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Q. Please state your name, job title and business address. 1 

A. My name is David Brightwell.  I am an Economic Analyst in the Policy Program of 2 

the Energy Division of the Illinois Commerce Commission (“Commission”).  My 3 

business address is 527 East Capitol Avenue, Springfield, Illinois 62701. 4 

Q. Please describe your Education. 5 

A. I received a Ph.D. in economics from Texas A&M University in 2008.  My major 6 

fields of study were industrial organization and labor economics, and my minor field 7 

was econometrics.  I received a bachelor’s degree in political science in 1992 and a 8 

master’s degree in applied economics in 2002 from Illinois State University.  9 

Q. Please describe your professional experience. 10 

 I have been employed as an Economic Analyst with the Commission since June 11 

2008.  My work with the Commission has primarily focused on energy efficiency 12 

and Smart Grid related topics.  Prior to joining the Commission Staff (“Staff”), I 13 

attended Texas A&M University (2002-2008).  While attending Texas A&M, I was a 14 

teaching assistant for my dissertation advisor Professor John Moroney for the 15 

2002-2003, 2003-2004, and 2006-2007 academic years and his research assistant 16 

in the summer 2003 semester.  As a research assistant, I performed econometric 17 

analysis for the book Energy and Sustainable Development in Mexico written by 18 

John Moroney and Flory Dieck-Assad.  I was the instructor for various economics 19 

classes from the 2004 summer semester through the 2007-2008 school years.  20 

From 2000-2002, I served as a graduate assistant for David Loomis at Illinois State 21 

University.   22 

Q. Have you previously testified before the Commission? 23 
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A. Yes, I have.     24 

Q. What is the purpose of your testimony? 25 

A. Dr. Susan Tierney provided testimony for Commonwealth Edison Company 26 

(“ComEd” or “Company”) advocating a 40 basis-point adder to the Company’s 27 

return on equity (“ROE”) as a means to mitigate revenue erosion and risks related 28 

to energy efficiency programs required under Section 5/8-103 of the Illinois Public 29 

Utilities Act (“PUA”).  I recommend that the Commission reject Dr. Tierney’s 30 

proposal. 31 

Q.  Please describe the risks and revenue erosion for which Dr. Tierney believes 32 

a 40 basis-point adjustment to ROE provides a reasonable level of revenue to 33 

ComEd. 34 

A.  Dr. Tierney provides four reasons to support her conclusion.  They are that the 35 

revenues associated with a 40 basis-point adjustment “(1) remove a potential 36 

conflict between the interests of customers and shareholders; (2) send proper 37 

regulatory signals to all, including the investment community; (3) create positive 38 

support for energy efficiency; and (4) mitigate the combined effects of increased 39 

risks and diminished sales.”  (ComEd Ex 13.0, p. 21) Among the risks included in 40 

item (4) are the risk of performance penalties (Id, p. 26). 41 

Q. What issues that Dr. Tierney lists do you address?     42 

A. I address item (1) the potential conflict between the interests of customers and 43 

shareholders, item (3) the alleged positive support for energy efficiency and the risk 44 

of performance penalties included in item (4), mitigation of the alleged combined 45 

effects of increased risks and diminished sales.  I do not believe that increasing the 46 



Docket No. 10-0467 
ICC Staff Exhibit 8.0  

 

3 

ROE by any amount will do anything to remove a potential conflict between the 47 

interests of customers and shareholders or that it will create positive support for 48 

energy efficiency.  Additionally, I believe the risk of performance penalties is 49 

minimal.  50 

Q. What is it about energy efficiency plans that you believe causes a conflict 51 

between the interests of customers and shareholders?  52 

A. In Section 5/8-103(a) of the PUA, it is stated that electric energy efficiency and 53 

demand response programs are intended to benefit customers by reducing direct 54 

and indirect costs associated with environmental impacts and by delaying or 55 

avoiding the need for new generation, transmission, and distribution infrastructure.  56 

The conflict arises because ComEd’s distribution charge has a volumetric 57 

component.  Any kilowatt hour that is not sold reduces revenue to the Company.  58 

