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I. Introduction 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Ross C. Hemphill.  My business address is 440 S. LaSalle, Suite 3300, 4 

Chicago, Illinois  60605. 5 

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

A. I am the Vice President, Regulatory Policy and Strategy of Commonwealth Edison 7 

Company (“ComEd”). 8 

B. Summary of Testimony 9 

Q. What are the purposes of your direct testimony? 10 

A. I introduce and describe ComEd’s alternative regulation pilot proposal.  This proposal is 11 

intended to give the Commission, ComEd, and other stakeholders experience with 12 

alternative regulation.  It proposes realistic incentive mechanisms, but because it is a pilot 13 

it is limited in scope and funding to four specific initiatives that will benefit customers: 14 

low income assistance, accelerated underground facility reinvestment in urban areas, a 15 

pilot of zero-emission utility electric vehicles (or “EVs”), and deployment of cost-16 

beneficial smart technologies.  An incentive mechanism like ComEd proposes is ideal for 17 

these initiatives and is the logical next step in the Illinois Commerce Commission’s 18 

(“Commission”) efforts to oversee deployment of Smart Grid technologies.  I also 19 

explain how ComEd’s proposal meets all of the requirements of Section 9-244 of the 20 

Public Utilities Act (the “PUA”) and meshes with ComEd’s pending general rate case.1   21 

                                                 
1 Commonwealth Edison Co., ICC Docket No. 10-0467 (the “2010 Rate Case”). 
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Q. How is your direct testimony organized? 22 

A. The substance of my testimony is organized in the following sections: 23 

 In Section II, I provide a brief overview of the alternative regulation pilot and explain 24 

why we are proposing these initiatives in an alternative regulation framework.   25 

 In Section III, I describe the specifics of the proposed alternative regulation plan and 26 

the tariff that implements it.  I describe how the proposed structure strongly 27 

encourages efficiency and assures customers lower rates than under test year 28 

ratemaking, while also giving ComEd the opportunity to recover its costs.   29 

 In Section IV, I show that ComEd’s alternative regulation proposal meets each of the 30 

criteria set out in Section 9-244 of the Public Utilities Act (the “PUA”).  I also 31 

explain why alternative regulation is the right mechanism to use for these investments 32 

and how it benefits customers, economically and socially. 33 

 In Section V, I provide a brief summary of the testimony of the other witnesses that 34 

support ComEd’s proposal. 35 

C. Background and Qualifications 36 

Q. What are your duties and responsibilities at ComEd? 37 

A. As Vice President, Regulatory Policy and Strategy, I have executive responsibility for the 38 

development of ComEd’s regulatory policies and strategies for ComEd’s distribution 39 

business and for ComEd’s distribution rates.  This responsibility includes development of 40 

ComEd’s new distribution tariffs and rate proposals.  I also have a central role in the 41 

development of new customer service and regulatory initiatives, such as those called for 42 

in the Commission’s Final Orders in Docket Nos. 07-0566 and 09-0263.   43 
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Q. What was your professional experience prior to assuming your duties with ComEd? 44 

A. My entire professional career has been spent in the energy and utility industries in 45 

positions in industry, government, and non-profit regulatory support organizations.   46 

Most recently, I served as ComEd’s Director, Rates & Regulatory Strategies, 47 

where I managed ComEd’s rate department and managed and coordinated ComEd’s 48 

relationship with Illinois regulatory bodies including the Commission and its Staff. 49 

From 2008 until joining ComEd in 2009, I was a Director at Black & Veatch 50 

Corporation, which is an engineering, consulting, and construction company that 51 

specializes in infrastructure development in energy, water, telecommunications, 52 

management consulting and environmental markets, as well as support to federal 53 

agencies.  At Black & Veatch, I was responsible for developing and managing projects 54 

that provided a broad range of regulatory services to utility clients. 55 

From 2007 to 2008, I was a Principal Consultant at Freeman, Sullivan & Co., a 56 

research and consulting firm that provides expert testimony, statistical analysis, economic 57 

modeling, field studies, and data collection that can serve as the basis for public policy 58 

programs and for business and litigation strategy.  At Freeman, Sullivan & Co., I was 59 

responsible for projects that included the design and assessment of the benefits of energy 60 

efficiency, demand response, and alternative pricing programs. 61 

From 2005 until 2007, I was a Vice President at NERA Economic Consulting 62 

(“NERA”).  At NERA, I provided a broad range of rate related and regulatory services to 63 

utility clients.  Prior to joining NERA, I served as an officer, manager, or economist for 64 

Laurits R. Christensen Associates, AXS Marketing, LLC, the Argonne National 65 
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Laboratory, the National Regulatory Research Institute, American Electric Power Service 66 

Corporation, and the Illinois Commerce Commission. 67 

A resume is attached to this testimony as ComEd Ex. 1.1. 68 

Q. What is your educational background? 69 

A. I hold a Bachelor of Arts Degree in Economics from Lewis University and a Master of 70 

Science with a concentration in Economics from Indiana State University.  In 1988, I 71 

earned a Ph.D. in Resource Economics from The Ohio State University. 72 

Q. What exhibits are attached to your testimony, in addition to your resume? 73 

A. ComEd Ex. 1.2 is the proposed tariff that implements the alternative regulation plan.  74 

ComEd Ex. 1.3 is a summary of projected quarterly recoveries under that tariff, for the 75 

projects that ComEd is seeking approval of in this filing and assuming that ComEd’s 76 

proposal is approved without modification.  ComEd Ex. 1.4 is a set of corresponding 77 

illustrative customer charges.   78 

II. Overview of the Alternative Regulation Plan 79 

Q. Why is ComEd proposing an alternative regulation plan now? 80 

A. ComEd, and the State, have several opportunities to benefit customers in the next few 81 

years by piloting, or expanding pilots of, advanced technologies and accelerating 82 

infrastructure reinvestment.  Realizing those benefits, however, requires not just 83 

significant additional private capital, but also establishing a means for the Commission to 84 

review, guide, and approve those initiatives before and during their implementation.  An 85 

alternative regulation plan can accomplish that, and do it well.   86 
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At the same time, ComEd is increasingly concerned that general rate cases may 87 

no longer be the best way for the Commission to regulate ComEd’s distribution rates and 88 

capital investment going forward, and that alternatives may be in the public interest.  It 89 

has been known for many years that there are alternative means of regulation that can put 90 

greater emphasis on performance through incentive mechanisms.  The objective, in a 91 

theoretical sense, is to attain more desirable combinations of exceptional utility 92 

performance and lower regulatory cost than are possible under test year regulation.  93 

