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I. INTRODUCTION AND PURPOSE OF TESTIMONY   10 

A. Identification of the Witness 11 

Q. Dr. Tierney, please state your name and business address.  12 

A. My name is Susan F. Tierney, and my business address is 111 Huntington 13 

Avenue, Boston, Massachusetts, 02199. 14 

Q. What is your current position? 15 

A. I am a Managing Principal with Analysis Group.  16 

B.  Purpose and Organization of Testimony 17 

Q. What is the purpose of your testimony?   18 

A. I have been asked by Commonwealth Edison Company (“ComEd”) to respond to 19 

the testimony of Mr. Thomas Griffin (on behalf of the Staff of the Illinois 20 

Commerce Commission (“ICC Staff”)), who has recommended revisions to 21 

ComEd’s proposed pro forma adjustments to plant in service.  Secondly, I 22 

respond to the testimony of the following witnesses who have commented on 23 

ComEd’s proposed rider for System Modernization Projects (“SMP”): Mr. 24 

Michael Brosch and Dr. L. Lynne Kiesling (on behalf of the Illinois Attorney 25 

General (“AG”) and the Citizens Utility Board (“CUB”)); Mr. Ralph Smith (on 26 

behalf of AARP); Dr. Dennis Goins (on behalf of Nucor Steel Kankakee 27 

(“Nucor”)); Mr. Robert Stephens (on behalf of the Illinois Industrial Energy 28 

Consumers (“IIEC”)); Mr. Kevin Higgins (on behalf of the Kroger Companies 29 

(“Kroger”)); and Mr. Ronald Linkenback (on behalf of the ICC Staff).  My 30 

testimony rebuts Mr. Griffin’s recommendation to disallow certain pro forma 31 
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adjustments to plant in service, and these other witnesses’ assertions that the 32 

proposed SMP Rider should be rejected.  33 

Q. How is your testimony organized? 34 

A. After this introductory section in which I summarize my conclusions and my own 35 

background, I discuss the following topics:  In Section II, I address the 36 

ratemaking policy issues that are raised by Mr. Griffin’s position on the pro forma 37 

additions; and in Section III, I discuss the company’s proposed SMP Rider and 38 

rebut certain arguments of intervenors and Staff relating to it, in particular the 39 

testimony of Dr. Kiesling. 40 

C.  Summary of Testimony and Conclusions  41 

Q. Please summarize the conclusions of your testimony.    42 

A. The Commission’s rule on pro forma plant additions is an important one, 43 

especially in the circumstances in which ComEd currently finds itself.  The clear 44 

purpose of the rule is to better match cost recovery through rates with a utility’s 45 

investment.  This rule advances two principal goals of ratemaking:  (1) to assure 46 

that prices charged to customers reflect the actual costs of serving them; and (2) to 47 

enable the utility to attract capital at a reasonable cost to make useful investments 48 

to benefit customers.  Such a rule is particularly important in times of inflation 49 

and/or when costs relevant to utility investment are rising.  Focusing on these two 50 

core principles, as the Commission’s pro forma rule does, will lead to rates that 51 

send proper price signals to consumers about the cost to provide them with utility 52 

service, so they can determine the amount they are willing to consume and pay 53 

for.  Given the reliance on a 2006 historical test year and with new rates going 54 
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into effect almost two years after the end of the test year (i.e., on October 1, 2008) 55 

and in place for at least a significant period of time thereafter, the Commission 56 

should focus its limited attention and resources on assuring that the rates 57 

ultimately established in this case reasonably reflect the utility’s cost to provide 58 

service after October 2008.  This recommendation would thus lead to rejection of 59 

Staff Witness Mr. Griffin’s recommendations to remove pro forma adjustments 60 

for investment occurring after December 31, 2007.    61 

Furthermore, I encourage the Commission to decline to adopt Dr. 62 

Kiesling’s recommendation to reject Rider SMP, particularly in light of her own 63 

testimony supporting the advantages of investments in smart grid technologies.  64 

