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 I. EXECUTIVE SUMMARY AND INTRODUCTION 2 

 3 

A. Witness Introduction 4 

 5 

A. PLEASE STATE YOUR NAME AND ADDRESS. 6 

A. My name is Barbara R. Alexander.  I use the title of Consumer Affairs Consultant.  I have 7 

an office at 83 Wedgewood Dr., Winthrop, ME 04364.   8 

 9 

Q. HAVE YOU PREVIOUSLY TESTIFIED IN THIS PROCEEDING? 10 

A. Yes.  I filed Direct Testimony on behalf of AARP on November 9, 2010.  11 

B. Purpose of Testimony 12 

 13 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 14 

A. I am filing Rebuttal Testimony on behalf of AARP in response to the Rebuttal testimony 15 

filed by Dr. Ross C. Hemphill on behalf of Consolidated Edison (ComEd) and the Direct 16 

testimony of Dylan Sullivan on behalf of Natural Resources Defense Council (NRDC).   17 

Q. AS A RESULT OF YOUR REVIEW OF THE DIRECT AND REBUTTAL 18 

TESTIMONY FILED IN THIS PROCEEDING, HAVE YOU ALTERED YOUR 19 

OPINION OF COMED’S ALTERNATIVE RATE REGULATION PLAN OR 20 

YOUR RECOMMENDATIONS TO THE COMMISSION? 21 

Q. No.  I continue to recommend that the Commission reject ComEd’s proposed Alternative 22 

Rate Regulation Plan.  It is not the duty of the intervenors or other parties in this 23 

proceeding to suggest an Alternative Rate Regulation Plan that would be acceptable 24 

either to ComEd or that would meet the criteria established in the Illinois statute.  Rather, 25 

it is ComEd’s obligation to adequately support the plan that it has proposed, which it has 26 
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failed to do.  It is not necessary in my opinion that the Commission rule on whether 27 

ComEd’s proposed investments could or should be funded through traditional base rate 28 

regulation.  Nor is it necessary that the Commission design an Alternative Rate 29 

Regulation program that reflects the overall policies and plain language of Section 9-244 30 

of the Illinois Public Utilities Act.  Finally, it is not necessary for the Commission to 31 

indicate any preference or rejection of alternative rate regulation in general.  Rather, I 32 

recommend that the Commission rule on the specific proposal submitted by ComEd and 33 

reject that proposal. 34 

 35 

I.  RESPONSE TO REBUTTAL TESTIMONY OF COMED 36 
 37 

 38 

Q. DR. HEMPHILL ON BEHALF OF COMED REJECTS ALL CRITICISMS OF THE 39 

COMPANY’S ALTERNATIVE RATE REGULATION PLAN.  BASED ON THE 40 

STATEMENTS IN HIS REBUTTAL TESTIMONY, WHAT EXACTLY DO YOU 41 

UNDERSTAND COMED WANTS THIS COMMISSION TO APPROVE? 42 

A. ComEd wants the Commission to approve a pilot program without any evaluation plan to 43 

govern the decision as to whether the pilot was beneficial to customers or whether it 44 

delivered the benefits that ComEd has promised would occur as a result of these proposed 45 

investments.   46 

The form of the proposed alternative rate regulation plan is to negotiate a budget for 47 

certain investments that ComEd has chosen and then monitor whether the budget has 48 

been met or not over the term of the plan.  ComEd has offered a payment to customers 49 

equal to 5% of the O&M portion of the negotiated budget up to $2 million.  If ComEd 50 

makes the investments at a lower capital cost than projected in the budget, ComEd will 51 
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“share” those savings equally with customers.  If ComEd exceeds the budget, then 52 

ComEd will delay any recovery of carrying costs until it has obtained approval from the 53 