ComEd is interested in a collective evaluation of how well this type of alternative 94 

regulation works, as it may have broader application in future years. 95 

There are now unique dual opportunities to move forward with specific 96 

technology and investment initiatives that are beneficial to customers, and to use the 97 

resulting regulatory experience as a pilot of alternative regulation.  ComEd’s alternative 98 

regulation proposal is designed to take advantage of both of those opportunities.  It is 99 

both intended to benefit customers in and of itself and be a pilot of incentive regulation 100 

more generally.   101 

Q. What are the key features of ComEd’s proposed alternative regulation plan? 102 

A. The plan has five key features.   103 

First, the plan establishes a mechanism to move forward with the Smart Grid.  104 

Establishing such a mechanism is the essential next step.  The Commission has taken a 105 

leading role nationally in Smart Grid policy, approving both ComEd’s rigorous Advanced 106 

Metering Infrastructure (“AMI”) Pilot and the broad Illinois Statewide Smart Grid 107 

Collaborative (“ISSGC”) process.  Yet, that progress will falter without an established 108 
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means to put into action the lessons learned from the AMI Pilot and the ISSGC process, 109 

and the policies established in the upcoming Smart Grid Policy Docket (“Policy 110 

Docket”).  ComEd’s proposal enables the Commission to guide, review, and approve the 111 

next wave of Smart Grid investments.  It provides a means to plan in advance, and then 112 

fund, Commission-approved Smart Grid investments.  It also strongly incentivizes 113 

ComEd to be efficient in implementing those plans.   114 

Second, the proposal includes two targeted operational initiatives that would 115 

begin immediately upon approval of the overall alternative regulation pilot.  These are: 116 

(1) a $45 million program of accelerated reinvestment in urban underground facilities; 117 

and (2) a $5 million pilot of different types of utility electric vehicles.   118 

Third, the proposal supports low income customers.  It provides $10 million 119 

annually to aid customers who are unable to pay for essential electric service and to help 120 

mitigate any bill increases for low income customers.  This provides the opportunity for 121 

the Commission to continue the funding assistance programs which will otherwise expire.  122 

Through alternative regulation the Commission can continue to fund these types of 123 

programs. 124 

Fourth, the proposal provides for continuing input by stakeholders and two levels 125 

of Commission review.  The Commission reviews and approves all deployments and the 126 

corresponding capital and O&M budgets in advance.  The Commission will also hold 127 

formal biennial review proceedings, as long as the alternative regulation tariff remains in 128 

effect, to review, modify, and adapt the programs conducted under its auspices. 129 

Finally, fifth, the proposal implements strong, objective incentives for ComEd to 130 

spend and invest most efficiently.  ComEd will accept the resulting risks and costs in the 131 
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context of this pilot because we expect the pilot to benefit customers and ComEd alike.  132 

Those incentives operate together with a mechanism to ensure that customers enjoy rate 133 

benefits in addition to the reliability, environmental, and long-term cost benefits of the 134 

Smart Grid, underground reinvestment, and EV programs themselves.  Under the 135 

proposed mechanism, ComEd will commit to capital investment and Operating & 136 

Maintenance (“O&M”) expense budgets approved by the Commission in advance.   137 

 On the O&M side, ComEd will recover O&M expenses as they are incurred, 138 

but only up to the budgeted amounts.  ComEd will also automatically credit 139 

customers with 5% of the O&M expenses, capped at $2 million.  That 5% 140 

credit will assuredly result in rates lower than they otherwise would be.  If 141 

ComEd reduces its operating costs further in response to the proposed 142 

incentives, those additional savings will lower customers’ rates, too.   143 

 On the capital side, ComEd will recover the actual carrying costs2 of the 144 

investments ComEd has made, provided they remain under budgetary limits.  145 

This amount will be updated quarterly during the program’s life.  During the 146 

Commission’s biennial review, ComEd’s costs will be compared with the 147 

approved budget, and thereafter, ComEd’s recovery of its capital costs will 148 

vary depending upon its performance.  If ComEd was over-budget by more 149 

than 5%, it will recover no carrying costs on the difference between its actual 150 

investment expenditures and the amount budgeted, pending Commission 151 

review of the prudence and reasonableness of those added investments in a 152 

general rate case.  In addition, ComEd will refund to customers any carrying 153 

                                                 
2 By “carrying costs,” I mean a return of and on the investment over the period in question.   
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charges it may have previously recovered on that difference.  Conversely, if 154 

ComEd delivered the work for less than 95% of the budgeted investment cost, 155 

ComEd and customers will equally share in the savings.  ComEd is thereby 156 

strongly incentivized to maximize efficiency.  If ComEd does well, so will 157 

customers.   158 

Q. Why is ComEd proposing an alternative regulation pilot for these projects? 159 

A. These discrete and discretionary projects present a good opportunity to test alternative 160 

regulatory concepts.  They have substantial customer benefits as well as particular 161 

features that make them especially suitable for alternative regulation as opposed to test-162 

year ratemaking.  Several come to mind: 163 

1. Test year ratemaking focuses on cost snapshots, rather than the entire life cycle of 164 

a project.  These projects do not neatly fit into a test year, adjusted or not.  The 165 

time frames involved with Smart Grid, for example, extend well beyond the outer 166 

limits of test year ratemaking.  Each of their costs and benefits should be assessed 167 

on a project basis.   168 

2. Rate cases are focused on costs already spent.  They are not ideal vehicles for 169 

making policy or for considering and choosing among alternative futures.  These 170 

projects call for advance policy decisions and for decisions about our future.  171 

3. General rate cases typically address many or all aspects of a utility’s operations, 172 

investments, and revenues.  Individual programs can get “lost.”  The programs 173 

proposed under ComEd’s alternative regulation plan are incremental and should 174 

be evaluated individually, on their own merits.   175 
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4. In general rate cases, stakeholders litigate adversarially, and often bitterly, over 176 

what a utility did (or committed to do).  Our proposal is geared to involve 177 

stakeholders collaboratively in an up-front process to guide what should be done.  178 

