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COMES NOW AARP, and pursuant to 83 Ill.Admin.Code Part 200.830, hereby 

submits the following proposed exception—relating to Rider SMP—in response by the 

Administrative Law Judges’ (“ALJs”) July 10, 2008 Proposed Order (“Proposed Order”) 

issued in this Commonwealth Edison Company (“ComEd”) electric delivery rate case:  

 

 

EXCEPTION: RIDER SMP 

 

AARP takes exception with the Proposed Order’s analysis and conclusions with 

regard to Rider SMP.  On page 133, the Commission states that no party argues 

against the inclusion in rate base of basic, initial investments in AMI technology, and 

then goes on to conclude that this fact undermines the argument made by many parties 
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that the rider would have allowed special treatment for investments that go beyond 

basic electric service.  This conclusion is faulty for several reasons.  The Rider SMP 

proposal is currently a proposal for an “empty rider”, essentially a blank check for all 

manner of future technologies with flashy names.  Expedited recovery for a certain 

category of costs that are completely within the control of management eliminates the 

incentive to invest in a prudent and cost effective manner. 

Upon cross-examination, ComEd witnesses acknowledge that certain SMP 

projects could result in products or services that generate income apart from basic 

electric service (e.g., Broadband over Power Lines).  Tr. at pp. 229-301; 1256-7.  

However, even though consumers would be charged for investments in non-essential 

investments through the SMP rider, these consumers would be forced to wait until a 

subsequent general rate case before any income offsets or other corresponding savings 

could be credited back to those consumers.  Tr. at pp. 1256-7, 1259 (lines. 1-8).  This is 

the primary concern that AARP raised and it is not addressed in the order.   

Unfortunately, even the limited approval of the Rider SMP would also create the 

incentive to pursue technologies that may contain more potential benefit for extra 

“luxury” services, as opposed to investments that simply enhance reliability for basic 

electric delivery service ratepayers.  In fact, ComEd’s main argument appears to be that 

certain investments in new technology may be non-essential and thus cannot be 

justified under the standard prioritization for capital improvements.  Therefore, these 

investments should be examined in the normal ratemaking process, not given 

extraordinary ratemaking treatment above and beyond what is justified for essential 

service investments.   
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Rate of return regulation requires that the utility and its shareholders first make 

an investment and then prove that it is cost effective prior to asking ratepayers to pay a 

return on that investment (Revenue Requirement = Rate Base X Rate of Return + 

Reasonable Expenses).  Providing an expedited procedure that gives certain costs 

special treatment undermines the very foundation of this system.   The Rider SMP 

would threaten to undermine rate of return regulation altogether in Illinois, replacing the 

importance of the all-relevant-factors of a general rate case with a series of ongoing, 

piecemeal proceedings that transfer all significant risk from the utility and place it on the 

consumer.  AARP, as well as several other consumer parties have shown how these 

riders would distort test year relationships, deny savings to consumers, remove the 

positive incentives of regulatory lag, and discourage cost effective investment.  The 

Proposed Order does not address these fundamental issues.  In fact, the Proposed 

Order analyzes extraordinary rate recovery through “riders” as if it were equivalent with 

rate base recovery.  Thus the Proposed Order fails to convey how the extraordinary 

nature of the “rider” as a limited exception to the rule and fails to fully explain its anti-

consumer features as a ratemaking tool. 

 AARP respectfully asks that the Commission take exception with the analysis 

and conclusions section of the Rider SMP portion of the Proposed Order and rewrite it 

to reject the rider altogether, fully explaining the dangers of this rider.  A suggested 

mark-up of this portion of the order is attached to this brief as Attachment A.  The 

Findings and Ordering Paragraphs of the order should also be revised in accordance 

with the arguments presented herein. 
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 WHEREFORE, for all of the reasons discussed above, AARP urges the 

Commission to modify the proposed order in accordance with the arguments set forth 

above. 

