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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, supplemental direct and 6 

rebuttal testimony on behalf of ComEd in this docket? 7 

A. Yes. 8 

B. PURPOSE OF SURREBUTTAL TESTIMONY 9 

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

A. The purpose of my surrebuttal testimony is to respond to portions of the rebuttal 11 

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

(“Staff”) witnesses Ms. Dianna Hathhorn, Mr. Ronald Linkenback, Mr. Peter Lazare, 13 

Dr. Eric P. Schlaf and Mr. Harold Stoller; American Association of Retired Persons 14 

(“AARP”) witness Mr. Ralph C. Smith; Attorney General (“AG”) witness Mr. Scott J. 15 

Rubin; AG and Citizens Utility Board (“AG/CUB”) witness Mr. Michael L. Brosch; 16 

Building Owners and Managers Association of Chicago (“BOMA”) witness Mr. Ralph 17 

Zarumba; City of Chicago witness (“City”) Mr. Edward C. Bodmer; Constellation 18 

NewEnergy, Inc. (“CNE”) witness Mr. David I. Fein; CUB witnesses Mr. Martin R. 19 

Cohen and Dr. L. Lynne Kiesling; Coalition to Request Equitable Allocation of Costs 20 

Together (“REACT”) witnesses Mr. Edward C. Bodmer, Mr. Bradley O. Fults, and 21 

Mr. Jeffrey Merola; Commercial Group witness Mr. David F. Vite; U.S. Department of 22 
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Energy (“DOE”) witness Dr. Dale E. Swan; Illinois Industrial Energy Consumers 23 

(“IIEC”) witnesses Mr. Robert Stephens and Mr. David L. Stowe; The Kroger Co. 24 

witness Mr. Kevin C. Higgins; NUCOR Steel Kankakee, Inc. (“NUCOR”) witness 25 

Dr. Dennis W. Goins; and Retail Energy Supply Association (“RESA”) witness Mr. Roy 26 

Boston.  Because much of the rebuttal testimony of Staff and Intervenors revisits points 27 

and issues previously addressed in ComEd’s rebuttal testimony, I generally have limited 28 

my surrebuttal testimony to address new points and issues raised in rebuttal testimony by 29 

Staff and Intervenors. 30 

C. SUMMARY OF CONCLUSIONS 31 

Q. Would you please summarize your conclusions? 32 

A. I conclude the following: 33 

1. As currently proposed, Rider SMP (ComEd Ex. 30.1) and its attendant cost-34 

recovery and pre-approval features are reasonable and set a clear path toward the 35 

deployment of Smart Grid technologies, such as Advanced Metering 36 

Infrastructure (“AMI”) and other service enhancements.  Nevertheless, ComEd 37 

generally accepts Staff’s proposed refinements. 38 

2. CNE offers a constructive suggestion for an alternative approach to Rider SMP in 39 

its rebuttal testimony.  Under CNE’s approach, the Commission would approve in 40 

this proceeding the essential features of Rider SMP, while providing a means for 41 

additional stakeholder input through a subsequent workshop process.  ComEd 42 

agrees that workshops concerning Smart Grid deployment would be beneficial.  43 

ComEd offers certain refinements to CNE’s proposal, which is reasonable and 44 
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would not unduly delay deployment.  If these refinements are incorporated, 45 

ComEd could agree to this alternative approach to implementation of Rider SMP. 46 

3. Contrary to the proposals of many large customer advocates and Staff, 47 

maintaining or expanding inter-class subsidies, or creating new subsidies in 48 

ComEd’s delivery rate structure, is not wise policy.  Continuing to exacerbate 49 

subsidies only will make cost-based rate setting in future proceedings even more 50 

difficult and heighten the conflict between rate classes, as is evidenced by the 51 

voluminous and multi-dimensional proposals seeking the continuation of existing 52 

subsidies. 53 

4. ComEd’s embedded cost of service study (“ECOSS”) is reasonable and should be 54 

used for ratemaking purposes.  Customer class revenue should be allocated based 55 

on the ComEd’s ECOSS, except that the three largest customer classes (i.e., Extra 56 

Large Load, High Voltage and Railroad Delivery Classes) should be moved only 57 

50% towards full cost of service in this case.  58 

5. REACT’s proposal to increase the costs allocated to customers taking fixed-price, 59 

bundled supply service from ComEd should be rejected as being arbitrary and 60 

contrary to prior Commission decisions.  Furthermore, REACT’s 61 

recommendations concerning Rider PE, which was approved by the Commission 62 

in December 2007, are inappropriate and should be rejected. 63 

6. DOE and IIEC offer suggestions concerning cost allocation under Rider SEA 64 

(ComEd Ex. 30.2), which, if harmonized as ComEd proposes, would be 65 

reasonable. 66 



Docket No. 07-0566 
ComEd Ex. 43.0 (Corrected) 

 

4 of 39 

D. ATTACHMENTS TO SURREBUTTAL TESTIMONY 67 

Q. Would you please identify the exhibit attached to your surrebuttal testimony? 68 

A. ComEd Ex. 43.1 contains updated estimates of the annual charges under Rider SMP (or 69 

“SMP%”) and illustrative rate impacts associated with the projects proposed by ComEd. 70 

II. RIDER SMP – SYSTEM MODERNIZATION PROJECTS ADJUSTMENT 71 

Q. In light of the rebuttal testimony of Staff and Intervenors, does ComEd propose any 72 

further revisions to Rider SMP? 73 

A. ComEd is not proposing any substantive changes to the language in proposed Rider SMP, 74 

as set forth in my rebuttal testimony.  (See ComEd Ex. 30.1).  However, while ComEd 75 

prefers to move forward with Rider SMP and the System Modernization Projects 76 

(“SMPs”) now, we recognize the desire of many parties to engage in additional dialogue 77 

around the meaning of “Smart Grid” and the projects.  Accordingly, ComEd is willing to 78 

accept, with some adjustments, the proposal of CNE to remove the consideration of the 79 

proposed SMP projects from this case, while continuing to consider the structure of the 80 

proposed rider in this proceeding.  (CNE Ex. 2.0, 5:87-96). 81 

 As such, ComEd proposes that (1) Rider SMP and the attendant cost recovery mechanism 82 

should be approved in this proceeding, but (2) a focused process should be undertaken for 83 

further consideration of AMI, the other SMP projects and/or Smart Grid before approving 84 

the deployment of any such technologies.  Such a process should be consistent with CNE 85 

witness Mr. Fein’s proposal, subject to the refinements identified later in this testimony. 86 
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Q. While ComEd is willing to withdraw the SMP projects from consideration in this 87 

proceeding, is the structure of the process for considering and approving SMP 88 

projects important? 89 

A. Yes.  ComEd is willing to engage in additional discussions with Staff and other 90 

stakeholders.  ComEd has sought and continues to seek stakeholder input and intends to 91 

work with parties on outstanding issues associated with its proposed projects.  (See, e.g., 92 

ComEd Ex. 23.0, 7:133-44; ComEd Ex. 38.0).  However, the structure and scope of such 93 

discussions, whether a so-called “collaborative process,” traditional workshops or 94 

docketed rulemaking proceedings, is important, as I will discuss later in my testimony.   95 

Further, Commission pre-approval of the projects and the technologies to be deployed is 96 

of critical importance to ComEd and, to varying degrees, to other parties that have 97 

commented on the Rider SMP proposal.  In light of the diverse opinions concerning the 98 

need for AMI and Smart Grid technologies, the record in this proceeding clearly shows 99 

that there is a need for Commission involvement and direction prior to the 100 

implementation process, which has always been incorporated in ComEd’s Rider SMP 101 

proposal.  Therefore, ComEd seeks a process that results in Commission approval of the 102 

projects prior to implementation so that the only subsequent review is limited to whether 103 

ComEd implemented the projects at a reasonable cost.  (See ComEd Ex. 36.0).  104 

A. SEPARATE PROCEEDINGS FOR CONSIDERATION OF SMART GRID 105 

Q. CNE witness Mr. Fein makes several recommendations concerning the need and 106 

timeline for a workshop process.  (CNE Ex. 2.0, 3:45-5:96).  How does ComEd 107 

respond? 108 
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A. Mr. Fein’s proposed timeline for traditional workshops is the most reasonable alternative 109 

proposal proffered.  In light of the considerable work that ComEd has performed, six 110 

months is a reasonable period of time for facilitated workshops.  All parties, including 111 

