
   

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

 
COMMONWEALTH EDISON COMPANY 
 
Petition for approval of an Alternative Rate 
Regulation Plan pursuant to Section 9-244  
of the Public Utilities Act 

: 
: 
: 
: 
: 

 
No.10-____ 

VERIFIED PETITION 

Commonwealth Edison Company (“ComEd”), pursuant to Section 9-244 of the Illinois 

Public Utilities Act (“PUA”) (220 ILCS Act 5/9), respectfully petitions the Illinois Commerce 

Commission (the “Commission”) to approve the alternative regulation pilot plan described 

herein and to authorize ComEd to file and place into effect the tariff that implements it, Rate 

ACEP – Accelerated Customer Enhancements Pilot (“Rate ACEP”).  The proposed pilot, which 

meets all of the requirements of Section 9-244 of the PUA, is intended to test how an alternative 

regulatory structure works in a way that delivers benefits to customers without putting them at 

risk.  ComEd proposes to test this alternative in the context of several different kinds of projects.  

Those projects will include accelerated reinvestment in urban underground facilities, a utility 

electric vehicle (“EV”) pilot, and a low-income customer assistance program.  The alternative 

regulation plan will also provide a mechanism for subsequent timely implementation of 

Commission-approved smart technology investments.  

This Petition is supported by the attached exhibits and the testimonies of: Ross C. 

Hemphill, Ph.D., Vice President, Regulatory Policy & Strategy; Michael McMahan, P.E., Vice 

President, Smart Grid / Technology; Michelle Blaise, Vice President, Engineering & Project 
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Management; Fidel Marquez, Senior Vice President, Customer Operations; and Mary Anne 

Emmons, Director, Customer Assistance Programs.  ComEd states: 

1. Traditional test year ratemaking largely rests on the dual premises that utilities 

should make investment decisions subject to regulatory review after those investments are made, 

and that rates should be set and investments reviewed based on “test year” snapshots of utility 

costs.  The process is, by its very nature, both retrospective and litigious.  The utility is at risk not 

only for operational performance, but also that its decisions will be second-guessed and cost 

recovery denied for investments made in good faith.  That regulatory uncertainty discourages 

long term investment and planning, and potentially stifles or delays beneficial investments.  

Ultimately, the harm falls on customers as projects that could benefit customers are delayed or 

even become impractical to undertake.   

2. Alternative regulation under Section 9-244 allows another model that can benefit 

customers, utilities, and the public in ways that are unlikely to be obtained under traditional 

regulation.  Under this model, utilities, stakeholders, and the Commission can work together to 

develop, review, and approve ongoing investment programs before those investments are made.  

ComEd can make those investments under an objective and targeted incentive mechanism that 

rewards extraordinary performance and penalizes failings.  That targeted incentive structure 

enables customers to receive the same service and cost savings benefits from new investments as 

would be theoretically hoped for under traditional ratemaking (assuming the same investments 

could be made at all), but it delivers those benefits faster, in addition to giving customers the 

benefits of a guaranteed reduction in O&M costs. 

3. While a traditional rider recovery mechanism could provide the type of regulatory 

certainty needed to allow innovative and long term investment programs to proceed, ComEd 
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believes that alternative regulation can be superior.  Alternative regulation offers other benefits 

and protections not available through a rider.  While some riders have been criticized as diluting 

the incentive to control costs that results from fixing rates for a period of time, incentive 

regulatory proposals can provide strong incentives for a utility to continuously drive down costs 

and drive up efficiency.  A properly structured alternative regulatory proposal presents a win-win 

scenario that protects consumers, provides regulatory certainty, and facilitates the 

implementation of beneficial technical innovations. 

4. ComEd’s proposal is a pilot of alternative regulation and a means of testing 

whether it should be pursued on a larger scale.  Although the specific investments proposed are 

very important, the proposal is also designed so that customers are not at risk.  Customers are 

guaranteed to receive financial benefits from the alternative regulation plan that they could not 

otherwise get, on top of the benefits of the specific programs implemented through alternative 

regulation.  Moreover, the total dollars proposed to flow through the alterative rate mechanism 

are modest compared to ComEd’s overall costs and rates.   

5. ComEd proposes this targeted incentive rate plan because it can achieve two 

important ends: 

 It will benefit customers.  This proposal funds accelerated urban underground facility 

reinvestment that will improve reliability and create jobs. It implements an important 

pilot of zero-emission electric vehicles for utility operations.  It also provides a means of 

funding continued assistance for low-income customers after the current statutory 

programs expire.  It also provides a mechanism to move forward promptly with cost-

effective smart distribution technologies after the AMI Pilot, Illinois Statewide Smart 

Grid Collaborative (“ISSGC”), and the Commission’s policy docket are complete.  These 
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technologies can improve reliability, improve energy efficiency and demand response, 

and hopefully lower customers’ energy costs. 