It creates an ongoing process to keep the Commission and stakeholders involved.   179 

Alternative regulation also addresses the critical problem of regulatory 180 

uncertainty.  Given the realities of test year ratemaking, ComEd’s financial situation, and 181 

the demands being placed on ComEd’s budgets that are functionally out of our control, 182 

ComEd cannot simply fund beneficial Smart Grid deployment, Urban Underground 183 

Facility Reinvestment, low-income assistance, or an EV pilot without regulatory 184 

guidance and a means to recover our costs – provided we act efficiently.  Alternative 185 

regulation provides a balanced answer to that dilemma.  It does not shift risk to customers 186 

– ComEd retains implementation and operational risk and the incentive features actually 187 

make ComEd’s responsibility for its own actions more consequential.  But alternative 188 

regulation does provide a way for ComEd to act with guidance, at a lower regulatory risk, 189 

which benefits customers.   190 

Q. Why is ComEd proposing incentives that place it at risk depending upon its 191 

performance? 192 

A. ComEd firmly believes that smart technologies can offer tremendous benefits to 193 

customers and society and help support a strong regional economy.  Illinois should be a 194 

leader in these new technologies.  We also believe that accelerated reinvestment in urban 195 

underground facilities can deliver tangible reliability benefits to customers.  This program 196 

provides the regulatory certainty and direction required to make that happen. 197 
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The incentive features challenge ComEd to implement those programs prudently 198 

and reasonably.  They also provide additional direct incentives for ComEd to 199 

continuously drive down costs and drive up efficiency.  This directly addresses a 200 

common criticism of tracking riders, i.e., that they take away the incentive to control 201 

costs that result from fixing rates for a period of time (regulatory lag).  At the same time, 202 

the program places the consequences of inefficiency on ComEd, not on customers.  203 

ComEd’s cost recovery is limited by the Commission-approved budget.  ComEd has real 204 

“skin in the game.”   205 

Alternative regulation thus offers the best of both worlds.  ComEd is strongly 206 

incentivized to control costs because it can benefit from those savings.  Customers will 207 

receive a share of those savings without having to wait for the next rate case.  And, 208 

ComEd will have the certainty needed to invest in beneficial programs. 209 

Q. Is ComEd’s alternative regulation plan contingent on anything other than 210 

Commission approval in this Docket? 211 

A. Yes.  ComEd’s proposed alternative regulation pilot program is necessarily conditioned 212 

on ComEd receiving approval for rates that give it a reasonable opportunity to recover its 213 

other delivery costs.  ComEd cannot commit up to an additional $195 million (capital and 214 

O&M) – what these four initiatives could require – if ComEd has no reasonable 215 

opportunity to recover its delivery costs.   216 

Q. What is the significance of the fact that ComEd is offering this alternative 217 

regulation plan as a pilot? 218 
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A. ComEd does not pretend that it knows everything about alternative regulation.  While the 219 

case for this proposal is strong, ComEd expects that all parties (including ComEd) will 220 

learn during the process of considering this proposal and thereafter.  ComEd welcomes 221 

this dialog.  The Commission should also understand that approving this pilot does not 222 

commit it to future alternative regulation programs or to abandoning base rate regulation; 223 

it commits the Commission only to this pilot.  These programs will test whether these 224 

incentives can, as we expect, produce additional benefits for customers and ComEd.  225 

Likewise, features of ComEd’s own proposal (e.g., asymmetrical incentives tipped 226 

against ComEd) are offered as part of this pilot, in the interest of avoiding disputes.  That 227 

does not mean that such asymmetries are sustainable in a larger or more permanent 228 

alternative regulation structure.   229 

III. Components of ComEd’s Alternative Regulation Pilot Proposal 230 

Q. How is your discussion of the components of ComEd’s alternative regulation 231 

proposal organized? 232 

A. I describe the proposal in four sections: 233 

 Section III.A describes ComEd’s asset reinvestment and smart technology 234 

programs.  235 

 Section III.B describes ComEd’s Low Income Assistance Program.   236 

 Section III.C describes the proposed cost recovery and incentive mechanisms 237 

applicable to those programs and the tariff implementing them.   238 

 Section III.D describes the ongoing system of stakeholder participation and 239 

Commission review built into the alternative regulation proposal. 240 
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A. Asset Reinvestment and Smart Technology Programs 241 

Q. What asset reinvestment and smart technology programs does ComEd propose to 242 

commence immediately upon approval of the alternative regulation proposal? 243 

A. ComEd is proposing two for the Commission’s consideration.  First, ComEd would begin 244 

its pilot of utility EVs and charging facilities.  This program is budgeted for $5 million of 245 

incremental capital investment.  No additional O&M expense is budgeted.  The EV Pilot 246 

is described in detail in the testimony of Mr. McMahan (ComEd Ex. 2.0).   247 

Second, ComEd would begin accelerated reinvestment in underground facilities.  248 

This program is budgeted for incremental capital investment of $30 million, and $15 249 

million of incremental O&M expenses, in the 18 months of its operation.  This program 250 

is also described in detail by Ms. Blaise (ComEd Ex. 4.0). 251 

Q. Why is the EV Pilot well suited for alternative regulation? 252 

A. The pilot will study EVs’ operational, economic, and environmental costs and benefits, 253 

and assess EVs’ ability to replace carbon-fueled vehicles in the utility fleet.  Over the test 254 

year timeline in which rate case decisions are made, an argument could be made that EVs 255 

are not the “least-cost” means of providing service in the short-run.  Under current 256 

market conditions, gasoline or diesel fueled vehicles are less expensive.  Yet, in addition 257 

to the knowledge we will gain from the EV Pilot, using EVs reduce carbon emissions, 258 

may offer other societal benefits, and could be least cost in the long run.  The alternative 259 

regulation mechanism provides a means for the Commission to approve and implement 260 

their study. 261 

Q. Why is the proposed accelerated reinvestment in urban underground facilities well 262 

suited for alternative regulation? 263 
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A. The Urban Underground Facility Reinvestment program delivers reliability benefits to 264 

customers by accelerating the rate of cable and manhole refurbishment and replacement 265 

beyond that required to meet minimum service requirements.  This will improve 266 

reliability.  Moreover, by increasing the pace of the reinvestment and approving a multi-267 

year reinvestment plan, ComEd may be able to increase the productivity of the people 268 

