might be leased or acquired as contractual services (which must be expensed on the books) at 19 

a cost disadvantage, relative to new capital investments that can become qualified for Rider 20 

SMP’s preferential early cost recovery.  The bias in favor of Rider SMP technologies may be 21 

precisely what Mr. Donnelly views as a desirable, “…special opportunity to begin to deploy 22 
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advanced technologies,”18 but the Company has not proven that it needs any “special 1 

opportunity” at this time or for the specific capital investment projects it has nominated for 2 

Rider SMP treatment.  Nothing in the Company’s Supplemental Direct testimony points to the 3 

need for the kind of extraordinary ratemaking treatment that Rider SMP creates. 4 

 5 

V. RIDER SMP IS UNREASONABLY COMPLEX 6 
 7 
Q. Is it important for a tariff rider to be administratively efficient, so that rate changes 8 

can be determined without complex and potentially controversial analyses and 9 

proceedings? 10 

A. Yes.  The amounts to be recovered through a cost adjustment tariff such as Rider SMP 11 

should be directly determinable from accounting records, using calculations that are not 12 

unduly complex, so as to facilitate processing of rate tariff changes without excessive 13 

administrative cost or controversy and within a reasonably short period of time. 14 

Q. Is the process through which eligible Rider SMP project costs would be determined 15 

and translated into electric delivery rates straightforward and administratively 16 

efficient?  17 

A. No.  ComEd’s proposed Rider SMP would involve a highly complicated three stage process 18 

for the determination of eligible capital expenditure amounts and the calculation, application 19 

and ultimate verification of resulting rate adjustments.   20 

 First, an Approval Process is prescribed on page 2 of the Rider SMP tariff that 21 

requires an annual filing from ComEd that lists the proposed SMP projects for Rider 22 

inclusion along with project justification, construction timeline and capital budget 23 

                                                 
18  ComEd Ex. 15.0, page 2, line 26. 
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information that the Commission would need to take up within a 90 day review process.19  1 

This approval process is intended to yield a series of findings for each listed project, either 2 

accepting or rejecting a project and its associated capital budget for consideration within 3 

Rider SMP in the subsequent quarterly determination and recovery periods.  This stage is 4 

proposed to result in the advance prudence finding desired by ComEd for each accepted 5 

SMP project. 6 

   In the second stage of the Company’s proposed Rider SMP process, calculations 7 

will be performed on a quarterly basis to determine the SMP recovery amount for each 8 

project, based upon actual capital amounts invested and “the revenue requirement 9 

equivalent of the return of and on an SMP, together with any conditions that the ICC 10 

includes as part of the approval of such SMP.”  The Company would file quarterly SMP 11 

adjustment calculations and supporting workpapers to determine such amounts for each 12 

project “no later than the twentieth day of the month prior to the start of the SMP 13 

Application Period.”20  Further adjustments to these calculations would be required in the 14 

event a rate case order is issued that includes an SMP investment within rate base.  The 15 

calculation of the SMP Adjustment amount for each project in each quarter is itself quite 16 

complicated, as explained in the testimony that follows. 17 

   Finally, a series of proposed “Annual Report” filings commences in 2011 to 18 

summarize the operation of Rider SMP for the previous calendar year, verifying actual 19 

amounts spent and included in the SMP and the related amounts recovered through the 20 

SMP, with verification from an officer of the Company.  The tariff proposes that the ICC 21 

                                                 
19  ComEd Ex. 12.18, Rider SMP tariff, Original Sheet No. 627. 
20  Id. Original Sheet Nos. 626 and 628. 
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may order a hearing to review any such Annual Reports according to the proposed tariff, 1 

but does not indicate how any observed problems with Rider SMP might be remedied.21 2 

Q. What information is required to calculate the “revenue requirement equivalent of the 3 

return of and on an SMP” in accordance with the Rider SMP tariff? 4 

A. The tariff does not specify the financial terms to be used in this calculation beyond 5 

indicating it shall include “the currently effective pre-tax weighted cost of capital approved 6 

by the ICC” and that it “may not include” any expenses other than “depreciation and 7 

associated taxes” or “any costs that are not approved by the ICC for recovery through this 8 

rider.”22  While this verbiage sounds relatively simple to apply, the reality is that 9 

expenditures on each of the individual SMP projects would require extensive calculations to 10 

quantify a rate base value that changes through time, based upon accruals of book 11 

depreciation and different amounts of tax depreciation that, in turn, generates deferred 12 

income tax accruals on such timing differences.  I have attached as AG/CUB Exhibit MLB-13 

3.6 a copy of ComEd’s response to Data Request No. AG (MLB) 6.04 to illustrate the 14 

various assumptions and calculations required for a single assumed SMP project, indicating 15 

the steps required to determine the “revenue requirement equivalent” under the proposed 16 

tariff.  The calculations of “revenue requirement equivalent” would need to be replicated on 17 

a quarterly basis for each SMP project, determining the project’s in-service date(s), the book 18 

depreciation accruals for each FERC Account charged with project costs, tax depreciation 19 

and resulting deferred taxes, net plant and pre-tax return amounts calculated on a project by 20 

project basis.23 21 

                                                 
21  Id. Original Sheet No. 629. 
22  Id. Original Sheet No. 626, SMP Recovery Amount. 
23  Over several years, the complexity of Rider SMP calculations expands tremendously, as revealed in the 

