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I. INTRODUCTION AND BACKGROUND 1 

A. IDENTIFICATION OF WITNESS 2 

Q. Would you please state your name and business address? 3 

A. Paul R. Crumrine, Commonwealth Edison Company (“ComEd”), 440 South LaSalle 4 

Street, Suite 3300, Chicago, Illinois 60605. 5 

Q. Are you the same Paul R. Crumrine who submitted direct testimony on behalf of 6 

ComEd in this docket? 7 

A. Yes. 8 

B. PURPOSE OF REBUTTAL TESTIMONY 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. The purpose of my rebuttal testimony is to respond to the direct and/or supplemental 11 

direct testimony of Illinois Commerce Commission (the “Commission” or “ICC”) Staff 12 

(“Staff”) witnesses Ms. Dianna Hathhorn, Mr. Ronald Linkenback, Mr. Mike Luth, 13 

Dr. Eric P. Schlaf and Mr. Harold Stoller; AARP witness Mr. Ralph C. Smith; Attorney 14 

General and Citizens Utility Board (“AG/CUB”) witness Mr. Michael L. Brosch; 15 

Building Owners and Managers Association of Chicago (“BOMA/Chicago”) witness 16 

Mr. Ralph Zarumba; City of Chicago witness (“City”) Mr. Edward C. Bodmer; 17 

Constellation NewEnergy, Inc. (“CNE”) witness Mr. David I. Fein; Citizens Utility 18 

Board (“CUB”) witnesses Mr. Christopher Thomas and Mr. Martin R. Cohen; Coalition 19 

to Request Equitable Allocation of Costs Together (“REACT”) witnesses Mr. Edward C. 20 

Bodmer, Mr. Bradley O. Fults, and Mr. Jeffrey Merola; U.S. Department of Energy 21 

(“DOE”) witness Dr. Dale E. Swan; Illinois Industrial Energy Consumers (“IIEC”) 22 
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witnesses Mr. Robert Stephens and Mr. David L. Stowe; The Kroger Co. witness 23 

Mr. Kevin C. Higgins; Northeast Illinois Regional Commuter Railroad Corp. 24 

(“METRA”) witness Mr. James G. Bachman; and NUCOR Steel Kankakee, Inc. 25 

(“NUCOR”) witness Dr. Dennis W. Goins. 26 

C. SUMMARY OF CONCLUSIONS 27 

Q. Would you please summarize your conclusions? 28 

A. I conclude the following: 29 

1. Rider SMP and its attendant cost-recovery and pre-approval features must be 30 

approved to enable ComEd to move forward with the significant deployment of 31 

Smart Grid technologies, such as Advanced Metering Infrastructure (“AMI”) and 32 

other service enhancements. 33 

2. In response to the suggestions offered by Staff and the Commission’s recent 34 

guidance on system modernization proposals, ComEd offers revisions to Rider 35 

SMP that largely address the concerns and issues raised by Staff and other parties.  36 

Rider SMP, as revised, is just and reasonable, consistent with the Commission’s 37 

guidance provided on such riders, and should be approved. 38 

3. Rider SEA, as modified, remains an appropriate ratemaking mechanism for 39 

addressing the volatility of storm restoration expenses and the impact such 40 

volatility has on customers, ComEd and service quality. 41 

4. ComEd’s embedded cost of service study (“ECOSS”) is reasonable and should be 42 

used for ratemaking purposes.  Customer class revenue should be allocated based 43 

on the Company’s ECOSS, except that the three largest customer classes (i.e., 44 
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Extra Large Load, High Voltage and Railroad Delivery Classes) should be moved 45 

only 50% towards full cost of service. 46 

5. The rate design for the former Rider 25 space heating customers already has been 47 

determined by the Commission in ComEd’s last rate case, and there is no need to 48 

re-litigate this issue.  Accordingly, there is no reason to require a specific 49 

mitigation plan for these former Rider 25 customers. 50 

6. CUB’s proposed use of capacity prices in effect during the period June 2009 51 

through May 2011 in the calculation of the revenue requirement adjustment 52 

associated with Rider AC7 is inappropriate. 53 

7. The concerns raised by REACT witnesses regarding the recovery of supply and 54 

procurement-related costs are unsupported and reflect a misunderstanding of 55 

ComEd’s tariffs. 56 

D. ATTACHMENTS TO DIRECT TESTIMONY 57 

Q. Would you please identify the exhibit attached to your rebuttal testimony? 58 

A. ComEd Ex. 30.1 presents ComEd’s proposed revisions to Rider SMP.  ComEd Ex. 30.2 59 

presents ComEd’s proposed revisions to Rider SEA. 60 

II. RIDER SMP – SYSTEM MODERNIZATION PROJECTS ADJUSTMENT 61 

Q. What is the purpose of your rebuttal testimony concerning Rider SMP? 62 

A. The purpose of my Rider SMP rebuttal testimony is to address various issues raised by 63 

Staff and Intervenors, discuss ComEd’s response to recent guidance from the 64 

Commission pertaining to system modernization proposals, and present ComEd’s 65 

proposed revisions to Rider SMP. 66 
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A. OVERVIEW 67 

Q. Has ComEd’s position on Rider SMP evolved since filing its direct and 68 

supplemental direct testimony? 69 

A. Yes.  In order to address ComEd’s current Rider SMP proposal, it is necessary to review 70 

the reasons why ComEd has proposed Rider SMP.  ComEd proposed Rider SMP in order 71 

to enable, or in some instances accelerate, the deployment of Smart Grid technologies on 72 

ComEd’s system, providing benefits to customers far earlier than might otherwise occur.  73 

These customer benefits include improvements to reliability and customer service beyond 74 

standard service, as well as providing customers with the capability to make better 75 

informed decisions about their electricity usage and supplier choices.  Unique to the 76 

original Rider SMP proposal is a project pre-approval process that would provide a venue 77 

for Commission and stakeholder input on proposed technologies before they would be 78 

deployed.  ComEd’s original Rider SMP proposal also included an annual review process 79 

to review the reasonableness of dollars invested in a System Modernization Project 80 

(“SMP”).  Both the pre-approval process and the prudence review process afford 81 

customer protections against unnecessary and/or unreasonable investment.  Finally, 82 

ComEd proposed a rider mechanism for SMPs to obtain a significant measure of 83 

regulatory certainty related to these investments, and to address critical cost-recovery 84 

questions at the outset of these projects, which is particularly important in light of 85 

ComEd’s current financial condition.   86 

Since the filing of ComEd’s Supplemental Direct Testimony, two events occurred that 87 

require us to modify, and, in our opinion, improve upon, ComEd’s Rider SMP proposal.  88 

First, the Commission entered its Order in The Peoples Gas Light and Coke Co. 89 
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(“Peoples Gas”) and North Shore Gas Co. rate case (ICC Docket Nos. 07-0241/07-0242, 90 

entered Feb. 5, 2008) (“Peoples Gas Order”), which set forth a series of recommendations 91 

related to riders like Rider SMP.  (See id. at 153-62).  In the Peoples Gas Order, the 92 

Commission expressed hope that future system modernization proposals will contain 93 

appropriate information so that both customers and the State’s economy ultimately can 94 

realize the benefits of modernization efforts, stating:  95 

In a general sense, the application of modern technology to the 96 
utilities and networks that we regulate and upon which our 97 
economy depends makes simple common sense.  But unless the 98 
proponents of the modernization initiatives provide a more 99 
compelling rationale in terms of identifying and quantifying 100 
reduced system costs and increased customer benefits, we will 101 
never be persuaded that modernization is in the best interest of the 102 
ratepayers.  Thus, we are likely to have less system modernization 103 
in Illinois, rather than more, and the consumers and businesses in 104 
Illinois will be the worse for it.   105 

 (Peoples Gas Order at 162).  Accordingly, ComEd is proposing modifications to Rider 106 

SMP and submits testimony to address the Commission’s concerns. 107 

 Second, Staff and Intervenors have filed testimony in this proceeding relating to Rider 108 

SMP.  In that testimony, the parties raise various issues about the original Rider SMP 109 

proposal, and ComEd’s rebuttal testimony reflects, in part, changes to the proposal in 110 

response to Staff and Intervenors.  For example, ComEd now recommends a six-month 111 

proceeding to evaluate future SMP proposals instead of the ninety-day proceeding 112 

previously suggested.  113 

Q. Can you briefly describe the Staff and Intervenor positions on Rider SMP?  114 

A. Staff and Intervenor testimony discussing Rider SMP addressed three major areas:  115 

(1) their claim that ComEd did not identify and describe in sufficient detail the proposed 116 
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SMPs; (2) the procedures attendant to the implementation of Rider SMP, including the 117 

approval process for the projects whose costs would be recovered under the Rider and the 118 

annual review of such costs; and (3) the propriety of a rider mechanism for the recovery 119 

of SMP costs and the application of the rider’s cost recovery mechanism to particular 120 

customer classes.  Staff and Intervenors offered various alternative proposals to those 121 

presented in ComEd’s original Rider SMP, including the use of “collaborative” and 122 

workshop processes for approval of projects, the reflection of cost savings estimates, the 123 

disallowance of depreciation expense associated with assets replaced under the projects, 124 

and caps on earnings.  125 

Q. How does ComEd intend to address the issues you have described? 126 

A. Through its rebuttal testimony on Rider SMP, ComEd has answered the questions and 127 

issues Staff and other parties raise concerning the level of detail provided for the 128 

proposed SMPs and the benefits associated with such projects.  As presented later in my 129 

testimony, ComEd offers significant compromise on one of the more contested issues 130 

concerning Rider SMP—timely cost recovery for projects approved under Rider SMP.  131 

ComEd does so by following the Commission’s guidance proffered for such riders.  132 

Thus, it is ComEd’s hope that its rebuttal testimony will bring this important matter 133 

closer to resolution. 134 

 While ComEd also has offered significant compromise on other issues pertaining to Rider 135 

SMP, further refinement may be necessary during the course of this proceeding.  Thus, it 136 

is clear that cooperation and compromise by all parties favoring, or at least willing to 137 

consider Smart Grid technology, is needed to reach reasonable resolution of this 138 

important issue.  A “winner-takes-all” approach would not be constructive.  ComEd and 139 
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other parties may share the common goal of Smart Grid technology and its potential 140 

benefits, but we clearly have divergent views on what is needed to achieve that goal.  141 

While ComEd’s Rider SMP has moved the subject of Smart Grid and other system 142 

enhancements to the forefront, no good will come from protracted litigation before the 143 

Commission on this matter.  144 

Q. Specifically, how does ComEd address these issues? 145 

A. I will respond to concerns regarding the pre-approval, annual review and cost-recovery 146 

processes set forth in Rider SMP and the changes made thereto.  Dr. Susan Tierney will 147 

respond to the concerns raised about the propriety of a rider as a vehicle for recovery of 148 

costs related to Smart Grid development, which is the conceptual impetus for Rider SMP.  149 

(ComEd Ex. 18.0). 150 

 Ms. Sally Clair will provide additional details and cost information for the AMI projects 151 

that would be subject to Rider SMP.  (ComEd Ex. 23.0).  Dr. Stephen George will 152 

discuss the potential non-operational benefits associated with AMI.  (ComEd Ex. 31.0).  153 

Mr. Terrance Donnelly will describe in detail the non-AMI projects that ComEd proposes 154 

be considered for cost recovery under Rider SMP.  (ComEd Ex. 21.0).  Mr. Donnelly also 155 

will describe the purpose and technical details of those projects, as well as the costs and 156 

applications of Smart Grid functionality on the ComEd system.   157 

B. COMMISSION GUIDANCE ON SYSTEM MODERNIZATION 158 

Q. Has the Commission provided any guidance with respect to system modernization 159 

programs and recovery mechanisms? 160 
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A. Yes.  In the Peoples Gas Order, the Commission provided guidance with respect to 161 

system modernization programs and recovery mechanisms.  In that proceeding, Peoples 162 

Gas proposed Rider ICR (Infrastructure Cost Recovery), which sought to recover the 163 

capital costs associated with an acceleration of its gas main replacement program.  Rider 164 

ICR would authorize recovery of costs associated with capital investments in main 165 

replacements before they were accounted for in Peoples Gas’ base rates in its next rate 166 

proceeding.  While the Commission declined in that order to approve Rider ICR, it 167 

provided guidance as to the supporting information it would require to support the 168 

approval of a system rider for modernization projects: 169 

In the case of Rider ICR, the Utilities’ proposal is insufficient for 170 
the Commission to approve it.  It might have been easier to 171 
approve the rider had the Utilities included, or the Staff or the 172 
Intervenors’ elicited, such information as:  a detailed description 173 
and cost analysis of the proposed system modernization; an 174 
identification and evaluation of the range of technology options 175 
considered and analysis and justification of the proposed 176 
technology approach; a detailed identification and description of 177 
the functionalities of the new system, related both to system 178 
operation as well as on the customer side of the meter, as well as 179 
an identification and justification of functionalities foregone; 180 
analysis of the benefits of the system modernization, both to 181 
system operation as well as to customers; these benefits should 182 
include reductions in system costs as well as an analysis of the 183 
range and benefits of potential new products and services for 184 
customers made possible by the system modernization; an analysis 185 
of regulatory mechanisms to allow companies to both recover their 186 
costs of system modernization as well as to flow reduced system 187 
costs back to customers; and  an identification and analysis of legal 188 
or regulatory barriers to the implementation of system 189 
modernization proposals.  190 