doing the work and drive down unit costs.  Incentive regulation is ideally suited to this 269 

type of circumstance.  Only by succeeding in driving down total costs below budget, and 270 

thereby bringing customers savings as well as improved reliability, can ComEd also 271 

come out ahead financially.  It’s a win-win.   272 

Q. What other future investments does ComEd’s proposal enable? 273 

A. ComEd’s proposal enables up to $95 million in additional investments in distribution 274 

automation (“DA”) and AMI if the Commission finds those investments to be cost-275 

beneficial.  These investments are the next step in moving forward with Smart Grid 276 

deployment.  The alternative regulation proposal allows the Commission to continue 277 

moving forward with the Smart Grid if the data warrant it.  These investments are 278 

discussed in detail in the testimony of Messrs. McMahan and Marquez (ComEd Exs. 2.0 279 

and 3.0, respectively). 280 

Q. How is the Commission proceeding with Smart Grid investments now? 281 

A. In Docket No. 07-0566, the Commission kicked off a multi-year process of assessing full 282 

deployment of Smart Grid technologies.  The Commission approved:  (1) an AMI Pilot, 283 

to be designed through a workshop process; and (2) a concurrent 2-year Illinois Statewide 284 
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Smart Grid Collaborative (“ISSGC”) to address key policy questions concerning the full 285 

deployment of Smart Grid technologies generally.   286 

The AMI workshops were concluded successfully and ComEd’s AMI Pilot was 287 

approved in Docket No. 09-0263.  It is now underway.  ComEd is deploying 288 

approximately 131,000 AMI meters and conducting a controlled experiment of 289 

approximately 8,500 customers to evaluate the impact on demand response and 290 

conservation (this is referred to as the Customer Applications Program).  The results of 291 

the AMI Pilot, including the Customer Applications Program, will be fully evaluated by 292 

September, 2011. 293 

The ISSGC has been progressing and is expected to conclude on schedule with a 294 

Final Report to the Commission no later than October 1, 2010 – two years after the 295 

Commission’s final order in Docket No. 07-0566.  The Commission stated it would 296 

initiate a Smart Grid Policy Docket at the conclusion of the ISSGC which would evaluate 297 

the findings of the report and issue a Smart Grid Policy Order.   298 

Q. Why is ComEd proposing a mechanism for future Smart Grid infrastructure 299 

projects, when the AMI Pilot and ISSGC process have not been completed? 300 

A. The AMI Pilot and ISSGC should provide guidance about how to evaluate what Smart 301 

Grid investments are worthy of investment priority, but they provide no means of putting 302 

their teachings into action.  Nor do the Commission’s Orders in Docket Nos. 07-0566 and 303 

09-0623 establish a mechanism or a specific timeline for subsequent Commission review 304 

of ComEd Smart Grid proposals based on the AMI Pilot or the conclusions of the ISSGC.  305 

The Smart Grid program in ComEd’s alternative regulation proposal provides a means to 306 
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go forward based on the AMI Pilot, the ISSGC, and the Policy Docket that is consistent 307 

with the course set by the ICC in Docket No. 07-0566.   308 

Now is exactly the right time to consider such a mechanism.  If we wait to begin 309 

that task until after we have finished deciding what technologies ought to be deployed, 310 

benefits will be delayed or lost and customers will lose out.  By delaying, Illinois also 311 

risks ceding its important role in guiding the development and deployment of Smart Grid 312 

technologies.  Other utilities and states are already moving forward and their preferences 313 

and decisions will guide the development of future technology.  Chicago is a world-class 314 

city and Northern Illinois is a huge market.  We should be guiding our own Smart Grid 315 

destiny, not standing by waiting for another rate case to come around before starting to 316 

talk about a process for implementation, cost recovery, and incentives. 317 

Q. Does approving an alternative regulation mechanism that allows for smart 318 

technology deployment presuppose the outcome of the AMI Pilot, the ISSGC, or the 319 

Policy Docket?   320 

A. No.  ComEd’s proposal does not prejudge (or presuppose) what the AMI Pilot will show, 321 

what the ISSGC will find, or what the Commission’s Policy Docket will conclude.  The 322 

alternative regulation plan provides the means to timely use the data that the ISSGC and 323 

AMI Pilot will provide and to implement the policies set in the Policy Docket.  ComEd 324 

will not ask to recover the costs of future expanded Smart Grid pilots or Smart Grid 325 

deployments unless they meet the policy directives established by the Commission and 326 

will benefit customers.  Moreover, under the proposal, ComEd will not proceed unless 327 

the Commission agrees.  However, failing to approve this mechanism does prejudge the 328 
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outcome.  Without a mechanism to go forward, the benefits to customers, Northern 329 

Illinois economy, and society will be delayed and lost.   330 

Q. What information would ComEd expect to provide the Commission when it 331 

proposes a Smart Grid program? 332 

A. First and foremost, ComEd will describe the objectives to be accomplished by making 333 

these investments and the benefits that customers will receive.  ComEd will also provide 334 

a description of the equipment to be installed and a plan for how and where on the system 335 

the investments would be made during the period covered.  This will explain how and in 336 

what types of circumstances the investments would be made, and specify criteria for their 337 

selection.  ComEd will also provide a firm budget for the proposed capital investment, a 338 

firm budget for any incremental operating and maintenance costs, and a cost-benefit 339 

analysis.  That cost-benefit calculation will consider customer costs and benefits and, 340 

where appropriate in light of the Commission’s direction, societal costs and benefits.  341 

Finally, we hope that the Commission’s Smart Grid Policy Docket will provide additional 342 

guidance concerning other filing requirements based on the recommendations that we 343 

understand will be made by the ISSGC. 344 

Q. How would the process that ComEd proposes mesh with the timeline for the existing 345 

Smart Grid initiatives?  346 

A. This alternative regulation proposal will be considered by the Commission at essentially 347 

the same time as the Commission is addressing broad policy questions in the Smart Grid 348 