 

 

Respectfully submitted, 

 
 
 
    /s/ John B. Coffman 
    ________________________________ 

      John B. Coffman   MBE #36591 
      John B. Coffman, LLC 
      871 Tuxedo Blvd. 
      St. Louis, MO  63119-2044 
      Ph: (573) 424-6779 
      E-mail: john@johncoffman.net 
 
      Attorney for AARP 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Dated: this 24th day of July, 2008.  
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CERTIFICATE OF SERVICE 
 
I, John Coffman, attorney for AARP, hereby certify that copies of the foregoing have 
been mailed first class postage prepaid, e-mailed or hand-delivered upon all parties of 
record on this 24th day of July 2008. 
 
 
 
 
 

    /s/ John B. Coffman 
 
             
      John B. Coffman 
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ATTACHMENT A 
 
 

PROPOSED LANGUAGE RELATING TO AARP’S BRIEF ON EXCEPTIONS 
 

 

Consistent with the arguments made in AARP’s Brief on Exceptions, the 

Commission Analysis and Conclusion portion of the section relating to Rider SMP in the 

Proposed Order at pages 132-135 should be modified as follows:   

 
 
13. Commission Analysis and Conclusion 
 

The Commission commends ComEd for its initiative in pursuing Smart Grid and AMI.  
Staff witness Schlaf described many of the operational and societal benefits of AMI, i.e., reduced 
headcount for meter readers, fewer field visits to restore power outages, less time fielding 
customer complaints, minimizing future generation costs, reduced need for upgrades and 
investments to ComEd’s transmission and distribution systems and also environmental benefits.  
Some of these environmental benefits are possible through reduced power plant emissions and 
fewer vehicles on the road.   

 
RESA, in its Reply Brief, states that “if the AMI works as we believe it should, the result 

of using electricity more efficiently should help delay the need for new generation, make existing 
generation more efficient, and could even result in a decline in the amount of generation used per 
customer.” 

 
Several intervenors suggest that ComEd’s proposal is in could result in a future violation 

of the Commission’s basic service rules; however, there was no objection to AMI costs currently 
included in rate base, i.e., SCADA.  This suggests that the general rate case process has been 
sufficient to allow reasonable recovery for technological developments in electric distribution, 
and is adequate to encourage investment in such projects provided that those costs are directly 
related to the provision of reliable, basic electric delivery service.  but the evidence in this 
proceeding suggests that parties only raise this argument in the context of rider recovery of these 
investments.  In other words, no party objects to these projects being included rate base.  Staff 
witness Linkenback stated his disapproval of rider recovery because the Company is already 
investing in these projects, i.e., SCADA, and recovering the cost through rate base.  Yet, he 
immediately followed this claim with a discussion of how it is inappropriate to recover these 
costs through Rider SMP because they go beyond basic service requirements.  Staff Ex. 19.0 at 
19-20. There is an inconsistency here.  If ComEd should not be able to recover these costs 
through a rider, because they are above and beyond basic service, then the Company likewise 
should not be able to recover these costs through base rates.  Because no party has argued against 
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including these projects in rate base, it undermines any argument that these projects go beyond 
basic service requirements.   

 
There is some argument to suggest that Smart Grid does meet least cost standards.  Our 

least cost requirements, however, do not require that electric service be the most simple, basic, 
and cheapest form of electric service available.  The least cost provisions require that the chosen 
electric service be provided in the least cost manner.  So, for our purposes here, the least cost 
provisions would require that the smart grid installed be least cost, i.e., the various components 
would have to be subject to competitive bids and the labor would have to be provided at 
competitive rates.   

 
The Commission service rules do not contain a prohibition on investing to improve 

service or a bar to providing more beneficial services.  Indeed, they contain minimum and not 
maximum requirements.  A rewrite of our rules has not been shown to be necessary in order for 
an electric utility to recover its investment in Smart Grid through either base rates or a rider.   
The Commission very recently analyzed the legal precedent regarding the Commission’s 
authority to approve riders in the Peoples Gas rate case when considering proposed Rider VBA.  
Dockets 07-0241/07-0242.  Without restating that analysis, it is clear that we have the authority 
to adopt the rider mechanism in proper situations and under circumstances that are lawful and 
reasonable.  In fact, Smart Grid may be just the sort of investment that is appropriately recovered 
through a rider. 
 