Commission for such cost recovery in a future base rate case.  ComEd has not identified 54 

any performance standard (other than keeping within the negotiated budget) that would 55 

govern cost recovery or that would link this recovery of costs to the delivery of actual 56 

benefits to customers in the form of lower costs, more efficient operations, increased 57 

reliability of service, or any other indicator that would link the promised benefits from 58 

each of these five investment proposals to its cost recovery formula.  In other words, 59 

ComEd’s plan is a “test” of whether it can make investments that conform to a 60 

predetermined and negotiated budget for selected investments.    61 

The key to ComEd’s proposal is that its capital and O&M expenses would be recovered 62 

from all ratepayers in the form of a surcharge on existing rates, thus increasing revenues 63 

from customers outside of a base rate case.  This is a form of rate recovery that is widely 64 

viewed as more beneficial to utilities than consumers, since the utility obtains cost 65 

recovery prior to incurring the costs instead of waiting to obtain approval of its revenue 66 

requirement and rate of return in a future base rate case.  The surcharge recovery would 67 

be based on actual expenditures and would not be based on the delivery of any benefits to 68 

customers. 69 

Q. IN YOUR OPINION, IS IT PROPER TO CHARACTERIZE COMED’S PROPOSAL 70 

AS ONE THAT “TESTS…HOW ALTERNATIVE REGULATION MIGHT WORK”
1
? 71 

A. No.  This is not a “test” of any form of alternative regulation.  First, there is no “test” of 72 

any measurable outcome except whether a negotiated budget is achieved.  Whether 73 

ComEd can meet the budget for a specific project is not a reasonable test of any 74 

                                                 
1
 Hemphill Rebuttal at 3, lines 53-54. 
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alternative to rate base regulation.  What ComEd appears to be saying is that these 75 

specific five projects or budgets constitute a test of alternative regulation because they 76 

would not otherwise occur under traditional base rate regulation.  That is an assumption 77 

that is patently false.  While ComEd may not choose to propose these particular projects 78 

for cost recovery under a traditional base rate case, there is nothing unique about these 79 

projects, and none of them would be atypical to a base rate case.  ComEd’s assertions that 80 

the company would not risk incurring these expenses if it has to wait recovery in a 81 

subsequent rate case are self-serving, and are not reasonable in light of what other 82 

utilities have done in other states.  Furthermore, ComEd has failed to provide any 83 

evaluation criteria or measurable benefits to customers in return for what would be an 84 

automatic cost recovery of its expenses.   85 

 Second, the notion that the Illinois Legislature intended to test whether ComEd 86 

could keep to a negotiated budget as a form of alternative rate regulation, while requiring 87 

customers to pay higher rates in the form of a surcharge that reflects only ComEd’s 88 

incurred costs without any analysis or proof of customer benefits, is not credible.  There 89 

is no precedent for ComEd’s proposed form of alternative regulation in effect in any 90 

jurisdiction of which I am aware.  More importantly, ComEd has failed to identify any 91 

such precedent or comparable form of alternative rate regulation.  ComEd does not 92 

promise any increased efficiency, does not link its cost recovery to any external economic 93 

indicators, and does not even propose to measure the promised benefits that it alleges will 94 

result from these investments.   95 

Q. WHAT IS YOUR RESPONSE TO MR. HEMPHILL’S ASSERTIONS THAT THE 96 

FIVE PROGRAMS PROPOSED BY COMED FOR THIS PLAN WOULD NOT 97 
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OCCUR UNDER TRADITIONAL BASE RATE REGULATION AND THAT THIS 98 

ALONE IS A SIGNIFICANT BENEFIT TO CUSTOMERS? 99 

A. Mr. Hemphill completely misconstrues the purpose of alternative regulation. There is no 100 

basis for the notion that Section 9-244 was intended to stimulate a utility to propose 101 

investments that would otherwise not occur under traditional base rate regulation.  Nor is 102 

there any basis for ComEd’s assertion that its proposed investments would not otherwise 103 

occur without alternative rate regulation.  This self-serving statement is only a reflection 104 

of what ComEd now states it would or would not do under traditional base rate 105 

regulation.  I will address this particular issue in more detail below, but the projects that 106 