 It will give the Commission, ComEd, and stakeholders valuable experience with 

incentive ratemaking and with the process of collaboratively and prospectively guiding 

long-term investment programs.  Alternative regulation of this nature is untried in 

Illinois.  Traditional regulation is well understood, but it is both retrospective and 

litigation intensive.  This, in turn, creates regulatory uncertainty that discourages long 

term investment planning.  This pilot can bring stakeholders and the Commission 

together to begin to develop a framework that reduces regulatory uncertainty and 

increases capital investment while at the same time increasing efficiency and improving 

ratepayer protections. 

The Proposed Programs   

6. Together with the alternative regulation mechanism itself, ComEd offers four 

programs that can benefit customers and be implemented through the alternative regulation tariff.  

Three of these programs could go into effect immediately upon approval of the mechanism: 

(1) an accelerated Urban Underground Facility Reinvestment program; (2) a pilot of EVs in 

utility operations; and (3) a Low Income Assistance Program.  The alternative regulation plan 

also provides a mechanism to fund deployment of smart technologies, including Advanced 

Metering Infrastructure (“AMI”) and Distribution Automation (“DA”), after the Commission 

approves specific investment plans and budgets.  These plans and budgets will be proposed after 

completion of the AMI Pilot, the ISSGC, and the Commission’s Smart Gird policy docket. 
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Programs that Would Begin Upon Plan Approval 

7. The Urban Underground Facility Reinvestment (“UUFR”) program would 

provide an incremental $45 million to accelerate proactive maintenance and reconstruction of 

mainline cable and manholes in Chicago and other urban areas.  Of this, $30 million would be 

capital investment and $15 million would be incremental operating and maintenance (“O&M”) 

expense over the 18 months of the UUFR program.  ComEd estimates that this program will 

allow it to rebuild or refurbish approximately 2,400 – 3,600 manholes and replace approximately 

25 – 37 miles of cable.  This would prevent about 30,000 to 40,000 customer interruptions over 

the 18 months that the program is underway – and many more thereafter.  The UUFR program 

and its benefits are described in greater detail in the testimony of Ms. Blaise (ComEd Ex. 4.0).  

As discussed in the testimony of Dr. Hemphill (ComEd Ex. 1.0), the additional investment will 

also create jobs.  Not only will the project itself employ workers, but the additional investment 

and economic activity will also create jobs indirectly through what economists refer to as the 

multiplier effect.  

8. The alternative regulation plan would fund investment of $5 million in a pilot of 

utility EVs and charging stations.  This operational pilot not only will help educate ComEd and 

the public about uses of commercial EVs, but will have its own environmental benefits.  This 

program is described in greater detail in the testimony of Mr. McMahan (ComEd Ex. 2.0).   

9. The alternative regulation plan will also fund a comprehensive Low Income 

Assistance Program.  ComEd proposes to devote $10 million each year to assist low income 

customers who are not otherwise receiving sufficient aid.  ComEd will recover no additional 

costs through this program; every dollar of funds collected will be used to aid customers.  

Assistance would be distributed through the same types of programs that are now being funded 
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through the soon-to-expire legislative mechanism.  Absent this proposal, low income customers 

could be at risk of losing a significant source of assistance that enables many to receive essential 

electric service.  ComEd’s Low Income Assistance Program is described further in the testimony 

of Ms. Emmons (ComEd Ex. 5.0).   

Programs that Would Begin Upon Subsequent Approval 

10. Smart technology development would be funded under the alternative regulation 

plan upon subsequent Commission approval of AMI or DA projects that are found by the 

Commission to be cost-beneficial.  ComEd would fund such projects up to a total of $95 million 

of additional investment.  AMI investments may include: (1) accelerated deployment of 

additional AMI meters and an Outage Management System (“OMS”) Interface; and (2) 

expansion of Customer Applications of the type that were approved by the Commission in 

Docket No. 09-0263.  The DA investments may include: (1) Automatic Switches and Reclosers; 

(2) Automatic Line Reconfiguration equipment; (3) Enhanced Line Isolating Control; and (4) 

Intelligent Substations.  Potential AMI investments are described in the direct testimony of Mr. 

Marquez (ComEd Ex. 3.0).  Potential DA investments are described in the testimony of Mr. 

McMahan (ComEd Ex. 2.0). 

