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I. INTRODUCTION / SUMMARY 

Q. Please state your name and business address.  1 

A. My name is Michael L. Brosch.  My business address is PO Box 481934, Kansas City, 2 

Missouri 64148-1934. 3 

 4 

Q. Are you the same Michael L. Brosch who previously submitted Direct Testimony that 5 

was identified as AG/CUB Exhibit 1.0 and Rebuttal Testimony that was identified as 6 

AG/CUB Ex. 7.0 in this docket? 7 

A. Yes.  My qualifications and a listing of my previous testimonies was provided in AG/CUB 8 

Exhibits 1.1 and 1.2, respectively.  This Rebuttal Testimony is provided on behalf of the 9 

People of the State of Illinois, represented by the Attorney General (“Attorney General” or 10 

“AG”), and the Citizens Utility Board (“CUB”). 11 

Q. What is the purpose of your Rebuttal Testimony in this docket? 12 

A. My Rebuttal Testimony addresses the testimony of NRDC witnesses Karl McDermott and 13 

Ralph Cavanagh, who propose adoption of revenue decoupling for Commonwealth Edison 14 

Company (“ComEd” or “the Company”).  I also address the Rebuttal rate design testimony 15 

of ComEd witness Ross Hemphill related to this decoupling proposal.  16 

Q.  Please summarize your conclusions. 17 

A. I recommend that the NRDC decoupling proposal be rejected by the Commission, because it 18 

represents inappropriate single-issue ratemaking and because the proposal is not fully 19 

developed, has not been justified by NRDC and is not supported by the facts in this Docket. 20 

 21 

II. RESPONSE TO DECOUPLING PROPOSAL 22 

Q. Was revenue decoupling an element of ComEd’s proposed rate design in this Docket? 23 
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A. No.  It is my understanding that ComEd has proposed a Straight Fixed Variable (“SFV”) 24 

form of rate design in preference to decoupling.
1
 25 

Q. Has any party to this proceeding recommended adoption of decoupling, even though it 26 

was not proposed by ComEd?
2
 27 

A. Yes.  Through the Direct Testimony of Messrs. Karl McDermott and Ralph Cavanagh, the 28 

National Resources Defense Council (“NRDC”) is proposing adoption of a new regulatory 29 

policy to remedy what they characterize as a “dysfunctional” present scheme of regulation in 30 

Illinois.
3
  Their proposal is to adopt “revenue decoupling” as a “policy to help remove the 31 

disincentive utilities face when undertaking activities that may reduce energy consumption.”
4
 32 

According to Mr. McDermott, “The goal is to remove a major utility financial disincentive 33 

resulting from recovering a large portion of fixed costs through volumetric rates, thereby 34 

allowing the utility and the regulatory environment to further embrace a conservation ethic.”
5
 35 

Q. What is revenue decoupling and how does it work? 36 

A. Revenue decoupling is a regulatory mechanism that ensures that the utility collects its 37 

Commission-authorized revenue requirement.
6
  Under decoupling, once a specific amount of 38 

revenue is authorized for utility recovery of its revenue requirement, a regulatory mechanism 39 

is added with deferral accounting and automatic future rate adjustments that serve to ensure 40 

that the utility fully recovers precisely that amount of revenue without regard to changes in 41 

sales volumes in periods subsequent to the rate order.  This mechanism is called decoupling 42 

                                                 
1
  ComEd Ex. 14.0, lines 403-408. 

2
  In ComEd Ex. 14.0 at line 404, witness Hemphill indicates that, “ComEd might consider exploring 

decoupling, but it appears at present – until the Peoples Gas pilot demonstrates its efficacy – the 

Commission prefers the SFV approach.” 
3
  See NRDC Ex. 2.0, Lines 80-100. 