The SMP Rider seems to be precisely the type of mechanism that could enable her 65 

other infrastructure-investment recommendations to be accomplished.  I 66 

encourage the Commission to adopt Rider SMP.  While I am generally quite 67 

supportive of smart-grid technologies, I have not reviewed either Dr. Kiesling’s or 68 

ComEd’s specific investment proposals in sufficient detail to offer an opinion on 69 

whether they are appropriate for Commission approval at this time.  I also respond 70 

briefly to certain Staff and Intervenor arguments that Rider SMP should be 71 

rejected because it might remove incentives for efficient utility operation. 72 

D.  Professional Experience  73 

Q. Please describe your educational background. 74 

A. I have Masters and Ph.D. degrees in regional planning from Cornell University.  75 

My complete curriculum vita is attached to this report as Exhibit 18.1. 76 

Q. Please summarize your experience relating to utility regulatory and 77 
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ratemaking policy. 78 

A. Since the early 1980s, I have been a state utility regulator, federal energy policy 79 

maker, state environmental policy maker, academic, and consultant.  I have 80 

worked for 25-plus years in electric industry economics, regulation, and policy in 81 

a variety of capacities, including as a Commissioner of the Massachusetts 82 

Department of Public Utilities (“Massachusetts DPU”).     83 

Q. Please describe your current employment. 84 

A. At Analysis Group, I consult on economic and regulatory policy issues affecting 85 

the electric and gas industries.  My clients have included energy consumers, state 86 

and federal agencies, generating companies, private and public electric and gas 87 

utilities, regional transmission organizations, Indian tribes, and non-profit 88 

organizations.  I have testified before numerous state and federal regulatory 89 

commissions, courts, and legislatures.  I have served as an arbitrator, a member of 90 

blue ribbon commissions on energy and environmental policy issues, and as a 91 

director of many private and non-profit organizations in the energy and 92 

environmental sectors.  I have written extensively on energy regulatory issues, 93 

and made countless presentations at industry workshops, conferences, and 94 

meetings.  These experiences have enabled me to look at electric industry 95 

economic and regulatory policy issues from many vantage points.  I joined 96 

Analysis Group in 2003, having previously been a consultant at Lexecon, Inc.  97 

Q. Please describe your other prior positions.   98 

A. Prior to becoming a consultant 13 years ago, I held senior positions in   99 

government for 13 years.  I served as Assistant Secretary for Policy at the U.S. 100 
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Department of Energy under President Bill Clinton.  Before that, I was the 101 

Massachusetts Secretary of Environmental Affairs (appointed by Governor 102 

William Weld); Commissioner of the Massachusetts DPU (appointed by 103 

Governor Michael Dukakis); and Director of the Massachusetts Energy Facilities 104 

Siting Council.   Prior to my work in state and federal government, I was an 105 

Assistant Professor at the University of California (Irvine).   106 

Q. Do you have other relevant professional experience?   107 

A. Yes.  I recently co-chaired the Energy/Environment Working Group for the 108 

transition of Governor Deval Patrick, and assisted in transition issues relating to 109 

utility regulation for the new Patrick Administration.  I currently sit on several 110 

corporate and non-profit boards and commissions, including the National 111 

Commission on Energy Policy, and the National Academy of Sciences’ 112 

Committee on Terrorism and the Electric Power Delivery System.  I am chairman 113 

of the board of the Energy Foundation and of the board of Clean Air – Cool 114 

Planet (and Climate Policy Center); a director of Renegy Holdings, Inc. (a 115 

biomass-to-electricity company); a director of the Northeast States Clean Air 116 

Foundation; and a member of the Advisory Council of the National Renewable 117 

Energy Laboratory (“NREL”), the Massachusetts Renewable Energy Trust 118 

Advisory Council, the Environmental Advisory Council of the New York 119 

Independent System Operator (“NYISO”), and the China Sustainable Energy 120 

Program’s Policy Advisory Council.  I previously chaired the board of the 121 

Electricity Innovations Institute, and was a director of Catalytica Energy Systems 122 

