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I.  INTRODUCTION 1 

Q.  PLEASE STATE YOUR NAME. 2 

A.   I am Ralph Cavanagh, the Energy Program Co-Director of the Natural Resources 3 

Defense Council. 4 

Q. HAVE THERE BEEN ANY CHANGES IN THE INFORMATION REPORTED IN 5 

THE SECTION OF YOUR DIRECT TESTIMONY IN THIS PROCEEDING THAT 6 

ADDRESSES YOUR BACKGROUND AND QUALIFICATIONS? 7 

A. No. 8 

II. SUMMARY OF REBUTTAL TESTIMONY 9 

Q. PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.  10 

A. While I am gratified at a strong consensus among key intervenors in opposition to the 11 

adoption of straight fixed variable (SFV) rate design (including the Attorney General, Staff and 12 

the City of Chicago), no other intervenor has addressed the fundamental problem of the strong if 13 

unintended throughput incentive that ComEd receives under current ratemaking practices.  14 

ComEd witness Lowry abundantly confirms my core concerns about “a traditional regulatory 15 

system that disincentivizes the company from aggressively pursuing all avenues that are at its 16 

disposal for encouraging energy efficiency, peak load reductions, and load displacing generation 17 

for its residential and watt hour customers  (ComEd Ex. 47.0, i).”  Unlike Com Ed’s SFV 18 

alternative, however, NRDC’s revenue decoupling proposal would remove this disincentive 19 

without reducing customers’ rewards for saving energy.  No other party offers an alternative way 20 

to accomplish this objective.  And the record shows that no state that takes energy efficiency 21 
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seriously has adopted SFV for an electric utility; indeed, the sole SFV pioneer that ComEd’s own 22 

expert can cite is a single utility in Mississippi (ComEd Ex 47.2, Table 5a, p. 45).  And since the 23 

filing of my testimony, the Arizona Corporation Commission has weighed in with a strong 24 

endorsement of revenue decoupling principles that are strikingly similar to those set out in my 25 

testimony. 1 26 

 Com Ed’s defense of its straight fixed-variable rate design proposal amounts to a 27 

paradoxical claim that today’s electricity rates are resulting in excessive energy savings, and that 28 

when customers see lower rewards for adopting efficiency measures “the competitive market 29 

will ultimately find superior ways to improve efficiency and reduce consumption” (Hemphill, 30 

ComEd Ex. 46.0, 24: 546-48).   Yet no action influenced by competitive markets is aided by the 31 

prospect of reduced rewards. 32 

ComEd acknowledges that NRDC’s proposal is “generally reasonable (id. At 25:562-63), 33 

and the company has proposed a tariff that  “would implement Mr. Cavanagh’s 34 

recommendation” as indicated by Mr. Hemphill (ComEd Ex. 46.0, 25: 564-66).  And ComEd’s 35 

objection to my proposed handling of weather adjustments in the context of decoupling appears 36 

to reflect a misunderstanding (ComEd Ex. 46.0, 23: 512-15); I agree that no such adjustments 37 

should be made in calculating rate adjustments, to help customers avoid risks associated with 38 

weather extremes and accompanying high utility bills (NRDC Ex. 2.0, 414-22).   And I agree 39 

strongly with NRDC witness McDermott, a former ICC Commissioner, that NRDC’s decoupling 40 

proposal is wholly consistent with Illinois regulatory precedent and in no way inconsistent with a 41 

recent Appellate Court decision restricting the use of  “riders” that effectively readjust 42 

                                                 
1 See Arizona Corporation Commission Policy Statement Regarding Utility Disincentives to Energy Efficiency and 
Decoupled Rate Structures, docket no. 08-0314 (approved December 15, 2010), addressed further  in Section VI. 
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Commission-approved revenue requirements; NRDC’s proposal is grounded firmly in 43 

Commission-approved revenue requirements.   44 

III. RESPONSE TO INTERVENORS 45 

Q.  HOW DO YOU RESPOND TO INTERVENORS’ ASSESSMENT OF THE 46 

MERITS OF STRAIGHT FIXED-VARIABLE COST RATE DESIGN? 47 

A.   Witnesses for the  Office of Attorney General, the Citizens Utility Board, and the City of 48 

Chicago all conclude after exhaustive analysis that ComEd’s straight fixed variable (SFV) rate 49 

proposal is untenable on grounds of economics, equity and state energy-efficiency policy, and I 50 

agree.  See Direct Testimony of Scott J. Rubin, AG/CUB Ex. 6.0, Direct Testimony of 51 

