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I.  EXECUTIVE SUMMARY AND INTRODUCTION 1 

 2 

A.  Witness Introduction 3 

 4 

A. PLEASE STATE YOUR NAME AND ADDRESS. 5 

A. My name is Barbara R. Alexander.  I use the title of Consumer Affairs Consultant.  I have 6 

an office at 83 Wedgewood Dr., Winthrop, ME 04364.   7 

 8 

Q. ON WHOSE BEHALF ARE YOU PRESENTING TESTIMONY IN THIS 9 

PROCEEDING? 10 

A. I am appearing as a witness on behalf of AARP.  AARP is a nonprofit, nonpartisan social 11 

welfare organization dedicated to making life better for people 50 and older.  AARP 12 

members in Illinois represent all segments of the socio-economic scale.  AARP and its 13 

members are a meaningful cross-section of the residential customers in Illinois and in the 14 

territory served by Commonwealth Edison Company (ComEd) which provides essential 15 

electric service in northern Illinois.  Moreover, a substantial percentage of AARP’s 16 

members live on fixed or limited incomes and have a direct interest in the prices charged 17 

for essential electricity service.  18 

B.  Purpose of Testimony 19 

 20 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 21 

A. I was retained by AARP to evaluate ComEd’s proposal to implement its Alternative 22 

Regulation program and provide recommendations based on my analysis of that filing.  23 

My testimony will describe the alternative regulation plan submitted by ComEd, compare 24 
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this proposal to the statutory criteria, discuss the proposed investment proposals in light 25 

of the purpose of an alternative regulation plan, identify the defects and questionable 26 

aspects of this proposal, and make a recommendation to the Commission as to whether 27 

this proposal is in the public interest. 28 

Q. PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATIONS 29 

WITH REGARD TO THE PROPOSED ALTERNATIVE REGULATION 30 

PROPOSAL 31 

A. I recommend that the Commission reject ComEd’s proposed Alternative Regulation 32 

proposal.  As I discuss in more detail in my testimony, this proposal is defective and 33 

should not be approved by the Commission pursuant to the Alternative Regulation Plan 34 

criteria set forth in Illinois law.  The following points reflect my overall concerns: 35 

 The Company has selected several unrelated investment proposals, one of which (the 36 

Smart Grid) is not even identified in terms of a specific proposal, but which is 37 

estimated to cost $95 million in capital costs and $30 million in O&M costs, and 38 

others of which bear no relationship to the need for an alternative rate plan for 39 

recovery of costs.  There is no evidence that the investments that ComEd has chosen 40 

to include in this proposal will result in rates that would otherwise be lower than if 41 

these programs were funded under traditional cost of service regulation.  Every one of 42 

the proposed projects can and routinely do occur under traditional cost of service 43 

regulation.  ComEd could implement all of these programs without any Commission 44 

pre-approval, with the possible exception of expanding ratepayer funded low income 45 

programs.  As a result, there is no benefit here for customers since the manner in 46 
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which ComEd is seeking cost recovery through the customer charge will result in 47 

higher rates for some customers than if ComEd sought recovery through the 48 

volumetric kWh charge for delivery services in a traditional base rate case. 49 

 The Company has not offered any identifiable benefits, performance metrics, or other 50 

means to assure that its proposal will adjust rates based on the utility’s performance;  51 

 The Company’s incentives are primarily weighted toward the Company and not 52 

customers. There is no basis for the proposal that passes through a 5% reduction in 53 

O&M costs that would not otherwise occur except through this proposal would be 54 

sufficient or reasonable, particularly when ComEd controls the basis for the 55 

derivation of the budget.  ComEd’s proposed incentive with respect to recovery of 56 

capital costs is a “no risk” proposition to the Company since any under-recovery 57 

could be the subject of a request for recovery in a future base rate case, thus 58 

eliminating the purpose of an alternative rate plan.  Finally, ComEd’s proposal to 59 

intimately involve the Commission in the approval of specific projects, project 60 

budgets, and project selection is a transfer of risks from the Company to the 61 

customers.  The Company’s proposal is designed to get approval prior to 62 

implementation of any significant decision, thus conflicting with what is the statutory 63 

purpose  of alternative regulation, which is to focus on the utility’s actual 64 

performance and compare that performance to traditional cost of service regulation; 65 

 The Commission should not establish any precedent for the manner of cost recovery 66 

for Smart Grid deployment costs as ComEd seeks in this proposal.  Rather, any 67 

decision about cost recovery should be done in the context of a specific request for 68 
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additional deployment where all the costs and benefits can be evaluated in an 69 

evidentiary proceeding.  In general, Smart Grid deployment costs should be recovered 70 

in a base rate case, similar to recovery policies in place in Maryland, Nevada, 71 

Delaware, and Michigan.  Finally, Smart Grid deployment should be implemented 72 

based on an overall deployment plan that identifies the full range of potential 73 

investments, their costs, potential customer benefits, bill impacts, and include a 74 

schedule for multi-year implementation to modernize the distribution system.  No 75 

such plan has been submitted in this proceeding. 76 

 While AARP appreciates the Company’s recognition that low income customers need 77 

additional financial assistance, ComEd has historically funded such programs with 78 

shareholder contributions.  It is not appropriate to initiate a significant budget of $20 79 

million in this proceeding and change the method of cost recovery for these programs 80 

without a full evaluation of both what might be needed and how funding should be 81 

coordinated with the existing financial assistance programs, particularly the newly 82 

developed PIPP which has not yet been implemented. Again, there is nothing special 83 

with respect to funding low income programs that suggests that cost recovery through 84 

the fixed customer charge is either appropriate or necessary since many other states 85 

funds such programs through base rates.  Furthermore, there is a potential that 86 