 (Peoples Gas Order at 162).  The Commission also outlined the criteria for any rider 191 

proposal seeking to recover certain costs associated with such capital investments outside 192 

of a rate cases.   193 
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Staff asserts Part 656, the Commission’s preexisting rule for 194 
qualifying infrastructure plant surcharge for water and sewer 195 
utilities, is a template for Rider ICR.  We believe that a Rider 196 
scripted in accordance with the strictures of Part 656 would ensure 197 
that only the costs of the CI/DI Main Replacement Program are 198 
recovered through the rider, since the rider would have to meet 199 
specific criteria in order to be eligible.  The legislature has given 200 
guidance on the appropriate methodology to be utilized when 201 
drafting a Rider for the Commission’s consideration. 202 

 (Id. at 161)(citations omitted).   203 

Q. Has ComEd considered the guidance given by the Commission with respect to 204 

system modernization programs and recovery mechanisms? 205 

A. Yes.  ComEd developed Rider SMP and its supplemental direct testimony concerning the 206 

proposed projects without the benefit of the Commission’s guidance recently offered in 207 

its Peoples Gas Order.  However, ComEd is proposing revisions to Rider SMP in an 208 

effort to address the Commission’s concerns expressed in the Peoples Gas Order and, in 209 

so doing, also address many of the objections raised by Staff and other parties.   210 

Mr. Donnelly and Ms. Clair (ComEd Exs. 21.0 and 23.0) provide additional supporting 211 

information for the proposed projects.  In particular, Mr. Donnelly explains that ComEd 212 

is removing one of the previously proposed projects from the list to be considered for 213 

approval in this case.  As a result, ComEd is now proposing seven projects for inclusion 214 

in Rider SMP, rather than eight. 215 

C. PROPOSED REVISIONS TO RIDER SMP   216 

Q. Have Staff or Intervenors considered the Commission’s guidance concerning system 217 

modernization projects and associated rider recovery mechanisms? 218 
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A. Although the Peoples Gas Order was entered before either Staff and Intervenor direct or 219 

supplemental direct testimony was due in this proceeding, none of the Intervenor 220 

witnesses specifically addressed the Peoples Gas Order.  Meanwhile, as for Staff, Ms. 221 

Hathhorn’s proposed revisions to Rider SMP bear some resemblance to the rider 222 

mechanism described in Part 656, 83 Ill. Adm. Code § 656 (but go considerably beyond 223 

the requirements therein), and Mr. Linkenback, offered criteria for reviewing projects that 224 

is similar to the list offered by the Commission in the Peoples Gas Order.  (See generally 225 

Staff Ex. 10.0; Staff Ex. 12.0, 16:365-18:422).  226 

Q. What is your understanding of the features of a rider that would conform with the 227 

provisions of Part 656 of the Commission’s rules, 83 Ill. Adm. Code § 656, and what 228 

is ComEd’s position with respect to the adoption of such features? 229 

A. Based on discussions with counsel, the key features from a ratemaking perspective and 230 

ComEd’s positions on such features are as follows: 231 

1. No Commission review or pre-approval of projects is required 83 Ill. Adm. Code 232 

§ 656.40):  The project scope and cost recovery are limited to plant additions that 233 

are “replacements of existing plant” (i.e., “worn out or deteriorated,” “obsolete 234 

and at end of their useful lives due to change in law or a change in regulations”) 235 

and booked to specific plant accounts.  (See 83 Ill. Adm. Code § 656.40).  The 236 

projects proposed by ComEd for recovery under Rider SMP are not mundane 237 

replacement projects; rather, they are system modernization and service 238 

enhancement projects.  Therefore, ComEd continues to believe that Commission 239 

pre-approval is the more appropriate approach.  As Mr. Donnelly stated in his 240 

supplemental direct testimony, system improvement investments like those 241 
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proposed by ComEd “neither (1) produce revenues that can allow ComEd to 242 

recover its investment costs, nor (2) reduce ComEd’s other costs of service 243 

rapidly or significantly enough to offset the cost of the investment.”  (ComEd 244 

Ex. 15.0, 12:256-58).  Thus, while ComEd accepts full responsibility for the 245 

prudent management of the projects and reasonableness of the resulting costs, 246 

ComEd requires a Commission finding on decisional prudence before undertaking 247 

the proposed projects.  The time period for such pre-approval process is discussed 248 

later in my testimony.   249 

2. Recovery is provided for a “return on, and depreciation expense related to the 250 

utility’s investment” (83 Ill. Adm. Code § 656.10(b)):  This feature is 251 

fundamentally consistent with the “revenue requirement equivalent” concept 252 

proposed by ComEd with the single exception of depreciation expense.  The 253 

formula for determining this amount (see 83 Ill. Adm. Code § 656.60(b)(2)) 254 

provides for the recovery of “net quarterly depreciation expense,” and is 255 

addressed by ComEd witnesses Messes. Kathryn Houtsma and Stacie Frank.  (See 256 

ComEd Ex. 25.0).  Thus, ComEd accepts this feature, but with important 257 

modifications concerning depreciation expense, as shown in the attached ComEd 258 

Ex. 30.1. 259 

3. Charges are set as a “percentage” of other applicable charges (83 Ill. Adm. Code 260 

§ 656.60(a) and (b)(2)):  Utilities filing a historic test year in their last rate case 261 

re-compute the percentage charge on a quarterly basis.  This procedure is similar 262 

to the quarterly charge structure of Rider SMP as originally proposed; however, 263 

the application of charges on a percentage basis (instead of on a cents per 264 
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kilowatt-hour basis) is a modification to the original proposal.  ComEd accepts 265 

this feature, as shown in ComEd Ex. 30.1. 266 

4. Surcharges are capped at 5% of base rate revenues billed to customers, excluding 267 

add-on taxes and certain other charges (83 Ill. Adm. Code § 656.30(a)):  ComEd 268 

accepts the cap on surcharges set forth in Rider SMP, which it will apply to the 269 

annual revenues derived from distribution charges only (i.e., monthly customer, 270 

metering and rental charges and distribution facilities charges). 271 

5. Mandatory annual reconciliation reports, reconciliation and prudence review 272 

proceedings, with interest on any ordered refunds, are required (83 Ill. Adm. Code 273 

§§ 656.80 and 656.60(b)(2)):  Part 656 provides for an annual true-up of the 274 

revenues collected with the costs incurred and a prudence review of the costs 275 

incurred, with interest applied to any ordered disallowances.  ComEd accepts 276 

these features and, as shown in ComEd Ex. 30.1, there would be no deadlines or 277 

time limits imposed on such proceedings. 278 

6. Annual earnings capped at overall rate of return allowed in last rate case (83 Ill. 279 

Adm. Code § 656.80(c), (d) and § 656.60(b)(2)):  Part 656 provides for an 280 

automatic annual refund of revenues recovered through a rider “to the extent that 281 

such revenues contributed to the realization of a rate of return above the last 282 

approved level” (83 Ill. Adm. Code § 656.80(c)), and provides a specific formula 283 

for determining the amount of the refund, if any.  Although ComEd does not 284 

believe that a cap is needed, ComEd accepts this feature of Part 656, which it will 285 

apply to its Commission-jurisdictional distribution earnings only, as shown in 286 

ComEd Ex. 30.1 287 
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 In addition, ComEd made other changes to Rider SMP to harmonize the features adopted 288 

from Part 656. 289 

Q. Are there any other changes ComEd proposes to make to Rider SMP in light of the 290 

direct testimony entered by Staff and other parties? 291 

A. Yes, there are several.  To start, Ms. Hathhorn proposes eleven sets of changes to Rider 292 

SMP.  As previously indicated, many of her changes are consistent with the provisions of 293 

Part 656, which ComEd has adopted with only a few exceptions.  Some are not.  294 

Therefore, I will only address the Staff proposed changes that have not previously been 295 

addressed and adopted. 296 

1. Eliminate the 90-day time limit on annual Commission proceedings to approve 297 

projects (Staff Ex. 10.0, 3:55-6:121):  In the event the Commission finds a time 298 

limit appropriate, Staff recommends the period for annual project reviews be no 299 

less than nine months.  (Id., 5:98-100).  In response, ComEd notes that a time 300 

limit on the annual pre-approval proceedings is needed to avoid delays or 301 

interruptions to new or multi-year projects and that annual proceedings will keep 302 

the Commission apprised of project developments.  However in the spirit of 303 

compromise, ComEd recommends modifying its initial proposal for a ninety-day 304 

proceeding to a six-month annual approval proceeding beginning on May 1 of 305 

each year, rather than a nine-month proceeding, for two reasons.  First, the 306 

projects proposed by ComEd are multi-year projects.  Consequently, the annual 307 

review of such projects should be easier after their initial approval in this 308 

proceeding as the Commission and other stakeholders become familiar with the 309 

breadth of proposed projects.  Therefore, six months would provide adequate time 310 
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to complete this review.  Second, in the event the Commission orders separate 311 

processes be undertaken to further consider Smart Grid technologies, such as 312 

those proposed by Staff or CUB, many of the threshold issues already will have 313 

been addressed by the parties in those processes.  Thus, less time should be 314 

required to consider these issues in future approval proceedings. 315 

2. Suspend or Terminate charges under Rider SMP in the event annual earnings cap 316 

has been triggered (id., 8:155-10:206):  In addition to the annual earnings cap 317 

prescribed in Part 656, which ComEd has previously adopted, Ms. Hathhorn 318 

proposes an additional feature, the operation and purpose of which is not entirely 319 

clear to ComEd.   320 

Specifically, Ms. Hathhorn states “[o]nce it is evident that ComEd is earning 321 

above its authorized rate of return,” the charges under Rider SMP would be set to 322 

“zero each quarter until its earned rate of return, based on a rolling 12 month 323 

calculation, is no more than its allowed rate of return in its most recent ICC rate 324 

order.”  (Id., 9:190-94)(emphasis added).  This aspect of Staff’s proposal would 325 

be consistent with the provisions of a Part 656 rider.   326 

However, Ms. Hathhorn further proposes that “ComEd would continue to track its 327 

actual costs, depreciation expense, accumulated depreciation and accumulated 328 

deferred income taxes, but would not receive recovery of these costs until 329 

included in rate base in the next general rate proceeding”  (Id., 9:194-330 

10:197)(emphasis added).  Ms. Hathhorn states it is “unlikely” that ComEd could 331 

go from a period of over-earning to under-earning between rate cases.  (Id., 332 

10:199-206).  Thus, it is unclear whether Staff is proposing (a) a temporary 333 
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suspension of Rider SMP charges until earnings fall back below authorized levels, 334 

or (b) a termination of Rider SMP charges until the next rate case.  Whatever the 335 

case may be, ComEd objects to Staff’s proposal because the earning cap would 336 

provide ample customer protections. 337 

3. Cap Rider SMP recoveries at approved capital budget levels (id., 10:208-11:237):  338 

Ms. Hathhorn suggests that capping recoveries at the amounts set forth in the 339 

capital budgets approved by the Commission “would provide the Commission 340 

some assurance that ComEd is not granted a ‘blank check’, … will afford a mild 341 

degree of ratepayer protection, … [and] will incent more accurate SMP cost 342 

projections.”  (Id., 11:220-28).  In addition, Ms. Hathhorn proposes that actual 343 

costs in excess of the budgeted amounts would be eligible for base rate recovery 344 

in future rate cases.  (Id., 11:223-25). 345 

With both an annual pre-approval and after-the-fact prudence review processes in 346 

place, there simply is no basis for the notion that ComEd would have a “blank 347 

check.”  In light of such processes, ComEd has more than sufficient incentive to 348 

provide accurate cost projections.  Further, the limitations proposed by Ms. 349 

Hathhorn would unnecessarily complicate the recovery process for future rate 350 

cases and may distort decisions regarding the completion of projects on schedule 351 

in the event costs for any year are higher than expected.  For the foregoing 352 

reasons, ComEd objects to Staff’s proposal. 353 

4. Require annual reports by March 1 (id., 15:314-16:335):  Ms. Hathhorn proposes 354 

that the annual report be filed by March 1 of each year based on the belief that 355 