4
  NRDC Ex. 1.0, lines 29-44.  NRDC Ex. 2.0, lines 262-275. 

5
  NRDC Ex. 1.0, Lines 69-71. 

6
  In the “per customer” form proposed  by NRDC, decoupling would likely cause ComEd to collect more 

than its Commission-authorized revenue requirement, because future revenues would increase in direct 

proportion to the number of customers being served. 
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because the utility‟s earnings between test years are no longer “coupled” to changes in sales 43 

volumes.   All business risks arising from changes in sales volumes are shifted from the 44 

utility to its customers under decoupling through the the automatic rate adjustment 45 

mechanism that ensures the utility will fully recover its revenue requirement. 46 

Q. Have the NRDC witnesses provided any studies or other information to demonstrate a 47 

need for a new regulatory framework in Illinois, in the form of decoupling? 48 

A. No studies are presented by the NRDC witnesses containing any ComEd specific data 49 

regarding energy sales trends, conservation penetration, energy market conditions in 50 

Northern Illinois or even basic information on the NRDC‟s perceived need for the revenue 51 

stabilization that may result from decoupling.  Additionally, NRDC has failed to provide any 52 

analysis to support the premise that ComEd has any financial need for the revenue increases 53 

that would likely result from decoupling. 54 

Q. Is any particular variant of decoupling being advocated by the NRDC witnesses? 55 

A. There are very few details provided to describe with any specificity what is being proposed.  56 

However, a close reading of Mr. McDermott‟s testimony at Line 143 indicates his advocacy 57 

for “baseline recovery on the allowed revenue requirement per customer” [emphasis added], 58 

which is a particularly onerous form of decoupling from the perspective of electric 59 

consumers.  Mr. Cavanagh‟s testimony at line 301 also inserts this “per-customer fixed-cost 60 

revenue requirement” approach, with no discussion of why such a revenue per-customer 61 

indexing of ComEd‟s revenue requirement is appropriate. 62 

Q. What is the significance of decoupling on a “per-customer” basis? 63 

A. Per-customer decoupling is not pure decoupling, where utility revenues would be absolutely 64 

fixed between rate cases, but instead a formula ratemaking regime that grants automatic rate 65 
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increases to ComEd whenever customers are added between rate cases.  Per-customer 66 

decoupling requires acceptance of the un-proven assumption that the utility‟s costs are not 67 

truly “fixed costs”, but instead such costs vary directly and solely with the number of 68 

customers being served and, therefore, its revenues should be allowed to grow in direct 69 

proportion to the number of customers being served.  Given all the discussion NRDC 70 

advances regarding its opinion of the need for ComEd to recover its “fixed costs” in 71 

testimony, it is remarkable that a revenue per-customer approach is being recommended by 72 

NRDC because “fixed costs” do not vary at all and certainly have not been proven to vary 73 

directly and solely based upon the number of customers being served. 74 

Q. Has NRDC justified the need for any ComEd decoupling mechanism due to a failure of 75 

traditional test year regulation to provide a reasonable opportunity for ComEd to 76 

recover its fixed costs? 77 

A. No.  Mr. Cavanagh‟s testimony provides no evidence that ComEd has failed to recover its 78 

fixed costs under traditional, test-year regulation since initiating its statutory energy 79 

efficiency programs.   80 

Q. What are the specifications of the decoupling mechanism that Mr. Cavanagh 81 

advocates? 82 

A. At page 15 of NRDC Ex. 2.0, Mr. Cavanagh suggests implementation of a four-year revenue 83 

decoupling pilot program for the residential customer class, with the following key elements: 84 

1. For single-family and multi-family residential electricity customers, respectively, 85 

the Commission would establish in this rate case an authorized per-customer fixed-86 

cost revenue requirement based on the company‟s authorized fixed costs of 87 
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distribution service to these two delivery subclasses, averaged across all households 88 

in each subclass. 89 

2. The Commission would annually compare the company‟s actual recovery of these 90 

per-customer fixed-cost revenues (based on recorded energy sales and any changes 91 

in the total customer count) with its authorized level of recovery.  Excess balances 92 

would be refunded to customers through a rate reduction and under-recoveries 93 

would be restored to the Company through a rate increase, averaging rate changes 94 

across the entire residential class. 95 

3. Rate increases or decreases under the mechanism would be capped at 3%, with any 96 

unrecovered balances carried forward. 97 

Q. Are these specifications sufficiently detailed to approve and implement decoupling on 98 

these terms? 99 

A. No.  The NRDC witnesses have not presented anything close to a fully developed decoupling 100 

plan with supportive analysis and documentation.  Even if we assume decoupling might be a 101 