Most of the distribution costs are non-volume sensitive so that there is very little, if 59 

any, reduction in costs to the Company for eliminating the sale of that kilowatt hour.  60 

Decreasing sales and unchanging costs decrease profitability, so there is a conflict 61 

between providing benefits to customers and profits for shareholders.  62 

Q. Does an adder of 40 basis-points to ROE address this conflict?       63 

A.  No.  It actually makes the conflict worse because an adder to ROE increases the 64 

charge per kilowatt hour and the revenue the Company receives for selling that 65 

kilowatt hour.  With any adder to ROE, the incentive to reduce sales volumes 66 

decreases because a decrease in sales causes an even greater loss in profitability. 67 

Q. Does an adder to ROE create support for energy efficiency? 68 
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A. In my opinion, it does not.  There are three key groups that need to support the 69 

program for it to be effective.  One group is the vendors and contractors who 70 

promote the program to their potential customers and install measures.  I do not 71 

believe this group’s incentives or attitudes are correlated with the Company’s ROE.  72 

The second group is the customers of ComEd who are eligible for the program.  If 73 

this adder is approved, the Company’s revenue requirement increases.  74 

Accordingly, this means customers will pay more for the services they already 75 

receive than they would if there was no energy efficiency program.  I do not believe 76 

customers will have greater support for energy efficiency programs when it results 77 

in increases in their bills.  The third group is the Company who manages the 78 

programs.  The Company’s conflict is described in previous questions and answers.   79 

 Essentially, customers will be paying more for electric service because of energy 80 

efficiency than they would without the adder, and every kilowatt hour saved through 81 

energy efficiency causes the Company to lose even more revenue and profit than 82 

without an adder. 83 

Q.   Please describe the performance risk to the Company. 84 

A. Section 5/8-103(i) states that if after two years the Company fails to meet the 85 

efficiency standard specified in subsection (b) of Section 5/8-103 as modified by 86 

subsections (d) and (e), the Company shall make a $665,000 contribution to the 87 

Low-Income Home Energy Assistance Program.  For year 3, an additional 88 

contribution of $665,000 is made if the standard is not met.  Additionally, after year 89 

3 or in any other three-year period, if the Company fails to meet the standard of 90 

subsection (b) as modified by subsections (d) and (e), the responsibility for 91 
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implementing the energy efficiency measures shall be transferred to the Illinois 92 

Power Agency.  93 

Q. Why do think the risk of performance penalties is minimal? 94 

A. The financial penalties Dr. Tierney described are for risks associated with actions 95 

that already occurred or will conclude about six weeks after Reply Briefs on 96 

Exceptions are due in this case (ComEd Ex 13.0, page 26).  In ComEd’s previous 97 

energy efficiency plan filed in Docket No. 07-0540, if the Company did not believe it 98 

could reach the standards set forth in Section 5/8-103(b), it had the ability to 99 

propose lower goals as it is currently doing for the second three-year plan recently 100 

filed in Docket No. 10-0570 (see Ex. 1.0, table 2 on page 6, October 1, 2010).  No 101 

such proposal was made in the first three-year plan.  In my opinion, this means that 102 

the Company felt that it could achieve the standards established in subsection (b) 103 

within the budget limitations prescribed by subsection (d).  Furthermore, in Years 1 104 

and 2 of the first three-year plan, ComEd spent less than the budgetary cap, and it 105 

suspended activities on some programs because it believed it had reached those 106 

goals.  I do not understand why the Company would not continue to pursue greater 107 

savings if it felt it was at substantial risk of failing to meet the standards.  While it is 108 

unclear whether ComEd spent less in Year 3 than was allowed, its actions in Years 109 

1 and 2 make it reasonable to conclude it did not see a substantial risk of failure to 110 

meet the standards in Year 3. 111 

Q. Why do you believe its actions imply it is reasonable to conclude that the 112 

Company did not foresee a significant risk of failure to meet the standards in 113 