ComEd is proposing in this filing are typical of other utility activities under base rate 107 

regulation. 108 

Q. IN YOUR OPINION, DOES COMED ASSUME ANY RISKS IN ITS PROPOSED 109 

ALTERNATIVE RATE REGULATION PLAN OR DOES COMED SHIFT ALL THE 110 

RISKS TO ITS CUSTOMERS? 111 

A. The “benefits” that Dr. Hemphill identifies are not accompanied by anything other than 112 

unenforceable promises and vague and unsupported assertions that the programs that 113 

ComEd has identified will in fact deliver measurable benefits.  Nor does ComEd link its 114 

cost recovery to the delivery of any measurable benefits other than its plan to meet a 115 

negotiated budget.  ComEd undertakes no risks in this proposal since (1) ComEd has 116 

selected the projects that it alleges would not be required or contemplated under 117 

traditional base rate regulation; (2) ComEd will undertake these projects pursuant to a 118 

negotiated budget; and (3) ComEd will obtain cost recovery via a surcharge without any 119 
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delay between incurring the expense and seeking rate recovery and without any 120 

demonstration that the investments have actually produced any measurable benefits.   121 

Q. PLEASE DESCRIBE YOUR RECOMMENDATIONS WITH RESPECT TO THE 122 

TYPES OF ALTERNATIVE RATE REGULATION IDENTIFIED IN THE ILLINOIS 123 

STATUTE.  124 

A. Dr. Hemphill’s references to the Illinois law governing this application fail to confront 125 

the plain meaning of the statute.  It is insufficient, as he argues, to point out that his exact 126 

proposal is not explicitly prohibited by the alternative regulation statute.  Rather, it is 127 

reasonable to ask whether the specific proposal conforms to the purposes set forth in the 128 

statute.  According to Section 9-244, the purpose is to either (1) test an alternative means 129 

by which the utility receives rate recovery for its regulated services, “including but not 130 

limited to earnings sharing, rate moratoria, price caps or flexible rate options” or (2) test 131 

“regulatory mechanisms that reward or penalize the utility through the adjustment of rates 132 

based on utility performance.”  ComEd’s proposal fails to conform to either option set 133 

forth in the statute.  The statute asks whether a utility can perform its regulated functions 134 

under a different form of rate regulation other than traditional base rate proceedings and 135 

sets forth two types of alternative regulation programs that should be explored.  There is 136 

absolutely no basis for the notion that the purpose of alternative rate regulation is to 137 

determine whether the utility can make investments that go beyond its regulated duties or 138 

that would otherwise not occur except through alternative regulation.  The point of this 139 

exercise should be to determine if ComEd can deliver its regulated services and programs 140 

with a measurable benefit to customers that would otherwise not exist under traditional 141 

regulation.   142 
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Q. DO YOU AGREE THAT THE PROPOSED PILOT WOULD TEST “A NEW WAY OF 143 

RECOVERING COSTS”
2
? 144 

A. No.   Cost recovery by means of a customer surcharge is a method of cost recovery that is 145 

often recommended by utilities, and in fact ComEd has suggested the surcharge method 146 

of cost recovery in a number of recent proceedings.  Furthermore, I am not aware of any 147 

alternative regulation plan in any other jurisdiction in which pre-approved costs (in the 148 

form of this negotiated budget) can be recovered from ratepayers in a surcharge without 149 

any linkage of those costs with demonstrated benefits.   As stated in a recent analysis of 150 

utility performance measures, “[t]he core component of an incentive mechanism is the 151 

benchmark, which determines the specific costs and revenues applicable to the 152 

mechanism, the strength and nature of the incentives, the relative likelihood of award or 153 

penalty, and the utility’s exposure to risk as a result of the incentive mechanism.”
3
  154 