ComEd response to Staff Data Request No. DLH 26.01 that includes 12 Attachments setting forth the 
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Q. Are the costs that are proposed to be recovered through the new Rider SMP easily 1 

calculated and reasonably verifiable on an expedited basis? 2 

A. No.  The capital expenditure input values and revenue requirement calculations required 3 

under proposed Rider SMP are quite complex and are not conducive to the type of expedited 4 

regulatory review that is necessary for rate rider cost recovery. 5 

 6 

 7 

VI. RIDER SMP FAILS TO RECOGNIZE OFFSETTING PLANT RETIREMENTS, 8 
O&M SAVINGS OR NEW REVENUES 9 

 10 
Q. Previously in this testimony, you referenced the retirements of existing plant that are 11 

improperly omitted from Rider SMP as proposed.  Why is this an important issue?   12 

A. Rider SMP would apply to new capital investments that would, in many instances, upgrade 13 

and replace the Company’s existing plant facilities.  For example, the AMI project would 14 

systematically replace existing customer meters, starting with a 200,000 initial phase meter 15 

replacement, and ultimately culminating in the replacement of more than four million 16 

meters, while also removing from service 400 vehicles supporting meter reading.24  17 

Similarly, the RANGER SCADA system involves hardware and software upgrades and the 18 

replacement of the current Dispatcher Training Simulator system with new technology.25   19 

 Rider SMP would increase rates between rate cases for the revenue requirement 20 

cost of adding the planned new plant investment, but would completely ignore the 21 

depreciation cost reduction associated with retirement of the existing plant assets that 22 

                                                                                                                                                             
complicated calculations required to translate the forecasted SMP Projects underlying ComEd Ex. 14.1 into 
the revenue requirement values shown therein.  

24  ComEd Ex. 16.0, page 4, line 73; page 10, line 219. 
25  ComEd Ex. 15.0, page 19, line 394. 
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would be retired.  This is a fundamental flaw with the proposed tariff, and revisions to the 1 

tariff to correct the omission of retirements would further complicate calculation and 2 

administration of Rider SMP rate changes.  If Rider SMP is rejected (as recommended 3 

herein) and traditional ratemaking were continued for ComEd’s investment in modern 4 

replacement technology for existing plant, the rate base and depreciation expense accounts 5 

would fully account for both the capital additions and retirements associated with such 6 

technology upgrading. 7 

Q. Has ComEd proposed any accounting for the expected income statement effects of 8 

future new SMP investments in technology?   9 

A. No.  The Rider SMP Recovery Amount specified in the proposed tariff specifically excludes 10 

the effects of “any operational expense associated with any SMP” and is silent with respect 11 

to potential new service and revenue opportunities that may be enabled by the installation of 12 

new smart grid systems. 13 

Q. Are there any potential new sources of revenues that may be created if ComEd invests 14 

in the proposed SMP projects? 15 

A. According to the Company’s response to Data Request No. AG (MLB) 6.30, “It is very 16 

likely that new retail or wholesale services will be enabled by Smart Grid Technologies; 17 

several examples are discussed in ComEd Ex. 15.0, pages 7-11 for illustrative purposes.  18 

However, ComEd has not determined which, if any, would ultimately be offered by ComEd, 19 

nor whether any and, if so to what extent, new revenue would result.  It is well in advance of 20 

when such revenue sources, if any, could be ascertained and their significance estimated.”  21 

On this basis, it appears that the tariff would ignore any revenue credits from new services, 22 

as only Rider SMP investment costs are projected to be captured and translated into rate 23 
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increases to customers.26  If Rider SMP is rejected and traditional regulation is employed to 1 

account for future technology investments, as proposed by the AG and CUB, any new 2 

revenue sources enabled by such investments would be subject to capture within ratemaking 3 

test years. 4 

Q. Does the Company expect to realize reductions in future operation and maintenance 5 

expenses as a result of investing in the proposed capital projects proposed for Rider 6 

SMP treatment? 7 

A. Yes.  As noted above, the AMI project that envisions replacement of existing meters, meter 8 

reading vehicles and other expenses will produce large expense savings in the future.  The 9 

net O&M savings from AMI are projected, using preliminary 2005 data, at ComEd Exhibit 10 

15.1 at page 10, in annual amounts ramping from $1.8 million in 2009 to $55.0 million by 11 

2014.  The same Exhibit at page 16 illustrates the large “Forecasted O&M Savings” in 12 

excess of anticipated incremental “Annual – O&M” expenses that are expected to arise from 13 

the Mobile Dispatch capital investments. 14 

Q. Is there any valid basis for ignoring O&M savings that result from Rider SMP 15 

included capital investments? 16 

A. No.  Rider SMP is hopelessly piecemeal by ignoring the cost savings that represent a key 17 

motivation for making the SMP investments.  The omission of any expense savings offset in 18 

the design of Rider SMP will guarantee that customers are overcharged between test years 19 

through the Rider, because they will be made to pay the full carrying costs (return on and 20 

return of) the new SMP investments while the expenses savings are retained for investors.  21 

In contrast, if the investment projects being proposed for Rider SMP recovery were instead 22 

                                                 
26  ComEd Ex. 14.1 illustrates Rider SMP projected impacts and does not account for any assumed new 

revenues through 2012. 
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recognized through traditional test period regulation, as recommended by the AG and CUB, 1 

the Company would be forced to account for all changes in O&M that occurred as a result 2 

of new capital investment.  This more balanced accounting for all of the financial impacts 3 

created by new technology investment is essential to avoid excessive Rider SMP charges to 4 

ComEd customers.    5 

Q. What is your conclusion and recommendation with regard to ComEd’s proposed 6 

Rider SMP? 7 

A. For all of the reasons stated herein and in my Direct Testimony, Rider SMP should be 8 

rejected and the Company should continue to recover all of its capital investments, including 9 

those employing modern technology, by including such costs in rate base and collecting 10 

depreciation and returns on such investment through base rates. 11 

Q. Does this conclude your testimony at this time? 12 

A. Yes.  13 