Inc., a director of the Electric Power Research Institute (“EPRI”), a member of the 123 
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Advisory Council of the New England Independent System Operator (“ISO-NE”), 124 

a member of the WIRES Blue Ribbon Panel on Cost-Allocation for Transmission, 125 

and a director of ACORE (American Council on Renewable Energy).  For years, I 126 

have participated in the Harvard Electricity Policy Group and the Aspen 127 

Institute’s Energy Forum.    128 

II. APPROPRIATE RATEMAKING TREATMENT OF COMED’S PROPOSED 129 
PRO FORMA CAPITAL ADDITIONS 130 

Q. What do Illinois’ regulatory policies allow with respect to pro forma 131 

adjustments for capital additions in ratemaking?   132 

A. The ICC rules allow utilities to rely on either an historic test year or a future test 133 

year.1  When a utility elects to use an historical test year, the Commission’s rules 134 

allow for pro forma adjustments to reflect changes in conditions from the end of 135 

the test year.2  The clear intent of this rule is to better assure that a utility’s rates 136 

more closely align the utility’s revenues with costs that prevail while the rates are 137 

in effect.  As I mentioned earlier, this alignment is one of the core purposes of 138 

                                                 
1 Ill. Code Section 287.20 Test Year Options:  “A utility, at its option, may propose either one of the following 
periods as its proposed test year:  (a) Historical. Any consecutive 12 month period, beginning no more than 
24 months prior to the date of the utility's filing, for which actual data are available at the time of filing new 
tariffs; or (b) Future. Any consecutive 12 month period of forecasted data beginning no earlier than the date 
new tariffs are filed and ending no later than 24 months after the date new tariffs are filed.”  
2 “Section 287.40  Pro Forma Adjustments to Historical Test Year Data.”  “Section 287.40. Pro Forma 
Adjustments to Historical Test Year Data: A utility may propose pro forma adjustments (estimated or 
calculated adjustments made in the same context and format in which the affected information was 
provided) to the selected historical test year for all known and measurable changes in the operating results 
of the test year. These adjustments shall reflect changes affecting the ratepayers in plant investment, 
operating revenues, expenses, and cost of capital where such changes occurred during the selected 
historical test year or are reasonably certain to occur subsequent to the historical test year within 12 months 
after the filing date of the tariffs and where the amounts of the changes are determinable. Attrition or 
inflation factors shall not be substituted for a specific study of individual capital, revenue, and expense 
components. Any proposed known and measurable adjustment to the test year shall be individually 
identified and supported in the direct testimony of the utility. Each adjustment shall be submitted according 
to the standard information requirement schedules prescribed in 83 Ill. Adm. Code 285.”  
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ratemaking.3 139 

Q. In your opinion does the Commission’s rule on pro forma additions serve an 140 

important purpose? 141 

A. Very much so.  This rule (Section 287.40) allows for consideration of changes 142 

occurring after an historical test-year period in a way designed to increase the 143 

probability that the revenue requirement reflects the utility’s expected costs.  By 144 

so doing the rule serves to reduce appropriately potential effects that could distort 145 

customers’ rates, undermine capital attraction and create disincentives for 146 

undertaking needed investment to serve ratepayers’ needs.  To accomplish those 147 

important objectives, the rule permits consideration of reasonably certain changes 148 

in costs that will affect the service provided to ratepayers.  I distinguish this 149 

standard from others that might suggest that “reasonably certain” equates, in 150 

effect, with “absolutely certain,” or “actually occurred” in the past.  151 

Q. Do these same considerations – of needing to assure that (a) prices charged to 152 

consumers reflect investment costs made on their behalf, and (b) the utility 153 

can attract capital at reasonable costs and make useful investments for the 154 

benefit of consumers – apply here in this ComEd rate case?  155 

A. Yes.  The practical realities facing ComEd at this time and place (explained in 156 

detail in the testimonies of various ComEd witnesses, such as Mr. J. Barry 157 

Mitchell, Ms. Susan D. Abbott, Mr. Robert W. Gee, Mr. George Williams, Mr. 158 

                                                 
3   As articulated in the literature, the essential purposes of ratemaking are to set rates at levels to produce 
revenues that allow the utility to attract capital needed to discharge its obligations, to signal to consumers 
what it costs to provide them with utility service so they can determine the amount they are willing to 
consume and pay for, to provide incentives for efficient provision of utility service, and to provide the 
means for consumers to transfer cash to those who provide them with service.  James C. Bonbright, Albert 
L. Danielsen and David R. Kamerschen, “Principles of Public Utility Rates,” Public Utilities Reports, Inc., 
Second Edition, 1988. 
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Michael McMahan, Mr. Robert McDonald, Ms. Kathryn Houtsma and Ms. Stacie 159 