Whether implemented through a price cap form of alternative regulation, traditional base 155 

rates, riders or surcharges, any alternative rate plan should include some measure of 156 

actual utility performance other than meeting a predetermined budget, such as customer 157 

service quality, reliability of performance, or meeting substantive standards relating to 158 

the performance of the proposed investment. 159 

Q. DO YOU AGREE WITH DR. HEMPHILL’S ASSERTION IN RESPONSE TO YOUR 160 

TESTIMONY THAT “A BUDGET CAN BE A VERY EFFECTIVE TOOL FOR 161 

MEASURING AND VERIFYING THE PERFORMANCE OF THE PROGRAM, AS 162 

THE FINAL NUMBERS WILL SPEAK FOR THEMSELVES?”
4
 163 

                                                 
2
 Hemphill Rebuttal at 4, line 65. 

3
 Costello, Ken, How Performance Measures Can Improve Regulation, National Regulatory Research Institute 

(NRRI), 10-09 (June 2010), at 21. 
4
 Hemphill Rebuttal at 10, lines 201-202. 
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A. No.  Whether a utility spends a certain amount of dollars on a proposed project does not 164 

link the expenditures to the delivery of any “performance for the program.”  Dr. Hemphill 165 

confuses the means and the ends.  The budget for an agreed upon program is only the 166 

means to achieve the purpose of the program.  ComEd’s failure to propose how or even 167 

whether to measure the “ends” or the actual performance implicit in the purpose of the 168 

proposed budget is a fatal defect in its filing.   169 

Furthermore, Dr. Hemphill’s statement that a pre-approved budget “will be a powerful 170 

incentive mechanism for ComEd to operate efficiently”
5
 is also without merit.  The 171 

incentive to operate efficiently is best achieved when the performance of the utility is 172 

measured against the request for cost recovery.  The question is not whether a pre-173 

approved budget is achieved, but whether ratepayers received the promised benefits in a 174 

cost effective manner that is an improvement on traditional cost recovery policies.  175 

However, even Dr. Hemphill’s reliance on pre-approved budgets in this proposal is a 176 

mirage since the Company reserves the right to spend more than the approved budget and 177 

seek cost recovery in a future base rate case.  ComEd wants to cover every conceivable 178 

risk to itself and makes no promise to deliver actual performance or measurable benefits 179 

to its customers in return for this guaranteed cost recovery mechanism.  Whether the 180 

budget is met is not the point of regulation and certainly should not be the purpose of 181 

alternative rate regulation.  Instead, I urge the Commission to send a clear message to 182 

ComEd that alternative means of cost recovery such as proposed in this proceeding must 183 

be accompanied by tracking not only budgets, but actual performance to customers.  184 

Simply spending money based on pre-approved budgets is not the purpose of alternative 185 

rate regulation. 186 

                                                 
5
 Hemphill Rebuttal at 12, line 245. 
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Q. IS THERE A GENERAL CONSENSUS THAT COST RECOVERY THROUGH A 187 

TRACKER OR SURCHARGE MECHANISM SUCH AS RECOMMENDED BY 188 

COMED HAS THE POTENTIAL FOR NEGATIVE CONSEQUENCES? 189 

A. Yes.  Cost trackers or surcharges are typically disfavored by regulators because they 190 

motivate utilities to shift more of their costs to functions subject to trackers, thus diluting 191 

the potential for retrospective review through a base rate case and the potential for higher 192 

than reasonable profits.
6
  Trackers and surcharges are widely viewed as favorable by 193 

utilities because the risk of disallowance is either significantly less or nonexistent.   194 

