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I. Executive Summary and Introduction 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Robert W. Gee.  My business address is 7609 Brittany Parc Court, Falls 4 

Church, Virginia 22043. 5 

Q. By whom and in what position are you employed? 6 

A. I am President of GEE Strategies Group LLC, a policy analysis and advocacy consulting  7 

firm for the energy, utility and critical infrastructure industries. 8 

B. Purposes of Direct Testimony  9 

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

A. The purpose of my direct testimony is to provide a policy perspective on why it is 11 

important for customers, investors, and utilities alike that retail electric delivery rates of 12 

Commonwealth Edison Company (“ComEd”) recover its costs of service.   13 

C. Summary of Conclusions 14 

Q. What, in sum, are the conclusions of your direct testimony? 15 

A. Ratemaking is not a zero-sum game in which rate increases benefit shareholders at the 16 

expense of customers, and customers are better off when rates are below cost.  17 

Companies providing electric utility delivery services, like ComEd, are in a capital 18 

intensive business.  Their continued infrastructure investment benefits their customers 19 

tangibly and directly, keeping service efficient and reliable, meeting system-wide and 20 

local load growth, and enabling the deployment of advanced delivery, demand 21 

management, and customer service technologies.  At the same time that utilities face 22 
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rising investment demands, they have costs that, in many cases, are growing faster than 23 

inflation due to factors such as worldwide competition for equipment and resources and 24 

the rising costs of a highly-trained and efficient work force, among other factors.   25 

To meet its obligations to ComEd and its customers, the Illinois Commerce 26 

Commission (the “Commission” or “ICC”) should approve delivery rates that recover 27 

ComEd’s full prudent cost of providing delivery services.  Denying ComEd rates that 28 

reflect its need to invest in its system and operate and maintain it to meet necessary 29 

service quality standards in the desire to lower rates is shortsighted and, ultimately, harms 30 

customers.  The Commission should keep in mind that ComEd’s business has a real total 31 

cost and that denying recovery of prudent and reasonable costs of service, whether by 32 

disallowing investments and operating costs directly or equally so by disallowing support 33 

costs, necessarily affects ComEd’s financial health and its ability to invest and operate in 34 

its customers’ interests.  For this reason, as well as legal reasons that are beyond the 35 

scope of my testimony, established ratemaking principles dictate that prudent and 36 

reasonable utility costs of service be recoverable.  To do otherwise would impair 37 

ComEd’s future investment in distribution plant, weaken its position in the financial 38 

markets, and, in the end, undermine its ability to provide safe, adequate, and reliable 39 

electric service to customers.  40 

D. Background and Qualifications 41 

Q. Mr. Gee, please describe your professional and educational background. 42 

A. Prior to founding Gee Strategies Group LLC in 2003, I served as Vice President for 43 

Development and Partner Relations for the Electricity Innovation Institute (“E2I”), an 44 

affiliate of the Electric Power Research Institute, where I urged increased support of 45 
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research and development to commercialize innovative, “smart grid” technologies to the 46 

electric utility infrastructure of the United States that serve the purpose of enhancing 47 

reliability and homeland security priorities. 48 

From 1997 to 2000, I served as Assistant Secretary for Policy and International 49 

Affairs and as Assistant Secretary for Fossil Energy of the U.S. Department of Energy in  50 

Washington, D.C.  While Assistant Secretary of Energy, I was responsible for policy 51 

initiatives including the Department of Energy’s Comprehensive National Energy 52 

Strategy. 53 

Prior to that, I served from 1991 until 1997 as a member of the Public Utility 54 

Commission of Texas (“TXPUC”) and as its Chairman from 1991 through 1995.  During 55 

portions of that time, I also chaired both the Committee on Electricity and the Ad Hoc 56 

Committee on Electric Industry Restructuring for the National Association of Regulatory 57 

Utility Commissioners (“NARUC”). 58 

I have served as an Attorney Advisor at the Interstate Commerce Commission and 59 

as a Supervisory Trial Attorney at the Federal Energy Regulatory Commission (“FERC”).  60 

I also held the position of General Attorney at Tenneco Oil Company, and was Of 61 

Counsel to the law firm of Akin, Gump, Strauss, Hauer & Feld.  I received a Bachelor of 62 

