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COMMONWEALTH EDISON COMPANY 1 

PREFILED REBUTTAL TESTIMONY OF 2 
RALPH C. SMITH 3 

 4 

I. INTRODUCTION 5 

Q. Please state your name and business address. 6 

A. Ralph C. Smith, 15728 Farmington Road, Livonia, Michigan 48154. 7 

 8 

Q. Are you the same Ralph C. Smith that previously filed direct testimony in 9 

this case on behalf of AARP? 10 

A. Yes.  11 

 12 

Q. What issues will you be addressing in your rebuttal testimony? 13 

A. My rebuttal testimony discusses ComEd’s revised proposals for Rider SMP and 14 

Rider SEA and recommends that these Company proposed riders be rejected. 15 

 16 

 17 
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Q. What ComEd rebuttal witnesses’ testimony did you review concerning 1 

ComEd’s proposals for Rider SMP and Rider SEA? 2 

A. I reviewed the ComEd rebuttal testimony of these witnesses as it pertains to 3 

ComEd’s proposed Rider SMP and/or Rider SEA:  J. Barry Mitchell (ComEd Ex. 4 

17.0); Paul Crumrine (ComEd Ex. 30.0); Terrence Donnelly (ComEd Ex. 21.0); 5 

Kathryn Houtsma and Stacie Frank (ComEd Ex. 25.0); Susan F. Tierney (ComEd 6 

Ex. 18.0); George Williams (ComEd Ex. 22.0); Sally T. Clair (ComEd Ex. 23.0); 7 

Samuel Hadaway (ComEd Ex. 29.0); and Robert K. McDonald (ComEd Ex. 8 

28.0).  ComEd Ex. 30.1, attached to Mr. Crumrine’s rebuttal testimony, presents 9 

the Company’s revised proposal for Rider SMP.  ComEd’s Ex. 30.2, also attached 10 

to Mr. Crumrine’s rebuttal testimony, presents the Company’s revised proposal 11 

for Rider SEA.   12 

II. RIDER SMP – SYSTEM MODERNIZATION PROJECTS 13 
ADJUSTMENT 14 

Q. ComEd witness Crumrine (ComEd Ex 30.0 at 4:87-29:665) addresses various 15 

issues pertaining to its proposed Rider SMP.  Based on ComEd’s rebuttal 16 

testimony, should ComEd’s revised proposal for a Rider SMP, as presented 17 

in ComEd Ex. 30.1 be adopted? 18 

A. No.  For several reasons, including the following, ComEd’s proposed Rider SMP 19 

should be rejected: 20 



Docket No. 07-0566 
AARP Ex. 2.0 

 

Page 3 of 18 

 1) It would inappropriately shift responsibility and risk of capital investment 1 

between rate cases away from shareholders and onto ratepayers. 2 

2) It could remove or reduce incentives to prudently control the cost of plant 3 

additions.   4 

3) Capital additions to improve the distribution system are not similar to fuel cost 5 

or generation supply costs and ComEd has demonstrated no history of volatile 6 

and uncontrollable distribution system capital additions.  7 

4) It could encumber ratepayers with additional revenue requirements annually 8 

into the future for distribution system capital additions between rate cases without 9 

capturing offsetting benefits. 10 

5) It is a distortion of the test year relationships.  11 

6) It is not beneficial to ratepayers. 12 

7) It is unnecessary. 13 

 14 

Q. At page 11, lines 245-249 of his rebuttal, ComEd witness Crumrine asserts 15 

that: “while ComEd accepts full responsibility for the prudent management 16 

of the projects and reasonableness of the resulting costs, ComEd requires a 17 

Commission finding on decisional prudence before undertaking the proposed 18 

projects.”  At page 20:445-446, Mr. Crumrine states: “ComEd needs the 19 
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regulatory certainty afforded by the Commission’s pre-approval before 1 

pursuing such investments.”  Should the Commission provide a finding on 2 

prudence before ComEd undertakes such investments? 3 

A. No. That is not needed.1  If the projects under consideration meet ComEd’s 4 

normal economic evaluation criteria, and show that there are clear ratepayer 5 

benefits, they should be constructed, and included in ComEd’s rate base in its 6 

next rate case.  If the projects do not meet ComEd’s normal economic evaluation 7 

criteria, or are of a lower priority than other necessary projects, they should not be 8 

constructed. The decision as to whether to invest in such projects should lie with 9 