ComEd’s linkage of its proposed investments in this proceeding with a surcharge cost 195 

recovery mechanism is a clear reflection of this preference.  As a result of these potential 196 

adverse consequences, the use of trackers or surcharge cost recovery mechanisms are the 197 

exception and not the rule, and many of these approved surcharge cost recovery 198 

mechanisms are accompanied by performance criteria. 199 

Q. DO YOU AGREE WITH DR. HEMPHILL’S ASSERTION THAT MANY PARTIES 200 

“…SEEM INTRACTABLY OPPOSED TO ALTERNATIVE REGULATION”
7
? 201 

A. No.  This is an incorrect characterization of most of the testimony that I have reviewed 202 

and certainly is not AARP’s position.  The testimony AARP (and others) submitted in 203 

this proceeding objected to ComEd’s proposed alternative rate regulation plan.  ComEd’s 204 

proposed version of alternative regulation should not be adopted.  These criticisms should 205 

not be interpreted as meaning that a different alternative regulation plan which actually 206 

                                                 
6
 Costello, Ken, How Should Regulators View Cost Trackers? National Regulatory Research Institute (NRRI), 

09-13 (September 2009).  This publication recommends that cost trackers be approved only if the utility can 

demonstrate that the cost item in question is highly variable and unpredictable.  Furthermore, any cost tracker should 

be accompanied by required filing information on actual utility performance on the functional areas directly or 

indirectly affected by the tracker.  See pages15-18.  These recommendations cannot be met in ComEd’s proposal 

since the cost or budget would be known in advance, and there are no measurements of actual utility performance in 

the functional areas that are the subject of the proposed investments. 
7
 Hemphill Rebuttal at 4, line 82. 
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reflected the criteria and intent of Section 9-244 could not be considered in a more 207 

favorable light.  I am familiar with successful alternative rate regulation plans being 208 

implemented in Maine and those plans have resulted in lower distribution rates (as a 209 

result of a negotiated price cap plan in which prices reflect a productivity factor) and 210 

include specific performance measures of customer service quality which must be met to 211 

avoid predetermined penalties.   212 

Q. PLEASE COMMENT ON COMED’S PROPOSAL TO INCLUDE APPROVAL OF 213 

THIS SURCHARGE COST RECOVERY MECHANISM FOR FUTURE AND 214 

UNKNOWN SMART GRID INVESTMENTS. 215 

A. The most significant potential investment proposed by ComEd in this filing and for 216 

which approval of its proposed surcharge cost recovery mechanism is sought is the $30 217 

million in O&M and $95 million in capital costs for “accelerated smart grid deployment.”  218 

These figures comprise almost 50% of the O&M costs in this proposal and 73% of the 219 

total capital costs in this proposal.  Clearly, these unknown future investments are driving 220 

the creation of this surcharge cost recovery mechanism in this alternative rate regulation 221 

plan.  ComEd’s application identifies these investments as relating to additional smart 222 

metering deployment, distribution automation investments, and customer applications.  223 

ComEd has not specifically identified those investments beyond a generic description of 224 

the cost categories but states that the specific investments will be negotiated in the future 225 

after the Commission completes its review of the Illinois Smart Grid Collaboration 226 

Report and the so-called “Policy Docket” that will address smart grid policies for Illinois 227 

electric utilities.  Even though ComEd has not identified the specific investments 228 

associated with smart grid cost recovery in this filing, even though ComEd has not 229 
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completed its smart metering technology and customer application pilots, and even 230 

though ComEd has not identified any measurable benefits that would be monitored or 231 

linked to cost recovery in this filing, ComEd wants this Commission to approve a 232 

surcharge cost recovery mechanism for these future unspecified investments.  This 233 

particular proposal is the most objectionable aspect of ComEd’s filing.  In my opinion, 234 

ComEd is seeking a method of cost recovery for smart grid investments that the Illinois 235 

courts have recently struck down, and it has dressed this proposal up to appear as 236 

“alternative rate regulation” pursuant to Section 9-244.   237 

The Commission should reject any proposal to establish a surcharge under the guise of 238 