Arts Degree in government with honors from the University of Texas and a Doctor of 63 

Jurisprudence degree from the University of Texas School of Law.  64 

In addition to my work with Gee Strategies Group, I am currently a Senior Fellow 65 

with the American Leadership Forum, and an organizer of a series of programs that 66 

provide an ongoing dialog between public utility commissioners and Wall Street on 67 
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topics of mutual  interest, including utility capital needs and the financial condition of the 68 

industry.   69 

Q. How does your background contribute to the testimony you offer to the Commission?  70 

A. My background has given me an excellent perspective on the importance of allowing 71 

utilities to recover fully their prudently incurred reasonable costs, in at least two ways.   72 

First, from my long service as a member of and Chair of the TXPUC, I gained a 73 

perspective as a decision-maker on the importance of utility infrastructure investment in 74 

delivering essential utility services to customers and the importance of ensuring that 75 

utilities in a critical industry such as electricity are in a financial position to make that 76 

investment.  During my time at the TXPUC, I was in regular contact with the financial 77 

community and learned how regulatory decisions affect the perception of risk by fixed 78 

income and equity investors that are the traditional sources of required capital for a public 79 

utility.  My job required that I review all cost recovery proposals carefully and 80 

scrupulously.  But I was also mindful of the fact that efficient and reliable electricity 81 

service was critical to customers.  To meet their needs, it was essential that we 82 

maintained financially sound utilities capable of accessing capital markets on reasonable 83 

terms to expend the billions of dollars of investment required to keep the lights on.  Even 84 

though I served in an environment where there was always political pressure to lower 85 

them, I also recognized that insufficient rates that short-change the utilities’ ability to 86 

recover costs were not in customers’ best interests long-term.   87 

Second, as a long-time state utility regulator,  Assistant Secretary of Energy, and  88 

advisor to various public and private stakeholders in the electric utility sector, I have 89 

participated with utility commissioners, utility managers, and the financial community in 90 
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executive dialogs.  These discussions reinforce my view that the investment community 91 

requires clear, consistent and timely signals from regulators that they will allow utilities 92 

to recover and earn a return on prudent and reasonable utility capital expenditures used to 93 

serve customers.  Anything less elevates the regulatory risk of doing business, increases 94 

capital costs, and discourages capital attraction and investment. 95 

II. Importance of Full Cost Recovery to Customers and Investors 96 

Q. Why is it important for ComEd to recover the costs of its prudent and reasonable 97 

investments in the infrastructure required for distribution service? 98 

A. Allowing ComEd to recover its prudent and reasonable costs and earn a reasonable return 99 

of and on its investments is not just in ComEd’s interest, it is in customers’ interest, too.  100 

Efficient and reliable distribution services are dependent on a well-maintained, well-101 

operated, up-to-date distribution system.  But, creating and maintaining such a system is 102 

not cost free.  Investment in distribution plant benefits all who use the system.  103 

Conversely, rates that do not allow utilities to recover their costs are not only unfair to 104 

investors but are also bad for customers.  Customers are best served by a utility that is 105 

financially healthy and able to invest, on reasonable terms, in its distribution system.  106 

Investment in distribution plant benefits all who use the system.  If prudently incurred 107 

reasonable costs are disallowed in rates, customers lose in the end. 108 

Q. How does ComEd’s ability to recover its costs relate to its financial ability to meet its 109 

obligations to its customers? 110 

A. If ComEd is not permitted to recover its reasonable and prudent costs through its rates, in 111 

full and on a timely basis, the perceived regulatory risk of the utility will be inexorably 112 
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raised, downward pressure on its credit ratings will be increased, its access to capital on 113 

reasonable terms will be limited, and ultimately its overall cost of capital will be 114 

increased.  Debt and equity investors, who commit capital to a utility, demand and are 115 

entitled to a reasonable return on their investment, and to provide that return utilities must 116 

recover their costs, including the cost of the capital investment itself.  A utility hobbled 117 

by rates that do not allow it to recover its costs will not remain financially healthy nor be 118 

attractive to the investors that must fund the utility’s operations.  It will be unable to 119 

make the same investments to serve customers, on the same terms, as a financially 120 

healthy utility able to recover its costs.  As a consequence, the utility may be required to 121 

defer or curtail certain investments, raising the prospect that the quality of service would 122 

suffer, thereby harming customers.  This issue is more fully discussed from a capital 123 

markets and utility perspective in the testimony of Susan Abbott, ComEd Ex. 2.0, and 124 