Frank), are precisely the realities which the rule was no doubt intended to address 160 

and mitigate.  These realities include (a) ComEd’s need to attract capital to 161 

support investment in distribution infrastructure (as described by Mr. Mitchell and 162 

Mr. McDonald), (b) the less-than-attractive credit ratings already faced by ComEd 163 

(described by Ms. Abbott and Mr. McDonald), and (c) the rapidly rising costs of 164 

materials used in utility plant (as described by Mr. Williams and Mr. Gee).  In the 165 

absence of a rule requiring that pro forma additions be shown only with 166 

“reasonable certainty,” the outcome would tend to produce inaccurate rates that 167 

simply do not reflect the actual costs of service during the period rates are in 168 

effect.  This would tend to send economically incorrect pricing signals to 169 

consumers, worsen the financial position of the utility thus raising its cost of 170 

capital, and undermine the opportunities for ComEd to invest in the infrastructure 171 

needed to serve customers’ needs.   172 

Q Are there other reasons why the Commission’s rule on pro forma additions 173 

serves a particularly useful function at this time?   174 

A. Yes.  As described by the direct testimonies of Mr. Williams and Mr. McMahan, 175 

and as I amplify below, we are currently in a period of high costs faced by 176 

distribution companies in constructing and maintaining infrastructure on their 177 

system.   Given these rising costs, there will be significant enough problems of 178 

aligning revenues with actual costs even if every dollar of ComEd’s proposed pro 179 

forma adjustments were allowed as reasonably certain by the Commission.    180 

Q. What additional information do you have about the rising costs of materials 181 
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faced by electric distribution utilities, beyond the information already 182 

presented by ComEd’s witnesses?   183 

A. First, national statistics on producer prices (for electric distribution companies) 184 

show costs rising faster than general consumer prices and, more specifically, than 185 

consumer prices in the Chicago area.  These trends are shown on Figure 1 below. 186 

Figure 1 187 

 188 
Source:  U.S. Bureau of Labor Statistics  189 

Since ComEd’s witnesses filed their testimony in October, 2007, a number of 190 

references have cited increases in input prices affecting the utility industry.4  A 191 

new study published in Public Utilities Fortnightly in December 2007,5 provides 192 

evidence on the rising construction-related costs faced by utilities in the U.S.: 193 

                                                 
4 See, for example, Robert Guy Matthews, “Costs likely to spur steel-price rise,” Wall Street Journal, 
January 25, 2008:  “Steelmakers, already anticipating iron-ore costs as much as 75% higher than a year 
earlier, now face higher coal prices, likely meaning further price increases for steel, particularly in 
Asia….Steelmakers around the world have been raising their prices steadily over the last year -- including 
several in recent weeks -- trying to recoup high energy, raw-materials and shipping costs. In the last month, 
the price for hot rolled steel, considered an industry benchmark, has increased 5% to $633 a metric ton. 
Analysts expect production to remain tight and prices to increase further this quarter.”  
5 Greg Basheda and Mark Chupka, “Sticker Shock: Increasing Prices for Materials, Equipment and 
Services are Driving Utility Infrastructure Costs into Uncharted Territory,” Public Utilities Fortnightly, 
December 1, 2007 (hereinafter, “Basheda and Chupka”). 
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The recent rise in many utility construction cost components 194 
follows roughly a decade of relatively stable (or even declining) 195 
real construction costs, adding to a growing sense of sticker shock 196 
among power companies and state regulators….Infrastructure costs 197 
were relatively stable during the 1990s.  But between January 2004 198 
and January 2007, prices increased rapidly.  Costs for steam-199 
generation boilers, transmission facilities and distribution-grid 200 
equipment rose by 25 percent to 35 percent, compared to an 8 201 
percent increase in inflation, expressed by the GDP deflator…. 202 
Similarly, distribution-system investments began rising in the mid-203 
1990s, preceding the corresponding boom in generation, and the 204 
flow of distribution investments shows no sign of diminishing.  In 205 
2006, utilities invested more than $17 billion to upgrade and 206 
expand distribution systems, a 32 percent increase over 207 
investments in 2004. EEI estimates distribution investment during 208 
2007 will again exceed $17.0 billion.  While much of the recent 209 
increase in distribution investment reflects expanding physical 210 
infrastructure, a substantial portion of this investment reflects the 211 
increased input costs of materials and labor. Cost estimates likely 212 
will increase further if market trends persist.6     213 