Policy Docket.  After the conclusion of both dockets, and provided the alternative 349 
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of Mary Ann Emmons (ComEd Ex. 5.0), will continue to provide $10 million annually to 362 

low income customers after the existing statutory mandate and funding expire.  Although 363 

it is funded by customers, it is offered voluntarily by ComEd as part of the alternative 364 

regulation plan. 365 

C. Targeted Incentive Mechanism 366 

Q. How does ComEd propose to implement its alternative regulation plan? 367 

A. ComEd’s proposal will be implemented through Rate ACEP – Accelerated Customer 368 

Enhancements Pilot (“Rate ACEP”).  ComEd Exhibit 1.2 contains the specific tariff 369 

language and formulae that ComEd proposes.  The rate includes an incentive rate 370 

mechanism. 371 

Q. How will the incentive rate mechanism operate with respect to ComEd’s capital 372 

investments in these projects? 373 

A. As I testified earlier, in order for an investment to proceed, the Commission will have had 374 

to approve a capital budget for the project.  While the project is underway, ComEd will 375 

on a quarterly basis recover the carrying costs of its actual investments made, calculated 376 

at the most recently allowed weighted average cost of capital for ComEd.   377 

During the biennial review proceeding after the project is complete, ComEd’s 378 

performance will be reviewed against the Commission-approved budget.  If ComEd has 379 

completed the project at a capital cost that is within 5% of the approved capital budget (a 380 

±5% “deadband”), then ComEd will continue to recover its carrying costs through the 381 

alternative regulation tariff until such time that the investment is included in rate base in a 382 

future general rate case.  In the event that the capital cost exceeds 105% of the capital 383 

budget, ComEd will collect no carrying costs on the difference between its actual 384 
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investment expenditure and the budgeted amount until consideration is given to the 385 

prudence and reasonableness of the expenditure in excess of the budget in ComEd’s next 386 

general rate case.  In addition, any carrying charges previously recovered under the 387 

alternative regulation tariff for such difference will be refunded to customers.  388 

Conversely, if capital investment is under budget (i.e., comes in under 95% of the 389 

budget), then ComEd will share with customers on a 50/50 basis the savings realized as a 390 

result.  That 50/50 sharing is implemented through an adjustment to the carrying costs. 391 

Q. How will the incentive rate mechanism operate with respect to ComEd’s O&M 392 

costs? 393 

A. The recovery of O&M costs also contains an incentive mechanism for ComEd, as well as 394 

a guarantee of financial benefits for customers on top of the benefits of the programs 395 

themselves.  ComEd proposes to recover its O&M costs – which should already include 396 

any ascertainable operational savings – less a further voluntary deduction of 5% of those 397 

expenses up to a cap of $2 million.  That deduction will be credited directly to customers.  398 

As a further incentive, ComEd will recover no O&M costs above the budget. 399 

[LEFT INTENTIONALLY BLANK] 400 

 401 

Q. What is the regulatory process that the tariffs establish? 402 

A. The Commission’s order and the tariff itself will authorize ComEd to proceed with the 403 

$45 million accelerated urban underground facility expenditure, the $5 million EV pilot, 404 

and the $10 million annual low income assistance program and provide for their funding.  405 

The tariff also establishes a distinct regulatory process for the evaluation of potential 406 
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investments in and operating expenses associated with Commission-approved Smart Grid 407 

projects.  The Commission will evaluate and approve – if the evidence warrants it – 408 

Smart Grid programs up to a cap of $95 million of investment that are shown to be cost 409 

beneficial.  That Commission decision, in turn, will be informed by the AMI Pilot results, 410 

the ISSGC’s report, the policies established by the Commission in the Policy Docket, and 411 

the input of stakeholders.  412 

The tariff also establishes a review process on a 2-year cycle through which: 413 

(1) the Commission can assess the success of the efforts to date, (2) stakeholders can 414 

express their views, (3) the Commission can reassess the appropriate programs and levels 415 

of spending and investment; and (4) the alternative regulation plan can evolve.  This two-416 

year period will also be the cycle for review of ComEd capital investment expenditures to 417 

determine if they were within or outside the 5% deadband. 418 

Finally, the tariff sets out the detailed formulae for the calculation and recovery 419 

from customers of recoverable project costs and for the incentives and customer credits 420 

inherent in the proposal. 421 

D. Recovery of Program Costs 422 

Q. On what basis are program costs recovered? 423 

A. Formulae in the Rate ACEP calculate the incremental sums due ComEd and update that 424 

calculation quarterly.  Those calculations take into account the O&M credit that ComEd 425 

is offering customers, the recovery of capital and O&M costs, and also the targeted 426 

incentive mechanism.  That is, the provisions of the rate formulae prevent ComEd from 427 

collecting more than the permitted cost of the project and implement the provisions for 428 

sharing savings with customers. 429 
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Q. What are the estimated quarterly recoveries under the Rate ACEP for the projects 430 

that ComEd is seeking approval of at this time? 431 

A. ComEd Ex. 1.3 provides illustrative examples of the quarterly recovery amounts for the 432 

Urban Underground Facility Reinvestment program, EV Pilot, and Low Income 433 

Assistance Program, beginning in the 4th quarter of 2011 through the 4th quarter of 2014.  434 

Of course, these data are highly dependent upon investment timing and on final programs 435 

and budgets authorized by the Commission. 436 

Q. What are the total costs associated with the alternative regulation plan, including 437 

both programs that ComEd is asking to be approved now and potential Smart Grid 438 

programs that would require additional approval when presented? 439 

A. The estimated maximum total cost of the alternative regulation pilot is approximately 440 

$195 million, including both capital investment expenditures and O&M expenses over a 441 

two-year period.  Of this amount, $130 million is capital and $65 million is O&M 442 

expense.  This includes both the three programs – Urban Underground Facility 443 

Reinvestment, EV Pilot, and Low Income Assistance – that ComEd is seeking immediate 444 

approval to institute and future Smart Grid proposals.   445 

Return of and on the capital invested will be recovered through Rate ACEP, 446 

subject to the incentive limitations, pending the next general rate case at which time the 447 

assets will be added to rate base at their depreciated levels.  O&M expenses, net of the 448 

5% deduction applicable to all O&M other than that associated with the Low Income 449 

Assistance Program and subject to the $2 million cap, will also be recovered through the 450 

alternative regulation tariff.  These total costs are broken down, by project, in the table 451 

below. 452 
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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 - 

 453 

Q. How are the recoverable O&M expenses calculated? 454 

A. The O&M expenses are calculated quarterly and represent the expenses incurred through 455 

the previous quarter for approved programs.  A 5% reduction is applied to all O&M 456 

expenses, with the exception of low income assistance expenses, up to a $2 million cap.  457 