Robert McDonald, ComEd Ex. 9.0.   125 

Q. Can you describe in more detail the potential harms of ignoring this key regulatory 126 

principle? 127 

A. Yes.  Inadequate recovery of prudent and reasonable costs has several distorting effects 128 

that put both the utility and its customers at risk.  Inadequate cost recovery: 129 

• Sends a message to utilities and the investment community that prudent and 130 

reasonable investments in distribution infrastructure will not be supported by the 131 

state.  Ironically, this message dampens the incentive for further investments at 132 

the very time as new investments are needed to serve customers, as I explain later 133 

in my testimony.  As a result, customers are at risk of receiving lower levels of 134 
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reliability and, potentially, the safety and adequacy of the system could be 135 

jeopardized. 136 

• Contributes to a deterioration in the financial health of the utility.  Both customers 137 

and the utility are harmed through the adverse effects on the utility’s ability to 138 

attract capital. 139 

• Sends a message to the investment community of uncertainty about future cost 140 

recovery.  This heightens regulatory risk and adversely impacts the utility’s cost 141 

of capital over time.  Customers are harmed because they pay for these higher 142 

capital costs through the return on the utility’s rate base.  143 

Q. If, when setting rates, the Commission does not disallow from rate base any distribution 144 

plant investments, does that ensure that ComEd can meet its distribution system 145 

investment needs? 146 

A. Not in itself.  Whether ComEd can remain financially able to invest and meet its 147 

operating expenses depends just as much on whether the Commission excludes from the 148 

revenue requirement other portions of ComEd’s distribution service costs.  ComEd’s 149 

overall distribution revenue requirement must be met.  Ensuring that distribution plant 150 

investment is included in rate base is only one component of ensuring an adequate 151 

revenue requirement.  Thus, if the Commission were to deny ComEd a reasonable return 152 

on that rate base or disallow, for example, prudent and reasonable Administrative and 153 

General (“A&G”) expenses, taxes, or wages and salaries, it could create the same risk of 154 

discouraging infrastructure investment as does a disallowance of plant in rate base.  155 

ComEd would still be just as short of revenue, and the future plant investment will not be 156 
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insulated from the financial consequences of that shortfall.  Consequently, to ensure that 157 

ComEd has sufficient revenues to meet its distribution system infrastructure needs, the 158 

Commission should authorize recovery of distribution system infrastructure costs in 159 

concert with recovery of other prudent and reasonable costs, including its reasonable cost 160 

of equity. 161 

Q. Is it appropriate ratemaking for the Commission to exclude, in whole or in part, the costs 162 

of complying with legal mandates that are imposed on ComEd’s distribution business?   163 

A. No.  Federal, state, and local governments impose many costs on utilities like ComEd.  164 

These governmental obligations run the gamut from taxes of general applicability, to 165 

taxes and fees imposed on the supply or delivery of electricity, meeting worker safety and 166 

environmental obligations, to various accounting, financial, and corporate compliance 167 

requirements.  These are legal obligations that are enacted to serve a public purpose and 168 

ComEd is required to comply with all such obligations.  The costs of meeting these 169 

obligations are a necessary cost of doing business and providing customers with utility 170 

service just like any other cost of operation.  As a result, ComEd’s cost of service should 171 

include the cost of satisfying these obligations because customers benefit from having 172 

ComEd comply with all federal, state, and local requirements in providing safe, reliable, 173 

affordable service.   174 

Q. Are there any circumstances that make the financial health and ability to make system 175 

investments of a utility like ComEd particularly important at this time? 176 

A. Yes.  Two come to mind that are of relevance to ComEd.  First, ComEd and other 177 

delivery utilities are being called on to do more.  Increased infrastructure investment is 178 
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not only being driven by growth and regional development – the need to do more of the 179 

same – but by increased demands to provide new services and to provide existing 180 

services in more technologically advanced ways.1  Second, utility costs industry-wide are 181 

experiencing pressure due to world-wide economic trends that place ComEd and other 182 