11. Investments in AMI and DA will only occur after Commission approval of 

specific smart technology proposals in a subsequent proceeding.  The Commission’s decision 

will be informed by stakeholder input, the lessons learned from ComEd’s AMI Pilot approved by 

the Commission in ICC Docket No. 09-0263, the results of the ISSGC, and the policies 

articulated in the upcoming Smart Grid policy docket.  Specific capital and O&M budgets for 

each AMI and DA investment would be developed and approved in an implementation 

proceeding.  The timeline for these events is illustrated on the chart below. 
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The Alternative Regulatory Mechanism  

12. Instead of ComEd unilaterally making investment decisions subject to after-the-

fact-review, ComEd will vet its proposals with stakeholders and obtain Commission approval 

before resources are expended.  Investment decisions for all programs except smart technology 

proposals will be made in this proceeding; and determinations for smart technology proposals 

will be made in a subsequent Commission proceeding.  Each approved program will include a 

capital and O&M budget along with a benchmark of the investment or work that is to be 

accomplished within those budgets.  Capital costs and O&M costs each have incentive 

mechanisms. 

13. With respect to capital, ComEd will recover a return of and on its actual 

investment for each project until an order is entered in the Commission’s biennial review 
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proceeding after the project is complete.  At that time, ComEd’s performance on the completed 

project will be reviewed against the Commission-approved budget.  If ComEd has completed the 

project at a capital cost that is within 5% of the approved capital budget (a ±5% “deadband”), 

then ComEd will continue to recover its carrying costs through Rate ACEP until such time that 

the investment is included in rate base in a future general rate case.  In the event that the capital 

cost exceeds 105% of the capital budget, ComEd will collect no carrying costs on the difference 

between its actual investment expenditure and the budgeted amount until consideration is given 

to the prudence and reasonableness of the expenditure in excess of the budget in ComEd’s next 

general rate case.  In addition, any carrying charges previously recovered under Rate ACEP for 

such difference (the amount above the approved budget) will be refunded to customers.  

Conversely, if capital investment is under budget (i.e., comes in under the 5% deadband), then 

ComEd will share with customers on a 50/50 basis the savings realized as compared to the 

budget.   

14. The recovery of O&M costs also contains an incentive mechanism for ComEd, as 

well as a guarantee of financial benefits for customers on top of the benefits of the programs 

themselves.  ComEd proposes to recover its O&M costs – which will already reflect any 

ascertainable operational savings – less a further voluntary deduction of 5% of those expenses up 

to a cap of $2 million.  That deduction will be credited directly to customers.  As a further 

incentive for ComEd to act efficiently, ComEd will recover no O&M costs above the budget.  

Only if ComEd beats the O&M budget by more than the voluntary deduction credited to 

customers can it gain any additional benefit from O&M cost savings.   

15. ComEd is proposing this alternative regulation mechanism at the same time as it 

is seeking an adjustment to its rates sufficient to recover its other costs of service.  Because this 
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alternative regulation plan contemplates ComEd investing additional capital of up to $130 

million and incurring additional O&M expense of up to $65 million, it is necessarily conditioned 

on ComEd receiving approval of rates that give it a reasonable opportunity to recover its other 

delivery costs.   

16. Upon approval of the alternative regulation plan, ComEd would move forward 

immediately with the accelerated Urban Underground Facility Reinvestment program, the EV 

Pilot, and the Low Income Assistance Program, and would begin recovering their costs.  Specific 

AMI and DA projects will not be proposed for Commission approval until three milestones are 

met: (1) the AMI Pilot and its evaluation have been completed; (2) the ISSGC has completed its 

report to the Commission as instructed in Docket No. 07-0566; and (3) the Smart Grid policy 

docket is concluded.   

17. In total, the incremental capital investment and O&M expenditures that could be 

authorized under the proposal – assuming that AMI and DA programs are approved by the 

Commission – is shown in the table below.   

Project 
O&M Capital 

$ millions 

Accelerated Smart Grid Deployment 

 190,000 additional AMI Meters and Outage 
Management System Interface 

 Accelerated deployment of Distribution Automation 
 Customer Applications 

 
$10 

 
- 

$20 

 
$55 

 
$40 

- 

Urban Underground Facilities Reinvestment Program $15 $30 

Electric Vehicle pilot - $5 

Low Income Assistance Program $20 - 
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Ongoing Commission Review  

18. As required by Section 9-244(c) of the PUA, the alternative regulation program is 

subject to review two years after it is initially approved and implemented.  That review will 

commence in June of 2013.  At that time, the EV Pilot, accelerated underground facility 

reinvestment program, and the Low Income Assistance Program will also have been underway 

for two years and they can be reviewed and modified, as appropriate, based on experience 

gained.  The smart technology program will have been in effect for a shorter period because AMI 

and DA investments will not occur until they are separately approved by the Commission.  