While the Commission has the authority to approve riders, each subject underlying 
situation and design require a particularized analysis. Illinois courts have allowed limited 
exceptions to the general prohibition against single-issue ratemaking when volatile, 
unpredictable and fluctuating expenses such as fuel costs are involved.   Citizens Utility Board v. 
Illinois Commerce Commission, 166 Ill. 2d 111, 138 (1995).  Investments in new distribution 
technology do not qualify for this exception.  It is predictable because the electric utility itself 
controls the planning and expenditures.  In this instance , the Commission believes that it must 
first determine how Smart Grid should be deployed in Illinois, and then determine whether and 
to what degree it is necessary to approve a particular cost recovery mechanism.  In evaluating 
plant additions, the Company should conduct a cost-benefit analysis to determine if there is a 
business case for implementing the technologies identified.  If the case is compelling and the 
project is cost-justified, no additional rider or adjustment clause is needed.  If the project is not 
cost-justified or the benefits are too speculative to warrant the commitment of funds, it may be 
prudent to delay or avoid the related capital expenditures.  These incentives that are currently in 
place would essentially be eliminated if Rider SMP were to be approved.  AARP Ex. 1.0, p. 8. 

Smart Grid deployment should not be a matter of haste.  Our concern here is that under 
the Company’s proposal we are being asked to quickly approve various improvements that 
resemble a Smart Grid.  Yet we have insufficient information to assess if these improvements 
actually qualify as Smart Grid.  Under these circumstances if the Commission were to adopt 
Rider SMP too quickly and without sufficient stakeholder input or Staff analysis, the 
Commission would not be sure that consumers are the primary beneficiaries.   

 
Rider SMP, as proposed by ComEd, suffers from other shortcomings.  Lacking an overall 

goal for Illinois, Rider SMP simply promotes a project by project approach.  Further, although 
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ComEd has agreed to a workshop process, it would still retain sole discretion in determining 
what projects are ultimately proposed to the Commission.   

 
Similarly, without an overall plan for Smart Grid deployment and without any specific 

projects being proposed, the Commission does not know the full extent of the costs involved, 
with the exception of AMI Phase 0.  The estimates on record have varied greatly.  This lack of 
cost information is a problem that is not overcome by the process proposed for Commission pre-
approval of specific projects.  Our hope is to have a better grasp of costs once Phase 0 is 
implemented and analysed.  The public is better served to have expenditures in new distribution 
technology examined after the fact in the context of a general rate case. 
 

Another shortcoming arises where ComEd is asking for special recovery for these 
projects that admittedly could have long-term economic benefits, but as proposed, ratepayers do 
not share the economic benefits.  It is not clear that the earnings cap, with all its potential for 
disagreement, adequately answers this concern.  Many parties have justly complained that they 
would be overburdened by the proposed process which involves workshops, pre-approval 
dockets, earnings cap and prudence review dockets and the real possibility of additional rate 
cases by ComEd. 

 

ComEd’s proposed Rider SMP would have shifted the risks of unproven technology 
away from its investors and onto its ratepayers, and thus must be rejected...  However, the 
Commission hopes that other utilities which are investing in new distribution technology without 
seeking advanced regulatory approval for an extraordinary ratemaking mechanism can serve as 
an example for ComEd.  For example, Xcel Energy has recently announced its plans to 
implement advanced distribution technologies in Boulder, Colorado on an experimental basis.  
AARP Ex. 2.1.  Having established a collaborative effort with other firms and leveraging other 
resources including governmental grants, Xcel anticipates funding only a portion of the smart 
grid project itself.  Xcel is not seeking permission from regulators to recover its costs in advance, 
but properly waiting until it has assessed and proven the benefits.  AARP Ex. 2.2.  The approach 
advanced by Xcel, where the utility is assuming the initial risks of installing a new technology 
and evaluating whether it is producing benefits before asking the public to pay a return on it is 
the preferred method under rate of return regulation.  If ComEd wants to be a pioneer in testing 
new distribution technologies, it should take an approach more like the one that Xcel is using—
one that maintains the initial risk with utility shareholders and collaborators, and does not shift 
risk onto ratepayers. 