utilities in competition with other nations and other uses for equipment (e.g., 183 

transformers) and resources (e.g., copper)2.  These pressures increase, often significantly 184 

and rapidly, the price to utilities of these resources. 185 

Q. Can you explain the changing nature of investment demand further? 186 

A. Yes.  For delivery utilities in the United States, system investment is increasingly driven 187 

by the need to implement new technologies and update control and communications 188 

equipment and systems.  Utilities must modernize.  As a 2005 report on the evolution of 189 

the industry explains, “… the local distribution systems that connect the power supply to 190 

each consumer are effectively a last bastion of analog, electromechanically controlled 191 

industry.  This is a particularly notable paradox given the fact that the nation’s electricity 192 

supply system powers the digital revolution on which much of the current and future 193 

                                                 
1 One recent study noted that: “The need to replace an aging infrastructure, coupled with increased 

population growth and demand for power quality and customer service, is continuing to motivate utilities to 
improve their ultimate delivery system to customers.”  It went on to observe that : “In 2006, utilities 
invested about $17.3 billion in upgrading and expanding distribution systems, a 32-percent increase over 
the investment levels incurred in 2004,” with the Edison Electric Institute (the investor-owned utility trade 
association) projecting that “distribution investment during 2007 will again exceed $17.0 billion.” Rising 
Utility Construction Costs; Sources and Impacts, The Brattle Group (September 2007) at 7. 

2 The same Brattle Group study indicated that the prices for line transformers and pad transformers 
increased by 68 percent and 79 percent, respectively, between January 2004 and January 2007, with 
increases during 2006 alone of 28 percent and 23 percent.  Id. at note 1 at 12 - 13.   
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value depends.”3  Deploying these technologies will benefit customers, but it will require 194 

increased investment.   195 

One such example is investing in remote monitoring and control capabilities 196 

deployed at substations.  Another is to use “smart” switches and systems that are 197 

designed to detect outages and automatically react in response, isolating the problem and 198 

reconfiguring the system without operator intervention.  A third example is increased use 199 

of “smart meters” which give customers new access to information and greater control 200 

over their energy use and bills through, among other things, real-time pricing and demand 201 

response programs.  If we hope to maintain the high quality, digital-grade power 202 

expected by today’s consumers – as well as those in the future – we must recognize that 203 

ComEd’s local distribution infrastructure must continuously be maintained, upgraded, 204 

and modernized. 205 

ComEd also faces an additional investment challenge.  Much of its growth is in 206 

areas of new and rapidly growing development.  When demand in formerly rural areas 207 

becomes suburban or urban in character and density, the need for delivery system 208 

investment is even more acute.  In ComEd’s case, as housing and commercial 209 

developments displace farms and customers move to collar counties, it must transform its 210 

rural distribution network to meet the increased demands of a suburban population.  211 

These investments are not only large, but must be made “up front.”  They cannot be 212 

adequately funded simply by revenues from increased use in those areas. 213 

                                                 
3 The U.S. Electricity Enterprise: Past, Present, and Future Prospects, Galvin Electricity Initiative 

(August 2005) at 3. 
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Q. Does the Commission have a role in ensuring that utilities can meet both system-wide 214 

and local growth and make necessary investments to accommodate new technologies? 215 

A. Yes.  Utility regulators must recognize that investments needed to accommodate 216 

system-wide and local growth and new technologies and to ensure adequate and reliable 217 

distribution service cannot occur unless a utility is permitted to collect rates that recover 218 

its operating costs and that provide for the return of, and a reasonable return on, its 219 

investments.  For the Commission to do otherwise would discourage future investment in 220 

distribution plant, adversely impact the utility’s position in the financial markets and, in 221 

the end, undermine efforts to provide adequate and reliable electric service to ComEd’s 222 

retail customers in Illinois, thereby harming customers. 223 

Q. Does this conclude your direct testimony? 224 

A. Yes. 225 
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Q. Please state your name and business address. 1 

A. My name is Robert W. Gee.  My business address is 7609 Brittany Parc Court, Falls 2 

Church, Virginia 22043. 3 

Q. Are you the same Robert W. Gee who previously submitted Direct Testimony on behalf 4 

of Commonwealth Edison Company (“ComEd”) in this proceeding?    5 

A. Yes, I am.  6 

Q. What is purpose of your rebuttal testimony? 7 

A. I respond in one specific respect to the testimony of Illinois Commerce Commission 8 

(“Commission” or “ICC”) Staff witness Thomas L. Griffin.   9 

Q. What do you conclude? 10 

A. Mr. Griffin recommends that the Commission limit ComEd’s pro forma plant adjustment 11 

to that plant actually shown to be in service and to allow nothing for the plant that 12 