reasonable policy for electric delivery utilities in Illinois, and ignore the major policy debate 102 

that should occur regarding the need for a “per-customer” form of decoupling, there are not 103 

sufficient details in the NRDC proposal to understand what is being proposed.  Among the 104 

significant details missing from the NRDC proposal are the following: 105 

 No tariff is proposed, defining terms, specifying applicability, illustrating rate 106 

calculations and prescribing filing dates and review procedures for decoupling rate 107 

changes. 108 

 No administrative procedures are proposed, indicating when and how rate 109 

adjustment filings would occur, what information is to be submitted by ComEd, 110 
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how and when customers would be notified of proposed rate changes and how any 111 

disputes over implementation details or calculations would be resolved. 112 

 No illustrative calculations are presented to show how the proposed decoupling may 113 

impact ComEd customers or the Company prospectively or how the proposal would 114 

have functioned historically if applied to historical usage, revenue and earnings 115 

data. 116 

 No evaluative criteria or review procedures are proposed to define what is to 117 

happen at the end of the proposed pilot. 118 

 No analysis is presented to support the fundamental premise that ComEd has failed 119 

to fully support conservation and energy efficiency because of the presumed sales 120 

disincentive under traditional ratemaking. 121 

 No evidence has been provided, from either NRDC or the Company, to support the 122 

premise that if the Commission approves a decoupling mechanism the Company 123 

will in fact invest more dollars in, and do a better job promoting, energy efficiency 124 

and conservation – a central premise of Mr. Cavanagh‟s support for decoupling 125 

mechanisms. 126 

 Implementation and continuation of decoupling for ComEd has not been tied to any 127 

measurable level of support for conservation and energy efficiency programs, 128 

despite the claimed goal of decoupling to achieve greater conservation. 129 

 Without specification of these details, it is difficult to fully respond to the NRDC proposal. 130 

Q. Is decoupling an example of single-issue ratemaking? 131 

A. Yes.  Decoupling has the effect of adjusting utility rates based solely upon changes in 132 

residential, per-customer sales volumes, without regard to other changes in the utility‟s rate 133 
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base, operating expenses or the cost of capital.  Decoupling assumes, inappropriately, that the 134 

utility‟s financial health is dependent on ensuring that an established revenue per customer 135 

level is maintained between rate cases.  This unjustified premise for a revenue per customer 136 

decoupling mechanism ignores the fact that utility expenses, rate base, cost of capital are 137 

dynamic and ever-changing.  For example, the revenue per customer decoupling approach 138 

being advocated by the NRDC fails to properly account for (1) the revenues the company 139 

gains when new customers are added; (2) changes in usage and sales to customer classes not 140 

decoupled; (3) changes in operating expenses, such as labor force reductions and operating 141 

efficiencies gained through new technology; (4) changes in the rate base; and (4) changes in 142 

the cost of capital – all elements that affect a utility‟s revenue requirement.  This is why 143 

decoupling is reasonably characterized as single-issue ratemaking; it changes future customer 144 

rates to account for changes in only a single element of the revenue requirement formula, 145 

while ignoring all other changes. 146 

Q. Would the proposed decoupling pilot for residential customers produce any tangible 147 

financial benefits for ComEd that would reduce the Company’s business risks and 148 

required return on equity? 149 

A. Yes. ComEd witness Hemphill provides a graph of “residential use per customer” at page 20 150 

of his Direct Testimony.
7
  That graph displays changes in residential class average Use per 151 

Customer (“UPC”) and shows declines in UPC in every year since 2005 and projected further 152 

declines in UPC through 2014.  According to Mr. Hemphill, “ComEd believes that the 153 

downward trend will continue.”  If this is true, the NRDC decoupling proposal will directly 154 

and persistently benefit ComEd by generating annual rate increases in every future year with 155 

normal weather conditions.  The idea behind decoupling is to ensure ComEd is not 156 