Year 3? 114 



Docket No. 10-0467 
ICC Staff Exhibit 8.0  

 

6 

A. The proposal approved in Docket No. 07-0540 allowed the Company to bank up to 115 

10% of savings from any year and to take credit for those savings in future years 116 

(Final Order, February 6, 2008, page 41).  In Year 1, the savings of 163,717 MWh 117 

that Dr. Tierney cites is approximately 10% higher than the 148,842 MWh goal 118 

(ComEd Ex 13.0, p. 15).  This excess savings can be used in Years 2 or 3 if 119 

necessary to avoid the penalty.  In addition to having bankable savings from Plan 120 

Year 1, the Company spent about $15.7 million less on energy efficiency than was 121 

allowable under subsection (d) for Plan Year 2 (Docket No. 10-0537, Ex. 2.0, p. 16 122 

Direct Testimony of Michael S. Brandt-Manager, Energy Efficiency Planning and 123 

Development for Commonwealth Edison Company, dated August 31, 2010). If 124 

ComEd reached the 10% excess savings it is allowed to bank in Year 2, it can use 125 

those savings to offset the risks of penalties in Year 3 along with the savings it 126 

banked for Year 1. If it did not reach its savings in Year 2, the Company had $15.7 127 

million at its disposal to use to reach that target.  128 

Q. Are there other reasons to believe ComEd reached the targets in Years 2 and 129 

3? 130 

A.  Yes.  ComEd’s second three-year energy efficiency plan states that the Company 131 

believes it will have banked 110,000 MWh by the end of Year 4 of the energy 132 

efficiency program. (Docket No. 10-0570, ComEd. Ex. 1.0, p. 7)   133 

Q. Please summarize your testimony. 134 

A. The Commission should reject a 40 basis-point adder to ROE or any other adder to 135 

ROE.  It does not address the conflict of interests between customers and 136 

shareholders that Dr. Tierney testifies exists (ComEd Ex 13.0, p. 21).  In fact, it 137 
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exacerbates that conflict of interest because the kilowatt hour charge is higher with 138 

a higher ROE than it will be without an ROE adder so that the Company loses even 139 

more revenue and profit for each kilowatt hour that is not consumed relative to the 140 

case that there is no basis-point adder to ROE.   141 

Additionally, I believe Dr. Tierney is incorrect in her assertion that any adder to ROE 142 

creates support for energy efficiency (Id, p. 21).  By increasing the Company’s 143 

ROE, the total revenue requirement increases, meaning customers will pay even 144 

more for energy efficiency programs than they would without the adder.  I do not 145 

think charging customers even more for electric distribution as a result of energy 146 

efficiency promotes customer acceptance of energy efficiency.  As stated 147 

previously, the Company’s incentive is further diminished with the increased adder 148 

because each kilowatt hour saved now costs the Company even more revenue and 149 

profit than it would without an adder. 150 

  151 

Finally, the Company’s actions are consistent with the risk associated with 152 

performance penalties being insignificant.  In Year 1, the Company reached its goal 153 

and banked the 10% allowed by the Order in Docket No. 07-0540.  In Year 2, it 154 

failed to spend about $15.7 million of available funds and in the three year plan filed 155 

in Docket No. 10-0570, the Company reports that it expects a total of 110,000 156 

MWhs to be banked by the end of the 4th year of the energy efficiency program.  157 

The Company’s actions and statements make it appear likely that the Company felt 158 

there was little risk of being penalized $665,000 for failing to reach the targeted 159 

savings in either Year 2 or Year 3. 160 
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Additionally, Section 5/8-103(d) of the PUA allowed the Company to propose a 161 

lower annual energy efficiency savings goal to the Commission if the Company did 162 

not believe it could reach the goals set forth in Section 5/8-103(b) within the budget 163 

limitations prescribed in subsection (d).  No such modification was presented in the 164 

plan that included Years 2 and 3.  This further evidence demonstrates that the 165 

Company felt the existing standards were achievable.   166 

Q. Does this conclude your testimony? 167 

A. Yes.      168 