ComEd, would benefit from the opportunity to further discuss AMI and Smart Grid 112 

outside this litigated proceeding in an attempt to gain additional understanding and 113 

identify areas of consensus and of contention.  ComEd already has identified issues that 114 

would potentially benefit from stakeholder input.  And, Staff witness Dr. Schlaf has 115 

raised reasonable questions regarding the potential demand response offerings that would 116 

be enabled by AMI.   117 

 Further, Mr. Fein appropriately recognizes the need for ongoing discussion by calling for 118 

yearly follow-up. 119 

Q. If Rider SMP is approved as Mr. Fein recommends (see CNE Ex. 2.0, 5:89-90), 120 

would changes to the tariff be required if the Commission also adopts his workshop 121 

proposal? 122 

A. Yes.  ComEd suggests some minor refinements to CNE’s proposal.  The Approval 123 

Process section of Rider SMP establishes a timeline, under which ComEd would be 124 

required to file specific projects for approval annually, beginning May 1, 2009.  In order 125 

to accommodate the additional time to hold workshops and prepare an updated filing for 126 

Commission approval, while maintaining a clear schedule for advancement, the approval 127 

process timeline should be modified.  Further, in order to accommodate annual 128 

workshops and the review of the results of ComEd’s deployments, the Commission 129 

should consider employing a biennial filing schedule, where ComEd would file for 130 

approval new projects and the continuation of multi-year projects every two years—as 131 
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opposed to one-year increments, as currently proposed in Rider SMP.  Table 1 contains a 132 

sample of such a schedule. 133 

Table 1: Illustrative Biennial Review Schedule 
September 14, 2008 Deadline for Commission Order 
  
October 2008 First Workshop Process Start-Up 
April 1, 2009 First Workshop Process Ends 
May 1, 2009 First Biennial Review Filing by ComEd Due 
October 28, 2009 Commission Order in First Biennial Review 

Case 
January 1, 2010 SMP Deployment Begins Per First Biennial 

Review Case Order 
November 15, 2010 SMP Deployment Analysis Report Due to 

Stakeholders 
  
December 2, 2010 Second Workshop Process Start-Up 
March 2, 2011 Second Workshop Process Ends 

May 1, 2011 Second Biennial Review Filing by ComEd Due 
October 28, 2011 Commission Order in Second Biennial Review 

Case 
January 1, 2012 SMP Deployment Begins Per Second Biennial 

Review Case Order 

 The annual reconciliation schedule and informational filing to set the charges, as well as 134 

other aspects of Rider SMP (ComEd Ex. 30.1), would remain unchanged under this 135 

biennial approval schedule.   136 

 ComEd finds this schedule to be reasonable.   137 

Q. CUB witness Mr. Cohen has refined the recommendations he made in direct 138 

testimony and now makes the following recommendation in his rebuttal testimony:   139 

1. Reject proposed Rider SMP.   140 
2. Order immediate commencement of a statewide collaborative process 141 
informed by experience in other states to engage utilities and external 142 
stakeholders in an effort to:  143 

a. define the intended functionalities and properties of a true smart 144 
grid;  145 
b. delineate principles to govern smart grid design and operation; 146 
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c. analyze the costs, benefits, and other implications of smart grid 147 
technology, and the business and use cases for its deployment;  148 
d. identify regulatory policies, rules, and statutory provisions that 149 
would be affected by smart grid implementation;  150 
e. incorporate utility-specific system design and engineering 151 
processes;   152 
f. address other issues that may be identified by stakeholders.  153 

3. Hire a qualified expert with experience in smart grid evaluative processes 154 
to facilitate the collaborative process and draft the report to the Commission.   155 
4. Set a date certain -- not more than 12 months from initiation -- for the 156 
expert facilitator to submit a report to the Commission. The report should 157 
address issues raised by the Commission at the outset and by stakeholders 158 
during the process. It should include a smart grid vision for Illinois and 159 
recommended steps toward implementation.   160 
5. Order a pilot AMI program for ComEd to commence as soon as 161 
practicable.  162 
6. Use the results of the collaborative process and evaluation of the pilot to 163 
set a strategic plan for smart grid deployment.  164 

(CUB Ex. 6.0, 12:308-13:333).  How does ComEd respond? 165 

A. Although there is slightly more clarity in certain aspects of CUB’s current proposal 166 

regarding a “collaborative process,” the refinements offered raise a host of new issues 167 

and require further clarification.   168 

Q. What is ComEd’s response to CUB’s recommendation that Rider SMP be rejected, 169 

but that the Commission order Phase 0 of the AMI project be undertaken? 170 

A. ComEd opposes rejection of Rider SMP (and the cost recovery mechanism contained 171 

therein) for reasons already addressed in prior testimony.  In addition, ComEd opposes 172 

suggestions that the Commission order ComEd to undertake Phase 0 of AMI without also 173 

approving the structure of Rider SMP and the certainty that it provides with regard to cost 174 

recovery.   175 

Q. Does CUB’s proposal place the Commission in the role it should play in this 176 

process? 177 
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A. No.  Mr. Cohen’s refinements to CUB’s proposal obfuscate the role of the Commission 178 

and the need for Commission approval of the Smart Grid technologies prior to 179 

deployment.  CUB’s current proposal no longer explicitly calls for Commission approval 180 

of a “strategic plan.”  Rather, CUB now proposes that the expert facilitator conduct year 181 

long proceedings, including adoption of Dr. Kiesling’s IntelliGrid Architecture process, 182 

and submit a report to the Commission, leaving it to the Commission to then “set a 183 

strategic plan for smart grid deployment.”  As I indicated in rebuttal testimony, 184 

Commission approval of such a plan would seem to address the need for pre-approval of 185 

the projects to be implemented by ComEd.  (See ComEd Ex. 30.0, 23:528-24:541).  186 

Mr. Cohen, however, attempted to clarify that that is not what CUB contemplated by 187 

Commission approval of a plan, indicating that CUB’s proposal “would go beyond the 188 

Company’s piecemeal approach of addressing each project separately” and “address 189 

smart grid issues comprehensively from the outset.”  (CUB Ex. 6.0, 8:209-9:221).  190 

Nevertheless, in order to “set a strategic plan for deployment,” the Commission must 191 

enter into docketed proceedings to develop a record upon which to base its decisions, 192 

which AG/CUB witness Mr. Brosch seems to recognize.  (See AG/CUB Ex. MLB-4.0, 193 

7:1-13).   194 

 To the extent that CUB envisions deliberations that fall short of a Commission approval 195 

of plans for the actual deployment of such technologies, ComEd would submit that such a 196 

process would be a tremendous misallocation of Commission, ComEd and stakeholder 197 

time and resources. 198 

Q. Would CUB’s proposal delay deployment of AMI or Smart Grid technologies? 199 
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A. Yes.  Putting the ultimate outcome of such a process aside, ComEd notes that it would 200 

delay further deployment of AMI until at least early 2011.  This estimate considers the 201 

year-long process CUB proposes and assumes that the Commission proceeding required 202 

to approve or “set” a strategic plan for the deployment of Smart Grid will last about an 203 

additional year.  However, deployment may be further delayed to the extent that ComEd 204 

would be required to issue or re-issue Requests For Proposals (“RFP”) to address the 205 

requirements of the final plan and considering that a “statewide” process may require 206 

more time due to the, among other considerations, the sheer scale of the work to be 207 

performed by the single expert’s firm, schedule coordination.  There may be other delays 208 

getting such a process started, as discussed later in my testimony. 209 

Q. Has CUB demonstrated the need to follow the IntelliGrid Architecture rather than a 210 

different program analysis and design process? 211 

A. No.  The IntelliGrid Architecture process seems to be a utility-oriented process that, 212 

among many features, engages stakeholders (both internal and external) through 213 

workshops or other means to solicit input regarding potential needs (or so-called 214 

“requirements”).  Indeed, considering that the IntelliGrid Architecture Application Guide 215 

(CUB Ex. 5.02, Parts 1-4) outlines a beginning-to-end process, it would appear that CUB 216 

is suggesting that ComEd essentially start-over and begin working from scratch.  As 217 

ComEd witness Ms. Sally Clair notes, ComEd already has conferred with other utilities 218 

and industry experts and is following industry standards and protocols with regard to the 219 

development of AMI.  (See ComEd Ex. 38.0).  Furthermore, ComEd witness 220 

Mr. Terrance Donnelly notes that ComEd already has begun a program design process on 221 
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the implementation of other Smart Grid technologies that is intended to achieve the same 222 

goals as the IntelliGrid process.  (See ComEd Ex. 36.0). 223 

In light of ComEd’s surrebuttal testimony, it is unclear how far apart ComEd and the 224 

other stakeholders may be on the requirements for AMI and/or Smart Grid.  ComEd, 225 