ComEd should have the necessary records much earlier than June 1, which is the 356 
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date ComEd originally proposed in its direct testimony.  (Id., 15:317-22) . She 357 

also suggests that a June 1 filing date would delay the ability of outside parties to 358 

review such information in a timely fashion.  (Id., 15:322-24).  However, as 359 

previously indicated, there would be no time limit on the annual reconciliation 360 

and prudence review proceedings.  Therefore, concern about a three-month delay 361 

in review time would be moot.  Further, ComEd will be including supporting 362 

testimony concerning the reasonableness of its costs with its annual filing, 363 

pursuant to Ms. Hathhorn’s recommendation.  (Id., 17:349).  Consequently, the 364 

availability of accounting information is not the only relevant factor to consider 365 

and ComEd requires additional time to prepare a complete filing package.  Lastly, 366 

a March 1 deadline would coincide with the February 28 deadline for filing 367 

ComEd’s annual report and supporting testimony under Rider ECR – 368 

Environmental Cost Recovery Adjustment.  For these reasons, ComEd does not 369 

believe this proposed change is necessary. 370 

5. Require information to be submitted with quarterly filings and annual report (id., 371 

16:337-17:357):  As stated in my direct testimony, “ComEd commits to work 372 

with Staff to refine the requirements of its reports and review its accounting and 373 

cost tracking procedures.”  (ComEd Ex. 11.0 Corr., 20:391-93).  Therefore, 374 

ComEd takes no exception to producing any of the information listed by Ms. 375 

Hathhorn, or including supporting testimony with its annual reports.  While filing 376 

a petition to initiate the annual review proceedings is not quite “informational” in 377 

nature, as Ms. Hathhorn describes, ComEd is willing to initiate such proceedings.   378 
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6. Require an annual internal audit with specific tests (Staff Ex. 10.0, 17:359-379 

18:372):  ComEd accepts Staff’s proposed audit tests, as shown in ComEd 380 

Ex. 30.1. 381 

7. Require all “cost savings and cost reimbursements” to be reflected in Rider SMP 382 

charges (id., 18:373-19:405):  Ms. Hathhorn proposes the insertion of the phrase 383 

“including the effects of cost savings and cost reimbursements from each SMP” 384 

into the clause of Rider SMP that requires the Commission to “determine … the 385 

specific accounting treatment for each SMP” as part of the project approval 386 

process.  (Id., 18:379-81).  ComEd objects to this change.   387 

The phrase “including the effects of cost savings and cost reimbursements from 388 

each SMP” is neither well-defined nor clear in the context of the clause in which 389 

it would be inserted.  On one hand, ComEd agrees with Staff that any matching 390 

funds received for qualifying Smart Grid investments under the Energy 391 

Independence and Security Act of 2007 should be reflected as an offset to Rider 392 

SMP charges.  (See id., 18:384-88).  Thus, ComEd agrees with one of the two 393 

examples provided by Staff.  However, as addressed by Messes. Houtsma and 394 

Frank (ComEd Ex. 25.0), ComEd objects to the recovery of only the “net 395 

quarterly depreciation expense” as set forth in Part 656 and proposed by Ms. 396 

Hathhorn (Staff Ex. 10.0, 19:392-96) and Mr. Luth (Staff Ex. 11.0, 17:316-35), to 397 

the extent that this would preclude recovery of the unrecovered costs of replaced 398 

assets.  ComEd should not be penalized for removing used and useful assets in 399 

order to obtain the net benefits associated with Smart Grid technologies.  In fact, 400 

it is my understanding that one of the federal standards referenced by Staff 401 
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witness Dr. Schlaf expressly requires the Commission to consider the timely 402 

recovery of the remaining book-value of any equipment rendered obsolete by the 403 

deployment of Smart Grid projects.1   404 

Further, Staff’s proposal of making annual adjustments for other “cost savings or 405 

cost reimbursements” during the annual reconciliation proceedings (Staff 406 

Ex. 10.0, 19:398-405) is completely unnecessary.  Such requirements are not 407 

reflected in Part 656, and the earnings cap adopted from Part 656 provides 408 

additional, reasonable customer protections.  Rider SEA also will capture any 409 

savings with respect to storm expenses, as discussed later in my testimony.  410 

Lastly, to the extent Staff contemplates reflecting only savings associated with 411 

certain operational expenses without reflecting any related increases in other 412 

expenses incurred in implementing SMP projects, ComEd believes such treatment 413 

would be patently unfair and inappropriate.  Accordingly, ComEd opposes this 414 

proposal.  415 

8. Exclude Allowance for Funds Used During Construction (“AFUDC”)from being 416 

charged through Rider SMP (id., 19:407-20:425):  ComEd accepts Staff’s 417 

proposed changes, as shown in ComEd Ex. 30.1.  However, in the event Staff’s 418 

proposal to cap recoveries at the amounts set forth in the capital budgets is 419 

approved by the Commission, Staff’s proposed changes must be modified to 420 

permit AFUDC on any actual capital costs not recovered through the rider. 421 

                                                 
1  “Each State shall consider authorizing any electric utility or other party of the State to deploy a qualified smart 
grid system to recover in a timely manner the remaining book-value costs of any equipment rendered obsolete by the 
deployment of the qualified smart grid system, based on the remaining depreciable life of the obsolete equipment.” 
(16 U.S.C. 2621(d)(16)(c)). 
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Q. CUB witness Mr. Cohen suggests that the definition of SMP in Rider SMP is too 422 

broad and “could include investments far afield from those described by [ComEd] 423 

witnesses.”  (CUB Ex. 3.0, 6:111-25).  Other witnesses express similar concerns.  424 

Does ComEd offer any revisions to the Rider SMP definitions based on these 425 

concerns? 426 

A. No.  In order to qualify for recovery under Rider SMP, the Commission must expressly 427 

approve a project.  This affirmative, pre-approval by the Commission offers a significant 428 

degree of consumer protection in ensuring that only appropriate projects are included for 429 

cost recovery via the rider.  It is appropriate to leave a degree of flexibility in the 430 

definition today rather than having a more specific definition that might limit the ability 431 

to respond to future industry developments.  The Commission is capable of exercising 432 

appropriate oversight of the scope of projects that are ultimately approved for inclusion in 433 

the rider. 434 

Q. How do ComEd’s proposed tariff changes concerning prudence determinations 435 

address Mr. Linkenback’s concern that this proceeding “is the only opportunity the 436 

Commission will have to fulfill it Section 9-211 responsibility to make a prudence 437 

determination”?  (Staff Ex. 12.0, 8:178-88). 438 

A. ComEd’s proposed tariff changes make clear that Staff’s concern in this regard is 439 

misplaced.  Specifically, the changes made concerning annual prudence review and 440 

reconciliation proceedings should help clarify that this proceeding is not the only 441 

opportunity the Commission will have to review the prudence of capital expenditures.  442 

Instead, through the Commission approval process, ComEd only is seeking a prudence 443 

finding concerning the decision to invest the amounts projected to be incurred for a 444 
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project.  Again, ComEd needs the regulatory certainty afforded by the Commission’s pre-445 

approval before pursuing such investments.  Further, in addressing the provisions of Part 446 

656 and Ms. Hathhorn’s rebuttal testimony concerning prudence, ComEd has made clear 447 

that the annual reconciliation and prudence proceedings to review actual costs incurred 448 

will provide a forum to determine whether such costs were reasonable.    449 

Q. How do ComEd’s proposed changes address the criticisms lodged against Rider 450 

SMP, as originally proposed? 451 

A. By adopting the key provisions of a recovery mechanism set forth in a Commission rule, 452 

Part 656, ComEd is applying a process for the timely recovery of capital investments that 453 

has been approved by the Commission and should be understood by Staff and other 454 

parties, such as CUB and AG.   455 

 As previously noted, the earnings cap adopted from Part 656 provides ample customer 456 

protections.  Further, while Staff and several Intervenors have objected to both Rider 457 

SMP and Rider SEA, none of the witnesses for these parties have acknowledged how the 458 

riders will work in concert.  As the distribution system improvements associated with the 459 

proposed projects under Rider SMP begin to translate into improvements in ComEd’s 460 

storm restoration efforts and, in turn, cost reductions, Rider SEA will track such cost 461 

reductions and adjust distribution charges accordingly.  Thus, some efficiency gains will 462 

be captured. 463 

 Moreover, the clear provisions concerning annual prudence reviews of costs actually 464 

incurred more than offset the alleged benefits and management incentives associated with 465 

“regulatory lag.”  (See, e.g., Staff Ex. 11.0, 10:199-206; AG/CUB Ex. MLB-3.0, 16:11-466 

17:2).  In fact, a review of the costs incurred annually in a dedicated proceeding, as 467 
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opposed to waiting years to review such costs in a rate case, will result in a more current 468 

review with even stronger incentive to control project costs.  Further, in this context, 469 

regulatory lag will not induce ComEd to control costs of the proposed projects.  Instead, 470 

it will only induce ComEd to forestall, if not refrain entirely, from making such 471 

investments.  472 

Q. How do ComEd’s proposed changes to Rider SMP address the concerns of 473 

Mr. Zarumba, Mr. Fults and Mr. Stephens regarding the use of a single cent per 474 

kWh charge? 475 

A. These revisions to Rider SMP would replace the single cent per kWh charge with a 476 

charge based on a percentage of distributions charges, which are predominantly based on 477 

demand charges in the case of large non-residential customers.  To a significant extent, 478 

this revision addresses the concerns mentioned by Mr. Zarumba and Mr. Stephens 479 

concerning the use of energy-based charges.  (See BOMA/Chicago Ex. 3.0, 9:194-97; 480 

IIEC Ex. 1.0, 32:677-33:681).  Further, cost recovery through the rider would be 481 

temporary because, consistent with the provisions of Part 656, these costs would be rolled 482 

into rate base during the next rate case and allocated, to some extent, according to a cost 483 

of service study. 484 

D. SEPARATE PROCEEDINGS FOR CONSIDERATION OF SMART GRID 485 

Q. Staff and CUB witnesses have recommended that Rider SMP and the proposed 486 

projects be rejected in this proceeding in favor of separate proceedings to consider 487 

AMI and/or Smart Grid further.  Do you see any similarities in their proposals?   488 
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A. Their proposals share some similarities.  CUB’s proposal is predicated on the belief that a 489 

Smart Grid will be beneficial, but that ComEd’s proposal is not sufficiently defined to 490 

determine that “it will result in the benefits that are possible.”  (CUB Ex. 2.0, 2:34-35).  491 

Staff, however, does not appear to be as convinced of the need for a Smart Grid.  (See 492 

Staff Ex. 13.0, 3:52-75).  Thus, CUB’s proposal seems to be focused more on the details 493 

of what technologies will be deployed, while Staff still seems to question the need for 494 

deployment at this time. 495 

 CUB proposes a collaborative process involving the Commission, all stakeholders and a 496 

third-party facilitator “to determine the functionality that a smart grid should possess, to 497 

ensure that any smart grid investments are interoperable, and to evaluate the benefits and 498 

costs associated with different ways of achieving those capabilities.”  (CUB Ex. 2.0, 499 

24:741-74).  Staff, on the other hand, suggests workshops or using the investigation 500 

proceedings required by the Energy Independence and Security Act of 2007 as the 501 

appropriate forum for a Smart Grid and AMI investigation.  (Staff Ex. 9.0, 26:563-69).  502 

Staff also proposes “an examination of what constitutes basic electric utility service.”  503 

(Staff Ex. 13.0, 3:60-61).   504 

Q. Have any other parties proposed a collaborative process? 505 

A. Yes.  Mr. Fein and Mr. Zarumba also have endorsed “collaborative” processes.  (See 506 

CNE Ex. 1.0, 11:207-15; BOMA/Chicago 3.0, 4:76-80).  However, due to the general 507 

nature of their proposals, the exact type of process that they propose is unclear. 508 

Q. What is ComEd’s overall position with regard to these proposed proceedings? 509 
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A. It is ComEd’s position that Rider SMP should not be rejected, or a decision deferred, and 510 

replaced with some unknown future process (i.e., collaboratives, workshops or 511 

investigations).  Rejecting Rider SMP now to embark upon such proceedings is assured 512 

to have one result, delay.  ComEd’s proposed Rider SMP is the means for accelerating 513 

the implementation of, or in some instances allowing for, the benefits of technology far 514 

earlier than might otherwise occur.  Meanwhile, deferring a decision on Rider SMP, 515 

while these other processes take place, will guarantee a significant delay of unknown (but 516 

likely multi-year) duration in providing the customer benefits identified in the testimony 517 

of ComEd witnesses Ms. Clair, Mr. Donnelly and Dr. George.  (ComEd Exs. 23.0, 21.0 518 

and 31.0, respectively).  519 

Q. What is ComEd’s current position with respect to CUB’s proposed approach to 520 

Smart Grid? 521 

A. ComEd appreciates CUB’s desire to work with ComEd and stakeholders on the 522 

development of Smart Grid projects, and ComEd has outlined a reasonable process for 523 

doing so.  In fact, ComEd intends to work with stakeholders before proposing future 524 

projects to gain their input.  However, if mandated by the Commission, the structure of a 525 

collaborative process itself would require further development and input from 526 

stakeholders.   527 

 ComEd also appreciates CUB’s recognition that a plan, and presumably the individual 528 

projects therein, should be approved by the Commission before ComEd undertakes 529 

deployment.  Mr. Cohen suggests that the Commission should approve “a strategic plan 530 

for true smart grid deployment” produced by the collaborative process if the plan meets 531 

various criteria set forth in his direct testimony.  (See CUB Ex. 3.0, 13:278-14:293).  532 
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Based on the expectations set forth in the Peoples Gas Order and CUB’s own testimony, 533 

it is reasonable to expect that a proceeding to approve such a plan would require 534 

supporting cost and benefit information for each distinguishable aspect of the plan, or the 535 

individual projects therein, as well as some demonstration of the potential net benefits.  536 