ComEd will place into service in the near future, despite the fact that no reasonable 13 

person could conclude that ComEd will cease making substantial plant investments.  At 14 

this point, he proposes an end date for pro forma additions of December 31, 2007.  In my 15 

opinion, this recommendation is ill-advised as a matter of policy and could unjustly 16 

deprive ComEd of what it should be entitled to collect.  17 

Q. Why do you believe Mr. Griffins’ recommendation is poor policy? 18 

A. There are two main reasons. 19 

First, as I noted in my direct testimony, utilities need to invest.  ComEd is in a 20 

very capital-intensive industry at a time of rapidly rising costs and demand for plant 21 

investment.  As I stated at pages 8 and 9 of my Direct Testimony (ComEd Ex. 3.0), 22 
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ComEd is being called upon to do and invest more, both qualitatively in terms of 23 

advanced technologies and quantitatively.  Moreover, the costs associated with 24 

infrastructure maintenance or upgrades are escalating.  These developments will require 25 

an increased commitment to new capital expenditures and additions.   26 

ComEd will, without a doubt, expend substantial sums on additional plant to serve 27 

customers by the date its new rates go into effect.  However, denying the utility the 28 

ability to recognize its investment in rate base denies it the right to recover any part of its 29 

costs of making that investment for some time.  To the extent rates fail to reflect prudent 30 

costs of actual plant in service during the period rates are in effect, the cost 31 

incurrence/revenue collection gap widens, hampering both the utility’s incentive and 32 

ability to invest, and harming both the utility and ratepayers. 33 

Second, recognizing investments a utility makes through a pro forma adjustment 34 

ensures that the costs borne by customers accurately reflect the plant in service that they 35 

are using.  This promotes fairness in rates:  fairness to the customers as a matter of 36 

ensuring that the service they receive is correlated with the actual costs incurred in 37 

serving them, and fairness to the utility in ensuring that all of its prudent and reasonable 38 

costs are recovered in rates in a timely basis.  39 

Q. How could Mr. Griffin’s recommendations unjustly deny ComEd revenues it is entitled 40 

to collect? 41 

A. Mr. Griffin proposes to limit ComEd’s pro forma plant additions to an amount consistent 42 

with ComEd’s actual net plant balance at a particular past date – here December 31, 43 

2007.  While he says he is willing to consider additional evidence regarding 2008 44 

construction projects, given the statements in his direct testimony, it is difficult to see 45 
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how any amount of information can meet his test if projects must be finalized (or, 46 

perhaps, qualify as 30-day Construction Work In Progress) before he will accept them.  47 

Moreover, should Mr. Griffin persist in his view that only documentation such as 48 

contracts can support a future plant addition, the result will be to artificially exclude 49 

much of the investment that ComEd can reasonably be expected to make solely on the 50 

basis that the expected expenditure could not be supported by that type of documentation 51 

in advance.  A far superior approach would be for the Illinois Commerce Commission to 52 

look at all the evidence concerning investments for which pro forma adjustments are 53 

sought, and to refrain from imposing arbitrary or mechanical limits on particular types of 54 

evidence as the result would be to exclude actual investment.   55 

Q. What do you recommend? 56 

A. As I stated previously, ComEd and utilities nationwide are under enormous pressure to 57 

increase their capital expenditures for needed infrastructure.  It is critical that ComEd be 58 

able to timely recover its costs of service, including plant in service when rates go in to 59 

effect.  No one urges the Commission to award ComEd rates based on plant in service 60 

that is not supported by the record.  However, by the same token, it would not be sound 61 

public policy for the Commission to embrace approaches that set rates on an 62 

unrealistically and artificially low amount of investment.  That approach benefits neither 63 

customers nor ComEd. 64 

Q. Does this conclude your rebuttal testimony? 65 

A. Yes.   66 
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