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SECTION I. 1 

INTRODUCTION AND PURPOSE 2 

 3 

Q. Please state your name and business address. 4 

A. My name is Ralph Zarumba.  My business address is 8301 Greensboro 5 

Drive, McLean, Virginia, 22102. 6 

Q. Are you the same Ralph Zarumba who testified previously in this 7 

proceeding? 8 

A. Yes. 9 

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

A. My rebuttal testimony directly or indirectly responds to Commonwealth 11 

Edison Company (“ComEd” or “the Company”) witnesses Ms. Sally Clair 12 

(ComEd Ex. 23), Mr. Paul Crumrine (ComEd Ex. 30), Dr. Stephen George 13 

(ComEd Ex. 31), Mr. Terrance Donnelly (ComEd Ex. 21.0), and 14 

Constellation NewEnergy witness Mr. David Fein (CNE Ex. 1.0).  To 15 

summarize, my rebuttal testimony addresses three significant issues:   16 

 1. I provide reasoning for a limited return to the use of marginal cost 17 

studies when designing tariffs; 18 

 2. My testimony supplements the rebuttal testimony provided by 19 

BOMA/Chicago witness Sharfman, and provides the Commission with a 20 

recommendation for a non-residential space heat rate, and;   21 

 3. I provide conditional support for ComEd’s proposed Rider SMP.   22 

  23 
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SECTION II. 24 

APPLICATION OF MARGINAL COST TO PRICING OF SERVICES 25 

Q. Are marginal costs studies currently used to price utility tariffs for 26 

ComEd? 27 

A. No, although marginal cost studies were previously used to develop the 28 

tariffs of the Company before the introduction of open-access.  From my 29 

understanding, embedded or allocated cost of service studies have been 30 

used to develop tariffs since 1999. The last marginal cost study filed by 31 

the Company was in ICC Docket No. 01-0423. 32 

Q. Do you agree with the policy change from marginal to embedded cost of 33 

service analysis to develop pricing? 34 

A. No.  Embedded cost studies produce average costs, and average costs send 35 

the wrong price signals to customers.  Using average costs encourages 36 

inefficient consumption, and under certain circumstances could 37 

compromise the financial integrity of the utility. 38 

Q. How can marginal cost studies be used to establish tariffs for an electric 39 

utility? 40 

A. I am aware of two uses of marginal cost studies in setting electric utility 41 

tariffs.  First, the studies could be used to allocate the revenue requirement 42 

through a marginal cost revenue study.  The second use of a marginal cost 43 

study would be to establish the pricing for tariff elements. 44 

Q. What is your recommendation for the use of marginal cost studies in this 45 

proceeding? 46 



BOMA/CHICAGO EX. 5.0 
ICC DOCKET NO. 07-0566 

 

Page 5 of 21 

A. An immediate return to marginal cost pricing to allocate the revenue 47 

requirement could trigger adverse customer impacts between various 48 

customer classes and thus must be analyzed carefully.  The potential 49 

adverse impacts are associated with the difference in the allocation 50 

approaches between a marginal cost and an allocated cost of service study. 51 

 It is possible to allocate the revenue requirement to tariff classifications 52 

using an allocated cost of service study and establish the pricing of all or 53 

some of the tariff elements through a marginal cost study. I am advocating 54 

using marginal cost to price certain tariff elements.  55 

Q. Would establishing the pricing of certain tariff elements through a 56 

marginal cost study yield benefits to ratepayers and the Company? 57 

A. Yes.  Setting prices through the use of marginal costs is economically 58 

efficient and would be consistent with the many programs that have 59 

recently been mandated or recommended by legislation and the Company. 60 

Q. Please provide an example of programs that are consistent with marginal 61 

cost pricing. 62 

A. New Section 12-103 of the Illinois Public Utilities Act mandated a return 63 

to utility sponsored energy efficiency programs.  Many parties in this 64 

proceeding were participants in an investigation of these programs and the 65 

cost recovery mechanisms associated with these programs (ICC Docket 66 

No. 07-0540).  The evaluation of the effectiveness of energy efficiency 67 

programs rests upon marginal cost principles, not average cost principles.  68 
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In fact, marginal costs are used are to reflect the change in costs the utility 69 