Thus, Commission approval of a plan as proposed by CUB is not materially different 537 

than the pre-approvals sought by ComEd through Rider SMP for each project (i.e., a 538 

determination concerning “the reasonableness of undertaking each SMP”).  As previously 539 

discussed, ComEd requires Commission pre-approval of projects before they are 540 

undertaken.   541 

 Nevertheless, CUB’s proposed process does not adequately define a course of action that 542 

will move SMPs forward in a timely fashion.  In addition to its opposition to the 543 

establishment of a reasonable funding mechanism in this proceeding, CUB’s proposal 544 

fails to recognize the limitations of a collaborative process and the role that ComEd must 545 

play in such a process.  A collaborative process may be helpful in developing consensus 546 

and support for a course of action and would inform ComEd’s proposals.  However, 547 

ComEd is the entity ultimately responsible for presenting the projects for Commission 548 

consideration and approval, as well as implementing such projects.  As such, CUB’s 549 

proposal fails to recognize that a “collaborative” process may not result in a consensus.  550 

At some point in that process, decisions will have to be made by ComEd concerning the 551 

details of the projects to be implemented and its financial ability to make such 552 

investments.  So, even under a collaborative process, ComEd would bear the initial 553 

burden of presenting the core plan for Commission consideration and approval.  Even 554 
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Mr. Brosch seems to recognize that this responsibility resides with ComEd.  (See AG-555 

CUB Ex. MLB-3.0, 9:13-10:20). 556 

Q. What is ComEd’s position with respect to Staff’s proposed approach to Smart 557 

Grid? 558 

A. In addition to suggesting general workshops, which is somewhat similar to CUB’s 559 

proposal, Dr. Schlaf suggests using the two investigation proceedings required by the 560 

new federal standards in the Energy Independence and Security Act of 2007 as the forum 561 

to consider Smart Grid and AMI.  (See Staff Ex. 9.0, 5:113-6:142).  The more relevant of 562 

the two federal standards only requires the Commission to:  563 

consider requiring that, prior to undertaking investments in 564 
nonadvanced grid technologies, an electric utility of the State 565 
demonstrate to the State that the electric utility considered an 566 
investment in a qualified smart grid system based on appropriate 567 
factors, (i) total costs; (ii) cost-effectiveness; (iii) improved 568 
reliability; (iv) security; (v) system performance; and (vi) societal 569 
benefit.   570 

 (16 U.S.C. § 2621(d)(16)(A)).  While such a standard may be a relevant consideration for 571 

other Illinois utilities, ComEd already has undertaken the studies contemplated in the 572 

standard, as shown in its rebuttal testimony here, and has proposed actual projects for 573 

Commission consideration.   574 

 Further, it is my understanding from counsel that the federal standard does not require the 575 

Commission to review actual projects.  Also, the Commission only is obligated to decide 576 

whether to impose such a requirement on utilities by December 19, 2009.  Further, it is 577 

my understanding that the investigation of such federal standards is typically conducted 578 

by the Commission through rulemaking proceedings, which can take several years to 579 
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complete.  Thus, waiting for the completion of a rulemaking proceeding only would 580 

waste time with respect to ComEd and, may not result in the necessary project pre-581 

approvals until 2010, at the earliest.  In contrast, during that same timeframe ComEd 582 

could deploy Phase 0 of its AMI plan, for example, and share its working knowledge and 583 

experience with the operational benefits of AMI with the Commission and stakeholders. 584 

 Finally, Staff’s proposal does not provide for the approval of a cost recovery mechanism 585 

in this proceeding.  Rather, Mr. Stoller notes that an investigation of Smart Grid 586 

technologies may include consideration of “options for funding those technologies.”  587 

(Staff Ex. 13.0, 4:83-84).  However, waiting to address appropriate cost recovery until 588 

after the completion of this rate case needlessly would delay deployment and the 589 

realization of benefits associated with Smart Grid technologies that could be flowing to 590 

customers.  591 

Q. What is ComEd’s position with respect to Mr. Stoller’s views on the need to revisit 592 

electric utility service standards? 593 

A. Mr. Stoller states his belief that “ComEd’s responsibility under the law is to provide a 594 

minimum level of service quality to its customers.”  (Id., 3:52-53).  He concludes that 595 

because ComEd’s proposed SMPs are “not necessary to fulfill those basic, statutorily-596 

required service obligations,” the Commission should initiate “an examination of what 597 

constitutes basic electric utility service” and possibly “impose a new standard of service, 598 

re-interpreting the way [the Commission] reads the Public Utilities Act about what 599 

constitutes adequate public utility service.”  (Id., 3:52-4:64).  However, elsewhere in his 600 

testimony, Mr. Stoller notes that ComEd and other Illinois electric utilities “have been 601 

modernizing and upgrading their distribution systems” and that “ComEd can and should 602 
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promptly adopt new technologies if it believes … those technologies are required to meet 603 

its service obligations as they are currently understood.”  (Id., 5:97-111).  Thus, 604 

Mr. Stoller’s recommendations are somewhat unclear.  Nevertheless, Commission pre-605 

approval of the projects, as ComEd has proposed in Rider SMP, would address the 606 

question of whether any particular project should be undertaken under Rider SMP.   607 

 Further, while ComEd acknowledges Mr. Stoller’s suggestion that the Commission 608 

consider revisions to Part 410 (Standards of Service for Electric Utilities and Alternative 609 

Retail Electric Suppliers) of the Commission’s rules (83 Ill. Adm. Code § 410.10 et. seq.) 610 

(Staff Ex. 13.0, 2:36-41), ComEd believes such a rulemaking proceeding if the 611 

Commission deems that necessary, should operate in parallel with deployment, not before 612 

deployment begins.  For example, if approved, Phase 0 of the plan for AMI deployment 613 

would be limited to roughly 200,000 customers and completed by the end of 2009.  (See 614 

ComEd Ex. 23.0).  Thus, initial deployment of AMI would not be so rapid or extensive as 615 

to warrant the delay of the project until the completion of a potentially multi-year 616 

rulemaking proceeding. 617 

Q. Would Commission adoption of either CUB’s or Staff’s proposals for separate 618 

proceedings warrant rejection of Rider SMP? 619 

A. No.  Rider SMP would provide for timely cost recovery, which is critical to ComEd’s 620 

ability to move forward on SMPs.  Waiting until the conclusion of ComEd’s next rate 621 

case proceeding to provide such recovery would create an unnecessary delay in 622 

deployment of such projects.   623 

Q. Dr. Schlaf suggests “there would be little cost to delaying installation into the future 624 

and potentially much to gain if problems and issues arise that could have been 625 
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avoided with more consideration are addressed before the technologies are put in 626 

place.”  (Staff Ex. 9.0, 24:526-29).  Do you agree? 627 

A. I disagree.  It is not necessary to postpone Commission approval of the proposed projects, 628 

particularly the AMI project.  As discussed by Ms. Clair, Mr. Donnelly and Dr. George 629 

(ComEd Exs. 23.0, 21.0 and 31.0, respectively), ComEd’s AMI and other proposed 630 

projects present a reasonable level of net benefits.  Thus, contrary to Dr. Schlaf’s 631 

assertion, the cost to delaying installation into the future would be delayed or foregone 632 

benefits for customers.   633 

Q. Dr. Schlaf notes that in Docket No. 06-0526, ComEd opposed a formal investigation 634 

into smart metering and universal deployment.  (Staff Ex. 9.0, 8:177-9:190).  Have 635 

ComEd’s positions changed? 636 

A. No.  ComEd opposed and would continue to oppose a statewide investigation into, and 637 

mandatory deployment of, smart meters or interval data recording (“IDR”) meters 638 

through a rulemaking proceeding.  Further, while Staff and ComEd shared common 639 

views on many of the issues in that proceeding, ComEd disagreed with Staff that the 640 

focus of that proceeding was on smart meters.  ComEd also stated that its policies 641 

regarding the deployment of IDR meters on an as-needed basis was appropriate for the 642 

time-based bundled service that ComEd offered, which more than satisfied the federal 643 

ratemaking standards that were the primary focus of Docket No. 06-0526.  (See ICC 644 

Docket No. 06-0526, ComEd Reply Comments, p. 2).  Finally, it should be noted that 645 

during the course of that proceeding, significant discussions were being conducted in 646 

Springfield concerning the fate of the Illinois electric industry.  Simply put, Docket 647 
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No. 06-0526 was not the appropriate time to consider committing to a mandatory multi-648 

million dollar deployment program.   649 

E. MISCELLANEOUS ISSUES 650 

Q. What is ComEd’s response to Mr. Fults’ contention that regulatory lag is not a 651 

problem for ComEd because it intends to file rate cases on a more regular basis?  652 

(REACT Ex. 4.0, 6:119-34). 653 

A. ComEd’s intent to file more frequent rate cases provides evidence only that regulatory 654 

lag is already an issue for ComEd generally. 655 

Q. What is ComEd’s response to Mr. Luth’s legal analysis of the case precedent 656 

concerning riders?  (See Staff Ex. 11.0, 12:227-14:263). 657 

A. The legality of Rider SMP will be addressed in ComEd’s briefs.   658 

Q. What is ComEd’s response to Mr. Luth’s suggestion that ComEd should “file future 659 

requests for increases in general rates based upon future test year” to reduce its 660 

concern over regulatory lag?  (Staff Ex. 11.0, 7:144-53, 18:339-41). 661 

A. ComEd has filed a historic test year in this proceeding.  Thus, Mr. Luth’s suggestion, if 662 

adopted, would unnecessarily delay deployment of the proposed SMPs.  In addition, it 663 

still does not address ComEd’s need for cost recovery between rate cases to proceed with 664 

the SMP projects generally and the AMI project in particular.  665 

III. RIDER SEA - STORM EXPENSES ADJUSTMENT 666 

A. OVERVIEW 667 

Q. What is the purpose of your rebuttal testimony concerning Rider SEA? 668 
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A. The purpose of my Rider SEA rebuttal testimony is to (1) address various Staff and 669 

Intervenor positions, including the reasonableness of normalization and the various 670 

incentives created by the proposed rider, and (2) introduce revisions to ComEd’s Rider 671 

SEA proposal. 672 

B. RESPONSES TO DIRECT TESTIMONY 673 

Q. Staff and certain Intervenors assert that Rider SEA will shift responsibility for 674 

storm costs from ComEd to its customers.  (Staff Ex. 8.0, 7:137-39; AARP Ex. 1.0, 675 

18:17-20; IIEC Ex. 1.0, 36:760-64; AG/CUB Ex. MLB-1.0, 20:1-13).  Is this an 676 

accurate characterization of Rider SEA? 677 

A. No.  Customers already bear economic responsibility for prudently incurred storm 678 

expenses.  Rider SEA does not alter that fact.   679 

Q. Would Rider SEA affect how much customers are responsible for paying? 680 

A. Yes.  Rider SEA will improve the determination of how much customers are charged by 681 

making customers responsible for no more and no less than the costs prudently and 682 

reasonably incurred.   683 

 Specifically, instead of relying solely on a simplistic average of historic storm expenses 684 

(or normalization), which holds limited predictive value, Rider SEA will require 685 

customers to bear responsibility for only the expenses actually incurred.  Under Rider 686 

SEA, if storm expenses are lower than they have been historically, customers will not be 687 

forced to pay the higher, normalized amount built into the revenue requirement at the 688 

completion of this case.  With one exception, the testimony of Staff and Intervenors 689 
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completely ignores this potential benefit of Rider SEA.  Only Mr. Brosch acknowledges 690 

that Rider SEA is “symmetrical.”  (AG/CUB Ex. MLB-1.0, 20:9-11).   691 

Q. Mr. Luth asserts that “[t]he assumption that storm-related costs will vary from year 692 

to year is the reason that a representative amount is included in a test year when 693 

determining base rates.”  (Staff Ex. 6.0, 14:252-54).  In addition, Mr. Stephens 694 

claims that ComEd has “been compensated appropriately” under base rate 695 

treatment.  (IIEC Ex. 1.0, 36:760-62).  Is the normalized storm expense reflected in 696 

the revenue requirement representative or appropriate compensation? 697 

A. No.  Mr. Luth’s own review of historic storm expenses suggests that such amounts are 698 

not representative and, therefore, are not appropriate from either ComEd’s or the 699 

customers’ perspective.  Mr. Luth’s comparison of the $27.1 million normalized storm 700 

expense proposed in ComEd’s direct testimony to the high and low historic annual 701 

expense levels reveals that such amount is $19.2 million over the low of $7.9 million and 702 