CUB and other parties seem to be in general agreement on the value of workshops to 226 

assess where Staff, ComEd and the various parties are on these issues, what work ComEd 227 

has already complete and what more needs to be done and, more importantly, what 228 

agreements can be reached.  When conducted outside of a litigation proceeding, where 229 

cost-recovery has been a highly debated issue, it is ComEd’s position that the 230 

stakeholders will be able to find significant common ground. 231 

Q. Does CUB’s proposal provide for regular follow-up on the issues and developments? 232 

A. No.  It is unclear how Mr. Cohen’s suggestion for a single report resulting from a single, 233 

year-long process adequately addresses an evolving technology such as Smart Grid. 234 

 In this respect, ComEd’s Rider SMP approval process’ clear schedule for decision 235 

making is superior, as it would create a regular forum (both before and after such 236 

proceedings) for Commission and stakeholder review and consideration of developments 237 

and changes in requirements and measured steps toward full deployment.   238 

Q. Staff witness Mr. Stoller also has refined the recommendations he made in direct 239 

testimony.  How does ComEd respond to such refinements? 240 

A. It appears that Staff is no longer suggesting that the two investigation proceedings 241 

required under the new federal standards in the Energy Independence and Security Act of 242 

2007 is the appropriate forum in which to consider AMI and Smart Grid.  ComEd agrees.  243 
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However, the proposal to initiate a separate docket based upon a Staff report for the 244 

purpose of establishing “a set of policies and rules for all Illinois electric utilities 245 

regarding possible system modernization and possible needs for new cost recovery 246 

methodologies” (Staff Ex. 21.0, 16:346-55) would create unnecessary duplication and 247 

uncertain delays in the decisions required to begin AMI and Smart Grid deployment.  248 

Such an approach would seem to qualify as the “slow, delayed, bureaucratic 249 

implementation of new value propositions for consumers” described by Dr. Kiesling.  250 

(CUB Ex. 5.0, 9:258-59).  In this regard, Staff has not clearly demonstrated the need to 251 

set new policies or rules or to delay deployment to memorialize decisions regarding 252 

deployment. 253 

Q. Mr. Cohen recommends that the Commission hire the qualified expert with 254 

experience in Smart Grid to facilitate the collaborative process CUB proposes.  255 

(CUB Ex. 6.0, 12:322-24).  How do you respond to this proposal? 256 

A. ComEd has no objection to having an independent facilitator in the workshop process.  257 

However, if the Commission determines that an independent expert is required to 258 

facilitate a process, ComEd should retain the expert facilitator with input on the selection 259 

from Staff and stakeholders.   260 

 As the Commission recognized during rehearing on its Order in Docket No. 07-0540, the 261 

Commission is a state agency that is subject to extensive regulation pursuant to the 262 

Illinois Procurement Code concerning the hiring of a third-party contractor, which 263 

requires a lengthy hiring process that can take many months to complete.  (See Docket 264 

No. 07-0540, Order on Reh’g at 1, 3; Joint App. for Reh’g of Staff and ComEd at 3).  265 

Such a process would detract from, or add considerable time to, the twelve-month 266 
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collaborative process proposed by Mr. Cohen and render the six-month process proposed 267 

by Mr. Fein infeasible.  It just makes more sense that ComEd be the party to engage the 268 

independent facilitator. 269 

 If this reasonable approach is used, ComEd also should be allowed to recover the cost of 270 

the independent facilitator as the lone expense item reflected in Rider SMP, or if Rider 271 

SMP is rejected, in the manner described by Mr. Cohen.   272 

B. MISCELLANEOUS ISSUES 273 

Q. What is ComEd’s response to the rebuttal testimony of RESA witness Mr. Boston 274 

concerning Rider SMP? 275 

A. RESA’s support of AMI in light of the potential benefits to retail competition is clear and 276 

encouraging.  (See, e.g., RESA Ex. 1.0, 4:58-63).  However, its position concerning Rider 277 

SMP is not as clear.  Mr. Boston suggests that the “Commission should not provide pre-278 

approval for each expenditure made” under Rider SMP.  (Id., 3:35-36).  Instead, he 279 

suggests that the Commission should consider providing ComEd the “means to provide 280 

its customers with AMI in the near term” and “should either approve Rider SMP in this 281 

proceeding, but with strong controls, or it should ensure that any separate proceeding be 282 

provided a fast track towards implementation.”  (Id., 5:82-84, 6:96-99).  As proposed by 283 

ComEd, Rider SMP already contains “strong controls.”  And, as previously stated, pre-284 

approval of Smart Grid investment decisions is essential and appropriate and, therefore, is 285 

the “means to provide its customers with AMI in the near term.”  Again, it seems that 286 

RESA and ComEd have significant common ground on these issues. 287 
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Q. Mr. Stoller states that the Commission’s Order in The Peoples Gas Light and Coke 288 

Co. (“Peoples Gas”) and North Shore Gas Co. (“North Shore)” rate cases (Docket 289 

Nos. 07-0241/07-0242, entered Feb. 5, 2008) (“Peoples Gas Order”) did not 290 

“specifically indicate that issues concerning the system improvement and 291 

modernization projects that it was discussing in that case should always be resolved 292 

in rate cases.”  (Staff Ex. 21.0, 5:89-91).  Why is it appropriate to address Rider 293 

SMP in this rate case proceeding? 294 

A. A rate case is clearly the most appropriate forum for the approval of cost recovery 295 

mechanisms, like Rider SMP.  Understanding that Staff objects to the consideration of 296 

the initial Smart Grid projects during this proceeding (id., 6:129-7:141), the solution is 297 

not to deny approval of Rider SMP.  Rather, the solution is for the Commission to 298 

approve Rider SMP, as it creates the cost recovery mechanism that will avoid further 299 

delays in deployment, and to initiate the workshop process described above that will set a 300 

schedule for further Commission consideration.  Indeed, Staff’s own recommendations 301 

concerning separate proceedings hold open the possible need for new recovery 302 

mechanisms in the future.  (Id., 16:344-55).  303 

Q. Mr. Stoller suggests that the “overall question of system modernization, and the 304 

myriad issues that concept involves, should not be decided for the whole [S]tate of 305 

Illinois in this single utility rate case.”  (Staff Ex. 21.0, 14:310-12).  Is that what 306 

ComEd is asking the Commission to decide in this proceeding? 307 

A. No.  For example, with respect to ComEd’s cornerstone project proposal concerning 308 

Smart Grid and AMI, ComEd is not seeking approval of the complete deployment plan in 309 

this proceeding.  ComEd only seeks approval of the limited first step in such plan, 310 
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Phase 0, which will provide valuable information into the potential operational savings.  311 

By approving Phase 0, the Commission will not be deciding such matters for the whole 312 

State, let alone resolving the myriad of remaining issues that AMI (or Smart Grid) holds.  313 

Q. With respect to the Commission’s findings in the Peoples Gas Order, Mr. Brosch 314 

claims that ComEd failed to produce an “analysis of regulatory mechanisms to 315 

allow companies to both recover their costs of system modernization as well as to 316 

flow reduced system costs back to customers.”  (AG/CUB Ex. MLB-4.0, 15:17-16:2, 317 

internal quotation marks omitted).  Is this correct? 318 

A. No.  ComEd did address this issue through its adoption of the earnings cap set forth in 319 

Part 656 (83 Ill. Adm. Code Part 656) (see ComEd Ex. 30.1) and through its Rider SEA 320 

proposal.   321 

 As Mr. Brosch acknowledges, it would be very difficult to modify Rider SMP to 322 

accurately reflect Operation & Maintenance (“O&M”) savings that would be attributable 323 

to the technology deployments, as “[c]omplex analysis would be required to isolate and 324 

accurately quantify the net O&M savings arising directly from AMI or the other proposed 325 

SMP projects.”  (AG/CUB Ex. MLB-4.0, 41:6-19).  As Mr. Brosch also acknowledged, 326 

the savings estimates are just estimates and are, therefore, somewhat unproven.  (Id., 327 

15:13-15, 16:4, 19:1-10).  In fact, the purpose of Phase 0 is to confirm these estimates.  328 

(See ComEd Ex. 23.0, 7:133-47; ComEd Ex. 38.0).  Moreover, ComEd’s ability to fully 329 

deploy projects is dependent upon its financial health, even if Rider SMP is approved.  330 

(See ComEd Ex. 9.0, 6:133-7:138).  Thus, attempting to estimate and reflect net savings 331 

in the rider would be a speculative and potentially contentious undertaking and likely 332 

lead to appeals, one way or another, which would be counterproductive.   333 
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 The earnings cap addresses this issue appropriately:  To the extent rider recovery causes 334 