is exposed to when an increment or decrement of usage changes. 70 

Q. Does a relationship exist between tariffs based upon marginal cost 71 

principles and the energy efficiency programs? 72 

A. Yes.  If a consistent price signal does not exist between these energy 73 

efficiency programs and Company tariffs, the customers are being sent 74 

inconsistent information about the costs of electric service.  The customer 75 

may be receiving a message from the tariff to use electric service at a 76 

certain cost while simultaneously being provided an incentive from an 77 

energy efficiency program to use the same service at a different time or for 78 

a lower price.   79 

Q. Has the Company proposed programs that would be enhanced with 80 

marginal cost pricing?   81 

A. Yes.  The Company’s Smart Grid initiative is an excellent example of a 82 

program that would be enhanced by the implementation of marginal cost 83 

pricing.  If the correct (marginal cost-based) price signal is sent to the 84 

customer, the Company may find the optimal balance between supply and 85 

demand resources. 86 

Q. Do you have a specific proposal regarding pricing policies?   87 

A. Yes.  First, I recommend a return to marginal cost pricing for certain 88 

Company tariff elements.   89 
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 Second, I recommend that in any future request for a general rate increase 90 

the Company be required to file a marginal cost study and use that study to 91 

price tariff elements.  92 

Third, I recommend that the process of establishing tariff elements 93 

through marginal cost studies begin in this proceeding with the following 94 

proposal for the former Rider 25 customers. 95 

SECTION III. 96 

ELECTRIC SPACE HEAT (FORMER RIDER 25)   97 

 Q. Do you agree with ComEd witness Crumrine that the former Rider 25 98 

customers do not require a specific mitigation plan (ComEd Ex. 30.0, 99 

3:47-50)? 100 

A. No. ComEd Witnesses Crumrine and Along-Jones have “muddied the 101 

waters” on this issue and clouded the true impacts that these customers 102 

have experienced.  As is discussed in my direct testimony and by 103 

BOMA/Chicago witness Sharfman, non-residential space-heat customers 104 

have experienced the largest rate increases.  Mr. Sharfman’s testimony 105 

explains why the Company’s responses to his analysis should be ignored. 106 

I’m advised by counsel that ComEd’s elimination of this specific, 107 

identifiable service is contrary to law.  These legal arguments, that ComEd 108 

eliminated and the Commission approved the elimination, remain extant in 109 

the Illinois Appellate Court from ComEd’s last request for a rate increase.  110 

However, regardless of the outcome of that proceeding, BOMA/Chicago 111 

has shown verifiable detrimental rate impacts that exceed any other 112 
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customer class impacts, and provides a solution for these affected 113 

customers.   114 

Q. Are space-heating rates relics of abandoned tariff principles?   115 

A. No.  As BOMA/Chicago witness Sharfman shows, many utilities continue 116 

to provide electric space heating options in their distribution tariffs. 117 

Q. What is your recommendation to the Commission for non-residential 118 

space-heating customers? 119 

A. I recommend that ComEd provide the former Rider 25 customers with an 120 

optional distribution tariff with a second block receiving a discount equal 121 

to the marginal non-coincident distribution cost during non-summer 122 

months for the estimated space-heating portion of their demand. This tariff 123 

design would provide solutions to the following problems:  124 

 (1) Provide partial mitigation to the significant rate increases faced by the 125 

Rider 25 customers;  126 

 (2) protect the Company and the balance of ComEd customers from rate 127 

increases in the event these buildings migrate to non-electric space-128 

heating;  129 

 (3) provide the proper price signal to these customers and establish a basis 130 

for potential rate design changes for all ComEd customers.  131 

Q. How would other ComEd customers be detrimentally impacted if the 132 

Commission does not provide appropriate relief? 133 



BOMA/CHICAGO EX. 5.0 
ICC DOCKET NO. 07-0566 

 