 

With these concerns in mind, Rider SMP is approved but only for the very limited 
purpose of implementing Phase 0 of the Company’s proposed AMI deployment.  ComEd witness 
Clair testified that Phase 0 will enable the Company to quantify the costs and benefits of full 
AMI deployment.   

 
As proposed, Phase 0 of the plan for AMI deployment would be limited to roughly 

200,000 customers and completed by the end of 2009.  ComEd may submit Rider SMP through a 
separate compliance filing so that Rider SMP for Phase 0 will be effective no later than October 
1, 2008.  The Commission directs that the workshop process begin as soon as practicable to 
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finalize evaluation criteria and Phase 0 technology selection criteria.  ComEd does not object and 
we agree with CUB that it is important and appropriate that a third party facilitator be employed 
to direct the workshop process. 

 
The potential benefits of a Smart Grid are such that Smart Grid and AMI topics should be 

pursued and considered by the Commission in a deliberate and thorough manner.  The clear 
direction of federal policy, as embodied in the Energy Independence Security Act of 2007 
(“EISA”), Public Law 110-140, is for states to consider smart grid topics.  According to Staff 
witness Schlaf, the Commission must open proceedings to consider the two EISA smart grid 
ratemaking standards by December 19, 2008 and conclude its investigations by December 19, 
2009.  Staff Ex. 9.0 at 6.  These upcoming proceedings will allow another opportunity for the 
Commission to explore these issues further. 

 
The Commission agrees that a process should be initiated outside of this rate case during 

which the Commission can consider whether and in what manner the approximately $1 billion 
cost of AMI and Smart Grid investments would be justified to maximize the potential benefits.  
It is not clear that the EISA proceeding is the proper vehicle.  A collaborative workshop process 
followed by a docketed proceeding where the Commission can adopt specific goals is 
appropriate and should be completed within one year of this Order.  We agree with CUB that the 
collaborative process should address foundational policies, as well as incorporate utility-specific 
issues.   

 
The policies for consideration include, but would not be limited to: 1) definition of a 

smart grid and its functionalities; 2) principles Illinois should use to guide smart grid planning 
and deployment, for example interoperability, open architecture, and non-discriminatory access; 
3) uniform standards; 4) methods of estimating, calculating and assessing benefits and costs, 
including evaluation of non-quantifiable benefits (and costs); 5) implications of smart grid 
technology for existing policies regarding rate design, consumer protection, and customer 
choice; 6) effect of statutory renewable resource, demand response and energy efficiency goals 
on smart grid planning and implementation; 7) consumer education and dissemination of 
information about smart grid applications; 8) access by electricity market participants to smart 
grid functionalities; data collection, storage, management, security, and availability to third 
parties; 9) standards for interconnection of third party equipment; and 10) mechanisms to flow 
through to customers any utility smart grid revenues.   

 
The Commission finds that Rider SMP (or more appropriately Rider SG – Smart Grid) 

should be re-filed after the completion of Phase 0 and the Smart Grid docket.  With that filing, 
the Company should be prepared to explain how it will implement the findings of the Smart Grid 
docket and also present the cost benefit analysis and other information that the Commission 
sought in Peoples Gas proceeding (Docket 07-0241/07-0242).  Among other things, the 
Company should show whether the earnings cap is the appropriate method to capture the benefits 
for consumers and the impact of rider approval on its cost of capital for those projects.   
ComEd witness Crumrine stated in his rebuttal testimony that “in the event the Commission 
orders separate processes be undertaken to further consider Smart Grid technologies, such as 
those proposed by Staff or CUB, many of the threshold issues already will have been addressed 
by the parties in those processes.  Thus, less time should be required to consider these issues in 
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future approval proceedings.” ComEd Ex. 30.0 at 14.  The project by project consideration may 
be appropriate, but only in the context of overall Smart Grid goals.  When the Company refiles, 
appropriate process changes should be addressed.   
 

In summary, Rider SMP is adopted for the limited purpose of implementing Phase 0 of 
AMI deployment.  A workshop process should begin immediately to consider Smart Grid in 
Illinois and utility specific issues, to be followed by a Commission docket to adopt specific 
goals.  Thereafter, ComEd may re-file its request for rider recovery of Smart Grid investment. 
 