ComEd to over-earn, ComEd must refund the revenues collected through the rider.  In 335 

addition to helping ensure ComEd’s financial ability to undertake the projects proposed 336 

in this and future proceedings, approval of Rider SMP with the earnings cap clearly will 337 

test the claims made by Mr. Brosch (AG/CUB Ex. MLB-4.0, 25:3-26:7) and others that 338 

the rider recovery of the capital costs is not needed and will address any uncertainties 339 

concerning the extent to which recovery is needed.  With the earnings cap in place, 340 

ComEd only will recover capital costs to the extent needed and customers will not be 341 

harmed.  Thus, the earnings cap is a no-lose proposition for customers, as reflected by the 342 

Commission’s guidance in the Peoples Gas Order.  While it is questionable whether an 343 

earnings cap will ever be triggered or is truly needed, this feature of the rider recovery 344 

mechanism set forth in Part 656 is the appropriate response to any concerns regarding 345 

savings, over-charging customers and single-issue ratemaking. 346 

 Finally, contrary to Mr. Brosch’s suggestions, nothing in my rebuttal testimony could be 347 

reasonably construed as an attempt to mislead the Commission with respect to the 348 

relationship between savings associated with SMPs and Rider SEA or the magnitude of 349 

the SMP-related savings that will be captured through Rider SEA.  (See id., 49:18-50:18).  350 

The undisputed fact is that Rider SEA will track and flow any savings in storm 351 

restoration expense attributable to the SMPs back to customers.  What such savings will 352 

be are, of course, contingent upon the severity of the weather from year-to-year. 353 

Q. REACT witness Mr. Fults recommends that if Rider SMP is approved, the 354 

Commission should: (1) “Ensure that customers enjoy cost saving benefits 355 

associated with proposed SMP projects;” (2) “Ensure that any proposed projects by 356 



Docket No. 07-0566 
ComEd Ex. 43.0 (Corrected) 

 

17 of 39 

ComEd do not put ComEd or any of its affiliates at a competitive advantage over 357 

Retail Electric Suppliers” (“RESs”); (3) “Ensure that large customers, many of 358 

whom have already implemented demand response programs and advanced energy 359 

monitoring systems, are not required to pay for projects under Rider SMP that are 360 

of no benefit to such customers;” (4) Limit the projects to those proposed by ComEd 361 

in this proceeding; and (5) “Ensure that there is sufficient time for Commission 362 

oversight.”  (REACT Ex. 5.0, 21:423-22:449).  How does ComEd respond? 363 

A. Mr. Fults’ first proposal regarding savings is appropriately addressed by the earnings cap 364 

concept set forth in Part 656 of the Commission’s rules, as previously discussed.  365 

With respect to competitive issues, Mr. Fults focuses primarily on ComEd’s proposed 366 

demand response projects, but also generally questions the nature of future programs 367 

under Rider SMP.  (See id., 16:317-23, 18:370-19:380).  With respect to the expansion of 368 

Nature First, like all of ComEd’s demand response programs, Rider AC7 is offered on a 369 

competitively neutral basis to all customers (meaning any customer may participate in the 370 

applicable program regardless of supplier).  Therefore, all customers benefit from the 371 

availability of such programs.  Further, because ComEd is an Integrated Distribution 372 

Company (“IDC”) under Part 452 of the Commission’s rules, and all demand response 373 

programs offered by an IDC must be offered under tariff, the Commission must approve 374 

such service offerings.  (See 83 Ill. Adm. Code § 452.230).  Thus, while Mr. Fults has not 375 

identified any specific competitive issues with ComEd’s proposed demand response 376 

projects, the Commission approval requirements of Rider SMP, coupled with the 377 

applicability of Part 452, provide adequate opportunity for consideration of any potential 378 
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competitive issues.  In addition, Mr. Fults offers no explanation or theories as to how any 379 

ComEd affiliates may be advantaged. 380 

 With respect to large customers that have already implemented demand response 381 

programs and advanced energy monitoring systems, it would be impractical and 382 

extremely burdensome, if not impossible, to identify, track and exempt those customers 383 

that may have implemented such programs or systems on their own from charges under 384 

Rider SMP.  Indeed, the cost of doing so could very well surpass the share of the costs for 385 

such programs incurred by the customers.   386 

 Limiting the projects to those proposed by ComEd in this case would serve no useful 387 

purpose.  Mr. Fults, like others in this proceeding, is critical of the breadth of the 388 

definition of an SMP (see REACT Ex. 5.0, 14:283-15:291) and overlooks the fact that 389 

Rider SMP entrusts the Commission with the decision to determine which of the 390 

proposed projects that may be proposed in the future should be undertaken. 391 

 Finally, while Mr. Fults contends that six months is insufficient time for the annual 392 

approval process, it should be noted that this matter was addressed in my rebuttal 393 

testimony (see ComEd Ex. 30.0, 13:297-14:315), and in response, Staff has accepted 394 

ComEd’s proposal with only minor conditions, as discussed further below. 395 

Q. Dr. Schlaf indicates that while ComEd witness Dr. Stephen George estimated 396 

hundreds of millions of dollars of potential savings from a potential Peak Time 397 

Rebate program, “[i]t is difficult to understand the relevance to this proceeding of a 398 

tariff that ComEd is not proposing” and that ComEd does not discuss how such 399 
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benefits would be realized by customers.  (Staff Ex. 20.0, 3:45-46, 3:61-64).  How 400 

does ComEd respond? 401 

A. ComEd has not reached any final decisions or developed any proposals regarding 402 

potential demand response programs that would be enabled by AMI, but considers the 403 

Peak Time Rebate program to be one reasonable program for consideration.  404 

Furthermore, programs such as this cannot be developed independently by ComEd, nor 405 

was it ComEd’s intention to do so in this proceeding.  406 

Q.  In your rebuttal testimony, you indicated that the changes made to Rider SMP 407 

addressed the concerns expressed regarding cost allocation to a significant extent.  408 

(ComEd Ex. 30.0, 21:473-84).  What has been the response to ComEd’s replacement 409 

of the single cents per kWh charge with a charge based on a percentage of the 410 

distribution service and rental charges? 411 

A. The response has been fairly positive.  BOMA witness Mr. Zarumba was supportive of 412 

the change (see BOMA Ex. 5.0, 16:318-17:327), while Kroger Co. witness Mr. Higgins 413 

and IIEC witness Mr. Stephens recognized that the change was an improvement.  (See 414 

Kroger Reb., 2:22-3:4; IIEC Ex. 5.0, 26:523-27:533).  Mr. Stephens, however, also notes 415 

that the percentage charge would not fully eliminate the potential for cross-subsidies.  416 

(IIEC Ex. 5.0, 26:523-27:533).  However, a perfect cost allocation would be 417 

administratively burdensome, requiring cost tracking and quarterly allocations on a class-418 

by-class basis, and should not be the goal for what is only a temporary mechanism for the 419 

recovery of SMP project costs between rate cases.   420 
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 Further, Mr. Stephens regards the capping of Rider SMP charges at 5% of distribution 421 

service and rental charge revenues, a feature derived from Part 656, as a potential 422 

consumer protection, but seeks to apply such cap on a customer-specific basis to monthly 423 

customer bills.  (Id., 27:534-41).  This refinement is unnecessary.  The percentage 424 

charges anticipated should be less than 5% of the monthly distribution service charges 425 

and rental charges.  Only in an extreme situation, where SMP investments mounted in 426 

between rate cases, is it even conceivable that that the percentage charge set for a period 427 

of three monthly billing periods might exceed 5%.  It would be a very complex and 428 

burdensome modification to the underlying billing process to attempt to cap every 429 

individual customer’s monthly bill impact as recommended by Mr. Stephens. 430 

Q. Mr. Zarumba suggests that before allowing ComEd to proceed with an AMI 431 

program, ComEd “must be required to provide free access to AMI data.”  (BOMA 432 

Ex. 5.0, 20:409-10).  What is ComEd’s position on BOMA’s recommendation? 433 

A. Although Ms. Clair previously indicated that 30-minute interval data would be available 434 

at no charge during Phase 0 (ComEd Ex. 23.0, 6:127-28), it is ComEd’s position that this 435 

is an issue that should be discussed during workshops and/or taken up in future rate cases, 436 

after AMI is more fully deployed and data access becomes available.  It is premature for 437 

the Commission, at this point, to declare all data access to be free of charges.  That being 438 

said, my testimony should not be construed as support for the imposition of charges on 439 

access in the future.   440 

C. PROPOSED REVISIONS TO RIDER SMP   441 

Q. Does Staff propose any further changes to Rider SMP? 442 
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A. Yes.  Although it appears that ComEd’s revisions to Rider SMP in rebuttal testimony 443 