Company management.  There is no compelling need for special advanced 10 

Commission approval of project prudence, or for pushing the cost responsibility 11 

for such projects in total and/or in between rate cases onto ratepayers via 12 

ComEd’s proposed Rider SMP.   13 

 14 

Q. In his rebuttal, at page 81:1646-1648, ComEd witness Donnelly states that:  15 

“other witnesses and I have explained why ComEd cannot undertake SMP 16 

investment programs without a structure like Rider SMP.”  Please comment. 17 

                                                 

1 Even ComEd witness Crumrine (ComEd Ex. 30.0, at 10:227-233) acknowledges that 
“no Commission review or pre-approval of projects is required under 83 Ill. Adm. Code 
§656.40.”   
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A. This statement would probably be more accurate if it stated that the Company 1 

witnesses have explained why ComEd management would choose not to 2 

undertake SMP investment programs without a structure like Rider SMP.  ComEd 3 

has indicated that the investments it proposes to include in Rider SMP are 4 

discretionary projects that have potential to create value for consumers but which 5 

are not necessary for the provision of safe, reliable, efficient distribution service.2  6 

These are not high priority projects for ComEd, and, unless the cost responsibility 7 

in total and between rate cases can be shifted away from shareholders and onto 8 

ratepayers, ComEd management has indicated that it would likely choose not to 9 

make such investments. 10 

 11 

Q. Are any other electric utilities implementing Smart Grid projects on an 12 

experimental basis without seeking advanced regulatory approval to charge 13 

the costs incurred to ratepayers? 14 

A. Yes.  As an example, Xcel Energy has recently announced its plans to implement 15 

an advanced, smart grid system in Boulder, CO.3  Having established a 16 

collaborative effort with other firms and leveraging other sources including 17 

                                                 

2 See, e.g., ComEd Ex. 18.0, 16:327-330 (Tierney rebuttal); also, 18:354-456:  “the 
proposal is designed not for essential investments, but rather for ones that are above and beyond 
those required for safe, reliable and adequate electric service.” 

3 See AARP Ex. 2.1, which provides a copy of Xcel’s 3-12-08 announcement. 
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governmental grants, Xcel anticipates funding only a portion of the smart grid 1 

project itself. Additionally, as reported recently in the Wall Street Journal, Xcel is 2 

not seeking permission from regulators to recover its costs in advance, but will 3 

wait until it has assessed and proven the benefits.4   4 

 5 

Q. How does that compare with ComEd’s approach? 6 

A. The approach advanced by Xcel, where the utility is assuming the initial risks of 7 

installing smart grid technology and evaluating whether it is producing benefits, 8 

stands in stark contrast with ComEd’s approach.  ComEd’s approach, which 9 

attempts to shift the risks of unproven, but potentially beneficial smart grid 10 

technology away from its investors and onto its ratepayers, should be rejected.  If 11 

ComEd wants to be a pioneer in testing smart grid technologies, perhaps it should 12 

take an approach more like the one that Xcel is using, i.e., that maintains the 13 

initial risk with utility shareholders and collaborators, and does not shift risk onto 14 

ratepayers.   15 

 16 

Q. The Commission’s recent decision in the Peoples Gas Light and Coke Co. 17 

(“Peoples Gas Decision”) and North Shore Gas Co. rate case, ICC Docket 18 

                                                 

4 See AARP Ex. 2.2, which reproduces a 3-13-08 Wall Street Journal article, “Utility 
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Nos. 074-0241/07-0242, entered February 5, 2008, at page 162 stated that:  1 

“unless the proponents of the modernization initiatives provide a more 2 

compelling rationale in terms of identifying and quantifying reduced system 3 

costs and increased customer benefits, we will never be persuaded that 4 

modernization is in the best interest of the ratepayers.”  Has ComEd 5 

presented a compelling rationale that its Rider SMP is in the best interests of 6 

ratepayers? 7 

A. No.  In addition to the other noted concerns, Rider SMP as proposed by ComEd 8 

could encumber ratepayers with additional revenue requirements annually into the 9 

future for distribution system capital additions between rate cases without 10 

capturing offsetting benefits. 11 

 12 

Q. Various ComEd witnesses suggest that annual reconciliation and prudence 13 

proceedings to review actual costs incurred would provide a forum to 14 

determine whether such costs were reasonable.5  Does AARP anticipate being 15 

able to participate in such annual reviews? 16 

A. No.  From discussions with AARP representatives, it appears unlikely that AARP 17 

would have funding for legal and consultant participation in annual Rider SMP 18 

                                                                                                                                                 
Gives Power to the People.” 