According to the authors of this study, Greg Basheda and Mark Chupka, 214 

some of the factors leading to cost trends are “straightforward. For example, costs 215 

for steel, copper and concrete have risen sharply due to high global demand, as 216 

well as production and transportation costs (in part owing to high fuel prices), and 217 

a weakening U.S. dollar. Other drivers are less transparent. Labor costs generally 218 

have tracked inflation rates, but shortages in skilled workers have driven costs 219 

higher for utility equipment and construction services.”7 220 

                                                 
6 Basheda and Chupka, pages 57-58. 
7 Basheda and Chupka, page 57.   They explain these trends further: “Broadly speaking, four factors are 
driving rising costs for utility infrastructure: 1) material costs, including such commodities as steel and 
cement, as well as manufactured components; 2) limited shop and fabrication capacity for manufacturing 
major components; 3) costs for construction field labor, both unskilled and craft labor; and 4) the market 
for large construction-project management and EPC services.   Utility construction projects involve large 
quantities of steel, aluminum and copper (and components manufactured from these metals) as well as 
cement for foundations, footings and structures. All these commodities have experienced substantial recent 
price increases, due to increased domestic and global demands as well as increased energy costs in mineral 
extraction, processing and transportation (see Fig. [3], “Raw Materials Costs”). In addition, since many of 
these materials are traded globally, the recent performance of the U.S. dollar affects domestic costs.  In 
particular, various sources point to the rapid growth of steel production and demand in China as a primary 
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The Basheda/Chupka study includes a number of charts which show the 221 

trends in the cost information they describe in their paper.  I include several of 222 

these charts below (as Figures 2 through 4), indicating the rising costs for 223 

materials and other construction inputs of electric distribution companies: 224 

Figure 2: National Average Utility Infrastructure Costs (1991-2007) 225 

 226 
Source: Basheda and Chupka, Figure 1, using Brattle Group/Edison Foundation data. 227 

                                                                                                                                                 
cause of the increases in both steel prices and the prices of steelmaking inputs.  Today’s steel prices remain 
at historically elevated levels and likely will remain high for the near future.  Other metals important for 
utility infrastructure display similar price patterns: declining real prices over the first five years or so of the 
previous 10 years, followed by sharp increases in the last few years. These price increases also were 
evident in other metals—such as nickel and tungsten—that contribute to steel alloys used broadly in 
electrical infrastructure. Prices for wire products have spiked compared to the inflation rate, highlighting 
the impact of underlying metal price increases (see Fig. [4],“Electric Wire and Cable Price Indices”).” 
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Figure 3:  Raw Material Cost Trends (1997 – 2006) 228 

 229 
Source: Basheda and Chupka, Figure 2, using data from U.S. Geological Survey,                                             230 

Mineral Commodity Summaries and The Bureau of Economic Analysis 231 

Figure 4:  Electric Wire and Cable Price Indices (1997-2006) 232 

 233 
Source: Basheda and Chupka, Figure 3, using data from U.S. Bureau of Labor                                                 234 