“alternative rate regulation” for smart grid investments that have never been submitted 239 

for public review and determination of cost effectiveness.   The decision on what types of 240 

smart grid investments make sense for both ratepayers and public policy will occur in the 241 

future, and the method of cost recovery for specific investments can properly be 242 

determined when the known investments, estimated costs, and evidence of customer 243 

benefits have been established.  Those proceedings should not be negotiated, but rather 244 

litigated with an opportunity for the submission of evidence by expert witnesses and 245 

opportunity for cross examination, followed by a decision by the Commission.  Illinois 246 

should not adopt any cost recovery method at this time that approves a surcharge for the 247 

future recovery of $95 million in capital costs from customers for unknown smart grid 248 

investments or any other investments.  As clearly articulated in the Smart Grid 249 

Collaborative Report, there are many pros and cons associated with the various methods 250 

of cost recovery for smart grid investments, and there is no consensus among the parties 251 

that would support the use of a surcharge cost recovery mechanism at this time even if 252 
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the nature of the investments were known and there was agreement on the specific 253 

investments as to costs and benefits.   254 

Q. IS COMED CORRECT THAT FUTURE SMART GRID INVESTMENTS CANNOT 255 

BE FUNDED THROUGH TRADITIONAL BASE RATES WITHOUT RISKS TO 256 

SHAREHOLDERS THAT IT DOES NOT WANT TO ASSUME? 257 

A. No.  There are many other utilities that are undertaking full deployment of Advanced 258 

Metering and other smart grid investments and will recover prudent costs from ratepayers 259 

through traditional base rates.  For example, electric utilities in Nevada, Idaho, Michigan, 260 

Delaware, the District of Columbia, and Maryland are investing in advanced metering 261 

and smart grid technologies without any surcharge or predetermined promise of rate 262 

recovery.  ComEd’s statements that the risks are too great to pursue at least this type of 263 

investment are premature and are not accompanied by any factual documentation of any 264 

adverse financial impact on ComEd or its stockholders if the traditional mode of utility 265 

investment in large capital projects was followed in Illinois.    266 

This is particularly the case because of the unknown level of costs for smart grid 267 

deployment (reflecting metering, communication, distribution automation, and customer 268 

applications) in Illinois or for ComEd.  Nor do we know the level or extent of customer 269 

benefits that would offset some or even all of the potential costs.  For example, there are 270 

operation and maintenance savings associated with smart metering deployment, but 271 

ComEd’s proposal fails to even recognize those savings to customers in its proposed cost 272 

recovery mechanism.  Rather, ComEd appears to want to rely on future base rate cases to 273 

identify any such savings and realize those savings in base rates.  ComEd fails to link its 274 

proposed cost recovery with the delivery of any benefits to customers. 275 
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  I am familiar with at least one utility in Maryland that claimed for over two years 276 

in its litigation over its smart grid proposal that it would not be able to invest in full 277 

deployment of smart metering without a surcharge cost recovery mechanism because of 278 

the financial risk.  However, this same utility finally agreed to pursue this investment 279 

even though the Commission refused to approve a surcharge method of cost recovery and 280 

deferred any decision on future cost recovery until the utility is able to demonstrate that 281 

its promised benefits have actually occurred.
8
 282 

Q. WHAT ABOUT COMED’S ASSERTIONS THAT ITS PROPOSED LOW INCOME 283 

PROGRAM PROPOSAL IS SOMEHOW NOT REQUIRED BY TRADITIONAL COST 284 

OF SERVICE REGULATION OR WOULD NOT OTHERWISE OCCUR WITHOUT 285 

SURCHARGE COST RECOVERY PURSUANT TO AN ALTERNATIVE RATE 286 

REGULATION PLAN? 287 

A. This assertion is also incorrect.  Utilities throughout the United States fund low income 288 

bill payment assistance programs and obtain cost recovery through a variety of 289 

mechanisms, including base rates.  Whether through base rates or a “social benefits 290 

charge” that is reflected in base rates, utilities have designed, implemented, and funded 291 

low income assistance programs for many years without linking their cost recovery to 292 