5 See, e.g., ComEd Ex. 30.0 at 20:447-449. 
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reviews; thus, the AARP members’ rates would be subject to increasing annually, 1 

via Rider SMP, but, as a practical matter, by deferring the decisions and review of 2 

SMP projects into separate proceedings, this is likely to eliminate active 3 

participation by AARP on behalf of its members. Consequently, AARP would 4 

prefer to see ComEd capital projects continue to be addressed in the context of 5 

general rate cases, and not be addressed in a separate rider that appears likely to 6 

produce a series of additional annual rate increases for its members in the ComEd 7 

service territory. 8 

 9 

Q. How would ComEd’s proposed Rider SMP shift the risk of financing 10 

distribution system capital additions between rate cases away from 11 

shareholders and onto ratepayers, and why is such a shift inappropriate? 12 

A. If ComEd believes that its expenses or costs, including the cost of financing 13 

distribution system capital additions, are increasing more rapidly than its revenues 14 

such that a revenue deficiency is being created, ComEd can file for a rate 15 

increase.  Currently, the risks and benefits lie with ComEd’s shareholders during 16 

the period between rate cases if revenues grow more slowly or more rapidly than 17 

ComEd’s costs.  ComEd’s proposed Rider SMP would result in shifting the risk 18 

of financing distribution system capital investment onto ratepayers by making 19 

ratepayers responsible for all System Modernization Project (“SMP”) related 20 

amounts occurring between rate cases. ComEd would retain the benefit of 21 
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revenue growth and expense reductions between rate cases for its shareholders.  1 

This creates an unbalanced situation, and a distortion of the ratemaking formula 2 

that appears likely to result in a series of additional annual rate increases to 3 

ComEd’s ratepayers. 4 

 5 

Q. At page 17:341-344 of her rebuttal testimony ComEd witness Tierney 6 

acknowledges your criticism that “ComEd has not shown that it has unique 7 

problems with regulatory lag, unlike that of other public utilities.”6  Does 8 

ComEd refute that observation? 9 

A. No.  ComEd has not shown that it has unique problems with regulatory lag, unlike 10 

that of other public utilities. 11 

 12 

Q. At page 18:361-364, ComEd witness Tierney states: “Rider SMP does not 13 

affect the regulatory lag which will still be in place regarding the vast body of 14 

other investments and expenses that ComEd will need to incur during the 15 

period in which new rates are in effect, in order to assure safe, reliable and 16 

adequate service forits customers.”7  Should discretionary, SMP investments 17 

                                                 

6 ComEd Ex.18.0, page 17:343-344. 

7 ComEd Ex. 18.0 at 18:361-364. 
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that are not needed for the provision of safe, reliable and adequate electric 1 

service be sheltered from regulatory lag?  2 

A. No.   Regulatory lag serves a useful function in encouraging utility management 3 

to control costs between rate cases.  Rider SMP would compromise incentives for 4 

prudent and efficient utility operation by essentially eliminating regulatory lag for 5 

SMP investments. 6 

 7 

Q. Is ComEd’s revised Rider SMP proposal beneficial to ratepayers? 8 

A. No, it is not.  It would produce additional increases annually for nonessential 9 

investments “that are above and beyond those required for safe, reliable and 10 

adequate electric service.”8  Moreover, it would increase customer rates in an 11 

unbalanced manner that considers only one component of the revenue 12 

requirement.  Moreover, it could eliminate important currently existing 13 

constraints on capital spending, in a manner that inappropriately shifts risks from 14 

shareholders and onto ratepayers.  ComEd’s proposed Rider SMP is the 15 

equivalent of single-issue ratemaking and should not be allowed.   16 

 17 

                                                 

8 See, e.g., ComEd Ex. 18.0 at 18:354-356. 
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Q. Please summarize your conclusion regarding whether ComEd’s proposed 1 