Statistics and the U.S. Bureau of Economic Analysis. 235 

These cost issues are so significant that it would be imbalanced to prevent ComEd 236 

from making any pro forma adjustments for the full amount of reasonably certain 237 

investments through September 30, 2008, which would be the result of adopting 238 

Mr. Griffin’s narrow interpretation of what investments are “reasonably certain.”   239 
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Q. Please summarize your recommendation about appropriate ratemaking 240 

treatment of ComEd’s proposed pro forma adjustments in this case. 241 

A. I recommend that in light of the clear standard in current ICC rules and the 242 

adverse effects of failure to recognize “reasonably certain” costs, the Commission 243 

should carefully review the merits of ComEd’s testimony regarding individually 244 

identified, specifically studied and supported pro forma adjustments for 245 

investments to determine whether the Commission is satisfied that known and 246 

measureable changes in plant investment up through September 30, 2008 are 247 

reasonably certain.  It should not rely on a simplistic “bright line” test that 248 

establishes an insurmountable obstacle for the utility to meet.  Adoption of this 249 

measured approach is good for both the utility and consumers, consistent with 250 

balancing the various goals of regulation (e.g., rates reflecting cost of service, 251 

capital attraction, efficient provision of service).  Doing so would mean rejecting 252 

Mr. Griffin’s recommendations to truncate pro forma adjustments for investments 253 

as of the last day of 2007.  254 

III. SYSTEM MODERNIZATION PROJECTS RIDER   255 

Q. Earlier, you stated that you would respond to the recommendation of CUB’s 256 

witness, Dr. Kiesling, that the Commission should reject ComEd’s proposed 257 

Rider SMP.  What is your objection to her position?   258 

A. My primary concern with Dr. Kiesling’s recommendation is that the company’s 259 

proposal seems to be precisely the type of mechanism that could enable her other 260 

recommendations to be accomplished.  I understand that Rider SMP will provide 261 

regulatory certainty beyond that now available, that would allow ComEd to invest 262 
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in most if not all of the types of investments that she envisions as important for 263 

bringing to ComEd’s customers the benefits of a smart grid.   264 

On the one hand, Dr. Kiesling compellingly articulates the benefits of a 265 

smart grid.  Her points, in combination with the testimony of such ComEd 266 

witnesses as Mr. Terence Donnelly and Mr. Crumrine, provide ample evidence of 267 

the value of investment in smart-grid technologies as well as of some sort of 268 

collaborative process to ensure that the appropriate architecture is in place to 269 

enable a smart grid to evolve over time.    270 

In light of these points, it is hard to understand why she recommends that 271 

the Commission reject Rider SMP. 272 

Q. But Dr. Kiesling does not support the specific smart-grid investments that 273 

are being proposed by ComEd, and wouldn’t approval of Rider SMP be 274 

tantamount to Commission approval of ComEd’s proposed SMP projects?  275 

A. No.  ComEd’s Rider SMP proposal does not involve the immediate approval of 276 

any specific system modernization projects.  As I interpret ComEd’s proposal, the 277 

Rider SMP proposal consists of two components.  The first component is to 278 

provide a procedural mechanism through which the Commission and stakeholders 279 

discuss and contribute to the identification of appropriate system modernization 280 

investments.  The second component is the Rider itself, which is the mechanism 281 

through which ComEd will be able to recover a portion of the annual investments 282 

it will make in system modernization projects.  I see the heart of the proposal to 283 

be a means to accomplish the kind of stakeholder discussions that Dr. Kiesling is 284 

hoping to see occur in Illinois.  For example, even if the Commission agreed with 285 
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Dr. Kiesling that the specific technology investments identified by Ms. Clair and 286 

Mr. Donnelly in this general rate case were not the appropriate ones to approve, 287 

such a finding would not – and should not – prevent the Commission from 288 

approving the SMP Rider concept altogether.  Approval of Rider SMP per se is 289 

not necessarily the same thing as approving the specific advanced technology 290 

projects proposed in this rate case.  291 

 Q. What effect would outright rejection of Rider SMP have on ComEd?   292 

A. A Commission decision to reject the SMP Rider as a ratemaking mechanism – in 293 

addition to not approving the specific projects proposed this year – would 294 

materially and adversely affect the ability of ComEd to make the types of smart 295 

grid investments that Dr. Kiesling hopes for electricity customers in Illinois.  296 