Page 9 of 21 

A. Other customers would be detrimentally impacted because the former 134 

Rider 25 customers now have the incentive to eliminate electric space-135 

heating load and replace it with an alternative fuel choice.   136 

Q. Wouldn’t the load reductions attributable to fuel switching benefit the 137 

former Rider 25 Customers and thus solve their dilemma? 138 

A. The load reductions would benefit the former Rider 25 customers insofar 139 

that they would experience reduced electricity bills (assuming that it is 140 

economical to switch fuel sources); however, such reductions would 141 

trigger another problem.  The Rider 25 customers would be avoiding the 142 

full tariff established at average cost while the other customers of the 143 

Company would only recognize a reduction in cost equal to the marginal 144 

cost. The difference between the two revenues paid and the costs avoided 145 

would create a burden for other customers.    146 

Q. Please explain how non-Rider 25 customers would be impacted.  147 

A. If a former Rider 25 space-heating customer reduces load the revenue 148 

requirement of the Company will only be reduced to the extent that 149 

marginal costs are avoided.  In the case of distribution systems marginal 150 

costs are often less than the average costs which the company uses to 151 

determine the prices in tariffs.  Therefore, the difference between the 152 

larger average cost-based price and the marginal cost will be shifted to 153 

other customers thus increasing the overall prices charged to customers of 154 

the utility. 155 
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Q. Have you prepared an example of the economic consequences of this 156 

migration from electric space heating to heating from other energy 157 

sources? 158 

A. Yes.  BOMA/Chicago Exhibit 5.1 provides a description of the proposed 159 

changes and below I provide an illustrative example for a building 160 

predicated upon the following assumptions: 161 

 (1) The building has a 1,000 kW reduction in heating load associated 162 

with a replacement of the electric space-heating load with an alternative 163 

fuel; 164 

 (2) The 1,000 kW reduction in load occurs for each of the eight (8) 165 

non-summer months; 166 

 (3) The building receives service in the 1,000-10,000 kW Rate RDS 167 

classification. 168 

Q. What is the estimated savings to the building under the current Rate RDS? 169 

A. The building would save $5.91/kW-month * 1,000 kW * 8 months or 170 

$47,280 per year before amortization of any capital expenditures or 171 

payment of operating expenses.  172 

Q. What is the estimated long-run marginal distribution cost to serve this 173 

load? 174 

A. I estimate the long-run marginal distribution cost to be $2.54/kW-month.  175 

Therefore, the total long-run marginal costs avoided if this load was to be 176 

shifted off the system would be $2.54/kW-month * 1,000 kW * 8 months 177 

equaling $20,320. 178 
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Q. How would you characterize the difference between the revenues avoided 179 

by the customer and the reduction in long-run marginal distribution costs 180 

equaling $26,960 ($47,280 - $20,320)? 181 

A. I would characterize the difference as a long-run reduction in profitability.  182 

Given that the Company is entitled to a fair rate of return this reduction in 183 

profitability would be shifted to the other customers of the Company. 184 

Q. What would be the avoided costs of the Company? 185 

A. The Company did not provide a marginal cost study in this proceeding, so 186 

I estimated these costs. 187 

Q.   How did you to estimate this data? 188 

A. I updated the study provided by the Company in ICC Docket 01-0423 by 189 

escalating the relevant marginal cost estimates by the Gross Domestic 190 

Product – Implicit Price Deflator (GDP-IPD) (BOMA/Chicago Ex. 5.1, 191 

page 3).      192 

Q. Please describe your approach to update the marginal distribution costs 193 

from ICC Docket 01-0423. 194 

A. The Company’s witnesses sponsoring the marginal cost study were Mr. 195 

Alongi and Ms. Kelly (ComEd Exhibit 13 in ICC Docket No. 01-0423).  196 

My analysis focused upon the marginal distribution demand costs. 197 

 The Company estimated marginal distribution capacity in two separate 198 

components.  One component was based upon non-coincident demand 199 

which “…includes the costs of standard system elements that are likely to 200 

be sized to accommodate individual customers’ peak loads” (ComEd Ex. 201 
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13 in ICC Docket 01-0423, 17:347-9. The other component is based upon 202 