ComEd’s proposed method of cost recovery through the customer charge for all of 87 

these Alternative Regulation Plan programs would actually harm low income 88 

customers more than other customers because these customers use less electricity on 89 

average than other residential customers.   90 
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                                     91 

 92 

C.  Background and Qualifications 93 

 94 

Q. PLEASE PROVIDE YOUR BACKGROUND AND QUALIFICATIONS. 95 

A. I opened my consulting practice in March 1996, after nearly ten years as the Director of 96 

the Consumer Assistance Division of the Maine Public Utilities Commission.  While 97 

there, I managed the resolution of informal customer complaints for electric, gas, 98 

telephone, and water utility services, and testified as an expert witness on consumer 99 

protection, customer service and low-income issues in rate cases and other investigations 100 

before the Commission. My current consulting practice focuses on regulatory and 101 

statutory policies concerning consumer protection, service quality and reliability of 102 

service, customer service and low-income issues associated with both regulated utilities 103 

and retail competition markets.  I have had more than 20 years of experience in 104 

representing residential customers in utility regulation. 105 

 I have testified concerning cost recovery and proposed tariff provisions relating to 106 

advanced or smart meter proposals, low income programs, and the service quality and 107 

reliability of service conditions associated with alternative rate plans. 108 

 My recent clients include the state public advocate offices in Pennsylvania, 109 

Washington, Maryland, Ohio, Maine, and Massachusetts, as well as AARP state offices 110 

(Montana, New Jersey, Maine, Ohio, Virginia, Idaho, Maryland, Mississippi, and the 111 

District of Columbia).  I have testified before state regulatory commissions in more than 112 

15 states, including Illinois, and in Canada.     113 
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 I am a graduate of the University of Michigan (1968) and the University of Maine 114 

School of Law (1976). I am currently registered as “inactive” with the Maine Board of 115 

Overseers of the Bar. 116 

 I attach my resume with a list of my publications and testimony as Exhibit No. 117 

BA-1. 118 

 119 

II.  CRITIQUE OF COMED’S ALTERNATIVE REGULATION PLAN 120 
 121 

A. Description Of ComEd’s Proposed Alternative Regulation Plan 122 

 123 

Q. PLEASE DESCRIBE COMED’S PROPOSED ALTERNATIVE REGULATION 124 

PLAN. 125 

A. As presented by ComEd witness Mr. Ross Hemphill,
1
 the Company is presenting an 126 

alternative regulation “pilot.”  This proposal consists of “advanced technologies and 127 

accelerating infrastructure reinvestment” which are designed to “benefit customers.”  128 

However, these “benefits” can only be achieved if the Company can obtain permission to 129 

fund these investments by means of a surcharge or tracker mechanism rather than through 130 

traditional base rate cases.  The Company also proposes that its proposal establishes “a 131 

means for the Commission to review, guide, and approve those initiatives before and 132 

during their implementation.”
2
  The Company alleges that, “The objective, in a 133 

theoretical sense, is to attain more desirable combinations of exceptional utility 134 

performance and lower regulatory cost than are possible under test year regulation.”
3
  The 135 

                                                 
1
 ComEd Ex. 1.0. 

2
 Hemphill Direct, ComEd Ex. 1.0, at 4, lines 81-86. 

3
 Ibid., at 5, lines 91-93. 
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pilot is intended to “benefit customers in an of itself and be a pilot of incentive regulation 136 

more generally.”
4
 137 

 Specifically, ComEd proposes five initiatives: 138 

 (1) A “mechanism” to move forward with the Smart Grid and implement 139 

investments that that are not identified in this filing, but that would be approved by the 140 

Commission as a result of the Illinois Statewide Smart Grid Collaborative (ISSGC) and 141 

the forthcoming, but not yet initiated, Smart Grid Policy docket.  ComEd does not 142 

propose any specific investments under this category in this proceeding, but rather seeks 143 

approval of the cost recovery mechanism with the approval of specific projects after the 144 

completion of the ongoing AMI pilot and the Commission’s Smart Grid Policy Docket. 145 

 (2)  Two investments in ComEd’s distribution system:  $45 million for 146 

accelerated reinvestment in urban underground facilities; and $5 million for different 147 

types of electrically powered vehicles that would be used in ComEd’s vehicle fleet. 148 

 (3)  A proposal to spend $10 million each year for two years for low income 149 

customers and recover those costs from ratepayers. 150 

 (4)  A proposed process to actually determine program budgets and program 151 

design details in advance of ComEd’s implementation of any of these programs.  ComEd 152 

has proposed to make use of stakeholder input and two rounds of Commission review 153 

prior to deployment of the programs.  This would mean that the corresponding capital 154 

and O&M budgets for each program would be approved in advance and then reviewed as 155 

part of a biennial review process. 156 

                                                 
4
 Ibid., at 5, lines 100-101. 
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 (5)  A proposed 21-page tariff with a new Rate ACEP (Accelerated Customer 157 

Enhancements Pilot) which sets forth a mechanism for cost recovery in which ComEd 158 

would “commit” to capital investment and O&M budgets approved in advance by the 159 