“alternative rate regulation.”  Low income assistance funded by utility ratepayers is now 293 

the norm in many states.  There is no need to provide any reward to ComEd to implement 294 

approved programs.  Furthermore, the type and design of the most appropriate program 295 

should be done in a proceeding (whether during a base rate case or another specific 296 

                                                 
8
 I provided citations to the Maryland Commission’s smart metering orders concerning Baltimore Gas & Electric in 

my Direct Testimony.  Pursuant to the Commission’s most recent order that rejected even the modified surcharge 

proposal made by BG&E, the utility submitted a one-page letter to the Commission that stated it would proceed with 

AMI subject to the Commission’s conditions and order. 
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proceeding) in which there is sufficient opportunity for exploration and development of a 297 

program design that reflects the existing programs, the evaluation of the existing 298 

programs, and the development of the most cost effective use of ratepayer funds.  There 299 

is insufficient time and attention in this proceeding for that type of careful analysis and 300 

approach.  The issue in this proceeding is whether ComEd’s proposal to spend $5 million 301 

for two years on programs that it has traditionally operated with shareholder contributions 302 

and obtain cost recovery for those programs through the proposed Rate ACEP as part of 303 

an “alternative rate regulation” plan.  For reasons set forth in my Direct Testimony, this 304 

particular aspect of ComEd’s filing should not be considered as part of an “alternative 305 

rate” plan. 306 

Q. DO YOU HAVE ANY COMMENTS ON COMED’S PROPOSAL FOR TESTING 307 

ELECTRICALLY POWERED VEHICLES AS PART OF AN ALTERNATIVE RATE 308 

REGULATION PLAN? 309 

A.  No.  I believe that the Staff has properly identified the defects with this proposal.            310 

Q. FINALLY, WHAT IS YOUR VIEW CONCERNING COMED’S PROPOSAL FOR 311 

ADDITIONAL MAINTENANCE AND IMPROVEMENTS FOR ITS 312 

UNDERGROUND DISTRIBUTION SYSTEM IN THIS FILING? 313 

A. ComEd’s proposal in this regard is a reflection of its regulated duty to provide safe and 314 

reliable service to its ratepayers.  While ComEd claims that these particular maintenance 315 

projects and improvements in its underground service delivery system are not required by 316 

its statutory duties and would not otherwise occur except in the context of alternative 317 

regulation, that assertion is self-serving and not capable of evidentiary support.  In fact, 318 

Dr. Hemphill does not provide any evidence in support of these assertions.  Rather, 319 
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ComEd portrays this particular investment as beneficial to customers in terms of 320 

improved reliability of service.  However, ComEd proposes no metrics or performance 321 

standards that would put this assertion to the test as part of its alternative rate plan.  322 

Again, the issue with this proposal is not whether the proposed project is worthy or not.  323 

The issue is whether the project should be subject to near automatic cost recovery based 324 

on meeting a budgetary target that does not link expenditures with the delivery of 325 

promised customer benefits. 326 

 Dr. Hemphill states, “[t]here are always things a utility can do to improve 327 

reliability” and “[a]ttempting to implement all of them would be wildly expensive and in 328 

all likelihood, imprudent.”  I agree with these statements.  However, the proper 329 

conclusion is not for a utility to pick a particular project and propose to implement it 330 

based on a negotiated budget that assures cost recovery.  Rather, the more reasonable 331 

approach would be to develop a long term reliability investment plan, identify where 332 

reliability is most at risk, outline the potential investments and improvements that can and 333 

should occur over the term of the plan, evaluate the most likely candidates, and 334 

recommend particular investments that are likely to have the greatest “bang for the 335 

ratepayer buck” and those that, while useful, are not candidates for approval or 336 

recommendation in the short run.  ComEd’s proposal fails to follow this reasonable and 337 