$27.8 million under the high of $54.8 million.  (Staff Ex. 6.0, 15:260-68).  These figures 703 

represent annual differences of -71% and 102%, respectively, and a range of $47 million.  704 

Thus, these figures demonstrate that the storm expenses are inherently volatile. 705 

 Further, no party has demonstrated how using an average of these historically volatile 706 

expenses to determine the amount to be reflected in the revenue requirement is 707 

representative of the costs actually incurred.  That is because the static amount built into a 708 

revenue requirement will never adequately approximate the actual annual costs incurred. 709 

Q. Mr. Luth and Mr. Brosch assert that the volatility associated with storm expenses is 710 

not material enough to warrant a tracking rider or to result in frequent general rate 711 
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proceedings.  (Staff Ex. 6.0, 15:271-74; AG/CUB Ex. MLB-1.0, 42:1-17).  Was the 712 

intent of Rider SEA to avoid frequent rate proceedings? 713 

A. No.  Avoiding frequent rate cases was not the specific intent in proposing Rider SEA.  714 

The purpose of Rider SEA is to: (1) greatly improve the accuracy of the costs that 715 

customers must pay for prudently incurred storm expenses, and, in so doing, (2) avoid 716 

detracting from ComEd’s plans to maintain or improve service quality and reliability or 717 

incurring financial harm (or both) due to the volatility of such expenses.  (See, e.g., 718 

ComEd Ex. 11.0 Corr., 15:288-16:313).  As Mr. Williams explains, storm repairs are a 719 

substantial part of ComEd’s emergent work, which, in turn, affects expenditures on other 720 

projects and programs.  (See ComEd Ex. 22.0).   721 

 This is a second flaw in the position of Staff and AG/CUB.  Staff and AG/CUB count the 722 

tens of millions of dollars between the normalized amount to be included in the revenue 723 

requirement and historic storm expense levels and attempt to downplay the financial 724 

impact of such volatility.  In contrast, ComEd looks at the same tens of millions of dollars 725 

and sees foregone opportunities for investment in the distribution system.  In short, Staff 726 

and AG/CUB fail to recognize that Rider SEA seeks to ensure that ComEd maintains its 727 

level of investment in its system, while having customers pay no more than the actual 728 

prudently incurred storm expenses. 729 

Q. Mr. Luth claims that the fluctuation in storm expense is not material enough to 730 

meet one of the legal tests for riders set forth in Citizens Utilities Board v. Illinois 731 

Commerce Commission, 166 Ill. 2d 111, 138-39 (1995).  (Staff Ex. 6.0, 13:223-27; 732 

15:271-74).  Do you agree with his assertion? 733 

A. The legality of Rider SEA will be fully addressed in ComEd’s briefs, as needed.  734 
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Q. In support of his claim that Rider SEA is not needed, Mr. Stephens notes that 735 

ComEd “has operated for decades without a separate storm expense adjustment.”  736 

(IIEC Ex. 1.0, 36:753-57).  Is this fact relevant to the consideration of Rider SEA? 737 

A. No.  Circumstances have changed dramatically in the Illinois electric industry in general 738 

and at ComEd in particular.  For example, ComEd is no longer a vertically integrated 739 

utility with large investments in generation and a commensurately large revenue 740 

requirement that can more easily absorb annual variations in costs.  ComEd started 741 

operating as a delivery-only company in 2001.  Rider SEA is a manifestation of ComEd’s 742 

focus on delivery.   743 

Q. In his general discussion of riders, Mr. Brosch discusses the importance of the so-744 

called “matching principle” in ratemaking, or the “matching [of] all revenues and 745 

costs … at a consistent period of time within a balanced test year.”  (See AG/CUB 746 

Ex. MLB-1.0, 11:9-14).  Is this concept applicable to storm expenses? 747 

A. No.  The “matching principle” does not apply to storm expenses, because test year 748 

amounts have historically been normalized in a simplistic attempt to reflect a 749 

representative level of such expenses in the revenue requirement.  Mr. Brosch appears to 750 

recognize this fact later in his own testimony.  (See id., 41:5-18). 751 

Q. Mr. Luth claims that Rider SEA would create “an incentive to classify or define a 752 

cost as eligible for recovery under a rider.”  (Staff Ex. 6.0, 17:297-308).  Would such 753 

an incentive exist if Rider SEA is approved? 754 

A. No.  From a regulatory and ratemaking perspective, any attempt to inappropriately 755 

reclassify costs as storm expenses in order to recover them through the rider would be 756 
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foolish and shortsighted.  The most obvious reasons are that the costs recovered are 757 

subject to annual after-the-fact review by the Commission.  Thus, adequate safeguards 758 

against inappropriate classification would exist. 759 

Q. Conversely, Mr. Linkenback claims that Rider SEA will “eliminat[e] significant 760 

economic consequences … of failing to properly maintain the electric delivery 761 

system.”  (Staff Ex. 8.0, 6:130-7:132).  Mr. Stephens makes a similar claim.  (IIEC 762 

Ex. 1.0, 37:770-75).  Are these claims correct? 763 

A. No.  It is my understanding from discussions with counsel that Sections 16-125(e) and (f) 764 

of the Public Utilities Act make ComEd economically responsible for (1) certain damages 765 

incurred by customers and the expenses incurred by units of local government in the 766 

event that more than 30,000 customers are subject to a continuous power interruption of 767 

four or more hours, and (2) certain damages resulting from a power surge or fluctuation 768 

that affects more than 30,000 customers.  Based on this understanding, it is my opinion 769 

that potentially significant economic consequences of failing to properly maintain the 770 

electric delivery system, particularly in fair weather conditions, currently exist and will 771 

continue to exist independent of whether or not Rider SEA is approved.  Neither 772 

Mr. Linkenback nor Mr. Stephens consider this statutory obligation when making their 773 

claims.   774 

Q. Mr. Smith states that Rider SEA “could remove or reduce the incentives to 775 

prudently control the costs of storm restoration activities.”  (AARP Ex. 1.0, 19:10-776 

11).  Mr. Stephens, Mr. Brosch and Dr. Goins offer similar opinions.  (IIEC Ex. 1.0, 777 

23:455-57; AG/CUB Ex. MLB-1, 14:14-16; NUCOR Ex. 1.0, 15:353-54).  Will Rider 778 

SMP affect the incentive to control storm expenses? 779 
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A. No.  As discussed later in my testimony, ComEd will be subject to annual prudence 780 

reviews.  Thus, the Commission will annually review the reasonableness of ComEd’s 781 

storm expenses.  This is more than sufficient incentive for ComEd to manage effectively 782 

its storm restoration efforts. 783 

Q. Mr. Luth opines that while having to manage costs may cause ComEd “some 784 

discomfort” and cause “a possible delay in some projects until costs stabilize,” the 785 

“management of costs is crucial to the process of keeping rates under control and 786 

manageable to ratepayers.”  (See Staff Ex. 6.0, 18:322-27).  What is ComEd’s 787 

response? 788 

A. This highlights the inherent tension between cost control and service quality.  Given the 789 

relative importance of maintaining a strong, reliable distribution system, and the 790 

relatively small percentage of customers’ bills that distribution charges represent, ComEd 791 

believes that Rider SEA strikes a reasonable balance between cost control and service 792 

quality.  Contrary to the testimony of Staff and Intervenors, ComEd is not seeking a rider 793 

to true up all its distribution costs.  Rather, ComEd is seeking a tracking rider to true-up 794 

only a highly volatile area of expense that, if left as is, could detract from efforts to 795 

improve and maintain the distribution system.  (See ComEd Ex. 4.0, 17:325-19:363).   796 

Q. Mr. Luth questions whether storm expenses include costs for “the replacement or 797 

maintenance of equipment that would have otherwise been replaced or maintained 798 

in the near future” and claims that, to the extent this is true, customers “would 799 

essentially pay for the repair twice, once through Rider SEA and once through base 800 

rates.”  (See Staff Ex. 6.0, 16:281-96).  Would customers be forced to pay twice for 801 

the same repair under Rider SEA? 802 
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A. No.  Rider SEA provides only for the recovery of O&M expenses, it would not provide 803 

for cost recovery of any capital expenditure associated with equipment replaced during a 804 

storm event.  Moreover, while it is possible that a storm might cause some repair work 805 

that was already scheduled for some point in the future, such as the replacement of a 806 

broken pole that was scheduled to be replaced, rates based on a historic test year would 807 

not specifically reflect such costs.  Thus, there is no support for the notion that Rider SEA 808 

may force customers to pay twice for repairs completed due to a storm.  In addition, it is 809 

unclear to ComEd how averaging historic storm expenses to arrive at a normalized 810 

expense for purposes of this case would obviate Mr. Luth’s concerns. 811 

Q. According to Mr. Stephens, Dr. Swan and Dr. Goins, Rider SEA’s single cent per 812 

kWh charge will create an inter-class subsidy borne by large industrial customers 813 

because they consume a large amount of energy, are generally not affected by storm 814 

damage, and would be allocated less of the storm expense if cost recovery were 815 

limited to base rates.  (IIEC Ex. 1.0, 37:776-93; DOE Ex. 1.0, 27:611-28:641; 816 

NUCOR Ex. 1.0, 16:355-63).  What is ComEd’s response? 817 

A. Under ComEd’s proposed Rider SEA, the charge or credit that will reconcile the 818 

normalized base storm expense to be reflected in distribution rates with the actual storm 819 

expenses incurred will be applied as a single cents per kWh charge or credit applicable to 820 

all customers.  However, the normalized base storm expense, along with other costs, will 821 

be allocated, to some extent, according to cost of service.  Under ComEd’s proposal, only 822 

the difference between the actual expenses and the expenses built into base rates will be 823 

recovered or refunded through a single cents per kWh charge applicable to all customers.  824 

Thus, only in exceptionally bad or good years, from a storm perspective, might large non-825 
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residential customers incur a disproportionate share of Rider SEA charges or credits.  If 826 

IIEC, DOE or any other Intervenor has constructive suggestions for a more cost-based 827 

allocation of the differential, ComEd is receptive to such suggestions. 828 

Q. Mr. Brosch suggests that riders often receive reduced scrutiny or input from 829 

regulators and consumer representatives.  (AG/CUB Ex. MLB-1.0, 8:7-12).  Is that 830 

true? 831 

A. No.  Implicit in his answer is the belief that the Commission, and its Staff, will not 832 

conduct an appropriate review during the annual reconciliation proceeding.  I disagree.  833 

Riders have received considerable scrutiny over the years.  Indeed, cost-tracking riders 834 

only increase the level of regulatory oversight and scrutiny and make the cost recovery 835 

process more transparent.   836 

Q. According to Mr. Brosch, the input values and computations involved in 837 

administering Rider SEA cannot be readily verified through an “expedited” 838 

regulatory review.  (AG/CUB Ex. MLB-1.0, 44:21-45:12).  What is ComEd’s 839 

response? 840 

A. As an initial matter, the annual reviews would not be expedited, because there is no time 841 

limit on such reviews.  Moreover, the process for determining actual storm expenses 842 

under Rider SEA (“Actual O&M”) is no different than the process used to determine the 843 

normalized storm expense reflected in base rates (“Baseline O&M”).  Thus, it is ironic 844 

that Mr. Brosch would speak so highly of the regulatory scrutiny that storm expenses 845 

would receive in 11-month rate case proceedings (id., 43:10-11) while also suggesting 846 

that the same computations cannot be verified in a proceeding with no time limit. 847 
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Q. Mr. Luth opines that (1) “it is not the Commission’s role in the regulatory process to 848 

be an active part of the daily management, operation and reporting of the regulated 849 

utility,” and (2) “billings to ratepayers should be consistent and understandable, 850 

which would be undermined by continual changes resulting from differences in 851 

individual costs and sales activity.”  (Staff Ex. 6.0, 11:186-12:191).  What is 852 

ComEd’s response? 853 

A. The annual review of costs and revenues proposed in Rider SEA will not move the 854 

Commission toward an active role in ComEd’s “daily management, operation and 855 

reporting.”  (Id., 12:209-13:212).   856 

 Further, Mr. Luth offers no support for his assertion that billings would not be consistent 857 

and understandable if charges change due to the imposition of Rider SEA.  The credit or 858 

charge under Rider SEA would only change once per year, not on as frequent a basis as 859 

Mr. Luth implies.  Indeed, ComEd’s bills will remain relatively simple to understand as 860 

compared to the complexity of other bills customers receive, such as cellular and landline 861 

telephone service bills.  Finally, the concept reflected in the rider should be relatively 862 

easy to explain to customers. 863 

C. PROPOSED REVISIONS TO RIDER SEA 864 

Q. Ms. Hathhorn proposes four sets of changes to Rider SEA in the event the 865 

Commission determines the rider is appropriate.  (Staff Ex. 1.0, 32:742-41:979).  866 