Further, the proposal contemplates additional biennial review proceedings to evaluate the 

alternative regulation plan and the projects it funds, as they evolve.   

The Proposed Alternative Regulation Plan Should Be Approved  

19. The Commission has authority to approve the proposal under Section 9-244 of the 

PUA.  Specifically, Section 9-244 provides that the Commission may authorize, for some or all 

of the regulated services of a utility, alternatives to rate of return regulation including, but not 

limited to, “flexible rate options” and “other regulatory mechanisms that reward or penalize the 

utility through the adjustment of rates based on utility performance.”  Section 9-244(b) requires 

the Commission to make eight findings before approving such a plan.  ComEd has satisfied these 

eight criteria:  

a. The plan is likely to result in lower rates than would be charged for 

the same services under traditional rate of return regulation.  From the start, 

customers’ rates will be lower than they would be if the same programs were 

implemented through traditional rate of return regulation.  Were ComEd to fund the same 

investments through traditional test year regulation – e.g., by annually filing a future test 

year general rate case – customers would receive no 5% credit and the realization of 
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savings would await the next general rate case.  Moreover, because of the pass-through 

nature of O&M costs under the plan, customers will receive the benefit of any actual 

operational savings and additional efficiency benefits without waiting for the next rate 

case, or for alternative regulation review.  The plan also limits the recovery of capital 

costs to approved budgeted amounts ±5%, incentivizes ComEd to reduce capital costs 

below approved budgeted amounts, and allows ratepayers to share in any savings 

achieved below the budgeted amounts.  These incentive and sharing mechanisms are 

likely to produce greater cost savings for ratepayers than would occur under traditional 

rate of return regulation. 

b. The plan is likely to result in other substantial and identifiable 

customer benefits that would not be otherwise realized.  The Urban Underground 

Facilities Reinvestment program has direct and significant reliability benefits.  The EV 

Pilot will help educate ComEd and the public about uses of commercial EVs.  ComEd’s 

Low Income Assistance Program will help customers who otherwise might be unable to 

receive essential electric service.  AMI and DA investments will timely proceed only if 

the Commission adopts this plan and then expressly finds those investments to be cost-

beneficial.  The AMI, DA, and EV projects also have potential environmental benefits.   

c. ComEd is in compliance with applicable Commission standards for 

reliability.  Implementing this proposal is not likely to adversely affect service reliability.  

In fact, the Urban Underground Facilities Reinvestment program and future AMI and DA 

investments are expected to increase service reliability.   

d. The proposed alternative regulation plan is not likely to result in 

deterioration of ComEd’s financial condition.  The plan allows ComEd to recover 
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budgeted capital carrying costs1 and incremental O&M, less the guaranteed customer 

credit, provided ComEd successfully implements the approved programs.   

e. Implementation of the plan is not likely to adversely affect the 

development of the competitive markets.  Indeed, AMI investment may improve the 

ability of competitive suppliers to deal with their customers. 

f. ComEd is in compliance with its obligation to offer delivery services 

pursuant to Article XVI of the PUA.  ComEd has offered delivery services since 1999, 

and continues to offer such services. 

g. The plan includes reporting requirements and other provisions that 

will enable the Commission to adequately monitor ComEd’s implementation of the 

plan.  The Commission will have a central role in determining the direction ComEd will 

take with future investments in Smart Grid technology, accelerated underground facility 

reinvestment, and EV, as well as low income assistance.  Further, Rate ACEP contains 

reporting requirements that will ensure that the Commission can adequately monitor the 

implementation of the program. 

h. The proposed plan provides for equitable sharing of any net economic 

benefits between the utility and its customers.  Customers get a guaranteed O&M 

credit and shared efficiency benefits, on top of program benefits.  In addition, ComEd’s 

recovery of its O&M expenses and return on capital investments are at risk.  Full 

recovery thereof is dependent on ComEd successfully bringing plan benefits to customers 

on or within the budget deadband.  

                                                 
1  In this context “carrying costs” means both a return on and of capital investment. 
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20. The benefits to customers and the public generally of the proposed alternative 

regulation plan and the investments it will enable are more fully discussed in the accompanying 

testimony and exhibits. 

WHEREFORE, Commonwealth Edison Company respectfully requests that the 

Commission enter an Order approving Commonwealth Edison’s Alternative Regulation Plan and 

authorizing ComEd to file and place into effect Rate ACEP, the tariff that implements that Plan. 

Dated: August 31, 2010 Respectfully submitted, 

COMMONWEALTH EDISON COMPANY 
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