That reduction flows directly back to customers. 458 

Q. How is the quarterly amortization expense for regulatory assets related to the 459 

approved project calculated? 460 

A. The quarterly amortization expense is computed by dividing the undepreciated costs of 461 

the assets which are removed before being fully depreciated, such as retired non-AMI 462 

meters, by the applicable amortization period.   463 

Q. Has the Commission recognized this need for full recovery of prematurely retired 464 

assets in the context of programs such as those proposed? 465 

A. Yes.  In ICC Docket No. 07-0566, the Commission approved ComEd’s Rider AMP – 466 

Advanced Metering Program Adjustment for the purposes of implementing the AMI 467 
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Pilot.  The Commission agreed that it was appropriate to establish a regulatory asset for 468 

the cost associated with the remaining net book value of the prematurely retired meters.   469 

Q. Is full recovery of the cost of these retired assets appropriate? 470 

A. Yes.  The cost of these assets was prudently incurred and reasonable at the time that they 471 

were installed and placed in service, and as such should continue to be recovered through 472 

rates over an appropriate period of time.  It would simply not be feasible for ComEd to 473 

invest in new equipment if full recovery of the investment in the retired equipment was 474 

not allowed.  Moreover, as long as ComEd is incurring carrying costs associated with 475 

retired assets, it needs to earn a return on the balance of the regulatory asset.  The 476 

importance of the recovery of these costs is also acknowledged in EISA 2007, which 477 

requires all states to consider authorizing such recovery.   478 

Q. Has ComEd estimated what the costs to customers will be under the alternative 479 

regulation rate for those programs that ComEd is seeking approval of now, 480 

assuming ComEd’s proposal is accepted as you have described it? 481 

A. Yes, those charges are reflected on ComEd Ex. 1.4.  As with the total costs, any customer 482 

charges will be dependent on what programs the Commission approves.  They will also, 483 

however, be affected by how successful ComEd is in achieving program objectives.  As I 484 

testified earlier, the more successful ComEd is in response to the targeted incentive 485 

features of the proposal, the lower customers’ total charges will be.   486 

E. Continuing Regulatory Oversight 487 
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Q. How will the Commission review the success of the alternative regulation proposal? 488 

A. As called for by Section 9-244(c) of the PUA, ComEd’s alternative regulation plan will 489 

be subject to Commission review two years after it is initially approved and implemented.  490 

Based on the nine-month schedule for Commission consideration of an alternative 491 

regulation filing, and in order to conclude the biennial reviews on a calendar year basis, 492 

ComEd proposes that the first biennial review commence in April of 2013.  By that time, 493 

the Urban Underground Reinvestment Program, EV Pilot, and the Low Income 494 

Assistance Program will have been underway for nearly two years.  The review can 495 

encompass those initiatives as well.  This review is not a reconciliation docket.  It is 496 

forward looking and can address whether the alternative regulation program in general, 497 

and/or these initiatives in particular, should be continued and/or modified.  Its only other 498 

function is to review ComEd’s actual costs versus of the approved budget and determine 499 

whether any of the incentive mechanisms were triggered. 500 

Q. Will this review also deal with Smart Grid investments? 501 

A. It may.  Any approved Smart Grid program will have been in effect for a shorter time, 502 

because AMI and DA investments will not occur until they are separately approved by 503 

the Commission.  However, they can be evaluated as well if they have been operating for 504 

enough time that it makes sense to review them again going forward.  That will be up to 505 

the Commission. 506 

Q. Does ComEd’s plan also include any additional regulatory review? 507 

A. Yes.  The proposal provides for additional review proceedings every two years thereafter.  508 

This will allow stakeholders to stay “in the loop” and for the Commission to continue to 509 
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evaluate and adjust the alternative regulation program and the projects that it funds.  510 

ComEd commits to keeping the Commission and stakeholders fully informed of the 511 

progress of all of these projects so that these reviews may be informed and efficient. 512 

IV. ComEd’s Alternative Regulation Plan Should be Approved 513 

A. ComEd’s Plan Benefits Customers 514 

Q. Will Commission approval of ComEd’s alternative regulation plan lead to customer 515 

benefits? 516 

A. The approval of this alternative regulation plan will provide for more expeditious 517 

implementation of programs that can provide significant benefits to Illinois residents and 518 

businesses within and outside of ComEd’s service territory.  Certainly, if it can be 519 

demonstrated that specific programs yield significant positive net benefits to customers 520 

and the state economy, then a mechanism that facilitates quick implementation of such 521 

programs is highly beneficial in itself.  In addition, for the reasons that I discuss in more 522 

detail below, the alternative regulation proposal allows for these programs to be 523 

implemented through rates that are lower than would otherwise apply. 524 

Q. What are the benefits resulting from the programs that would be implemented 525 

through the alternative regulation plan? 526 

A. There are immediate and known benefits of three programs that could be implemented 527 

through the alternative regulation plan as soon as it is approved by the Commission: the 528 

Urban Underground Facility Reinvestment program, the EV Pilot, and the Low Income 529 

Assistance Program.  The Urban Underground Facility Reinvestment program will 530 

improve both service reliability and safety. 531 
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Electric vehicle research will advance knowledge of this technology, which will 532 

improve how ComEd manages this new type of load as penetration of EVs increases 533 

throughout the service territory.  EVs have the potential for large environmental benefits 534 

as penetration of this technology increases. 535 

For the Low Income Assistance Program there are direct beneficiaries among our 536 

budget-challenged customers.  There are also clear societal benefits in addressing this 537 

difficult issue.  If successful, these customers will be at lesser risk of having to choose 538 

between paying for electricity and other important goods and services.  By making 539 

electric bills more affordable for customers receiving assistance, the program can 540 

help stop the cycle of non-payment.  It could thereby also decrease the total cost of 541 

uncollectible accounts across the ComEd system. 542 

Q. What are the benefits to customers resulting from Smart Grid deployment? 543 

A. Smart Grid deployment has the potential for significant benefits both short term and long 544 

term.  There are operational cost savings stemming from increased efficiencies in the 545 

metering function, which will flow through to customers in the form of lower rates.  546 