(ComEd Ex. 30.1) addressed many of Staff’s concerns, there are a few new or remaining 444 

issues, most of which are acceptable to ComEd.  Ms. Hathhorn’s proposed changes are 445 

discussed below.   446 

 Due to the limited time available to ComEd to prepare its surrebuttal testimony, ComEd 447 

only was able to review the substance of the proposed changes and only has addressed 448 

the specific language of one of Staff’s proposed changes.  Therefore, ComEd would ask 449 

for flexibility to work with Staff during the preparation of its compliance filing for Rider 450 

SMP to incorporate these modifications and address any non-substantive, editorial issues 451 

that may be identified later.  Further, ComEd requests that if Rider SMP is approved, 452 

ComEd be allowed to submit Rider SMP through a separate compliance filing so that 453 

Rider SMP would be effective no later than October 1, 2008. 454 

 Length of Annual Approval Process:  Staff accepts the proposed six-month approval 455 

period for the annual Commission approval proceedings, provided that ComEd submits 456 

testimony addressing certain issues such as:  the need for the project; the evaluation of 457 

alternative solutions or projects; justification for initiating the SMP at that time; 458 

economic benefits; a demonstration that the project is least cost and will be used and 459 

useful; and calculations of the SMP Adjustment.  (See Staff Ex. 14.0, 21:459-22:503).  It 460 

was always ComEd’s intention to address such issues in pre-filed testimony that would 461 

be included with its petition initiating the annual approval proceedings under Rider SMP; 462 

therefore, ComEd does not object to the provision of such information.   463 

 Approval of SMP Costs:  Ms. Hathhorn proposes the addition of the following language 464 

to the Approval Process Section:  “Inclusion of a project in Rider SMP does not 465 
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constitute approval of SMP costs for the purpose of a general rate proceeding or the 466 

Annual Reconciliation.”  (Id., 23:517-21).  Ms. Hathhorn indicates that she raised this 467 

issue in her supplemental direct testimony (see Staff Ex. 10.0, 6:128-7:131), but that 468 

ComEd failed to respond.  (Staff Ex. 14.0, 22:508-12).   469 

 ComEd addressed this issue in its rebuttal testimony.  As part of ComEd’s effort to 470 

conform Rider SMP to the provisions of Part 656 of the Commission’s rules, the Annual 471 

Reconciliation section was added to Rider SMP, which explicitly (1) requires ComEd to 472 

provide testimony “addressing the reasonableness of the investment costs,” (2) requires 473 

the Commission to determine that the “prudently incurred investment costs associated 474 

with the SMPs,” and (3) provides for an Ordered Reconciliation (or “OR”) factor.  475 

(ComEd Ex. 30.2, Original Sheet No. 629.7).  Thus, these provisions of Rider SMP are 476 

the manifestation of Ms. Hathhorn’s proposed language.   477 

 Nevertheless, ComEd would not object to the inclusion of a clear and concise description, 478 

of what is to be approved during the annual approval proceedings and what is reviewed 479 

during the annual reconciliation proceedings.  However, I would submit that 480 

Ms. Hathhorn’s supplemental direct testimony offers a more accurate description (see 481 

Staff Ex. 10.0, 7:145-49) than the specific tariff language proposed in Staff’s rebuttal, 482 

which is unacceptable to ComEd.  Therefore, ComEd proposes the inclusion of the 483 

following language in the first paragraph under the Approval Process section of Rider 484 

SMP (ComEd Ex. 30.1): 485 

Through the approval process the ICC determines (1) which 486 
projects or portions of such projects from the list proposed by the 487 
Company are SMPs and (2) the prudence reasonableness of 488 
undertaking each SMP.  However, approval of a project or portion 489 
of a project as an SMP does not constitute approval of the 490 
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reasonableness of the actual capital expenditures for such SMP, 491 
and such capital expenditures may be reviewed for reasonableness 492 
and adjusted in the general rate proceeding or annual reconciliation 493 
process following such capital expenditures.  For any previously 494 
approved SMP … 495 

 Because the first and second paragraphs of the Approval process section outline the 496 

approval processes in this proceeding and subsequent annual proceedings, respectively, 497 

corresponding changes also would be made to the second paragraph of the Approval 498 

Process section as well.  Finally, to completely harmonize these changes within Rider 499 

SMP, ComEd proposes the following changes to the second paragraph (ComEd Ex. 30.1) 500 

under the Annual Reconciliation section:   501 

After such hearing, the ICC determines the amount, if any, to be 502 
included in the OR in order to (a) correct for errors in SMP%s 503 
applied during the SMP Reconciliation Period, (b) correct for 504 
improperly applied SMP%s during the SMP Reconciliation Period, 505 
(c) reconcile the revenue resulting from the application of the SMP 506 
Adjustment during the SMP Reconciliation Period to the prudently 507 
incurred and reasonable investment costs associated with SMPs 508 
during such SMP Reconciliation Period, and … 509 

 Cost Savings and Cost Reimbursements:  Staff has withdrawn its proposal to include 510 

language in Rider SMP that provides for the reflection of cost savings.  (Staff Ex. 14.0, 511 

27:633-28:640).  We agree with Ms. Hathhorn that any funds received for qualifying 512 

Smart Grid investments under the Energy Independence and Security Act of 2007 should 513 

be reflected as an offset to Rider SMP, and with the inclusion of language in ComEd’s 514 

response to Staff Data Request DLH-28.05.  (Id., 23:524-24:545).   515 

 Establishment of Regulatory Asset for ComEd’s Proposed AMI Project:  Ms. Hathhorn’s 516 

proposed changes to Rider SMP regarding Commission approval of the creation of a 517 

regulatory asset for a project during the annual approval proceedings (see id., 25:576-80) 518 
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are addressed and accepted in the surrebuttal testimony of ComEd witnesses 519 

Messes. Kathryn Houtsma and Stacie Frank.  (See ComEd Ex. 40.0).   520 

 Amortization Period for Regulatory Asset Associated with ComEd’s Proposed AMI 521 

Project:  If Rider SMP is approved, Ms. Hathhorn proposes to authorize the creation of a 522 

regulatory asset for the undepreciated meter costs with an eighteen year amortization 523 

period.  (Staff Ex. 14.0, 27:627-31).  Messes. Houtsma and Frank address this proposal as 524 

well.  (See ComEd Ex. 40.0).  However, for the sake of clarity, it should be noted that 525 

while Ms. Hathhorn’s proposal is addressed as part of her general discussion of Rider 526 

SMP tariff changes, no changes to the proposed rider are specifically called for by Staff 527 

or required.   528 

D. RIDER SMP CHARGES AND RATE IMPACTS 529 

Q. Has ComEd updated the illustrative estimates of the charges and rate impacts by 530 

delivery class presented in ComEd Ex. 14.1? 531 

A. Yes.  ComEd Ex. 43.1 contains illustrative estimates of the annualized percentage 532 

charges (or “Annualized SMP%”) and rate impacts associated with all seven of the 533 

projects now proposed by ComEd.  These estimates and rate impacts reflect the updated 534 

cost capital projections reflected in ComEd’s rebuttal testimony.1  ComEd also provides 535 

separate estimates for Phase 0 of the AMI project. 536 

 As shown in ComEd Ex. 43.1, the average residential customer would incur total Rider 537 

SMP charges of roughly $1.50 in 2009 if all seven projects are approved in this 538 

proceeding (and subsequent annual proceedings), while the same customer would incur 539 

                                                 
1 Staff Ex. 14.0, Attachment D does not reflect the most up-to-date estimates.   
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total charges of roughly $0.97 in 2009 if only Phase 0 of AMI is approved.  However, as 540 

indicated in my rebuttal testimony with respect to ComEd’s original estimates, the exact 541 

rate impacts after 2009 are difficult to estimate with any degree of certainty as they are 542 

highly dependent upon when ComEd’s next distribution rate case will occur and how any 543 

SMP investments that are rolled into the distribution rate base at that time will be 544 

allocated to customer classes through distribution rates.  Thus, while ComEd Ex. 43.1 545 

shows the annualized percentage charges tracking the growth of SMP capital 546 

expenditures and increasing over time, it is less clear whether the rate impacts shown are 547 

indicative of the ultimate rate impact on each customer class beyond 2009.2  548 

Nevertheless, ComEd again provides this longer-term look at the charges under Rider 549 