                                                 
7
  ComEd Ex. 14.0, line 393. 



  AG/CUB Ex. 12.0 

 

disadvantaged by declining usage per customer.  If decoupling were implemented as 157 

proposed by the NRDC witnesses, ComEd would be allowed to systematically shift any of 158 

the risks arising from declining usage per customer, as well as the revenue volatility caused 159 

by abnormal weather, to its customers and away from its shareholders. 160 

Q. Do the NRDC witnesses recognize the risk shifting benefit to ComEd from 161 

implementation of their proposed decoupling pilot? 162 

A. No recognition of lower risk and downward adjustment of ROE is proposed by the NRDC 163 

witnesses.  Mr. Cavanagh states, “I agree with NRDC witness McDermott that the answer 164 

should be „none at this time‟” with regard to recognition of decoupling in determining the 165 

allowed ROE for ComEd.  According to Mr. Cavanagh, “ComEd will be giving up some 166 

ability to gain from rising electricity sales as economic recovery accelerates across the state 167 

and nation…”  This is an unacceptable omission because there is simply no benefit to 168 

ratepayers and only expected higher rates for consumers as ComEd‟s anticipated declining 169 

residential usage per customer is translated into automatic annual rate increases.  Without a 170 

significant ROE reduction, decoupling represents a windfall to ComEd with no benefit for 171 

residential ratepayers. 172 

Q. Would ComEd be giving up some of its ability to gain from rising electricity sales as 173 

economic recovery accelerates if decoupling were implemented? 174 

A. No.  If a “revenue per-customer” variant of decoupling is approved, as recommended by 175 

NRDC, ComEd‟s residential revenues would be guaranteed to increase in direct proportion to 176 

the number of customers being served.  To the extent economic recovery results in adding 177 

new residential customers, the NRDC decoupling approach would simultaneously protect 178 

ComEd against declining usage “per-customer” while allowing ComEd to retain for its 179 



  AG/CUB Ex. 12.0 

 

shareholders all new revenues associated with serving new customers.  Additionally, it 180 

should be noted that sales volumes and revenues from serving commercial customer classes 181 

that are not decoupled under the NRDC proposal would likely rise during economic 182 

recovery, and this increase in revenue would contribute toward potential over-recovery of the 183 

utility costs NRDC characterizes as “fixed costs”. 184 

Q. Isn’t it reasonable to assume that ComEd incurs new costs to serve new customers, 185 

making it reasonable to implement decoupling on a “per-customer” basis? 186 

A. Not necessarily.  First, I would observe that the premise behind decoupling is that most 187 

utility costs  are “fixed costs” that do not vary directly as a function of the number of 188 

customers served or the number of KWH that are distributed.  Without commenting on that 189 

premise, I observe that the NRDC witnesses have not provided any studies or analyses to 190 

support a premise that, in fact, ComEd needs to retain incremental new revenues from each 191 

customer added because of incremental cost changes between test years.  The “per-customer” 192 

element of the NRDC decoupling proposal is unreasonable because it would have the effect 193 

of locking in a residential revenue stream that is protected against declines in usage per 194 

customer while insuring growing revenues as ComEd serves new customers.  There has been 195 

no showing that ComEd has any financial need for automatic, piecemeal rate adjustments to 196 

firm up growing residential revenues between rate cases whenever it adds new customers. 197 

Q. Both of the NRDC witnesses reference the North Shore/Peoples Gas decoupling pilot 198 

that resulted in rate refunds to customers in 2008 and 2009.
8
  Does this experience from 199 

the gas utility decoupling pilot tell us anything about the future outcome if decoupling is 200 

approved for ComEd? 201 

                                                 
8
  NRDC Ex. 1.0, lines 118-120.  NRDC Ex. 2.0, lines 317-321. 
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A. No.  This testimony is particularly misleading, given Mr. Hemphill‟s graph that I previously 202 

discussed.  Most of the variability in gas utility sales volumes that is addressed by decoupling 203 

is caused by weather.  While it is true that decoupling typically is implemented in a form that 204 

has a weather normalization effect, past results for a gas utility have no predictive value for 205 

prospective application of decoupling to an electric distribution utility.  ComEd‟s usage per 206 

customer graph referenced above may be the best indication of likely future decoupling 207 

impacts under assumed normal weather conditions and suggests that continued declines in 208 