Without approval of Rider SMP and the certainty it provides, I believe that there 297 

will not be substantial investment in advanced metering and/or other smart-grid 298 

technology enhancements in the near future. Without financial resources to 299 

support investment in advanced metering, for example, it may be many years 300 

before a significant number of customers in ComEd’s service territory have the 301 

opportunity to realize the benefits of advanced metering, faster outage responses 302 

and shorter down times.   303 

Q. Why do you view approval of Rider SMP as necessary and reasonable? 304 

A. Currently, ComEd faces two significant financial impediments that inhibit retail 305 

customers getting access to the benefits of such investments in the near term.  306 

These impediments are (i) uncertainty about ICC support for specific 307 

modernization programs, and (ii) limits on the utility’s access to capital to fund 308 



Docket No. 07-0566 
ComEd Ex. 18.0 

 16 of 20

them at the same level of priority as investments necessary to provide reliable, 309 

safe, adequate electricity service. Adoption of Rider SMP as a potential cost 310 

recovery mechanism between rate cases may overcome some of these 311 

impediments in ways that neither prejudge Commission approvals nor the utility’s 312 

commitment to investment.  Adoption of the proposed Rider SMP may simply 313 

permit the possibility, with appropriate procedural safeguards giving ComEd the 314 

option to propose worthy candidate projects, affording the public the opportunity 315 

to comment, and assuring the Commission a venue to determine whether specific 316 

“elective” system modernization projects are cost-beneficial for customers and 317 

merit approval for cost recovery in rates.   318 

Without some mechanism like this, there is no “room” for such 319 

incremental capital investment in system modernization projects in the revenue 320 

requirement on which ComEd’s new rates will be established, because whatever 321 

depreciation allowance and amount of return eventually is included in those rates 322 

will be based on recovery of and on ComEd’s past investment in plant that is tied 323 

to assets already in place on ComEd’s system.  Rider SMP will allow for recovery 324 

of incremental SMP capital projects approved by the Commission and invested in 325 

by ComEd in the future.  326 

  Put simply, ComEd’s proposal for the SMP Rider is a creative mechanism 327 

for funding discretionary projects that have the potential – if justified before the 328 

Commission – to create value to consumers but which are not “necessary” for the 329 

provision of safe, reliable, efficient distribution service. 330 
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Q. Finally, you mentioned you would address the points made by certain Staff 331 

and Intervenor witnesses that approval of Rider SMP would reduce 332 

incentives for ComEd to act efficiently.  What is that testimony? 333 

A. Several intervenors object to ComEd’s proposed Rider SMP either explicitly or 334 

implicitly on the grounds that, in their views, the mechanism will undermine the 335 

incentive for the utility to manage its investments and costs efficiently.   For 336 

example, Mr. Michael Brosch, on behalf of the AG and CUB, recommends that 337 

Rider SMP be rejected, arguing that it would eliminate the incentive introduced 338 

by “regulatory lag” in encouraging utility management to control and reduce costs 339 

and to maximize the opportunity to actually earn at or above the authorized return 340 

level between rate case test periods.8   Mr. Ralph Smith (for AARP) states that 341 

Rider SMP would reduce efficiency and financial responsibility, and urges the 342 

Commission to reject the proposal since, in his view, ComEd has not shown it has 343 

unique problems with regulatory lag, unlike that of other public utilities.9   Dr. 344 

Dennis Goins (for Nucor) similarly urges rejection of the proposed Rider because, 345 

in his view, it “would essentially eliminate regulatory lag between cost incurrence 346 

and cost recovery for designated SMPs.”10  Mr. Robert Stephens (for IIEC), Mr. 347 