SMP and associated rate impacts as an example of one possible, albeit uncertain, 550 

scenario.   551 

Q. Why do you refer to the estimates in ComEd Ex. 43.1 as “illustrative”? 552 

 I refer to the estimates set forth in ComEd Ex. 43.1 as illustrative to highlight the fact that 553 

they are not intended to be regarded or construed as definitive statements of the quarterly 554 

percentage charges (or “SMP%”) or, in turn, the rate impacts.  For example, the 555 

underlying financial model that was prepared at my direction for purposes of producing 556 

ComEd Ex. 43.1 required a few simplifying assumptions to be made.  A major 557 

assumption concerns the exact timing of when project investments move from CWIP 558 

(Construction Work In Progress) to plant in service.  For modeling purposes, it was 559 

assumed that all projects would be booked to plant in service at the end of each year.  Of 560 

                                                 
2 In fact, the “Annualized SMP%” for the year 2012 that is reflected in ComEd Ex. 43.1 (at page 2 of 3) exceeds 5%, 
which would not be permitted under the provisions of the rider.  (See ComEd Ex. 30.0, 12:267-71). 
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course, the actual amounts reflected in, and recovered through, the Rider SMP will not be 561 

computed in this fashion. 562 

III. RIDER SEA – STORM EXPENSES ADJUSTMENT 563 

A. REBUTTAL OF MISCELLANEOUS ISSUES 564 

Q. AARP witness Mr. Smith seeks clarifications regarding (1) who at ComEd will be 565 

performing the internal audits required under Rider SEA and (2) whether the 566 

internal audit reports and supporting work papers will be publicly available.  567 

(AARP Ex. 2.0, 15:6-16:16).  How does ComEd respond? 568 

A. Although Mr. Smith recognizes that internal audit processes “can have integrity” and 569 

“can be very helpful” and that the “internal audit department is typically set up to 570 

function independently,” he expresses concern regarding whether or not “ComEd’s 571 

internal audit department” (as opposed to other personnel that may be considered less 572 

independent) would perform such audits.  (AARP Ex. 2.0, 16:1-16).  ComEd does not 573 

have its own auditing department.  ComEd’s internal audits are performed by, or under 574 

the direction of, the audit department of its affiliate, Exelon Business Services Co, LLC, 575 

which performs all the internal audits for the Exelon companies.  ComEd does not object 576 

to the internal audit reports and supporting work papers being made available to parties, 577 

subject to appropriate confidentiality agreements, if necessary.   578 

Q. In response to your statement that Sections 16-125(e) and (f) of the Public Utilities 579 

Act create potentially significant consequences for failing to properly maintain the 580 

electric delivery system, Staff witness Mr. Linkenback suggests that these provisions 581 
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“will generally be inapplicable to damage caused by weather events—the very costs 582 

at issue under Rider SEA.” (Staff Ex. 19.0, 5:113-16).  Is that true? 583 

A. Yes.  While I am not an attorney, Mr. Linkenback’s assertions seem accurate and 584 

highlight the very point of my comments.  Sections 16-125(e) and (f) create potentially 585 

significant economic consequences during “fair weather conditions” of failing to spend 586 

the money needed to properly maintain the delivery system.  (See ComEd Ex. 30.0, 587 

34:769-72).  It is not ComEd’s position that such consequences exist when storms are the 588 

cause of outages.  Indeed, the point was that there would be no waivers for outages 589 

occurring during fair weather conditions that are determined to be the result of a failure to 590 

properly maintain the delivery system.  Thus, Sections 16-125(e) and (f) create an 591 

incentive to continue appropriate maintenance of ComEd’s system.   592 

Q. With respect to the classification of costs as storm costs, does Mr. Lazare 593 

mischaracterize your testimony?  (See Staff Ex. 18.0, 28:640-29:654).   594 

A. Yes.  Mr. Lazare erroneously applied the example I provided in response to Staff witness 595 

Mr. Luth’s testimony regarding whether storm expense may include the cost to replace or 596 

maintain equipment that might have otherwise been replaced or maintained.  Mr. Lazare 597 

seems to suggest that this example somehow relates to the alleged incentive to 598 

misclassify costs as storm-related for cost recovery purposes.  My point simply was that a 599 

storm may cause the need to repair equipment that was scheduled to be repaired at some 600 

later date and that such costs would constitute storm expenses.  This is not related to the 601 

issue that Mr. Luth originally raised regarding the misclassification of costs, which as I 602 

interpreted Mr. Luth’s direct testimony (see Staff Ex. 6.0, 17:297-308), addressed the 603 
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concern that ordinary repair expenses may be intentionally mislabeled as storm expenses 604 

for purposes of recovery through the rider. 605 

B. PROPOSED REVISIONS TO RIDER SEA   606 

Q. Does Staff propose any further changes to Rider SEA? 607 

A. No.  Ms. Hathhorn indicated that while Staff continues to oppose Rider SEA, there are no 608 

outstanding issues regarding the tariff provisions.  (Staff Ex. 14.0, 19:425-32).   609 

Q. Mr. Stephens and Dr. Swan respond to your call for constructive suggestions to 610 

address the cost allocation issues they raised concerning the single cent per kWh 611 

charge or credit.  (IIEC Ex. 5.0, 30:610-31:626; DOE Ex. 2.0, 28:674-29:683).  How 612 

does ComEd respond? 613 

A. IIEC and DOE offer similar suggestions, which if properly combined, would be very 614 

reasonable.  Specifically, while Dr. Swan proposes developing a “mini cost of service 615 

study” annually, Mr. Stephens suggests using the cost of service study approved in this 616 

case to set percentage multipliers.  (DOE Ex. 2.0, 29:678-80; IIEC Ex. 5.0, 30:617-20).  617 

IIEC’s proposal would achieve the same improvements to cost allocation and would be 618 

less burdensome.  On the other hand, while Mr. Stephens proposes setting the charge or 619 

credit on a cent per kW basis for customers whose distribution facilities charge is demand 620 

based, Dr. Swan recognizes that a cent per kWh charge would be reasonable.  (IIEC 621 

Ex. 5.0, 30:622-24; DOE Ex. 2.0, 28:675-76).  With respect to IIEC’s proposal to set the 622 

charge or credit on a per kW basis, such a level of precision in the design of Rider SEA 623 

charges and credits is unnecessary and is the ratemaking equivalent of “splitting hairs.” 624 
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 Combining these two proposals, ComEd could determine fifteen separate charges or 625 

credits under Rider SEA, one for each distribution class.  Such charges or credits would 626 

be determined based on the percentage of storm restoration expenses allocated to each 627 

class according to ComEd’s ECOSS.  That is, if 10% of the storm expense is allocated to 628 

a particular class according to the ECOSS, a cent per kWh charge or credit equal to 10% 629 

of the amount to be recovered or refunded under Rider SEA would be applied to the bills 630 

of the customers in such class.  Such percentages would remain fixed until ComEd’s next 631 

rate case, at which point they would be updated.   632 

 A single “automatic reconciliation amount” or “AR” factor should be employed to 633 

determine the charges or credits for all classes.  That is, ComEd would not separately 634 

track the differences between the costs or credits to be recovered or refunded from each 635 

of the fifteen classes during a calendar year and the costs or credits actually recovered or 636 

refunded from each classes during such calendar year.  Rather, ComEd proposes to track 637 

the total difference between the costs or credits to be recovered or refunded from all 638 

fifteen classes and the costs or credits actually recovered or refunded from all classes 639 

during the calendar year.  The primary cause of any such differences is forecast error, 640 

which should result in only minor differences and, therefore, does not warrant the 641 

excessively precise and administratively burdensome task of tracking the cost recovery 642 

and credit refunds for each class separately. 643 

 If approved by the Commission, ComEd will reflect such modifications in its compliance 644 

filing.  Similar to its request concerning Rider SMP, ComEd seeks to submit Rider SEA 645 

through a separate compliance filing so that Rider SEA would be effective no later than 646 

October 1, 2008. 647 
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IV. RATE DESIGN POLICY 648 

Q. Have the parties changed positions on the interclass revenue allocation portion of 649 

this case from direct testimony? 650 

A. Yes.  The interclass revenue allocation (i.e., the level of revenue each rate class’s rates 651 

are designed to recover) portion of rate design discussion has changed significantly.  For 652 

example, Staff’s initial position was to combine the Medium Load and above rate classes’ 653 

Distribution Facility Charge (“DFC”) based on the results of ComEd’s ECOSS.  (Staff 654 