What is ComEd’s response to Ms. Hathhorn’s proposed tariff changes? 867 

A. As shown in ComEd Ex. 30.2 and discussed further below, ComEd accepts nearly all of 868 

Ms. Hathhorn’s recommendations.  869 
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 Prudence Review:  Ms. Hathhorn proposes new tariff language that would clarify that the 870 

costs recovered through Rider SEA are subject to a prudence review during the annual 871 

reconciliation proceedings.  (Id., 33:763-34:798).  As shown in ComEd Ex. 30.2, ComEd 872 

accepts Staff’s proposal. 873 

 Identification of the Recoverable Costs:  Ms. Hathhorn (1) proposes new tariff language 874 

that would identify the types of costs that are eligible to be recovered through Rider SEA, 875 

and (2) recommends excluding costs recorded in Accounts 926 (Employee Pension and 876 

Benefits) and 408.1 (Taxes Other Than Income Taxes).  (Id., 34:802-38:912).  ComEd 877 

does not object to Staff’s proposed changes to Rider SEA in principle, but offers 878 

alternative language that would further clarify the costs to be recovered. 879 

 Specifically, ComEd proposes the addition of a new term, “O&M,” which defines the 880 

types of expenses to be recovered and the costs excluded, along with some conforming 881 

changes.  As shown in the rebuttal panel testimony of Messes. Houtsma and Frank 882 

(ComEd Ex. 25.0), ComEd accepts the removal of costs booked to Accounts 926 and 883 

408.1 from the computation of the normalized storm expense, thereby reducing the initial 884 

“Baseline O&M” amount from $27.1 million to $26 million.  (ComEd Ex. 25.0).  It is my 885 

understanding from Messes. Houtsma and Frank that this would leave only the storm 886 

expenses recorded to Account 593 (Maintenance of Overhead Lines).  Therefore, the 887 

definition of “O&M” refers specifically to the storm restoration expenses recorded in 888 

Account 593.   889 

 In her list of the types of costs that are eligible to be recovered through Rider SEA, Ms. 890 

Hathhorn included overtime expense, but omitted regular wages (i.e., “straight-time”) for 891 

employees and transportation.  It is unclear whether this was intentional or merely an 892 
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oversight because (1) Staff’s proposed adjustments to the normalized amount to be 893 

reflected in the revenue requirement did not remove regular wages or transportation, 894 

thereby creating a mismatch between the “Baseline O&M” and “Actual O&M” amounts 895 

in the Rider SEA formula, and (2) the inclusion of only overtime and exclusion of 896 

transportation was not directly addressed by Ms. Hathhorn.  To the extent that Staff is 897 

proposing the removal of regular wages from both the “Baseline O&M” and “Actual 898 

O&M” computations, thereby reflecting only the incremental labor expense, ComEd 899 

would be willing to make such a change, although it has not done so in ComEd Ex. 30.2.  900 

However, the basis for omitting transportation expenses completely is unclear to ComEd. 901 

 Clarify that “Baseline O&M” Remains Constant between Rate Cases:  Ms. Hathhorn 902 

proposes changes to the tariff language that would help clarify that the “Baseline O&M,” 903 

or the normalized storm expense reflected in base rates, will not change between rate 904 

cases.  (Staff Ex. 1.0, 39:922-40:951).  ComEd accepts Staff’s proposed changes.  It was 905 

never ComEd’s intent to change the “Baseline O&M” between rate cases.  (See ComEd 906 

Ex. 11.0 Corr.; 14:252-55). 907 

 Annual Internal Audit:  Ms. Hathhorn proposes the inclusion of specific tests in the 908 

internal audit provisions of Rider SEA.  (Staff Ex. 1.0, 40:953-41:979).  While ComEd 909 

does not object to the tests proposed by Staff, with one exception, ComEd proposes 910 

alternative tariff language, as shown in ComEd Ex. 30.2.   911 

 The one exception concerns the following test:  “The audit shall further test that costs 912 

recovered through Rider SEA are not recovered through other approved tariffs.”  (Id., 913 

40:969-70).  Because Rider SEA would annually track actual storm expenses and recover 914 

or refund any differences between such amounts and the normalized amount reflected in 915 
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the revenue requirement (i.e., $26 million), some portion of the costs initially would be 916 

“recovered through other approved tariffs” (namely, distribution charges) by operation of 917 

the formula in Rider SEA.  Moreover, to the extent actual costs exceed the test year 918 

amount in a given year, some portion of the costs would also be “recovered through Rider 919 

SEA”.  Therefore, this test seems to be inconsistent with the design of the proposed tariff. 920 

Q. Mr. Smith proposes that the annual audit provided for in Rider SEA be conducted 921 

by an “independent, third party with interested parties having the ability to 922 

participate in the review.”  (AARP Ex. 1.0, 20:15-19).  What is ComEd’s position on 923 

this recommendation? 924 

A. ComEd objects to the recommendation.  Internal audits, as proposed by ComEd and as 925 

refined by Staff, have been accepted for use in the annual reconciliation process under 926 

other riders approved for ComEd and other Illinois utilities.  AARP has produced no 927 

evidence to impugn the integrity of the internal auditing process, other than mere 928 

supposition.  Nevertheless, if the Commission approves Rider SEA and requires an 929 

annual audit conducted by a third party auditor, ComEd proposes that the costs of such 930 

audit be recoverable through Rider SEA. 931 

 With respect to AARP’s proposal to allow interested parties to participate in the audit, 932 

ComEd believes that the auditors should be allowed to discharge their duties, as further 933 

defined by Staff.  Allowing various parties to participate in a focused audit creates the 934 

possibility that the process will turn into an unruly free-for-all, which will impede the 935 

audit process.  Rather, like other reconciliation proceedings, interested parties can 936 

intervene, participate and present any challenge to the audit reports during the annual 937 

Commission review proceedings. 938 
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Q. Mr. Linkenback recommends that if Rider SEA is approved, the definition of a 939 

“storm” should be modified to use the definitions from the National Oceanic 940 

Atmospheric Administration’s National Weather Service “for ice storm, severe 941 

storm, and severe thunderstorm.”  (Staff Ex. 8.0, 14:282-85).  Does ComEd accept 942 

this Staff proposal? 943 

A. No.  Mr. Williams addresses this proposal further.  (See ComEd Ex. 22.0). 944 

Q. Mr. Linkenback also proposes changes to Rider SEA that would terminate the 945 

charges thereunder if service reliability deteriorates.  (Staff Ex. 8.0, 14:286-98).  946 

Does ComEd accept this Staff proposal? 947 

A. No.  Again, Mr. Williams addresses this proposal further.  (See ComEd Ex. 22.0). 948 

Q. Mr. Brosch proposes that if Rider SEA is approved, only non-labor costs should be 949 

included in the tracking mechanism.  (AG/CUB Ex. MLB-1.0, 46:5-9).  Does ComEd 950 

accept AG/CUB’s proposal? 951 

A. No.  Mr. Brosch’s proposal, if approved, would be tantamount to a rejection of the rider.  952 

(See id., 47:3-6).  Further, AG/CUB’s reliance on the changes made to Rider ECR during 953 

the course of Docket No. 05-0597 are misplaced, because the Commission has 954 

subsequently authorized the recovery of internal labor costs through riders.  (See, e.g., 955 

Rider EDA – Energy Efficiency and Demand Response Adjustment, ILL.C.C No. 4, 956 

Original Sheet No. 669 et seq.).   957 
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IV. RATE DESIGN POLICY 958 

A. OVERVIEW 959 

Q. How do the issues of interclass revenue allocation and rate design fit within this rate 960 

case proceeding? 961 

A. It is important to place the issues of interclass revenue allocation and rate design in the 962 

proper perspective.  This portion of the case is not about determining ComEd’s revenue 963 

requirement.  Rather, it concerns the allocation of the revenue requirement among 964 

customer classes and rate elements.  This process is a zero-sum game, with the goal of 965 

allocating the revenue requirement among customer classes in a manner that is fair to 966 

customers, while allowing for full recovery of these revenues.  If one customer class does 967 

not pay its fair share of costs, another customer class ultimately must pick up the bill, 968 

which results in the creation of a subsidy. 969 

 ComEd’s goal in this proceeding is to reasonably apportion costs using the Commission’s 970 

preferred embedded cost approach to minimize inter-class rate subsidies.  Under the 971 

current embedded cost paradigm, this is the only objective benchmark to fairly allocate 972 

costs among customer classes.  In making decisions concerning interclass revenue 973 

allocation and rate design, ComEd must balance the interests of all customers, not just 974 

those customers who have the financial means to intervene and actively participate in this 975 

proceeding.   976 

 Nevertheless, ComEd recognizes that the largest customer classes have enjoyed interclass 977 

subsidies for many years, beginning with a settlement agreement on interclass revenue 978 

allocations approved by the Commission in Docket No. 01-0423 and continued in Docket 979 
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No. 05-0597, even though Docket No. 05-0597 was fully litigated.2  ComEd also 980 

recognizes that eliminating subsidies at one time can place burdens on customers.  As I 981 

noted in my direct testimony in this case, ComEd is seeking to move toward cost-based 982 

rates at a moderated pace.  (ComEd Ex. 11.0 Corr., 6:132-7:144). 983 

Q. Would you please provide an overview of your response to the parties’ rate design 984 

testimony? 985 

A. As in ComEd’s last rate case, Docket No. 05-0597, various customers, customer groups, 986 

and even a governmental entity (the City) are seeking to shift costs to other customer 987 

classes to reduce their own rates. 988 

 Examples of such efforts are found in the competing proposals of Mr. Stowe and 989 

Mr. Bodmer relating to ComEd’s ECOSS.  On the one hand, Mr. Stowe asserts that the 990 

Commission should adopt the often-rejected argument for the inclusion of a minimum 991 

distribution system (“MDS”) approach in the ECOSS.3  (IIEC Ex. 3.0, 42:772-51:927).  992 

Mr. Stowe is clear as to why he prefers the MDS approach:  costs will be shifted from 993 

large industrial customers to residential customers.  (Id., 42:776-43:779).  Indeed, his 994 

proposal shifts a very substantial 14% of the total revenue requirement from the non-995 

residential class to the residential class.  (ComEd Ex. 33.0, 5:106-10).  996 

 On the other hand, Mr. Bodmer, in his one role as small customer advocate, would like to 997 

see an average and peak (“A&P”) allocation of the distribution system costs in the 998 
                                                 
2  I note that in the 1999 rate case there was an intraclass subsidy for those customers over 10 MW because the high 
voltage and other over 10 MW customers were included in the same customer class.  
3  In rejecting the MDS proposal in ComEd’s last rate case, the Commission noted that its decision was consistent 
with previous ComEd decisions.  (ICC Docket No. 05-0597, Order at 165).  The Commission also rejected the MDS 
approach in the most recent Ameren Companies’ rate case.  (ICC Docket Nos. 06-0070/0071/0072 consol., Order at 
160-61).  There are numerous other cases in which the Commission has rejected MDS over the last two decades.  
(See ICC Docket No. 05-0597, Order at 162). 
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ECOSS, because it allocates more costs to large customers than the smaller residential 999 

customers.  (City Ex. 1.0, 75:1366-80).  The results of Mr. Bodmer’s and Mr. Stowe’s 1000 

proposals are diametrically opposed.  (Ironically, in his other role in this proceeding, 1001 

Mr. Bodmer submitted testimony on behalf of some of the largest customers on ComEd’s 1002 

system.)  1003 

 Unlike these parties, ComEd seeks to set distribution rates on traditional cost-causation 1004 

principles to ensure that all customers are paying their fair share for distribution service.  1005 

Accordingly, ComEd asks the Commission to approve its proposed interclass allocation 1006 

and rate design, as described below and in the rebuttal testimony of Mr. Lawrence Alongi 1007 

and Dr. Chantal Jones.  (ComEd Ex. 32.0). 1008 

Q. Has ComEd made any changes to its ECOSS to address concerns raised by the 1009 

parties?  1010 

A. ComEd has proposed modifications to its ECOSS where those modifications are 1011 

consistent with embedded cost principles in the rebuttal testimonies of Mr. Alongi and 1012 

Dr. Jones (ComEd Ex. 32.0) and Mr. Heintz (ComEd Ex. 33.0).  1013 

B. RESIDENTIAL RATE DESIGN  1014 

Q. Which Intervenor witness testimony addresses residential rate design? 1015 

A. Mr. Bodmer, on behalf of the City of Chicago (City Ex. 1.0). 1016 

Q. Are any of Mr. Bodmer’s residential rate design proposals appropriate? 1017 

A. No.  Mr. Bodmer’s proposed residential rate design adjustments suffer from an array of 1018 

problems, including that such proposals are contrary to the Commission’s views on rate 1019 

design and sound rate design principles.  Accordingly, as described in the rebuttal 1020 
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testimony of Mr. Alongi and Dr. Jones (ComEd Ex. 32.0), Mr. Bodmer’s residential rate 1021 

design proposals should be rejected.  1022 

C. NON-RESIDENTIAL RATE DESIGN  1023 

Q. What testimony will you respond to in this section of your testimony? 1024 

A. I will respond to all or a portion of the testimonies of Mr. Luth (ICC Staff Ex. 6.0), 1025 

Mr. Stephens (IIEC Ex. 1.0), Dr. Swan (DOE Ex. 1.0), Dr. Goins (NUCOR Ex. 1.0), 1026 