coincident demand and “…includes the costs for standard system elements 203 

necessary to serve a geographic area or larger group of customers that can 204 

be sized with consideration given the diversity between customers’ loads.” 205 

(ComEd Ex. 13 in Docket 01-0423, 17:356-8). 206 

Q. Have you included both the coincident and non-coincident distribution 207 

demand charges in your analysis? 208 

A. No.  My purpose was to identify the costs of non-economic bypass of the 209 

system.  I have focused only on the non-coincident because the coincident 210 

distribution demand costs would presumably be captured by other 211 

customers if a building was to significantly decrease load.  As Mr. Alongi 212 

and Ms. Kelly stated, these facilities were sized for a larger group of 213 

customers and consideration was given to diversity of the loads.  In short, 214 

load migrating from the electric grid would not impact these costs in the 215 

long-run. 216 

Q. Since the Year 2000 study the definitions of customer classes have 217 

changed.  How did you translate the customer classes from that study to 218 

the current filings’ definition of customer classes? 219 

A. If the year 2000 marginal cost study had more than one class that would 220 

potentially apply to the current definition of a customer class. I adopted 221 

the smaller of the two values that would apply and adopted a concept of 222 

conservatism. 223 
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Q. The costs in the marginal cost study sponsored by the Company in Docket 224 

01-0423 were stated in year 2000 dollars.  Are these costs inconsistent for 225 

use in this proceeding? 226 

A. If I simply adopted the values filed in that proceeding they would indeed 227 

be inconsistent.  In a perfect world an updated marginal cost study would 228 

provide better information.  I adopted the values filed in that study and 229 

escalated at the rate of inflation to match the results of the test year in this 230 

proceeding. As shown in BOMA/Chicago Ex. 5.1, the cumulative rate of 231 

inflation from 2000-2006 was 16.568%. 232 

Q. Do you feel your estimates of marginal cost and general approach are 233 

realistic? 234 

A. If my estimates error it will underestimate the earning deficiency the 235 

Company will experience / revenue shortfall that would be estimated 236 

above.  The increased shortfall would occur because in the near-term the 237 

Company would only avoid short-run marginal distribution costs, not 238 

long-run costs.   239 

Q. Please explain. 240 

A. A distribution system is constructed to serve specific loads.  If a customer 241 

significantly reduces their electric load, the facilities installed for that 242 

customer remain in place.  Although these facilities may sometimes be 243 

used to serve the loads of other customers, the nature of distribution 244 

systems often do not allow this situation to occur.  Therefore, the short-run 245 

avoided distribution costs of the utility are significantly lower than the 246 
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long-run avoided costs, and the revenue deficiency faced by the Company 247 

or shifted to other customers would be greater than what I have estimated.   248 

Q. What is the solution to this problem? 249 

A. I propose a solution where the former Rider 25 customers be provided a 250 

reduced economic incentive to leave the electric distribution system 251 

through the implementation of a two-block demand charge available 252 

during months when space-heating would normally be used by these 253 

buildings – the former “non-summer” months from the previous bundled 254 

tariffs.  The tail-block would be established at the marginal non-coincident 255 

capacity cost as estimated previously in my testimony based upon the 256 

Company’s 2000 marginal cost study updated to the proposed test year 257 

period. 258 

Q. How would the space-heating portion of the load be estimated for the 259 

former Rider 25 customers during the non-summer months? 260 

A. The specific percentage of space-heating demand for these buildings as a 261 

percentage of total demand will vary from building to building.  Given the 262 

variation from building-to-building I suggest that 50 percent of the non-263 

summer load average load from the previous year be assigned to the tail 264 

block.  265 

Q. If a tail block is established at the lower marginal cost based tail block, a 266 

revenue deficiency will occur for the Company.  How do you propose to 267 

adjust the rate design to compensate for the revenue reduction associated 268 

with the tail-block? 269 
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A. The Company would collect such revenues from all other retail customers 270 

of the Company in Rate RDS.  This approach would be similar to a non-271 

bypassable surcharge.  Such a mechanism was proposed by the Company 272 

and accepted by the Commission in Docket 07-0166.   273 

Q. What steps would need to be taken by the Company and/or the 274 

Commission to implement your proposal? 275 

A. First, the Company would need to provide an estimate of the billing 276 

demand associated with the second block of demand for the former Rider 277 

25 customers. Since only the Company possesses the billing system and 278 

the historical billing determinants for all customers, this task should not be 279 

unduly onerous. 280 

 Second, the reduced revenues from the second block of demand would be 281 

estimated and recovered from all other customers. Again, this is not an 282 

onerous task and in fact a straightforward calculation.   283 

Q. In its Final Order in ICC Docket No. 07-0166, the Commission stated: 284 

In addition, the Commission is swayed by assertions from Staff 285 
that they could neither independently assess the increases alleged 286 
by BOMA, nor independently verify the scope of the problem 287 
BOMA presented. The lack of independent verification reduces the 288 
weight we give BOMA’s argument. Accordingly, the Commission 289 
finds that BOMA’s evidence does not conclusively support its 290 
request for additional relief. However, the Commission is sensitive 291 
to rates that are discriminatory to a particular 292 
class of customer; if BOMA finds this issue to be persistent, then 293 
they should present a more complete analysis of this issue in 294 
ComEd’s next rate case.  (ICC Docket No. 07-0166, page 28). 295 