Ex. 6.0, 9:138-41).  Now, Staff has apparently relegated that approach to a second 655 

alternative and adopted a preferred approach that no longer would have prices linked in 656 

some way with costs.  That is, Staff now supports a generic “across-the-board” allocation 657 

method favored by IIEC.3  (Staff Ex. 18.0, 17:390-91).  658 

 IIEC proposes an alternative approach that is presented as if it is more closely linked with 659 

the theory behind ComEd’s proposal, as articulated in my rebuttal testimony and 660 

supported by ComEd witnesses Mr. Lawrence Alongi and Dr. Chantal Jones.  (IIEC 661 

Ex. 5.0, 9:171-10:179).  It is a rate mitigation proposal and may have no particular 662 

relationship to actual costs as Mr. Stephens claims.  (IIEC Ex. 5.0, 11:195).  Indeed 663 

Mr. Stephens recognizes that his proposal leaves this issue open for an indeterminate 664 

amount of time.  (Id., 10:fn. 8).  These are but two of the many obvious changes and 665 

proposals on this issue.  Mr. Alongi and Dr. Jones present additional discussion of the 666 

actual proposals by parties in rebuttal testimony.  (ComEd Ex. 45.0). 667 

                                                 
3 There is apparently some disagreement between Staff and IIEC on the reason for this proposal.  IIEC claims that 
the proposal is based on the inability of the Commission to rely on ComEd’s ECOSS.  (IIEC Ex. 5.0, 7:122-8:131).  
Staff claims that there is some notion of “fairness” that dictates such an approach (i.e., the ECOSS is not flawed to 
the extent that it could not be used for ratemaking purposes).  (Staff Ex. 18.0, 17:395-18:410). 
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Q. Do you have any specific comments on the testimony regarding interclass revenue 668 

allocation and its implications?  669 

A. Much of the testimony on this issue is a matter of clarification or reiteration of past 670 

positions.  For example, IIEC seeks to clarify its position with respect to cost-based rates 671 

and remains insistent that, despite the fact that the Commission did not reject ComEd’s 672 

ECOSS, this somehow shows that the rate subsidies inherent in the output of the ECOSS 673 

are non-existent.  (IIEC Ex. 5.0, 5:65-7:112).  Others continue to argue that ComEd’s 674 

ECOSS is flawed and, therefore, by implication, the question of subsidies is still 675 

outstanding.  (See, e.g., DOE Ex 2.0, 15:351-16:374).  The ECOSS ComEd presented in 676 

this proceeding is extensively supported and, from a cost perspective, evolutionary 677 

improvements in the costing methodology will not invalidate ComEd’s proposal to move 678 

large customer DFCs to 50% of current cost of service.  (See ComEd Ex. 45.0).  This 679 

conclusion is supported by Mr. Lazare’s conclusion that any refinement with respect to 680 

the allocation of costs currently allocated to higher voltage customers does not make the 681 

current ECOSS “unsuitable...for setting rates.”  (Staff Ex. 18.0, 18:403-05).4  Therefore, 682 

the conclusion that subsidies exist in ComEd’s rates is correct, despite claims to contrary.  683 

Q. Has any party objected to paying subsides that are inherent in a non-cost based rate 684 

design?  685 

A. Parties have raised the issue of cross-subsidization and the rate impacts on those 686 

customer classes that are paying the subsidy.  For example, Commercial Group witness 687 

Mr. Vite points out that the smaller size non-residential customers have been paying rates 688 

                                                 
4 Although Mr. Lazare does not propose to use the ECOSS in this case for setting rates, in principle, he appears to 
agree that it could be used for setting rates.   
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above cost for years, which he believes is unfair.  (CG Ex. 1.0, 5:90-94).  Kroger witness 689 

Mr. Higgins has a similar, although slightly nuanced view, that allowing subsidies to 690 

continue is inherently unfair.  (Kroger Reb., 7:22-8:3). 691 

Q. What conclusions have you drawn from the rebuttal testimony concerning ComEd’s 692 

revenue allocation proposal? 693 

A. As the Commission is well aware and as is amply demonstrated by the testimony in this 694 

case, the issue of who will pay what portion of the total revenue requirement pits 695 

different classes of customers against one another.  Utilizing an across-the-board rate 696 

increase does not solve this problem.  In fact, it will make the problem worse over time.  697 

(See ComEd Ex. 45.0).  Indeed, if the Commission were to accept Staff’s new “across-698 

the-board” allocation proposal, new subsidies will be created that do not currently exist.  699 

Staff’s proposal would shift millions of dollars from the residential class to the non-700 

residential class.  (See ComEd Ex. 45.1).  This only will serve to reinforce the sense of 701 

entitlement that certain customers seem to feel they deserve as a result of not 702 

implementing rates based on costs.  Mr. Lazare claims that an across-the-board increase 703 

engenders some vision of fairness.  (Staff Ex. 18.0, 21:468-71).  I disagree, as do 704 

customer advocates in this case.  Certainly, for customers that receive the subsidy this 705 

may seem fair; but for those that pay the subsidy, it is hard to believe that these customers 706 

feel that this approach is fair.  Therefore, the Commission should reject an across-the-707 

board increase both on the basis of cost justification and on the notion that fairness is 708 

more likely to be achieved when an objective standard, such as an ECOSS, is used to set 709 

rates.   710 
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 This is supported by the fact that most of the parties agree that basing prices on costs is a 711 

reasonable outcome.  (See e.g., Staff Ex. 18.0, 21:476-77; IIEC Ex. 5.0, 7:123-24; CG 712 

Ex. 1.0, 2:38-42).  ComEd’s proposal to move toward cost of service in this case, with 713 

the Commission deciding how far to continue that movement, now and perhaps all the 714 

way in the next case, is a fair approach that balances the interests of those customers 715 

facing significant rate increases, with those that will have to pay for any rate mitigation.5  716 

This approach allows the Commission to implement an important goal of ratemaking, 717 

while at the same time balancing the interests of different customers groups and allowing 718 

for improvements in the ECOSS over time. 719 

V. RIDER AC7 – RESIDENTIAL AIR CONDITIONER LOAD CYCLING 720 
PROGRAM 2007 721 

Q. Does ComEd have any additional comments concerning CUB’s proposed 722 

adjustments to the computations set forth in ComEd Ex. 11.1?  723 

A. No.  CUB witness Mr. Thomas did not respond to my rebuttal testimony. 724 

VI. OTHER MATTERS 725 

Q. REACT witness Mr. Merola introduces, for the first time in this proceeding, a 726 

proposal to carve out 40% of the total $162.2 million (or $64.9 million) in billing 727 

(excluding meter reading), customer support (including call center operations) and 728 

credit and collections allocated to residential customers and non-residential 729 

customers with demands under 400 kilowatts in ComEd’s ECOSS and allocate those 730 

                                                 
5 I have been criticized, unfairly in my estimation, by some parties that see ComEd’s phase-in approach as somehow 
binding a future Commission.  This is not the case.  The proposal is designed to send a signal that the Commission is 
interested in returning to a cost-based pricing regime.  In a future case, the Commission would decide how far, if at 
all, to move toward that goal.   
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costs solely to customers that take fixed-price bundled service from ComEd under 731 

Rate BES.  (REACT Ex. 7.0, 13:287-22:485).  Does ComEd agree with such an 732 

allocation? 733 

A. No.  This new proposal is unsupported, unsubstantiated and completely arbitrary.  It 734 

should be rejected by the Commission, just as it previously rejected a similar arbitrary 735 

proposal to allocate such costs to supply customers in Docket No. 05-0597.6 736 

 Mr. Merola has offered no factual support for his arbitrary 40% allocation factor; has not 737 

demonstrated in any way that $64.9 million in billing, customer support and credit and 738 

collection costs are directly related to the provision of energy supply to bundled service 739 

customers; and has not explained how even $1.00 of such costs would be avoided by 740 

ComEd if all customers served under Rate BES migrated to alternative suppliers, which 741 

is a reasonable means of determining what costs are supply-related. 742 

 In an apparent effort to corroborate REACT’s position that ComEd’s supply-related 743 

administrative charges are too low, REACT introduces for the first time a cursory review 744 

of such charges for select utilities in Maryland and New York.  (Id., 22:488-28:596).  745 

However, Mr. Merola offers no explanation of the methodology used or the approach 746 

taken in those states to determine such charges or whether they may be applicable to 747 

ComEd.   748 

 Lastly, despite REACT’s strong endorsement of fairness and assigning costs to the cost-749 

causer (REACT Ex. 3.0, 6:106-15; REACT Ex. 7.0, 5:107-08), it has ignored for the 750 