Mr. Fults (REACT Ex. 1.0), Mr. Bodmer (REACT Ex. 2.0), Mr. Zarumba 1027 

(BOMA/Chicago Corr. Ex. 1.0) and Mr. Bachman (METRA/CTA Joint Ex. 1.0). 1028 

1. Large Customer Class Interclass Revenue Allocation and Rate Design 1029 

Q. What issues will you address in this section of your rebuttal testimony? 1030 

A. The issues related to the rate design impacts for the three largest customer classes (i.e., 1031 

the Extremely Large Load, the High Voltage over 10 MW and Other and Railroad 1032 

Delivery Classes).  1033 

Q. Do you have any initial comments on the testimony?  1034 

A. Yes.  First, I note that there are several new parties in this case.  For example, there is an 1035 

ad hoc coalition made up of a subset of the very largest of ComEd’s distribution 1036 

customers, which calls itself REACT.  In addition, NUCOR Steel Kankakee, Inc. also has 1037 

intervened on its own behalf.  These parties are in addition to groups such as IIEC, 1038 

BOMA, CTA, METRA and DOE, which have intervened in past ComEd rate cases.  One 1039 

common thread in the direct testimony of these parties is the concern over the rate 1040 

increases that the classes of the largest customers would face if the Commission were to 1041 

require these customers to pay their fair share of the cost to provide service, as 1042 
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determined by the ECOSS.  If the Commission set prices at cost, long-standing rate 1043 

subsidies embedded in ComEd’s delivery rates for non-residential customers would be 1044 

removed.  And, because these subsidies are large, about $44 million at current rates to the 1045 

three largest customer classes, it is not surprising that the necessary rate increases also are 1046 

large.  (Even at the system average increase, the subsidy is still over $37 million.)  1047 

(ComEd Ex. 32.2). 1048 

 To put this $44 million subsidy into perspective, the total current revenue from these 1049 

three classes is only $35 million.  (ComEd Ex. 13.2).  Stated differently, the three largest 1050 

customer classes are paying only 44% of their cost.  Even at the system average increase, 1051 

the subsidy is nearly 28% of the total proposed increase for the non-residential class. 1052 

Q. What are the specific issues raised by these parties relevant to your discussion here?  1053 

A. These parties raise several issues.  As I noted in my direct testimony, basing prices for the 1054 

largest of customers on their actual cost of service would require large rate increases.  1055 

Clearly, this is not lost on the parties.  (Staff Ex. 6.0, 8:124-9:135; IIEC Ex. 1.0, 5:85-91; 1056 

DOE Ex. 1.0, 6:120-7:139; REACT Ex. 1.0, 10:234-11:40; REACT Ex. 2.0, 5:90-6:120).  1057 

In addition, certain witnesses claim that the ECOSS has produced results that are 1058 

anomalous or illogical, and others claim that ComEd must explain the results of the 1059 

ECOSS, reconcile its current rate proposals with existing rates, or explain how its 1060 

facilities have changed since 1999.  (Staff Ex. 6.0, 4:41-54; IIEC Ex. 1.0, 5:92-106; DOE 1061 

Ex. 1.0, 12:285-16:342; REACT Ex. 2.0, 9:178-200).  Intervenor witnesses also claim 1062 

that a series of flaws in ComEd’s ECOSS purportedly allocate too much to their preferred 1063 

rate class.  (IIEC 3.0, 3:25-27; DOE Ex. 1.0, 16:348-18:389; NUCOR Ex. 1.0, 3:64-4:90; 1064 

REACT Ex. 2.0, 14:281-18:385).  1065 
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Q. What will your testimony address? 1066 

A. I will specifically address the policy issue related to the basis for moving these customer 1067 

classes closer to cost, and, by implication, why it is inappropriate to utilize an arbitrary 1068 

metric such as the system average increase.  The technical rate design issues with respect 1069 

to the ECOSS and its results will be addressed by Mr. Alongi and Dr. Jones (ComEd 1070 

Ex. 32.0) and Mr. Heintz (ComEd Ex. 33.0).   1071 

Q. Has ComEd’s ECOSS been used for designing rates in the past? 1072 

A. Yes.  The Commission accepted ComEd’s ECOSS “to allocate jurisdictional revenue 1073 

requirement responsibility between the residential and nonresidential rate classes…” and 1074 

“for purposes of designing rates” in ComEd’s last rate case.  (ICC Docket No. 05-0597, 1075 

Order at 159-60).  Even though the Commission accepted ComEd’s ECOSS, the 1076 

Commission decided not to utilize it in setting rates for the over 10 MW class, and did 1077 

not articulate in that order a policy of how best to move this class toward cost based rates 1078 

in the future.  Further, by implication, the Commission did not identify how to move all 1079 

the other non-residential classes bearing this subsidy toward cost-based rates.  This 1080 

decision was predicated on the high rate increases implied by the Commission’s 1081 

acceptance of ComEd’s ECOSS, as well as apparently on the Commission’s concern over 1082 

the possibility that the cost to serve these customers is actually lower than the 1083 

Commission’s approved ECOSS.  (Id., p. 196).  These issues underscore the problem 1084 

with not utilizing a cost-basis for setting rates.  As such, in the event the Commission 1085 

does not set the non-residential customers rates at cost, ComEd urges the Commission to 1086 

establish a policy, or an objective benchmark, to move these rates to cost in a future rate 1087 

case. 1088 
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Q. You noted that not using the ECOSS has implications for other non-residential 1089 

customers.  What do you mean? 1090 

A. If the Commission agrees with the rate proposals of the largest customers and approves a 1091 

non-cost-based Distribution Facilities Charge (“DFC”) for these customers, other non-1092 

residential customers will have to pay the bill.  This result is inherently inequitable.  1093 

Indeed, even IIEC witness Mr. Stowe agrees with this concept, stating: 1094 

If rates are not based on cost of service, then some customers or 1095 
classes contribute disproportionately to the utility’s revenue 1096 
requirement and provide contributions to the cost to serve other 1097 
customers. This is inherently inequitable.  1098 

 (IIEC Ex. 3.0, 6:98-101)(emphasis in original). 1099 

 As an alternative to setting rates at cost, many Intervenors urge the Commission to 1100 

increase rates (i.e., the DFC) by the system average increase (or, in the case of the 1101 

Railroads, the lesser of the system average or the residential increase).  (IIEC Ex. 1.0, 1102 

16:295-96; DOE Ex. 1.0, 3:61-62; NUCOR Ex. 1.0, 6:123-27; REACT Ex. 2.0, 22:477-1103 

79; METRA/CTA Joint Ex. 1.0, 4:20-25).  Yet, the system average increase is not 1104 

necessarily related to the underlying cost structure (as was shown in both ComEd’s 1105 

ECOSS in ICC Docket No. 05-0597 and in the ECOSS submitted in this case). 1106 

Intervenors’ proposals would perpetuate the subsidy and, by definition, the burden that 1107 

other non-residential customers must bear.  1108 

Q. Who is paying for the proposed subsidy in this case? 1109 

A. The $37 million subsidy would be paid by customers such as small and medium 1110 

businesses such as retail establishments, schools, churches, homeless shelters and other 1111 

non-residential customers that are not in the largest customer classes.   1112 
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Q. Has any witness raised the question of whether subsidies to large users even exist? 1113 

A. Yes.  For example, Mr. Stephens suggests there is no subsidy.  He is wrong.  It is very 1114 

real and supported by the ECOSS. 1115 

Q. What is ComEd’s proposal to address the issue of the subsidy to large customers? 1116 

A. If the Commission accepts ComEd’s ECOSS in this case, ComEd proposes that the 1117 

Commission provide guidance to the parties that the ECOSS will be used on a going-1118 

forward basis to set rates.  In this case, particularly given the size of the subsidy involved, 1119 

ComEd proposes that the Commission move the DFCs for the Extra Large Load Delivery 1120 

Class, and the under and over 10 MW High Voltage and Railroad Delivery Classes half 1121 

of the way toward cost of service as shown in the testimony of Mr. Alongi and Dr. Jones 1122 

(ComEd Ex. 32.0). 1123 

Q. Why is ComEd’s approach more appropriate than utilizing a system average 1124 

increase? 1125 

A. There are four reasons why ComEd’s approach is more appropriate and reasonable.  First, 1126 

this proposal is consistent with the Commission’s long-standing goal of moving rates 1127 

toward costs when possible.  In adopting this proposal, the Commission also would 1128 

provide the largest customers and ComEd with guidance as to the Commission’s goals 1129 

for distribution pricing.  Such guidance, hopefully, would serve to reduce future litigation 1130 

on this subsidy issue.  Second, while moving rates toward cost, the proposal avoids 1131 

arbitrarily increasing rates based on the system average increase.  Third, this proposal 1132 

addresses rate shock concerns.  Fourth, the proposal sends a strong signal from the 1133 
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Commission that it expects prices to reflect cost.  Despite the contention in this case, 1134 

nearly all the parties agree that prices should reflect cost.  1135 

Q. Are there any policy issues related to the Railroad Delivery Class that you will 1136 

address? 1137 

A. Yes.  Mr. Bachman claims that ComEd did not “address the very real public interest 1138 

implications of the proposed rates and the resulting percentage increase on the Railroad 1139 

Delivery Class.”  (METRA/CTA Joint Ex. 1.0, 3:13-14).  Mr. Bachman also proposes 1140 

that the Commission order ComEd to perform a study to identify the “distribution 1141 

investment and expenses” for the Railroad Delivery Class.  (Id., 4:16-18).  For these 1142 

reasons, Mr. Bachman proposes that rate increase to the Railroad Delivery Class be 1143 

limited to the lesser of the system increase or the increase allowed for the residential 1144 

class.  1145 

Q. How do you respond to Mr. Bachman’s proposals? 1146 

A. ComEd acknowledges the claims made by METRA and CTA about public interest and 1147 

the funding squeeze facing the public transport network in Northeast Illinois.  However, 1148 

ComEd cannot be put in the position of picking the worthy causes and proposing that 1149 

other customers make up the difference to fund the subsidies to METRA and CTA.4  1150 

Further, it is inappropriate for ComEd to judge the public interest value of public 1151 

transport as opposed to other entities that promote the public interest, such as hospitals, 1152 

universities, churches, homeless shelters, government buildings or even businesses and 1153 

industries that support job growth.  Indeed, the funding difficulties of those customers, 1154 

                                                 
4  In fact, ComEd’s service territory extends beyond the service regions of METRA and CTA, and, under 
Mr. Bachman’s proposal, customers in those regions would be required to pay for these subsides as well.   
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although less public, are probably no different than the difficulties experienced by the 1155 

other non-residential customers that serve the public interest, but are asked to bear the 1156 

burden of subsidies to METRA and CTA.  Thus, ComEd is compelled to set rates in a 1157 

manner that does not unduly discriminate in favor of, or against, any groups or types of 1158 

customers. 1159 

Q. Is Mr. Bachman’s proposal to limit the increase to the Railroad Delivery Class 1160 

appropriate? 1161 

A. No.  ComEd does not agree with this proposal for the reasons previously discussed.  If 1162 

the Commission is inclined to subsidize the CTA and METRA, ComEd proposes that the 1163 

DFCs be moved half of the way toward cost of service.   1164 

2. Former Rider 25 Customers   1165 

Q. What issue will you address in this section of your rebuttal testimony? 1166 

A. I will address the proposals of Mr. Zarumba, including:  (1) facilitation of a solution to 1167 

the issues related to rate shock for large buildings; (2) examination of rate impacts over 1168 

the long term; and (3) a return to marginal cost analysis for pricing.  (BOMA/CHICAGO 1169 

Ex. 1.0, 10:218-11:240).  Mr. Alongi and Dr. Jones (ComEd Ex. 32.0) will address issues 1170 

raised by Mr. Guy Sharfman’s testimony for BOMA/Chicago.  (BOMA/CHICAGO 1171 

Ex. 2.0). 1172 

Q. How do you respond to these proposals? 1173 

A. The Commission has already addressed BOMA’s issues in Docket No. 05-0597 and 1174 

Docket No. 07-0166.  The rate design changes associated with the transition of ComEd 1175 

from an integrated electric service provider to a delivery company have been completed.  1176 
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Rider 25 was a legacy tariff created at a time when the cost of providing energy services 1177 

from ComEd’s then-existing generation was significantly lower in the off-peak seasons.  1178 

It made sense to provide such supply-related services when ComEd was an integrated 1179 

utility.  However, in the post-transition world, any discounted or otherwise advantageous 1180 

rates are based on market conditions rather than the marginal cost of the utility’s own 1181 

resources.  It should not be the role of the Commission to attempt to compensate legacy 1182 

customers for changes in the electricity market place.  Mr. Zarumba’s suggestion of 1183 

looking at the longer-term rate impacts is nothing more than an attempt to re-litigate past 1184 

rate design decisions by the Commission.  However, ComEd stands ready to work with 1185 