Commission.  With regard to recovery of O&M expenses, ComEd would recover those 160 

costs as they are incurred, but only up to budgeted amounts, and with a predetermined 161 

credit to customers equal to 5% of O&M expenses, capped at $2 million.  With regard to 162 

capital costs, ComEd would recover actual carrying costs (return on investment) of 163 

investments up to the budgetary limits.  At the time of the biennial review, ComEd will 164 

compare its actual capital costs to the approved budget.  If costs exceed the budget by 165 

more than 5%, ComEd will recover no carrying costs on that cost overrun unless or until 166 

ComEd proves the prudency of those costs in a future base rate case.  If ComEd incurs 167 

capital costs that are 95% or lower than budgeted, ComEd and customers will share 168 

equally in these savings.  The tariff proposes that allowable costs will be recovered 169 

through the monthly customer charge.
5
 170 

 The Company presented the following table in its Petition which shows the 171 

maximum potential investments under its proposal if the estimated budgets for Smart 172 

Grid deployment are approved:   173 

 174 

 175 

 176 

 177 

 178 

 179 

 180 

 181 

                                                 
5
 ComEd Ex. 1.2, Sheet X+18. 
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Project       O&M    Capital  182 
            ($  millions) 183 

Accelerated Smart Grid Deployment 184 

 190,000 additional AMI Meters and Outage  $10    $55 185 

Management System Interface 186 

 Accelerated deployment of Distribution Automation    $40 187 

 Customer Applications    $20 188 

 189 

Urban Underground Facilities Reinvestment Program $15     $30 190 

 191 

Electric Vehicle pilot -         $5 192 

 193 

Low Income Assistance Program    $20   194 

 195 

TOTAL     $65    $130 196 

 197 

Q. WHAT DOES COMED STATE WILL BE LEARNED FROM THIS AMI PILOT? 198 

A. While this proposal is labeled a “pilot,” the Company did not submit any formal 199 

description of how the pilot would be evaluated or what criteria would be monitored to 200 

determine if it was a success.  According to Mr. Hemphill, “all parties (including 201 

ComEd) will learn during the process of considering this proposal and thereafter.”  202 

Further, “These programs will test whether these incentives can, as we expect, produce 203 

additional benefits for customers and ComEd.”
6
  I reviewed the proposed tariff submitted 204 

with this filing and except for details concerning the verification of the costs and the 205 

implementation of the formula for rate recovery of costs, I found no specific evaluation 206 

plan or other criteria that could be used by the public or the Commission to determine if 207 

the benefits actually occurred, what performance metrics would be established to 208 

                                                 
6
 Direct Testimony of Ross Hemphill, ComEd Ex. 1.0, page 11, lines 220-225. 
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determine the success of the pilot, or how or when the pilot would be evaluated to make 209 

this determination. 210 

B. Statutory Guidance Concerning Alternative Regulation Plans 211 

 212 

Q. PLEASE DESCRIBE THE STATUTORY GUIDANCE ASSOCIATED WITH 213 

ALTERNATIVE REGULATION PLANS. 214 

A. For the purpose of organizing my testimony and my overall evaluation of this proposal, it 215 

is important to keep in mind the statutory guidance concerning Alternative Regulation 216 

plans in Illinois.  The Illinois Alternative Regulation Plan law
7
 authorizes the 217 

Commission to: 218 

…authorize for some or all of the regulated services of that 219 
utility, the implementation of one or more programs consisting of 220 
(i) alternatives to rate of return regulation, including but not 221 
limited to earnings sharing, rate moratoria, price caps or 222 
flexible rate options, or (ii) other regulatory mechanisms that 223 
reward or penalize the utility through the adjustment of rates 224 
based on utility performance. In the case of other regulatory 225 
mechanisms that reward or penalize utilities through the 226 
adjustment of rates based on utility performance, the utility's 227 
performance shall be compared to standards established in the 228 
Commission order authorizing the implementation of other 229 
regulatory mechanisms. 230 

 231 

 The statute also contains specific criteria governing the Commission’s approval of a  232 

 233 

Petition. The Commission must specifically find: 234 

 235 

 236 
        (1) the program is likely to result in rates lower  237 

     
than otherwise would have been in effect under traditional rate of return 

regulation for the services covered by the program and that are 

consistent with the provisions of Section 9-241 of the Act8; and 
        (2) the program is likely to result in other  238 

     
substantial and identifiable benefits that would be realized by customers 

served under the program and that would not be realized in the absence of 

the program; and 

                                                 
7
 Section 9-244 of the Illinois Public Utilities Act (“PUA”) (220 ILCS Act 5/9). 

8
 Referring to Construction Work in Progress or CWIP. 
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        (3) the utility is in compliance with applicable  239 