                                                 
6 “The Commission finds CES’ recommendation to allocate no less than one-fourth of call center costs to supply, to 
the extent CES still supports this recommendation, to be unsupported and unsubstantiated.  Accordingly, that 
proposal is hereby rejected.”  (Docket No. 05-0597, Order at 257). 
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second time in this proceeding the allocation of costs incurred by ComEd to make 751 

competitive choice possible for customers that choose to take their supply from a RES.  752 

As a result, REACT fails to raise any questions about such costs or the basis for their 753 

allocation and offering no alternative proposals, whether arbitrary or sound, to allocate 754 

such costs to the cost-causers.  Therefore, REACT’s proposal should be viewed for what 755 

it is:  a blatant attempt to create “margin” or “headroom” by artificially increasing 756 

charges under Rate BES and Rider PE to induce customer switching.   757 

Q. Mr. Merola claims that ComEd’s allocation of supply-related costs is not consistent 758 

with its allocation of distribution costs in the proceeding and claims that ComEd has 759 

taken a “marginal cost of service approach” to the allocation of supply related costs.  760 

(REACT Ex. 7.0, 15:337-16:361).  Is his testimony accurate? 761 

A. No.  Mr. Merola’s testimony distorts the concepts and purpose of embedded and marginal 762 

cost of service studies for the allocation of costs.  Such studies are used primarily to 763 

allocate costs between defined groups or classes of customers.  The allocation of costs 764 

between classes is not the issue here.  In fact, Mr. Merola offers no suggestions as to how 765 

his proposed allocation of $64.9 million in billing, customer support and credit and 766 

collections generally to fixed-price, bundled service residential customers and non-767 

residential customers with demands under 400 kW would be allocated between the 768 

various classes under Rate BES.   769 

 Instead, the issues Mr. Merola raises pertain solely to the determination of the costs that 770 

are supply-related, which is more akin to the determination of a revenue requirement for 771 

supply administration and distribution services. 772 
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Q. In your rebuttal testimony, you noted that “Public Act 95-0700, which requires 773 

utilities to provide consolidated billing on behalf of RESs and purchase their 774 

receivables, will only further cloud any conceivable distinctions between supply and 775 

distribution-related expenses in the future.”  (ComEd Ex. 30.0, 58:1307-59:1310).  776 

Did REACT rebut your statement? 777 

A. No.  REACT completely ignores the impact that issuing bills and recovering bad debt 778 

expense for alternative suppliers may have in the future. 779 

Q. Does REACT offer any recommendations concerning the annual proceedings to 780 

review the reasonableness of the supply-related administrative costs under Rider 781 

PE? 782 

A. Yes.  Mr. Merola expresses concern regarding the ex post review of costs recovered 783 

through Rider PE and generally states “the Commission should clearly articulate the cost 784 

allocation principles to which ComEd must adhere, and should establish a process to 785 

allow stakeholders to confirm that ComEd’s filings conform to those principles.”  786 

(REACT Ex. 7.0, 13:275-84; see also id., 2:35-3:42).  He neither offers a specific 787 

proposal nor specific changes to Rider PE.   788 

Q. What is your response to his comment? 789 

A. It is inappropriate for REACT to request changes to Rider PE and its terms in this 790 

proceeding.  ComEd filed Rider PE pursuant to the requirements Section 16-111.5(l) (220 791 

ILCS 5/16-111.5(l), which the Commission considered and approved with modifications 792 

through its December 19, 2007 Order in Docket Nos. 07-0528/07-0531.  (See ICC Docket 793 
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Nos. 07-0528/07-0531 consol, Order at 92-103 and 105-106 (Dec. 19, 2007)).  ComEd 794 

filed Rider PE in compliance with the Commission’s Order.   795 

 Further, the process approved for Rider PE is appropriate.  In fact, all of the charges or 796 

credits under ComEd’s approved cost tracking riders are initially determined by ComEd 797 

pursuant to specific rate formulas), submitted to the Commission through informational 798 

filings and subject to after-the-fact Commission review.  To attempt to set such charges 799 

or credits through additional docketed proceedings in advance of their application would 800 

result in regulatory gridlock. 801 

 In addition, Mr. Merola seems to be under the mistaken impression that intervenors to the 802 

docketed annual review proceedings required by Rider PE will be able to propound 803 

questions, but will have no ability to have input because “[t]here is nothing in Rider PE 804 

that explicitly allows for stakeholder input.”  (REACT Ex. 7.0, 12:260-13:273).  While I 805 

am not an attorney, I know enough about regulatory proceedings at the Commission and 806 

tariffs to say that state law and the Commission’s rules (e.g., 83 Ill. Adm. Code Part 200) 807 

dictate the rights of intervenors to contested proceedings, not tariffs.  Any party whose 808 

petition to intervene is granted will be allowed to enter testimony in an annual docketed 809 

review proceeding under Rider PE.  Such docketed proceedings probably will not involve 810 

a “comment process,” as ComEd indicated in its response to REACT Data Request 4.20.  811 

Q. Mr. Merola claims that ComEd may have financial incentives to improperly allocate 812 

supply costs to distribution customers.  (REACT Ex. 7.0, 5:110-7:146).  Are his 813 

claims supported? 814 
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A. No.  Mr. Merola’s claims are spurious and reflect a fundamental lack of understanding of 815 

the facts.   816 

 First, Mr. Merola suggests that ComEd would be disadvantaged by shifting costs from 817 

the distribution rate base to Rider PE.  This is based on his erroneous belief that ComEd 818 

is allowed to earn a return on costs recovered through distribution charges, but is not 819 

allowed to earn a return on costs recovered through Rider PE.  (Id., 6:124-33).  This is 820 

not the case.  Mr. Merola’s quote from Original Sheet No. 637 of Rider PE is incomplete 821 

and omitted key phrases that narrows its applicability to supply costs themselves.  (Id., 822 

6:126-28).  The provision, in its entirety, states:  “In accordance with Section 16-111.5(l) 823 

of the Act, the Company recovers ‘the costs incurred by the [Company] in procuring a 824 

supply of electric power and energy for the applicable customer classes with no mark-up 825 

or return on the price paid by the [Company] for that supply.”  (ILL. C.C. No. 4, Original 826 

Sheet No. 637).  (See also 220 ILCS 5/16-111.5(l)).  Thus, this limitation pertains only to 827 

supply cost—not supply-related administrative costs.  Further, while the great majority of 828 

the supply-related administrative costs to be recovered through Rider PE are expenses, 829 

which do not earn a return, a carrying charge factor is applied to any capitalized items for 830 

which recovery through Rider PE is sought.  This factor, when applied to a total cost of 831 

an investment, will produce the revenues that must be received in order to recover both a 832 

return of, and return on, that investment.  Thus, there is not a disincentive associated with 833 

Rider PE recovery. 834 

 Further, Mr. Merola suggests that ComEd has a corporate incentive to retain load to 835 

enhance the profitability of Exelon Generation under the Supplier Forward Contracts 836 

(“SFCs”) obtained through the Illinois Auction process, “particularly if the wholesale 837 
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price of electricity drops.”  (REACT Ex. 7.0, 7:135-46).  Putting aside the fact that 838 

ComEd has not and does not seek input from or take direction from its affiliate, the 839 

predicate of Mr. Merola’s assertion (i.e., that there is or will be a drop in wholesale 840 

prices) is a fact that is not in evidence in this case.  Indeed, I am not aware of any 841 

forecasts or forward supply prices that suggest wholesale prices will fall before May of 842 

2010, when the last of the SFCs expires.  Therefore, there is no evidence to support the 843 

conclusion that any SFC supplier, whether affiliated or not, would be harmed by 844 

customer switching and, therefore, no support for Mr. Merola’s alleged motives for 845 

ComEd not properly allocating costs to its supply customers.  Moreover, to the extent 846 

market prices increase greatly, SFC suppliers likely would be harmed as they would be 847 

foregoing opportunities to re-sell their supplies at a higher price.  In addition, a constant 848 

market price would seemingly have no impact on SFC suppliers.  Thus, not only is there 849 

no support for Mr. Merola’s claims regarding a declining market price, but there also is 850 

no foundation for a conclusion that customer switching would have a negative impact on 851 

SFC suppliers under the other scenarios.   852 

 Lastly, it should be noted that Mr. Merola has not demonstrated that his proposed 853 

increase in supply-related administrative costs would have any impact on switching.  854 

Q. Does this complete your surrebuttal testimony? 855 

A. Yes. 856 