 296 
  297 
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Were the former Rider 25 customers afforded any relief in ICC Docket 07-298 

0166? 299 

A.   No.  BOMA/Chicago has complied with the Order in that case and 300 

has presented a more complete analysis in this case, by illustrating 301 

the detrimental rate impacts experienced by former Rider 25 302 

customers.  Using ComEd’s own rates and load profiles, non-303 

residential customers that heat their buildings with electricity have 304 

received the largest percentage increase since the inception of 305 

electric open-access in Illinois.   306 

Q. Does your solution address the problems associated with 307 

eliminating Rider 25?   308 

A. It is a partial solution that is meant to meet the Company and the 309 

Commission half-way.  BOMA/Chicago appreciates the 310 

Commission’s recognition of this problem in ICC Docket No. 07-311 

0166.  Another solution, as suggested in previous cases, may rest 312 

in the Commission initiating a docket to address this matter outside 313 

the context of this case.   314 

SECTION IV. 315 

RIDER SMP 316 

 A. Design of the Rider SMP Surcharge 317 

Q. In its rebuttal testimony the Company amended the calculation of the 318 

Rider SMP Surcharge calculation (ComEd Ex. 30.0, 21:473-84).  If Rider 319 
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SMP is adopted, do you support the amended surcharge calculation 320 

proposal? 321 

A. Yes.  In my interpretation, unlike the original proposal, Mr. Crumrine’s 322 

methodology allows for recovery of funds in a manner basically consistent 323 

with the cost of service study. The only difference I foresee is if the tariff 324 

design accepted by the Commission deviates from the cost of service.  In 325 

that case the recovery of the Rider SMP Surcharge revenues would be 326 

consistent with the rate design and not necessarily the cost of service. .    327 

 B. Smart Grid Proposal 328 

Q. Do you support ComEd’s rider methodology for implementing certain 329 

“Smart Grid” technologies? 330 

A. Tentatively yes.  I agree with ComEd witness Crumrine and Constellation 331 

NewEnergy witness Fein, along with other parties, share a common goal 332 

with this technology (ComEd Ex. 30.0, 6:136-9; CNE Ex. 1.0, 4:58-64).   333 

 I also understand some parties’ concerns of by-passing the traditional 334 

ratemaking process.  However, in my view, some technologies such as 335 

AMI are inevitable.  Rider SMP provides a vehicle to implement 336 

customer-beneficial technologies sooner rather than later.  Given risks 337 

inherent in a deregulated environment, customers require the tools of 338 

information to mitigate that risk.  As such, BOMA/Chicago recognizes the 339 

importance of AMI infrastructure as a critical resource in the Illinois’ 340 

energy infrastructure, and has provided testimony concerning the 341 
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importance of timely unfettered access to data in ICC Docket No. 07-342 

0540.   343 

Q. What benefits potentially exist between the Company and customers when 344 

Smart Grid technologies are implemented? 345 

A. I see Smart Grid technologies enabling the use of information and 346 

information technology systems to optimize the use of capital investments.  347 

In this manner Smart Grid Technologies are similar to the control systems 348 

used in the commercial office buildings to efficiently operate mechanical 349 

systems and supplied by vendors such as Tridium, Schneider Electric, 350 

Johnson Controls, Inc., Siemens and many others.  In both cases 351 

information is used to better manage energy-related capital investments, 352 

energy utilization and the emission of effluents. 353 

 C. Automated Metering Infrastructure 354 

Q. Do you support the Company’s proposal for Automated Meter 355 

Infrastructure (AMI)? 356 

A. Yes, as long as ComEd complies with its own Regional Transmission 357 

Operator, PJM, Interconnection rules for metering requirements of 358 

Demand Resources. Under current market rules for the demand response 359 

program in the synchronous reserve market, Demand Resources 360 

(customers) must provide metering information at no less then a one 361 

minute scan rate surrounding a call for Synchronized Reserves. The 362 

metering information must be uploaded to eLoadResponse within 24 hours 363 

of the event to ensure compliance.  Information about the synchronized 364 
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reserve market http://www.pjm.com/markets/demand-365 