Rider SMP should be adopted. 2 

A. ComEd’s proposed Rider SMP represents an unusual, unnecessary, and one-sided 3 

"single issue" ratemaking proposal that inappropriately distorts the ratemaking 4 

calculus and should therefore be rejected.   5 

III. RIDER SEA – STORM EXPENSES ADJUSTMENT 6 

Q. Has ComEd revised its proposed Rider SEA? 7 

A. Yes. ComEd’s revised proposal for Rider SEA, which is presented in Company 8 

Ex. 30.2, attached to Mr. Crumrine’s rebuttal testimony, should be rejected for 9 

several reasons.    10 

 11 

Q. Does ComEd's revised Rider SEA adopt some of the recommendations made 12 

by Staff? 13 

A. Yes.  In revising its proposed Rider SEA, ComEd has adopted a number of 14 

recommendations proposed by Staff.   15 

 16 

Q. Were those revisions an improvement to ComEd’s originally proposed Rider 17 

SEA? 18 
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A. Yes.  I believe that Staff’s proposed refinements, which include a specific 1 

definition of O&M and specific tests in the internal audit provisions of Rider SEA 2 

are an improvement over ComEd’s initial proposal in that regard.    3 

 4 

Q. Should ComEd’s revised proposal for Rider SEA be adopted? 5 

A. No.  While ComEd has adopted certain well-taken recommendations proposed by 6 

Staff, the Company’s revised proposal for Rider SEA still suffers from a number 7 

of flaws, including the fact that it is unnecessary “single issue” ratemaking and 8 

would shift the burden and responsibility for fluctuations in storm restoration 9 

expenses occurring between rate cases away from shareholders and onto 10 

ratepayers.   Consequently, ComEd’s revised proposal for Rider SEA should be 11 

rejected. 12 

 13 

Q. In terms of evaluating whether a special rider is needed for storm restoration 14 

expenses, is it appropriate to evaluate the rider in terms of its relationship to 15 

the utility’s total revenue? 16 

A. Yes.  In this respect I agree with the conclusion of Staff witness Luth and 17 

AG/CUB witness Brosch that the appropriate comparison is to total revenue.  18 
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ComEd witness Williams’ conclusion9 that the relationship to total revenue for 1 

evaluating a rider that would affect customer rates by impacting total revenue is 2 

not a meaningful comparison should be rejected.  Moreover, because ComEd’s 3 

storm restoration expenses are not large compared with total revenue, this is 4 

unlike the situation associated with an electric utility’s fuel and purchased power 5 

costs.  Consequently, a special rider for between rate case fluctuations in storm 6 

restoration expenses is unnecessary. 7 

 8 

Q. Has ComEd demonstrated that the current method of addressing the 9 

recovery of prudently incurred storm restoration expense, i.e., via the 10 

allowance of a normalized amount of such expense in operating expenses in 11 

the setting of base rates, is inadequate? 12 

A. No.  The current method of recognizing prudently incurred storm restoration 13 

expenses has not been demonstrated by the Company to be inadequate.  In 14 

essence, storm restoration expenses are treated similarly to other operating 15 

expenses.   16 

 17 

                                                 

9 See, e.g., ComEd Ex. 22.0 at 9:173-10:184. 
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Q. Mr. Crumrine’s rebuttal testimony (at 34:775-35:783) claims that annual 1 

prudence reviews of the reasonableness of ComEd’s storm expense should 2 

alleviate concerns regarding reducing the incentives on the company to 3 

control the costs of storm restoration activities.  Do you agree? 4 

A. No.  An after-the-fact prudence/reasonableness review, while being necessary if 5 

Rider SEA were to be adopted, does not provide the same incentive on utility 6 

management as having shareholders be responsible for cost fluctuations between 7 

rate cases.  A perhaps over-simple analogy to illustrate the difference in incentive 8 

to control costs would be to compare: (1) getting a monthly allowance and then 9 

paying for expenses out of your own pocket, versus (2) paying for an expense, 10 

submitting it on a form and then getting reimbursed for it, dollar for dollar.  For 11 

an economically driven decision-maker, there is more incentive to carefully seek 12 

out and evaluate least-cost alternatives under situation (1) than would exist under 13 

situation (2).  Moreover, this difference in the incentive to diligently seek the 14 

least-cost alternative would exist even if the reimbursement form under (2) was 15 

subject to a prudence review.  Currently, ComEd is responsible for annual 16 

fluctuations in storm restoration expense that occur between rate cases.  Rider 17 

SEA would make ratepayers responsible for the annual fluctuations in storm 18 

restoration expense recorded in Account 593.  Consequently, even with an annual 19 

review, the incentives to control storm restoration costs that are currently in place 20 

would be lessened by Rider SEA. 21 
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 1 