     
Commission standards for reliability and implementation of the program is 

not likely to adversely affect service reliability; and 
        (4) implementation of the program is not likely to  240 
     result in deterioration of the utility's financial condition; and 
        (5) implementation of the program is not likely to  241 
     adversely affect the development of competitive markets; and 
        (6) the electric utility is in compliance with its  242 
     obligation to offer delivery services pursuant to Article XVI9; and 
        (7) the program includes annual reporting  243 

     
requirements and other provisions that will enable the Commission to 

adequately monitor its implementation of the program; and 
        (8) the program includes provisions for an equitable  244 

     
sharing of any net economic benefits between the utility and its 

customers to the extent the program is likely to result in such benefits. 
 245 

 246 

Q. CAN YOU COMPARE COMED’S PROPOSAL TO THE TWO TYPES OF 247 

ALTERNATIVE REGULATION PLANS THAT ARE AUTHORIZED? 248 

A. Yes.  ComEd did not discuss the statutory language setting forth the two types of 249 

alternative rate plans in its filing.  As a result, I am not entirely clear which type of 250 

alternative regulatory plan ComEd has proposed.  However, I conclude that ComEd has 251 

not proposed an alternative regulation plan that would govern the setting of rates for 252 

regulated activities in general which is the subject of the first type of alternative 253 

regulation plan described in the statute.  Rather, ComEd’s proposal focuses on a 254 

surcharge for cost recovery of only certain activities and does not change the overall 255 

method or process for establishing rates, rate of return, price caps or other “flexible rate 256 

options” as authorized in the statute.
10

  Therefore, I conclude that ComEd is seeking 257 

approval based on the other alternative type of plan, that is, a regulatory mechanism that 258 

would reward or penalize a utility’s rates based on actual performance.  Under this 259 

                                                 
9
 Referring to the Customer Electric Choice and Rate Relief Law of 1997. 

10
 I am familiar generally with this type of alternative regulation since all the Maine electric utilities operate under a 

price cap plan in which revenues and rates are adjusted annually based on a Commission approved price index and 

various adjustments that reflect exogenous events and the operation of a Service Quality Index, which requires 

penalties to be paid to customers for the failure to achieve predetermined annual performance standards. 
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alternative type of alternative rate plan, “the utility's performance shall be compared to 260 

standards established in the Commission order authorizing the implementation of other 261 

regulatory mechanisms.” 262 

 263 

III.  DISCUSSION OF THE SPECIFIC DEFECTS IN COMED’S 264 

ALTERNATIVE RATE PLAN PROPOSAL 265 

 266 

Q. BASED ON YOUR INTERPRETATION OF COMED’S PROPOSAL AND THE 267 

CRITERIA THAT THE COMMISSION MUST ADDRESS IN ITS EVALUATION 268 

OF THIS PROPOSAL, PLEASE IDENTIFY THE KEY DEFECTS WITH 269 

COMED’S PROPOSAL 270 

A. In general, this proposal is defective and should not be approved by the Commission 271 

pursuant to the Alternative Regulation Plan criteria.  I will discuss the specific defects 272 

and questionable plan design in more detail, but the following points reflect my overall 273 

concerns: 274 

 The Company has selected several unrelated investment proposals, one of which (the 275 

Smart Grid) is not even identified in terms of a specific proposal, but which is 276 

estimated to cost $95 million in capital costs and $30 million in O&M costs, and 277 

others of which bear no relationship to the need for an alternative rate plan for 278 

recovery of costs.  There is no evidence that the investments that ComEd has chosen 279 

to include in this proposal will result in rates that would otherwise be lower than if 280 

these programs were funded under traditional cost of service regulation.  Every one of 281 

the proposed projects can and routinely do occur under traditional cost of service 282 

regulation.  ComEd could implement all of these programs without any Commission 283 
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pre-approval, with the possible exception of expanding ratepayer funded low income 284 

programs.  As a result, there is no benefit here for customers since the manner in 285 

which ComEd is seeking cost recovery through the customer charge will result in 286 

higher rates for some customers than if ComEd sought recovery through the 287 

volumetric kWh charge for delivery services in a traditional base rate case. 288 

 The Company has not offered any identifiable benefits, performance metrics, or other 289 

means to assure that its proposal will adjust rates based on the utility’s performance;  290 

 The Company’s incentives are primarily weighted toward the Company and not 291 

customers. There is no basis for the proposal that passes through a 5% reduction in 292 

O&M costs that would not otherwise occur except through this proposal would be 293 

sufficient or reasonable, particularly when ComEd controls the basis for the 294 

derivation of the budget.  ComEd’s proposed incentive with respect to recovery of 295 

capital costs is a “no risk” proposition to the Company since any under-recovery 296 

could be the subject of a request for recovery in a future base rate case, thus 297 

eliminating the purpose of an alternative rate plan.  Finally, ComEd’s proposal to 298 

intimately involve the Commission in the approval of specific projects, project 299 

budgets, and project selection is a transfer of risks from the Company to the 300 

customers.  The Company’s proposal is designed to get approval prior to 301 

implementation of any significant decision, thus conflicting with what is the statutory 302 

purpose  of alternative regulation, which is to focus on the utility’s actual 303 

performance and compare that performance to traditional cost of service regulation; 304 
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 The Commission should not establish any precedent for the manner of cost recovery 305 

for Smart Grid deployment costs as ComEd seeks in this proposal.  Rather, any 306 

decision about cost recovery should be done in the context of a specific request for 307 

additional deployment where all the costs and benefits can be evaluated in an 308 

evidentiary proceeding.  In general, Smart Grid deployment costs should be recovered 309 

in a base rate case, similar to recovery policies in place in Maryland, Nevada, 310 