per customer residential usage would likely generate annual rate increases under a 209 

decoupling regulatory framework applied to ComEd. 210 

Q. Should any rate changes that would occur under decoupling be viewed as simply 211 

compensation to the utility, in other words, as recognition of and to reward utility 212 

support for energy efficiency programs? 213 

A. No.  Decoupling is a very blunt instrument that accounts for customer usage changes caused 214 

by many reasons, only one of which is utility-sponsored energy efficiency programs.  The 215 

rate changes under decoupling occur without regard to what actually caused the changes in 216 

customer usage.  While advocates for decoupling tend to emphasize the need to “remove the 217 

disincentive” and to “encourage utility support” for conservation programs, the decoupling 218 

calculations are blind to the reasons why usage per customer has declined.  Rates will 219 

increase under decoupling whenever usage declines because of: 220 

 Consumer reaction to economic conditions and/or high unemployment; 221 

 Replacement of old appliances with new, higher-efficiency models required under 222 

Federal appliance and HVAC efficiency regulations; 223 
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 Replacement of old dwellings with new structures compliant with modern building 224 

codes; 225 

 Milder than normal weather; 226 

 Conservation measures implemented by consumers at their own expense; and 227 

 Conservation measures implemented under utility-sponsored programs. 228 

Q. What is your recommendation with respect to the NRDC decoupling proposal? 229 

A. For all the reasons described in my testimony, I recommend that the Commission reject the 230 

NRDC decoupling proposal. 231 

Q. Has ComEd responded in testimony to the NRDC decoupling proposal? 232 

A. Yes.  ComEd witnesses Hemphill and Lowry respond to the NRDC proposal.
9
  Not 233 

surprisingly, the Company‟s witnesses are generally supportive of decoupling, even to the 234 

point of sponsoring a tariff that could be used to implement the proposal.  Mr. Hemphill 235 

states:  236 

 ComEd is still reviewing the implications of the proposal internally, especially the 237 

workings of the 3% soft cap. However, ComEd witness Lowry suggests that its terms are 238 

generally reasonable. (See ComEd Ex. 47.0, 17:347-48.) I note that NRDC did not 239 

provide a tariff to implement Mr. Cavanagh‟s proposal. Thus, I offer as an attachment to 240 

my testimony, ComEd Ex. 46.2, a sample tariff that would implement Mr. Cavanagh‟s 241 

recommendation, except for the 3% soft cap. As of yet, ComEd has no opinion on the 3% 242 

soft cap. Should the Commission decide that NRDC‟s approach is preferable, this sample 243 

tariff would be an appropriate vehicle.
10

  244 

 245 

 In addition, ComEd witness Lowry asserts, “I believe that some form of revenue decoupling 246 

can and should be implemented for ComEd in this proceeding.”
11

 247 

Q. Do the ComEd witnesses who address decoupling make any revisions to the NRDC 248 

proposal that address the concerns you have described in your testimony? 249 

                                                 
9
  ComEd Ex. 46.0 and ComEd Ex. 47.0, respectively. 

10
  ComEd Ex. 46.0, lines 561-568. 

11
  ComEd Ex. 47.0, lines 522-523. 
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A. No, they do not.   250 

Q. What do you conclude regarding the NRDC’s decoupling proposal? 251 

A. The NRDC‟s revenue per customer decoupling proposal is hopelessly flawed and based on 252 

the unproven assumptions that (1) ComEd needs to be guaranteed a designated amount of 253 

revenue per residential customer in order to ensure financial stability; and (2) if the 254 

Commission approves the proposed decoupling approach, ComEd will invest more dollars in 255 

and do a better job promoting energy efficiency programs, to the customers‟ benefit.  As 256 

discussed above, neither premise is, in fact, proven or true.  Instead, adoption of the NRDC-257 

promoted (and ComEd-endorsed) decoupling approach would likely lead to windfall 258 

revenues for the Company, with no discernible increased benefits to ratepayers.  The 259 

proposal in inappropriate single-issue ratemaking and should be rejected.  260 

 261 

Q. Does this conclude your rebuttal testimony? 262 

A. Yes. 263 