Kevin Higgins (for Kroger) and Mr. Ronald Linkenback (for the ICC Staff) 348 

similarly urge the Commission to reject Rider SMP, because, they believe, it 349 

would compromise incentives for prudent and efficient utility operation and 350 

                                                 
8 Testimony of Mr. Michael Brosch (AG/CUB Exhibit MLB-1.0), pages 7 and 13. 
9 Testimony of Mr. Ralph Smith (AARP Exhibit 1.0), pages 8 and 12. 
10 Testimony of Dr. Dennis Goins (Nucor Exhibit 1.0), page 12. 
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capital budgeting.11   351 

Q. What is your response to this view that Rider SMP will undermine the 352 

incentives for efficient management of ComEd’s system?  353 

A. First, the proposal is designed not for essential investments, but rather for ones 354 

that are above and beyond those required for safe, reliable and adequate electric 355 

service.  Given ComEd’s financial situation, it is unlikely that such system 356 

enhancement projects would be undertaken without Rider SMP, even if there 357 

were net benefits to customers that could be established in a special Commission 358 

proceeding.  Therefore, the intervenors’ arguments that ComEd’s financial 359 

incentives to cut costs will be undermined are misplaced.      360 

Second, Rider SMP does not affect the regulatory lag which will still be in 361 

place regarding the vast body of other investments and expenses that ComEd will 362 

need to incur during the period in which new rates are in effect, in order to assure 363 

safe, reliable and adequate service for its customers. 364 

Third, as a rate adjustment mechanism for recovery of costs of a program 365 

that will provide ComEd a unique opportunity to modernize its system, Rider 366 

SMP should not be hampered by “single issue” ratemaking concerns.  Regulatory 367 

bodies routinely employ such ratemaking mechanisms to enable utilities to 368 

address special circumstances.  Dr. Goins himself seems to suggest,12 there may 369 

be extreme circumstances in which regulators might pursue single-issue 370 

ratemaking (and I do not believe that this rider, once adopted as a mechanism, 371 

would be considered single-issue ratemaking either in Illinois or elsewhere).  The 372 

                                                 
11 Testimony of Mr. Robert Stephens (IIEC, Exhibit 1.0), pages 19-20; Testimony of Mr. Kevin Higgins 
(Kroger Exhibit), pages 3-7; Testimony of Mr. Ronald Linkenback (ICC Staff, Exhibit 8.0), pages 4-5. 
12 Testimony of Dr. Goins (Nucor Exhibit 1.0), page 14. 
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Rider SMP framework would not prejudge when such system-modernization 373 

investments might be net beneficial for customers, and would allow the 374 

Commission to decide when to allow timely cost-recovery to create a better 375 

incentive for ComEd to pursue investments that go beyond its normal obligation 376 

to serve.   377 

Fourth, these intervenors seem to overlook the important fact that 378 

ComEd’s proposal anticipates that each one of them would have an annual 379 

opportunity to participate in a Commission-led evaluation of specific SMP project 380 

proposals in front of the Commission before those proposals were acted upon by 381 

the Commission and ComEd.    382 

Q. Do you think that a desire to encourage regulatory lag should provide a basis 383 

for the Commission to reject the proposed Rider SMP?   384 

A. No.  Focusing on regulatory lag as a reason to disapprove proposed Rider SMP 385 

would deprive the Commission of the opportunity, with the input of stakeholders, 386 

to determine whether investments to modernize the system are beneficial, since it 387 

is unlikely that any of these investments will take place without this new 388 

mechanism.  Regulatory lag is neither a core function nor principle of utility 389 

ratemaking, and should therefore not be viewed as an end in itself or the driving 390 

force by which to evaluate utility rate proposals.      391 

Focusing opposition to the proposal on the basis of the argument that 392 

“regulatory lag creates incentives for efficient management” overlooks the severe 393 

pressure already placed on the utility associated with keeping its costs down to 394 

the amounts in the established rates, even if there were absolutely no regulatory 395 
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lag.  At the moment, the former should be strong enough, since the utility’s 396 

earnings are so low in light of the overall revenue requirement allowed in the last 397 

rate case.  That alone would seem enough to create a compelling incentive for 398 

efficient management.   399 

IV. CONCLUSION  400 

Q. Does that conclude your testimony?   401 

A. Yes.  402 