typical path for identifying long term reliability needs and investments.   338 

 339 

III. RESPONSE TO THE DIRECT TESTIMONY OF NRDC  340 
 341 

 342 
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Q. NRDC’S ENERGY ADVOCATE, DYLAN SULLIVAN, PROPOSED AN 343 

ALTERNATIVE REGULATION “MECHANISM” THAT WOULD FOCUS ON COST 344 

RECOVERY FOR ENERGY EFFICIENCY PROGRAMS.  DO YOU AGREE? 345 

A. I do not agree with Mr. Sullivan’s proposal as reflected in his Direct Testimony for a 346 

number of reasons.  First, there is no information in Mr. Sullivan’s testimony concerning 347 

the costs and benefits of any specific energy efficiency program.  Rather, he proposes 348 

expenditures for programs that would be in addition to approved programs and that 349 

would exceed the statutory efficiency targets reflected in the Illinois Power Agency Act.
9
  350 

His proposal would reward ComEd with a portion of the net benefits as measured by the 351 

Total Resource Cost test if the Company exceeds the Act’s energy savings targets, 352 

starting at 5% of net benefits and moving to 10% of net benefits.  Mr. Sullivan’s proposal 353 

is contingent on the Commission’s approval of the decoupling scheme pending in Docket 354 

No. 10-0467.
10

  Second, Mr. Sullivan has not estimated or projected any customer bill 355 

impacts as a result of his proposal.  Finally, Mr. Sullivan appears to suggest a different 356 

cost recovery mechanism for the expanded energy efficiency programs, relying on an 357 

automatic adjustment to existing kWh rates and not a fixed customer surcharge as 358 

reflected in ComEd’s Rate ACEP.  As a result, there is so much uncertainty associated 359 

with Mr. Sullivan’s proposal that it is not proper to adopt any such dramatic change in 360 

ComEd’s filing, as he recommends. 361 

                                                 
9
 In response to data requests, Mr. Sullivan has stated that neither he nor NRDC have done any calculations on the 

future budgets for these future efficiency programs or customer bill impacts associated with the increased spending 

and ComEd rewards as recommended in his testimony.  See NRDC Response to AARP-NRDC 1.1 and 1.4, attached 

to my Rebuttal Testimony. 
10

 Sullivan Direct at 8, lines 144-145. 
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Q. DO YOU AGREE WITH MR. SULLIVAN’S STATEMENTS THAT CUSTOMERS 362 

WILL BENEFIT FROM HIS PROPOSAL AND RESULT IN LOWER RATES THAN 363 

UNDER TRADITIONAL REGULATION? 364 

A. While I can conceive of such a result, the fact remains that Mr. Sullivan’s testimony does 365 

not contain any of the facts or evidence to support his view.  Rather, his testimony 366 

contains conclusory statements of benefits and future cost impacts on customer rates and 367 

bills that cannot be evaluated at this time.  It is correct that customers should benefit in 368 

theory from properly designed and targeted efficiency programs.  However, not all 369 

spending for all programs that are labeled “efficiency programs” is guaranteed to result in 370 

customer benefits.  371 

Q. FINALLY, DO YOU AGREE THAT THE COMMISSION SHOULD APPROVE 372 

EXPENDITURES FOR EFFICIENCY PROGRAMS THAT EXCEED THE 373 

STATUTORY TARGETS AND BILL IMPACTS REFLECTED IN THE ILLINOIS 374 

POWER AUTHORITY ACT? 375 

A. No.  The Commission should not approve incentives to reward ComEd’s shareholders for 376 

exceeding that statutory efficiency and bill impact targets set in the IPA Act without 377 

careful review and identification of specific programs that are likely to have results that 378 

exceed the costs of the programs and the resulting bill impacts on residential customers.  379 

This is particularly a concern for low income customers who must pay for these programs 380 

but who are typically not provided with a realistic opportunity to participate in the 381 

programs due to their inability to afford basic necessities, let alone additional investments 382 

in new appliances or housing repairs. 383 

 384 
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Q. DOES THIS COMPLETE YOUR TESTIMONY AT THIS TIME? 385 

A. Yes. 386 