Smart Grid technologies will improve the overall reliability of the distribution system, 547 

which has been shown to provide substantial value to all types of customers through 548 

reduced frequency and duration of outages.  AMI deployment enables demand response 549 

and conservation that not only can help customers to reduce their energy bills but can 550 

also help reduce the costs of producing electricity across the system.  There are 551 

environmental benefits resulting from these activities as lower electricity consumption 552 

levels leads to decreases in pollution.  And, of course, there are significant benefits to the 553 

Illinois economy as a result of Smart Grid deployment.  We are learning more and more 554 
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about the magnitude of those benefits and the costs to achieve them through the AMI 555 

Pilot, through the ISSGC process, and from staying abreast with continuing technological 556 

development and Smart Grid deployments, just as is the Commission.  557 

Q. What are the benefits to the Illinois economy as a result of the cost-effective 558 

deployment of Smart Grid technology? 559 

A. Investment in Smart Grid technology will boost the Illinois economy in three primary 560 

ways.  First, there are the positive economic impacts from an infusion of investment 561 

dollars to upgrade the electricity distribution system.  Second, as mentioned above, Smart 562 

Grid technologies enable demand response and energy efficiency, which results in 563 

customers spending less on purchasing electricity.  Third, the upgrades to the electricity 564 

system will encourage more industry to move to the ComEd territory resulting in an 565 

enhanced economy.  All three of these effects translate into more jobs in the local 566 

economy through what economists refer to as the multiplier effect. 567 

Q. How does this multiplier work? 568 

A. There are three sources of job creation (or reduction) associated with any increase (or 569 

decrease) in spending, and this includes an expansion in infrastructure investment.  First, 570 

there are the direct economic effects, which are the jobs created by or through the project 571 

itself.  Second are the indirect economic effects, which are the new jobs associated with 572 

increased demand for materials, goods, and services used in the construction of 573 

infrastructure.  Third are the induced economic effects resulting from higher direct and 574 

indirect employment levels and greater overall spending on goods and services at both 575 

wholesale and retail levels.  Investment dollars infused into a regional economy – for 576 
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example investments in upgrading the distribution system with Smart Grid technology – 577 

get spent and re-spent and re-spent, all the time leading to larger and larger employment 578 

levels.  Those are the three different ways in which Smart Grid deployment, like other 579 

infrastructure investments, result in increased economic activity for the region.3 580 

Q. Are there any additional economic benefits particular to Smart Grid investments? 581 

A. Yes, like other infrastructure investments that are increasingly being recognized to be 582 

important to a region’s economic health, Smart Grid technology can spur growth 583 

unrelated to the actual investment in or spending on the technology itself.  Reliability is 584 

becoming more and more valuable to all customers, particularly commercial and 585 

industrial customers.  By improving the reliability of the electric system and, ultimately, 586 

reducing its cost below what it otherwise would have been, Smart Grid investments can 587 

encourage new industries to move into the region and existing industry to remain or 588 

expand.  It makes the economic activity in the region more attractive and encourages still 589 

additional investment.  Of course, that economic activity and investment will, in turn, 590 

create its own direct, indirect, and induced economic activity.  One can readily see how 591 

this can translate into significant additional economic growth and greater levels of 592 

employment. 593 

Q. You stated that demand response and energy efficiency also enhances the economy.  594 

Can you explain how this happens? 595 

                                                 
3 As an economist, I am familiar with these multiplier effects.  For a quantification of their 

significance, please see the testimony of Prof. Hewings, Director of the Regional Economics Applications 
Laboratory at the University of Illinois, in the 2010 Rate Case. 
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A. As stated above, Smart Grid provides opportunities for customers to reduce their demand 596 

during peak times of the year and to reduce overall consumption through energy 597 

efficiency improvements.  Customers taking advantage of these opportunities will see 598 

reductions in their bills.  This provides increased discretionary funds which will 599 

ultimately be spent elsewhere in the economy.  The multiplier effects apply here as well.  600 

The dollars get spent and re-spent resulting in indirect and induced effects, which 601 

translates into a more robust economy and increased employment.  602 

B. ComEd’s Proposal Satisfies Alternative Regulation Requirements 603 

Q. Is ComEd’s proposed alternative regulation plan likely to result in rates lower than 604 

otherwise would have been in effect under traditional rate of return regulation for 605 

the services covered by the program? 606 

A. Yes.  Compared to implementing these programs through traditional regulation, the 607 

proposal is likely – indeed, essentially certain – to lower customers’ rates.  ComEd’s 608 

proposal provides for customers to receive a direct credit up to an overall maximum of $2 609 

million, of 5% of the O&M expenses of the projects (other than Low Income Assistance).  610 

Because these projects’ budgets already reflect known and measurable savings, the 611 

additional 5% credit directly reduces rates below what they would otherwise be under 612 

traditional regulation.  Further, the O&M expenses that ComEd does recover will be 613 

limited to the Commission-approved O&M budget for all projects.  If actual O&M costs 614 

exceed the budgeted amount, customers will not pay the difference even if such 615 

additional costs are prudent and reasonable.  Customers’ rates would not be so capped 616 

under traditional test-year regulation.  617 



Docket No. 10-0527 
ComEd Ex. 1.0 Revised 

Page 30 of 34 

Q. Is the program likely to result in other substantial and identifiable benefits that 618 

would be realized by customers served under the program and that would not be 619 

realized in the absence of the program? 620 

A. Yes.  First, the proposal seeks to accelerate the deployment of Commission-approved 621 

Smart Grid technologies that will have been determined to provide net benefits.  622 

Deployment of such discretionary technologies will provide customers with the benefits 623 

of such technologies far earlier than otherwise would occur under traditional regulation.  624 

Second, the proposal will result in real safety and quantifiable reliability benefits to 625 

customers served through urban underground facilities.  Third, ComEd’s commitment of 626 