BOMA and others to find new ways of allowing customers to use electricity more 1186 

efficiency (e.g., through the use of more advanced metering and communications 1187 

technology) and ComEd certainly invites BOMA to take advantage of new energy 1188 

efficiency measures that may be available for BOMA buildings.  1189 

Finally, while marginal cost is ComEd’s preferred approach to ratemaking, the 1190 

Commission has consistently applied embedded cost approaches to designing delivery 1191 

rates.  Absent a consensus to move back to marginal cost, ComEd will reserve its rights 1192 

to advocate for marginal cost in the future. 1193 

V. RIDER AC7 - RESIDENTIAL AIR CONDITIONER LOAD CYCLING 1194 
PROGRAM 2007 1195 

Q. Mr. Thomas suggests that the $465,854 adjustment (credit) to the revenue 1196 

requirement set forth in ComEd Ex. 11.1 “underestimated the value of capacity 1197 

within PJM’s capacity market” and proposes an adjustment thereto.  (CUB Ex. 1.0, 1198 
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46:1103-48:1129).  What are the differences between CUB’s calculation and 1199 

ComEd’s calculation of the adjustment?  1200 

A. The $465,854 adjustment (credit) to the revenue requirement set forth in ComEd Ex. 11.1 1201 

reflects the difference between the incentive payments made to residential customers 1202 

enrolled in Rider AC7 (for the ability to cycle or interrupt the compressor on air 1203 

conditioning units) and the value of the associated capacity in the PJM market.  In 1204 

ComEd Ex. 11.1, ComEd used the capacity prices resulting from PJM’s Base Residual 1205 

Auction (“Auction”) for the 2008-2009 Planning Year5 ($111.92 per MW-day).  Capacity 1206 

prices for the 2008-2009 Planning Year extend beyond the third quarter of 2008 as the 1207 

price will actually be effective from June 2008 through May 2009.   1208 

 PJM has now conducted Auctions for the 2009-2010 and 2010-2011 Planning Years.  In 1209 

his testimony, Mr. Thomas seeks to reflect the capacity prices resulting from these 1210 

subsequent Auctions ($102.04 and $174.29 per MW-day, respectively) in the calculation 1211 

of the revenue requirement adjustment by averaging the prices for the three future 1212 

Planning Years, 2008-2009, 2009-2010 and 2010-2011.  In other words, Mr. Thomas 1213 

seeks to normalize ComEd’s adjustment based, in part, on future capacity prices effective 1214 

for the period June 2009 through May 2011.  By incorporating such an average of 1215 

capacity prices, Mr. Thomas calculates an adjustment (credit) of $815,953.  (CUB 1216 

Ex. 1.0, 47:1113-26). 1217 

Q. What is ComEd’s position on Mr. Thomas’ proposal? 1218 

                                                 
5  A PJM Planning Year begins in June of a given calendar year and extends through May of the subsequent calendar 
year. 
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A. Mr. Thomas’ proposal should be rejected.  It is my understanding that his proposal 1219 

applies to time periods that extend well beyond the period for pro forma adjustments.6   1220 

VI. OTHER MATTERS 1221 

A. RIDER SAC – SUPPLY ADMINISTRATION CHARGES 1222 

Q. Mr. Merola claims that ComEd should revise Rider SAC for a number of reasons.  1223 

(REACT Ex. 3.0, 20:414-17).  What is ComEd’s response? 1224 

A. Mr. Merola’s proposal is moot.  This is far from the first time that the issue of ComEd’s 1225 

supply-related costs has come before the Commission.  Mr. Merola’s testimony ignores 1226 

the multiple times that this issue has been litigated before the Commission during prior 1227 

ComEd rate case proceedings throughout the entire transition period since the first docket 1228 

in 1999.  Moreover, as reflected in the testimonies of Mr. Alongi and Dr. Jones (ComEd 1229 

Ex. 12.0, 13:211-14:242; ComEd Ex. 32.0), and as expected by Ms. Hathhorn (Staff 1230 

Ex. 1.0, 41:988-95), ComEd is withdrawing Rider SAC from further consideration in this 1231 

proceeding.  This is because the Commission most recently has addressed the issue of the 1232 

recovery of supply-related administrative costs in ComEd’s just completed procurement 1233 

proceeding (ICC Docket Nos. 07-0528/07-0531).  With respect to fixed-price bundled 1234 

supply, such costs shall be reflected in, and recovered through, the applicable charges set 1235 

forth in Rider PE – Purchased Electricity (“Rider PE”) and Rate BES – Basic Electric 1236 

Service beginning with the June 2008 monthly billing period.   1237 

                                                 
6  “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.”  (83 Ill. Adm. Code § 287.40). 
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Q. Mr. Merola asserts that ComEd’s “allocation should undergo much greater 1238 

scrutiny” than is provided for under Rider PE and recommends that “ComEd 1239 

should be required to provide a full cost justification of these internal administrative 1240 

and operational costs through a transparent process that allows input from all 1241 

stakeholders.”  (REACT Ex. 3.0, 19:391-98).  What is ComEd’s response? 1242 

A. Mr. Merola’s proposal is unnecessary and should be rejected, because it is based on a 1243 

limited reading of Rider PE.  As the sole basis for his claims, Mr. Merola cites a 1244 

provision of Rider PE that requires ComEd to review its internal administrative and 1245 

operational cost projections with Staff at the earliest reasonable date after the 1246 

Commission’s order in Docket Nos. 07-0528/07-0531.  (Id., 19:381-89).  Mr. Merola 1247 

fails to recognize that Rider PE also requires:   1248 

The Company’s internal administrative and operational costs 1249 
solely arising from meeting the obligations set forth in the 1250 
Procurement Obligations section of this rider are included in the 1251 
PEPs and are subject to adjustment to the extent that they are found 1252 
to be unreasonable in the annual proceeding described in the 1253 
Miscellaneous General Provisions section of this rider.  1254 

 (ILL. C.C. No. 4, Original Sheet No. 637).  In fact, this provision of Rider PE was 1255 

expressly approved by the Commission.  (See ICC Docket Nos. 07-0528/07-0531 consol., 1256 

Order at 105-06 (Dec. 19, 2007)).  Thus, ComEd already is required to provide a “full 1257 

cost justification” of these costs, and the actual costs recovered are subject to review 1258 

annually through “a transparent process.”   1259 

B. RECOVERY OF SUPPLY-RELATED COSTS 1260 

Q. Mr. Merola claims that “[t]here are also substantial costs associated with supply 1261 

procurement for which no detailed explanation or justification has been provided, 1262 
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and thus are not clearly being recovered through a bypassable tariff.”  (REACT 1263 

Ex. 3.0, 20:419-21).  Mr. Merola recommends that the Commission “require ComEd 1264 

to clearly delineate the tariff mechanism that is being used to recover each of the 1265 

costs associated with supply procurement.”  (Id., 20:421-21:23).  What is ComEd’s 1266 

response? 1267 

A. Mr. Merola’s proposal should be rejected as unnecessary.  In particular, the recovery of 1268 

such costs from bundled supply customers already has been delineated by the 1269 

Commission. 1270 

 Mr. Merola identifies two types of costs that are associated with the procurement of 1271 

energy for customers:  “direct” and “indirect costs.”  (See id., 10:186-11:232).  With 1272 

respect to the “direct costs,” which Mr. Merola defines as “cost of energy, capacity, 1273 

renewable resources, transmission service and ancillary services required to support full 1274 

requirements service to the retail customer.”  (Id., 10:190-92).  Rider PE and Rate BES, 1275 

which were approved in Docket Nos. 07-0528/07-0531, provide for the recovery of these 1276 

costs.  (See, e.g., ILL. C.C. No. 4, Original Sheet Nos. 632-634 and 636). 1277 

 With respect to “indirect costs,” Mr. Merola provides a “broad overview” of the functions 1278 

performed that fall into this category, including:  “Short and Long-Term Load 1279 

Forecasting; Scheduling; Contract Negotiation and Management; Risk Management; 1280 

Accounting; Settlements; Financial Management; Billing; Transaction Management; 1281 

Customer Support (including Call Center Operations); Credit and Collections; Regulatory 1282 

Support; and Lobbying Efforts.”  (REACT Ex. 3.0, 10:195-11:215) (bullet points 1283 

omitted).  It appears from the loose descriptions provided that the costs associated with 1284 

many of these functions were captured in ComEd’s computation of the Rider SAC 1285 
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charges (ComEd Ex. 12.3), and will be reflected under Rider PE, such as “Short and 1286 

Long-Term Load Forecasting;” “Scheduling;” “Contract Negotiation and Management;” 1287 

“Risk Management;” “Accounting;” “Settlements;” “Financial Management;” and 1288 

“Transaction Management.”   1289 

 Given these facts and the multiple times that these issues have been reviewed in prior 1290 

Commission proceedings, no further tariff modifications are warranted. 1291 

Q. What is ComEd’s view concerning the other functions listed by Mr. Merola, such as 1292 

Billing; Customer Support (including Call Center Operations); Credit and 1293 

Collections; Regulatory Support; and Lobbying Efforts? 1294 

A. REACT has not adequately explained the basis for deeming any of these functions to be 1295 

solely supply-related.  For example, it is unclear why the Credit and Collections function 1296 

may be properly considered supply-related.  Bad debt affects both supply and distribution 1297 

charges, and ComEd must diligently pursue collection regardless of whether the debt is 1298 

limited to outstanding distribution charges or includes bundled supply service charges. 1299 

 Similarly, the Billing and Customer Support function exists regardless of whether or not a 1300 

customer is a supply customer as all electricity consumers in Northern Illinois are 1301 

ComEd’s distribution customers.  In fact, in order to bill for its distribution services, 1302 

ComEd must read the meters of both its bundled service customers and those on taking 1303 

supply from a Retail Electric Supplier (“RES”).  Further, while supply charges may 1304 

garner more attention because they are a proportionately larger percentage of the total 1305 

bill, a question, concern or complaint from a bundled service customer concerning 1306 

charges affects both supply charges and distribution charges.  In fact, Public Act 95-0700, 1307 

which requires utilities to provide consolidated billing on behalf of RESs and purchase 1308 



ComEd Ex. 30.0 

Page 59 of 60 

their receivables, will only further cloud any conceivable distinctions between supply and 1309 

distribution-related expenses in the future.  1310 

 With respect to Regulatory Support, it is unclear to me how much, if any, of my 1311 

department’s time will be devoted to supply-related issues now that the proceedings.  1312 

This is due to the completion of Docket Nos. 07-0528/07-0531 and the fact that Public 1313 

Act 95-0481 has created an Illinois Power Agency for the procurement of supply for 1314 

ComEd’s bundled service customers.  In fact, I foresee considerable time being devoted 1315 

during the next few years to further enabling competition through the implementation of 1316 

Public Act 95-0700 and implementation of Smart Grid technologies. 1317 

 Finally, ComEd’s expenses related to lobbying are not recoverable from any customers, 1318 

whether distribution or bundled service customers. 1319 

Q. Mr. Merola also questions whether “uncollectible expenses,” “working capital 1320 

requirements,” and “credit support” are properly allocated.  (REACT Ex. 3.0, 1321 

11:216-32).  Has ComEd properly allocated these costs? 1322 

A. Yes.  Supply-related uncollectibles are recovered through Rate BES, while credit support 1323 

costs are reflected in Rider PE.  However, it is my understanding that ComEd does not 1324 

have a working capital or short-term debt component in its revenue requirement; 1325 

therefore, there would be nothing to allocate from the distribution revenue requirement to 1326 

bundled supply customer to create more “headroom” for RESs. 1327 

Q. Do you have any other comments with respect to REACT’s position on this point? 1328 

A. REACT offers a strong endorsement of assigning costs to the cost-causer (id., 6:106-15), 1329 

but conveniently ignores the allocation of costs ComEd incurs to make competitive 1330 
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choice possible for customers that choose to take their supply from a RES.  This seems 1331 

odd considering that REACT is a coalition with representative customers that have not 1332 

yet switched to RES supply.  Indeed, one could make similar arguments that the 1333 

numerous costs that ComEd incurs solely to make customer choice available assist 1334 

potential-RES customers and RESs should be allocated directly to those customers that 1335 

switch or their RESs or both.   1336 

Q. Mr. Merola suggests that “[b]y shifting supply procurement costs to the delivery 1337 

services rate, ComEd can artificially reduce its supply price …” and that “[t]his 1338 

subsidized supply price would provide ComEd with a competitive pricing advantage 1339 

over RESs.”  (REACT Ex. 3.0, 9:177-81).  Does ComEd have a profit motive to 1340 

retain customers on its bundled supply service tariffs? 1341 

A. Absolutely not.  ComEd does not earn a profit on the sale of electricity to any customers 1342 

and is committed to retail competition. 1343 

Q. Does this complete your Rebuttal Testimony? 1344 

A. Yes. 1345 