Delaware, and Michigan.  Finally, Smart Grid deployment should be implemented 311 

based on an overall deployment plan that identifies the full range of potential 312 

investments, their costs, potential customer benefits, bill impacts, and include a 313 

schedule for multi-year implementation to modernize the distribution system.  No 314 

such plan has been submitted in this proceeding. 315 

 While AARP appreciates the Company’s recognition that low income customers need 316 

additional financial assistance, ComEd has historically funded such programs with 317 

shareholder contributions.  It is not appropriate to initiate a significant budget of $20 318 

million in this proceeding and change the method of cost recovery for these programs 319 

without a full evaluation of both what might be needed and how funding should be 320 

coordinated with the existing financial assistance programs, particularly the newly 321 

developed PIPP which has not yet been implemented. Again, there is nothing special 322 

with respect to funding low income programs that suggests that cost recovery through 323 

the fixed customer charge is either appropriate or necessary since many other states 324 

funds such programs through base rates.  Furthermore, there is a potential that 325 

ComEd’s proposed method of cost recovery through the customer charge for all of 326 
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these Alternative Regulation Plan programs would actually harm low income 327 

customers more than other customers because these customers use less electricity on 328 

average than other residential customers.   329 

 330 

A. The Company has proposed several unrelated investments, none of 331 

which are justified as needing cost recovery under an Alternative 332 

Rate Plan. 333 

 334 

Q. IS THERE ANY BASIS FOR COMED’S SELECTION OF ITS PROPOSED 335 

INVESTMENTS FOR THIS ALTERNATIVE REGULATION PLAN? 336 

A. No.  ComEd has selected four types of unrelated investments without any justification for 337 

why these particular expenditures were selected to be funded through an increased 338 

customer charge in Rider ACEP as opposed to routine base rate case cost recovery.  Nor 339 

has ComEd justified these selections based on any overall plan or long term investment 340 

analysis that justifies why these particular areas would benefit from an alternative 341 

regulation plan.  In fact, ComEd views its proposed investments as “incremental” on the 342 

to the extent that they “in addition to the investments and expenditures that comEd is 343 

making in other areas” and they are “also incremental to the 2009 test year.”
11

  ComEd 344 

has not selected a particular function, particular purpose, or particular type of expenditure 345 

that would, as a whole, provide a proper analysis for comparing results under an 346 

alternative regulation plan as compared to traditional cost of service regulation.  For 347 

example, 348 

                                                 
11

 ComEd Response to IIEC 1.07. 
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 ComEd has proposed a future investment in Smart Grid technologies without 349 

any justification as to how the projected dollar amount and type of particular 350 

investments in Distribution Automation and AMI were chosen, how they 351 

relate to any full scale deployment of either Distribution Automation or AMI.  352 

ComEd has not even identified any particular level of or type of investment in 353 

this proceeding, seeking instead an approval for a method of cost recovery 354 

through a Rider mechanism for investments that will be subsequently 355 

identified and approved after the Commission completes its review of the 356 

ISCSG report
12

 and a future docket that is not yet initiated, the so-called Smart 357 

Grid Policy Docket.  As a result, there is no basis for approving any particular 358 

investment in this proceeding and the Commission is unable to make any 359 

determination that rates would be lower than under traditional cost of service 360 

regulation or that customer benefits would be greater than under traditional 361 

cost of service regulation.   362 

 ComEd’s proposal for a $45 million investment in Underground facilities ($30 363 

million in capital costs and $15 million in O&M) is not accompanied by any 364 

long term investment plan or other analysis that would indicate that this 365 

particular investment is properly targeted or necessary compared to the 366 

Company’s routine investments to assure adequate reliability of service.  The 367 

Company has stated that the purpose of this program is not to address the 368 

                                                 
12

 It should be noted that the ISCSG Report does not make any recommendations concerning the proper means of 

cost recovery for Smart Grid investments.  Rather, the Report identifies the pros and cons of various optional cost 

recovery methods.  Therefore, there is no guidance from that process that suggests that ComEd’s proposal to recover 

its proposed Smart Grid investments in this proceeding via a surcharge or tracker mechanism should be adopted. 
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“backlog” of ongoing maintenance work, but to improve reliability and that 369 

previously identified work items will be completed for this investment area.
13

  370 

However, the Company has not quantified any projected impact on reliability 371 

of service that accompanies this proposed investment of what appears to be 372 

routine maintenance that is already “in the pipeline” of its ongoing 373 

maintenance activities. 374 

 The low income program expenditure is not accompanied by any analysis of 375 

current expenditures for low income programs and their effectiveness, an 376 

analysis of the need for additional funding by ratepayers as opposed to the 377 

current funding streams by shareholders, or why funding such expenditures 378 

through a separate Rider is somehow beneficial to customers compared to 379 

expenditures that flow through base rates.  380 

B. ComEd has not Proposed Performance Metrics or Any Means to 381 

Determine Whether Rates will be Adjusted Based on Performance 382 

 383 

Q. HAS COMED PROPOSED ANY PERFORMANCE METRICS OR 384 

METHODOLOGY TO TRACK ACTUAL PERFORMANCE IN ITS PROPOSED 385 

COST RECOVERY METHOD? 386 

A. No.    ComEd has not proposed any objective or quantifiable means to evaluate its 387 

performance other than keeping to its predetermined budgets for any of the four areas of 388 

proposed investment.  The Company states in its Petition that each program will include a 389 

                                                 
13

 ComEd Response to JVS 3.02. 
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“benchmark of the investment or work that is to be accomplished within those budgets.”
14