Q. Should ComEd’s proposed Rider SEA be adopted? 2 

A. No.  The Company’s proposed Rider SEA is flawed in numerous respects, as 3 

described above (and in my direct testimony), and should therefore be rejected. 4 

 5 

Q. In his rebuttal testimony (41:921-938), Mr. Crumrine states that internal 6 

audits, as proposed by ComEd and refined by Staff, have been accepted for 7 

use in the annual reconciliation process of other riders approved for ComEd 8 

and other Illinois utilities.  Does that eliminate your concerns about having 9 

an independent review and/or with interested third parties having the ability 10 

to participate in such review? 11 

A.   No. First, concerning the independence of the review, even as it has been revised 12 

in ComEd’s Ex. 30.2, the Company’s Rider SEA does not specify that the annual 13 

audit of O&M and the recoveries of such O&M pursuant to the rider would be 14 

conducted by ComEd’s internal audit staff.   Thus it is not clear from the language 15 

in the Company’s proposed rider that it would be ComEd's internal audit 16 

department personnel conducting the review.   17 

 18 
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I recognize that an internal audit process can have integrity.  Moreover, the 1 

internal audit department is typically set up to function independently of the 2 

entity’s accounting and finance departments and regulatory affairs staff.   In my 3 

regulatory consulting work I have reviewed numerous utility internal audit 4 

reports, and they can be very helpful.  Those reports and the supporting 5 

workpapers showing the audit steps and testing detail conducted, however, are 6 

typically internal company documents, and may be subject to confidentiality 7 

restrictions, rather than being publicly available documents. Consequently, if 8 

Rider SEA were to be approved, which I am not recommending, and if the annual 9 

review is really going to be conducted by ComEd’s internal audit department (as 10 

opposed to accounting or regulatory affairs personnel, who may be well-qualified, 11 

but who would typically not be considered independent), it may be beneficial to 12 

clarify this and specify under the Miscellaneous General Provisions that the 13 

Company audit is to be conducted by ComEd’s internal audit staff and that the 14 

internal audit reports and the supporting workpapers relating to storm restoration 15 

expense would be made publicly available for review by interested parties. 16 

 17 

 Second, with respect to interested third parties having the ability to participate in 18 

such reviews, it has been my experience that parties representing ratepayer 19 

interests who may have the resources in which to actively participate in a major 20 

utility base rate case, may not similarly have resources to participate in annual 21 
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prudence reviews of costs that are charged to ratepayers via single issue rate 1 

riders.  As an example of this, AARP is participating in the instant ComEd rate 2 

case, but AARP does not anticipate being able to participate in annual reviews of 3 

ComEd’s SMP or storm restoration costs.  For a rate adjustment mechanism like 4 

ComEd’s proposed Rider SEA, I would anticipate that the annual 5 

prudence/reasonableness reviews would be conducted primarily by the 6 

Commission Staff, and that other parties decisions as to whether to participate in 7 

such reviews would be driven by the size of the resultant rate impacts produced 8 

by the rider.     9 

  10 

Q. ComEd witnesses Hadaway10 and McDonald11 claim that ComEd’s rate of 11 

return should not be reduced if the Commission approves Riders SMP and 12 

SEA.  Please comment. 13 

A. As a utility recovers more and more of its investments and annual expense 14 

fluctuations through special single-issue rate riders, risk is shifted away from 15 

shareholders and onto ratepayers.  Consequently, if such riders were to be 16 

adopted, I agree in principle with the concept that a reduction in risk to 17 

shareholders should be accompanied by a downward adjustment in the return on 18 

                                                 

10 ComEd Ex. 29.0 at 23:485-24:509 

11 ComEd Ex. 28.0 at 23:503-25:546 
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equity the Commission would have otherwise approved for ComEd.12   However, 1 

I have not attempted to quantify what downward adjustment to ROE would be 2 

commensurate with the reduced shareholder risk.  Moreover, rather than attempt 3 

to adjust ComEd’s ROE downward for the shifted risk, I believe it would be 4 

preferable for the Commission to simply reject these two riders. 5 

   6 

Q. Does that conclude your prefiled rebuttal testimony? 7 

A. Yes, it does. 8 

                                                 

12 ComEd Ex 28.0 at 24:511-515 (McDonald rebuttal) attributes such recommendations 
to Staff witness Michael McNally, Illinois Industrial Energy Consumers (“IIEC”) witness 
Michael Gorman, and AG/CUB witness Michael Brosch. 