response/synchronized-reserve-market.html and other demand response 366 

markets can be found on PJM’s website (www.pjm.com). 367 

 Q. Does ComEd’s supplemented proposal satisfy the PJM rules?   368 

A. Not to my understanding.  ComEd’s current interval meters record on a 369 

thirty-minute time increment.  ComEd’s proposal, to my recollection, will 370 

take this interval down to 15 minutes.  PJM rules essentially provide that 371 

customers have “real-time” meters installed to participate in select 372 

markets.  More information on specifics is still needed on this topic.    373 

Q. How can ComEd’s proposed AMI be enhanced to benefit customers?   374 

A. In my view, in order to achieve AMI’s full potential and stakeholder 375 

benefits, such infrastructure must have open systems architectures, 376 

lifecycle economies and be constructed with engineering rigor.  Without 377 

appropriate forethought such as customer participation in PJM demand 378 

response programs, an AMI system could, instead of adding value, 379 

undermine ratepayers’ ability to access beneficial system resource 380 

markets.  ComEd’s proposal does not significantly address these customer 381 

benefits which are borne more from the competitive marketplace than 382 

from utility sponsored programs. In short, BOMA/Chicago supports 383 

ComEd providing the information and infrastructure to access competitive 384 

markets.  Once information is easily accessible, customers can choose 385 

from a myriad of supply and demand related programs to achieve energy 386 

efficiency, demand response and green objectives.               387 
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Q. Do other parties support open-access to real-time information?   388 

A. Yes.  CNE witness Fein states:   389 

“Access to real-time metering and price information systems, which allow 390 
up-to-the-minute views of energy usage and costs and the ability to 391 
employ this information to better shape and control usage patterns, puts a 392 
business in the driver’s seat of a smarter and more energy responsive 393 
building or facility. Fully integrated and intelligent buildings do more than 394 
respond to mandatory curtailment demands. These buildings are capable 395 
of reacting to changes in the energy marketplace at anytime by shedding 396 
load and adjusting consumption to maximize economic efficiency. As a 397 
result, intelligent buildings are able to shift electricity consumption from 398 
periods of high prices to periods of low prices and reduce overall energy 399 
costs in the process.”  (CNE Ex. 1.0, page 9).  400 

  401 

 It is clear that not only customers, but also alternative suppliers and 402 

presumably many other entities with various demand or supply related 403 

business plans, seek real-time customer information to assist in managing 404 

risk and to manage load more efficiently.  Implementing AMI properly 405 

can achieve these worthy competitive market goals.     406 

Q. What are your specific proposals to the Commission regarding ComEd’s  407 

proposed AMI program? 408 

A. First, before allowing the Company to proceed with an AMI program, the 409 

Company must be required to provide free access to AMI data.  The 410 

Company must also show a willingness to provide customers with this 411 

information on an open-source basis.  To do otherwise frustrates the 412 

purpose of a smart grid before it even begins; 413 

 Second, meters and telemetry must be compliant with all PJM demand 414 

response program requirements; as noted in ICC Docket No. 07-0540 415 

customers can help justify the investment in AMI through PJM Demand 416 
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Response Programs.  These programs allow customers to provide grid 417 

services, which can dampen wholesale prices, ensure capacity and provide 418 

reliability.  As some customers have significant short-term flexibility, 419 

PJM’s markets provide a significant un-tapped resource due to the absence 420 

of reasonable access to granular information.  If AMI is approved, the 421 

metering and telemetry requirements must be able to comply with 422 

ComEd’s chosen transmission operator.   423 

Q. Would a collaborative process with interested stakeholders assist in 424 

achieving the goals of Rider SMP? 425 

A. Potentially, although such a process could delay the implementation to 426 

some unknown time in the future.  I would like to see more information in 427 

ComEd’s next filing before recommending this path to the Commission.    428 

Q. Does this conclude your rebuttal testimony? 429 

A. Yes.  430 