  390 

However, ComEd defines the term “benchmark” as referring to ComEd’s ability to meet 391 

or beat the applicable capital investment budget, within a plus or minus 5% deadband, 392 

and to perform the work within the O&M budgets, less its “voluntary” deduction of 5% 393 

of those expenses up to a cap of $2 million.
15

  A proper implementation of alternative 394 

regulation (and which is clearly required by the Illinois statute) requires the identification 395 

of performance areas, the identification of performance metrics to assure that 396 

performance is measured against an historical baseline, and verification of results during 397 

and after the term of the program.  ComEd has failed to identify any means by which 398 

customer benefits will be tracked, delivered, or verified in any of its proposed investment 399 

areas.  ComEd’s proposal to submit reports to the Commission on a regular basis is not 400 

sufficient.  The purpose of alternative regulation in Illinois law is not to submit reports, 401 

but to identify how benefits that would not otherwise occur will be measured, what 402 

results will be tracked and reported, and how the baseline performance against which 403 

performance under the alternative regulation plan will be measured. 404 

Q. COMED’S FILING IS REPLETE WITH THE ASSERTION THAT CUSTOMERS 405 

WILL BENEFIT FROM THESE PROPOSED INVESTMENTS.  PLEASE 406 

RESPOND. 407 

A. The issue is not whether ComEd’s chosen investments might benefit customers.  They 408 

very well might benefit customers.  However, the Company has not demonstrated that 409 

those benefits will occur in a manner that is different in type or degree compared to 410 
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 ComEd Petition, Para. 12, page 7. 
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benefits that would occur in the normal course if ComEd implemented these investments 411 

and sought cost recovery in a traditional base rate case.  Finally, the mere assertion of 412 

benefits without any methodology to track and assure the delivery of those benefits in any 413 

of its proposed investments make the Company’s assertion hollow and without any 414 

weight. 415 

C. ComEd’s Proposed Incentives are Inadequate and Will Not Assure 416 

that Net Benefits will be Delivered to Customers 417 

 418 

Q. HAS COMED PROPOSED INCENTIVES THAT PROPERLY REFLECT RISKS 419 

AND REWARDS IN YOUR OPINION? 420 

A. No.  ComEd has proposed that a percentage of O&M costs incurred under its proposal be 421 

credited to ratepayers, but this 5% percentage is not based on any justifiable analysis, 422 

experience, or other method to link actual performance with adjustment of rates.  423 

Furthermore, it appears to guarantee that 95% of the O&M costs incurred under these 424 

approved budgets will be recovered by ComEd through its proposed Rider and increased 425 

customer charge.  The same is true of the Company’s proposal concerning capital 426 

expenses.  ComEd’s proposal is that its projected budgets for each program be approved 427 

by the Commission after a stakeholder process, thus allowing ComEd to implement 428 

programs with pre-approved expenditures.  There is little or no risk to ComEd in such a 429 

method of cost recovery since the Company holds all the cards in terms of choosing the 430 

investments, knowing its internal cost structure, suggesting the budgets, and having the 431 

incentive to agree to a budget that it will make sure will include the necessary leeway to 432 

assure achievement.  The cost recovery method proposed by ComEd assures the 433 
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Company of cost recovery of all capital costs, since it reserves the right to seek cost 434 

recovery of unrecovered capital costs in the pilot in a future base rate case. 435 

 ComEd’s profits or ability to earn its authorized rate of return is not threatened in 436 

any manner by this proposal.  As a result, this proposal as designed by ComEd will 437 

transfer risks from shareholders to customers without any apparent benefit to customers 438 

in terms of actual performance and results associated with these proposed investments.   439 

Q. HAS COMED EVALUTED THE IMPACT OF ITS PROPOSED METHOD OF 440 

COST RECOVERY VIA A RIDER THAT WILL INCREASE THE CUSTOMER 441 

CHARGE COMPARED TO COST RECOVERY VIA BASE RATES? 442 

A. No.  This is a significant defect in the Company’s filing.  At no point in its filing has the 443 

Company alleged or documented that customers will benefit in terms of rates and costs 444 

compared to traditional cost of service regulation.  This is particularly important because 445 

ComEd’s proposed Rider will recover its costs through the customer charge, thus 446 

imposing higher costs on lower usage customers than if cost recovery occurred under 447 

traditional kWh charges for distribution services.
16

   448 

 The only information on rate impacts on customers filed by ComEd consists of an 449 

illustrative impact on customer bills in ComEd Ex. 1.4.  This presentation shows how 450 

customer bills would be impacted if the Electric Vehicle, Underground Investment, and 451 

Low Income programs budgets were approved.  In this exhibit, an average residential 452 

customer would pay approximately 25-27 cents per month during the proposed 2011-453 

2012 recovery period.  However, this presentation does not include any costs associated 454 
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 Any increase in a fixed customer charge impacts lower usage customers more severely because the customer 

charge increases the overall monthly bill no matter what actions are taken by the customer to reduce their bill by 

reducing kWh usage. 
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with ComEd’s proposal for Smart Grid investments in the amount of $95 million in 455 

capital costs and $30 million in O&M costs.  As a result, the presentation grossly 456 

underestimates customer bill impacts based on this proposal.  The Smart Grid capital 457 

costs are almost three times those of the other proposed investments combined.   458 