$5 million for an EV Pilot will allow for the examination of the operational, economic 627 

and environmental benefits associated with the replacement of carbon-fueled vehicles in 628 

the utility fleet.  Fourth, the proposal includes $20 million in assistance to low-income 629 

customers during the first two years of the program.  Absent alternative regulation, 630 

customers would not receive these benefits.  631 

Q. Is ComEd in compliance with applicable Commission standards for reliability and is 632 

implementation of this alternative regulation plan likely to adversely affect service 633 

reliability? 634 

A. ComEd continues to exceed the Commission’s reliability standards and ComEd’s 635 

alternative regulation proposal will not adversely affect service reliability.  On the 636 

contrary, the underground reinvestment and smart technology components of the 637 

proposal will enhance service reliability.   638 
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Q. Is implementation of the ComEd’s proposed alternative regulation plan likely to 639 

result in deterioration of ComEd’s financial condition? 640 

A. No.  ComEd’s alternative regulation plan is designed to preserve ComEd’s financial 641 

condition.  The proposal recognizes that the projects are discretionary and not part of the 642 

existing revenue requirement.  For that reason, undertaking those same initiatives in the 643 

absence of this program would harm ComEd’s financial condition.  To protect customers 644 

as well, the proposal incorporates a non-traditional mechanism that links recovery of 645 

future Smart Grid investment costs to stakeholder/Commission determinations that future 646 

investment in specific technologies will provide net benefits. 647 

Q. Is implementation of the program likely to adversely affect the development of 648 

competitive markets? 649 

A. No.  ComEd’s proposal will not adversely impact the development of competitive 650 

markets.  Indeed, accelerating the deployment of Commission-approved Smart Grid 651 

technologies is likely to benefit the development of an efficient competitive marketplace.  652 

AMI deployment and smart grid technologies approved by the Commission will give 653 

customers greater flexibility in their electricity conservation and consumption.  654 

Competitive suppliers will be able to tailor their product offerings to take advantage of 655 

this enhanced customer flexibility. Almost by default, greater customer responsiveness 656 

creates competitive opportunities. 657 

Q. Is ComEd in compliance with its obligation to offer delivery services pursuant to 658 

Article XVI of the PUA? 659 
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A. Yes.  ComEd has offered delivery services since 1999, and continues to offer such 660 

services.   661 

Q. Does proposed alternative regulation plan include annual reporting requirements 662 

and other provisions that will enable the Commission to adequately monitor its 663 

implementation of the program? 664 

A. Yes.  As I described earlier, the Commission will have a central role in determining the 665 

direction ComEd will take with future investments in Smart Grid technology, accelerated 666 

underground facility reinvestment, and EV, as well as low income assistance.  Further, 667 

the alternative regulation tariff contains reporting requirements that will ensure that the 668 

Commission can adequately monitor the implementation of the program.  This includes a 669 

requirement in Rate ACEP that ComEd submit documentation each quarter for 670 

informational purposes regarding its program costs.  See ComEd Ex. 1.2, Sheet X+18. 671 

Q. Does ComEd’s proposed alternative regulation plan include provisions for an 672 

equitable sharing of any net economic benefits between the utility and its customers 673 

to the extent the program is likely to result in such benefits? 674 

A. Yes.  On the O&M side, the discount on O&M expenses (other than for Low Income 675 

Assistance) offers customers an immediate benefit compared to traditional base rates or a 676 

traditional tracking rider.  With respect to capital investments, so does capping recovery 677 

of carrying charges based on a budget.  Moreover, low-income customers will 678 

immediately benefit from the $10 million in new low income assistance.  Other customer 679 

benefits will derive from the greater flexibility and competitive opportunities that will 680 

ultimately result from the installation of smart grid technologies. 681 
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Q. How is ComEd’s proposed alternative regulation plan distinct from a “tracking 682 

rider?” 683 

A. Under Rate ACEP, programs would be approved on a prospective basis and cost recovery 684 

would occur outside of a test year basis.  Rate ACEP also includes an incentive 685 

mechanism that is based on budgeted costs.  That mechanism contains incentives that 686 

penalize or reward ComEd depending upon its performance.  Further, it contains a credit 687 

to customers that exceeds any actual savings to ComEd.  Finally, because the proposed 688 

alternative regulation plan is a pilot, it also provides for less than 100% recovery of costs 689 

between rate cases, even after all of the above limitations.  This later provision could not 690 

persist in any full implementation of alternative regulation, but the remaining features 691 

and distinctions could.  692 

Q. Should the Commission approve ComEd’s proposed alternative regulation plan? 693 

A. Yes.  The plan offers real benefits while meeting all of the consumer protections 694 

embodied in Section 9-244.  Specifically, it will: (1) create jobs and additional economic 695 

activity in ComEd’s region; (2) provide customers and businesses in the region with an 696 

advanced electric distribution system; (3) allow ComEd to accelerate underground 697 

facility reinvestment; (4) provide further information to evaluate the environmental 698 

benefits of using EVs instead of fossil-fueled vehicles; and (5) provide economic support 699 

to certain customers so that they may maintain their electric service.   700 

V. Summary of Supporting Testimony 701 

Q. Who are the witnesses presenting direct testimony in support of ComEd’s tariff 702 

filing and what are the main topics that each witness addresses?  703 

A. In addition to me, the following witnesses provide direct testimony: 704 
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 The testimony (ComEd Ex. 2.0) of Michael McMahan, P.E., ComEd’s Vice 705 

President, Smart Grid / Technology, describes and supports the EV Pilot that ComEd 706 

proposes to implement immediately upon approval of the alternative regulation pilot.  707 

Mr. McMahan also describes the advanced distribution automation technologies 708 

likely to be included in the specific Smart Grid initiatives that ComEd will finalize 709 

and propose to the Commission once the ISSGC, the AMI Pilot, and Commission’s 710 

Smart Gird Policy Docket are complete. 711 

 Fidel Marquez (ComEd Ex. 3.0), ComEd’s Senior Vice President, Customer 712 

Operations, testifies concerning the AMI projects that can also be implemented once 713 

the ISSGC, the AMI Pilot, and the Commission Policy Docket are complete. 714 

 The testimony (ComEd Ex. 4.0) of Michelle Blaise, Vice President, Engineering and 715 

Project Management, describes and supports the accelerated Urban Underground 716 

Facility Reinvestment program that ComEd proposes.   717 

 Mary Anne Emmons (ComEd Ex. 5.0), Director, Customer Assistance Programs, 718 

describes and supports ComEd’s Low Income Assistance Program. 719 

VI. Conclusion 720 

Q. Please summarize the regulatory actions that the Commission should take. 721 

A. The Commission should approve ComEd’s proposed alternative regulation plan and Rate 722 

ACEP so that customers may promptly receive the benefits of the services and savings 723 

the proposal offers. 724 

Q. Does this complete your direct testimony? 725 

A. Yes.  726 
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