Q. HAS COMED DOCUMENTED ITS ASSERTION THAT THIS ALTERNATIVE 459 

REGULATION PLAN WILL “PROVIDE STRONG INCENTIVES FOR A 460 

UTILITY TO CONTINUOUSLY DRIVE DOWN COSTS AND DRIVE UP 461 

EFFICIENCY?”
17

 462 

A. No.  ComEd’s filing lacks any quantifiable or measurable linkage between its proposed 463 

investments, its proposed method of cost recovery, and the Company’s assertion that the 464 

Plan would drive down costs or drive up efficiency.  This is due in part to the Company’s 465 

proposed incentive mechanism which does not link cost recovery to actual performance.  466 

In addition, this lack of connection is due to the Company’s failure to actually identify 467 

any performance standards with respect to efficiency or benefits for customers.  In fact, it 468 

can be reasonably argued that the Company’s Alternative Regulation Plan as proposed 469 

will lessen the impetus to be more efficient compared to traditional cost recovery because 470 

the Company’s Plan would realistically impose no risk of cost recovery on shareholders. 471 

D. It is Premature and Inappropriate to Establish Cost Recovery 472 

Policies for Unknown and Future Smart Grid Investments 473 

 474 
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 ComEd Petition at Paragraph 3.  See Also ComEd Ex. 1.0, page 10, lines 199-200. 
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Q. HAS COMED JUSTIFIED OR SUPPORTED ITS PROPOSAL TO IDENTIFY 475 

FUTURE UNKNOWN SMART GRID INVESTMENTS THAT WOULD BE PAID 476 

FOR THROUGH RIDER ACEP IN THIS FILING? 477 

A. No.  Dr. Hemphill’s testimony is replete with unsupported assertions as to the potential 478 

benefits to customers from future Smart Grid investments and why those assertions 479 

should be relied upon to approve a cost recovery mechanism for investments that he has 480 

estimated could result in $95 million in capital costs and $30 million in O&M costs.  It is 481 

Dr. Hemphill’s position that “ongoing proceedings will show that at lesst some smart grid 482 

or additional AMI investment will be beneficial to customers.”  And, “Rate ACEP will 483 

allow ComEd to make these beneficial investments.”
18

  These vague and unsupported 484 

statements of potential future benefits that are not known at this time and that cannot be 485 

identified to support this filing should be rejected as premature and speculative.  The 486 

entire purpose of the ongoing ComEd AMI pilot programs will inform this Commission 487 

and the public about potential benefits and hopefully potential costs so that a reasonable 488 

discussion can occur as to costs and benefits.  Furthermore, it will and should remain 489 

ComEd’s responsibility to take the results of the pilot programs and develop a proposed 490 

deployment plan that lays out the potential path to a cost effective means to achieve a 491 

modernized distribution and transmission grid.  Since none of that factual information or 492 

proposal is yet available, it would premature in the extreme to decide on a funding 493 

mechanism in this proceeding. At no point in its filing can ComEd demonstrate that it has 494 

met the statutory criteria associated with performance-based ratemaking in this proposal. 495 
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 ComEd Response to IIEC 1.03. 
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Q. PLEASE DISCUSS YOUR PARTICULAR CONCERN WITH COMED’S 496 

PROPOSAL TO RECOVER SMART GRID EXPENDITURES THROUGH A 497 

RIDER MECHANISM. 498 

A. ComEd’s proposal appears to be an intent to involve the Commission in the actual 499 

decisions about Smart Grid deployment, the budget for such deployment, and obtain a 500 

“pre-approval” of expenditures for unidentified Smart Grid investments via a Rate 501 

recovery mechanisms that would recover costs from customers by means of the customer 502 

charge.  There is no actual Smart Grid deployment plan in this filing, nor has ComEd 503 

prepared such a plan.
19

  Nor are there any results from the ongoing AMI pilots that would 504 

suggest that additional investments of the type that ComEd has proposed initially in this 505 

filing would be cost effective for customers.  Rather, in my opinion ComEd is trying to 506 

establish a precedent to obtain Smart Grid cost recovery via a surcharge or tracker 507 

mechanism rather than through base rates.  Without any specific proposed investment or 508 

project, ComEd is asking this Commission to approve a Rate ACEP that identifies future 509 

potential recovery of up to $95 million in expenditures for Smart Grid deployment.   510 

 AARP opposes cost recovery for any Smart Grid investments via a surcharge that 511 

is added to fixed customer charges.  Rather, utilities should undertake investments in 512 

their distribution system based on long term planning and targeted and gradual 513 

investments in Smart Grid, whether Distribution Automation or AMI, and then seek cost 514 

recovery through base rates in a traditional rate case.   515 
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 In fact, Distribution Automation is currently being installed on ComEd’s system and presumably reflected in base 

rates.  ComEd Response to AG 1.15 and ComEd Response to AARP 1.27. 
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 AARP agrees with the recent decision of the Maryland Public Service 516 

Commission in rejecting Baltimore Gas & Electric’s (BGE) proposal to invest in AMI 517 

and obtain cost recovery through a tracker or surcharge mechanism: 518 

We find that a regulatory asset, recovered through base rate cases, provides the 519 

Company with an opportunity for recovery of prudently incurred costs, while 520 

synchronizing the cost to customers most closely with the onset of benefits.  521 

 522 

And: 523 

 524 

A key benefit of a regulatory asset is that it matches customer costs and benefits more 525 

closely than a tracker can. By providing the opportunity for ongoing rate case review 526 

of BGE’s costs and recovery, a regulatory asset also mitigates (and potentially 527 

allocates between BGE and its customers) the risks of this project.
20

 528 

 529 

 A similar approach was reflected in the Order issued by the Public Utilities 530 

Commission of Nevada on a proposal for full deployment of AMI by the Nevada electric 531 

utilities, but with cost recovery deferred to a future base rate case: 532 

While the Commission accepts the Advanced Service Delivery (ASD) proposal with 533 

the conditions specified herein, at the time the Companies seek cost recovery for the 534 

project, the Companies must produce evidence of the progress in achieving the 535 

benefits that were used as the basis to support this application, including verifiable 536 

savings relating to meter reading, field services, revenue protection, distribution 537 

planning, billing, credit collections, and load research.  The Companies are 538 

responsible for the execution of this project to ensure that the potential benefits are 539 

realized and that these benefits flow to the Companies’ customers in a manner that is 540 

equitable and commensurate with the risks involved in this endeavor.  Failure to 541 

demonstrate that the benefits of this program are reasonably realized could result in a 542 

rate base adjustment and or expense adjustment in future general rate cases.
21

 543 

 544 

Q. DO YOU SEEK A DECISION FROM THE COMMISSION AT THIS TIME AS 545 

TO THE PROPER COST RECOVERY METHOD FOR FUTURE SMART GRID 546 

DEPLOYMENT PROPOSALS? 547 
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 Maryland Public Service Commission, Case No. 9208, Order 83410 (June 21, 2010) 
21

 Public Utilities Commission of Nevada, Docket No. 10-03023, Order (July 30, 2010), at Para. 305, page 84.  
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A. Not necessarily.  I acknowledge that this may not be the proper proceeding to consider 548 

the implications for cost recovery of the vast array of potential Smart Grid investments 549 

and technologies that a utility may seek to deploy.  However, I do object to ComEd’s 550 

attempt to resolve this controversial and important policy decision in the context of an 551 

Alternative Regulation Plan that does not specifically identify any particular projects, 552 

document any measurable benefits, and fails to provide any means by which the alleged 553 

and unquantified benefits will be tracked, measured, reported, and linked to the 554 

Company’s proposed method of cost recovery. 555 

E. Funding For Additional Low Income Programs Should Only be 556 

Undertaken Based on a Review of Current Program Needs and 557 

Alternative Funding Sources 558 

 559 

Q. COMED PROPOSES EXPENDITURES OF $10 MILLION FOR TWO YEARS 560 

FOR A TOTAL OF $20 MILLION FOR LOW INCOME ASSISTANCE 561 

PROGRAMS.  WHY DO YOU OPPOSE THIS PROPOSAL? 562 

A. ComEd will expend $14.8 million for CARE programs in 2010, but anticipates that this 563 

proposal for Alternative Regulation Plan will result in funding all non-PIPP low income 564 

programs through Rate ACEP in 2011 and 2011.
22

  AARP supports well-designed low 565 

income bill payment assistance programs that are funded by ratepayers as well as 566 

shareholders.  However, AARP opposes this proposal which ties funding to alternative 567 

regulation.  First, there is no basis for linking funding for low income assistance 568 

programs to an Alternative Regulation Plan.  ComEd does not suggest that it could not or 569 

should not fund low income programs and recover its costs in a base rate case.  Second, 570 
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ComEd’s proposal is to obtain rate recovery for these expenditures from ratepayers to 571 

substitute for current programs that are funded primarily through shareholder dollars.  572 

This is not a net benefit for ratepayers since it results in higher rates to pay for existing 573 

programs.  Finally, ComEd has failed to propose any performance measurements or areas 574 

in which benefits would be tracked to determine if its performance under the Alternative 575 

Regulation Plan would provide net benefits to customers compared to traditional cost of 576 

service regulation and ratepayer funding through base rates. 577 

Q. HAS COMED EVALUATED ITS CURRENT PROGRAMS TO DETERMINE IF 578 

THEY ARE EFFECTIVE AND EFFICIENT IN PROVIDING ASSISTANCE TO 579 

LOW INCOME CUSTOMERS? 580 

A. No.  In fact, ComEd does not even know how many customers it serves that are “low 581 

income” (defined as households within income at or below 150% of federal poverty 582 

guidelines), claiming that it “…does not have, nor has any business reason to maintain, 583 

the information requested.”
23

  Yet, the Company requests “budget flexibility to introduce 584 

program changes or react to unforeseen circumstances” in its proposal to expend $10 585 

million each year for two years for these programs.
24

  The Company has not done any 586 

analysis of “need” or evaluated the most cost effective means to assist its (unknown) low 587 

income customers.  AARP cannot approve giving ComEd authority to expend $20 588 

million of ratepayer funds for ComEd’s CARE programs without some analysis to make 589 

sure that ComEd’s programs provide the best use of what all would agree are scarce 590 

resources compared to the overall need. 591 
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 592 

 593 

IV.  RECOMMENDATIONS 594 
 595 

Q. SHOULD THE COMMISSION APPROVE COMED’S PROPOSED 596 

ALTERNATIVE REGULATION PLAN? 597 

A. No.  The Commission should reject ComEd’s proposed Alternative Regulation Plan since 598 

it fails to comply with the purpose, intent, or criteria of the statute and will result in 599 

adverse impacts on customers with increased risks and costs that have not been 600 

documented as lessened compared to traditional cost of service regulation.   601 