Christopher Boggs, ICC Staff Ex. 3.0; Direct Testimony of Edward C. Bodmer, City Ex. 1.0.  52 

But none of these witnesses proposes a solution to the underlying problem of the strong 53 

throughput incentive unintentionally delivered to ComEd by current ratemaking practices.  It is 54 

not enough in this case for the Commission simply to reject ComEd’s SFV rate proposal; it 55 

should also address the undisputed barriers to energy efficiency progress that surface repeatedly 56 

throughout both NRDC’s and ComEd’s testimony, and NRDC’s revenue decoupling solution is 57 

far superior to ComEd’s SFV rate design proposal. 58 

IV. RESPONSE TO COMED WITNESS HEMPHILL 59 

Q. WHAT IS YOUR RESPONSE TO WITNESS HEMPHILL’S REBUTTAL 60 

TESTIMONY ON BEHALF OF COM ED? 61 

A. I appreciate his generally constructive response to NRDC’s revenue decoupling proposal, 62 

including his submission of a sample tariff (ComEd Ex. 46.2) that would implement our 63 
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recommendations, and the company’s sponsorship of Mark Lowry’s rigorous overview of North 64 

American trends in revenue decoupling (ComEd Ex. 47.0).   I do not agree with Dr. Hemphill’s 65 

concern about “a spiraling effect with customers using ever more electricity in order to take 66 

advantage of the decoupling credits” (ComEd Ex. 46.0: 581-88), and of course I remain 67 

unpersuaded by his continuing defense of ComEd’s SFV proposal.  Finally, I note that his 68 

objection to my proposed handling of weather adjustments in the context of decoupling appears 69 

to reflect a misunderstanding (ComEd Ex. 46.0, 23: 512-15); I agree that no such adjustments 70 

should be made in calculating rate adjustments, to help customers avoid risks associated with 71 

weather extremes and accompanying high utility bills (NRDC Ex. 2.0, 414-22).   72 

 Q. EXPLAIN YOUR DISAGREEMENT WITH WITNESS HEMPHILL’S 73 

CONTENTION THAT DECOUPLING COULD SERVE TO ENCOURAGE 74 

CUSTOMERS TO USE MORE ELECTRICITY. 75 

A. Revenue decoupling as proposed in my testimony has trivial rate impacts, and the record 76 

shows that the implementation of similar mechanisms over a decade for 45 utilities resulted in 77 

“uniformly modest” rate impacts, “typically amounting to ‘less than $1.50 per month in higher or 78 

lower charges for residential gas customers and less than $2.00 per month in higher or lower 79 

charges for residential electric customers.”  NRDC Ex. 2.0, 17: 338-40.  It is simply not plausible 80 

that bill impacts on the order of a dime (or less) a day would motivate customers to use more 81 

energy, and witness Hemphill cites no evidence that this has ever occurred for any of the dozens 82 

of utilities with revenue decoupling (some for more than thirty years).   As demonstrated in my 83 

testimony and reinforced by the other intervenors, ComEd’s own proposal would have far greater 84 
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impacts on customers’ incentives to use more or less electricity. 2  For that reason, although  I 85 

have no objection in principle to witness Hemphill’s suggestion that decoupling adjustments be 86 

“a fixed monthly amount determined individually for each delivery class” (ComEd Ex. 46.0, 26: 87 

586-88),  I see no need for it, and I note that no revenue decoupling system now in use has 88 

adopted that approach. 89 

Q. WITNESS HEMPHILL SUGGESTS THAT YOUR DECOUPLING PROPOSAL 90 

ARTIFICIALLY RAISES VOLUMETRIC RATES, IGNORES DISTRIBUTION COST 91 

CAUSATION, AND PREVENTS THE MOST EFFICIENT POWER SUPPLY AND 92 

CONSUMPTION CHOICES FROM EMERGING (Ex. 46.0, 23-24); HOW DO YOU 93 

RESPOND? 94 

A. First, NRDC’s aim of course is not to “artificially raise” volumetric rates, but rather to 95 

leave intact ComEd’s current rate structure.  Moreover, I anticipated and addressed all of these 96 

objections at length in my direct testimony (NRDC Ex. 2.0, 9-13), noting that they “amount to 97 

contending that the Commission is suppressing beneficial increases in electricity use through its 98 

current ComEd rate structure,” notwithstanding extensive evidence (not disputed by Dr. 99 

Hemphill) that extensive market barriers continue to block highly cost-effective energy 100 

efficiency without any shift toward SFV (id. at 10: 205-07 & 11-13).  Even as he acknowledges 101 

that the company’s proposal will mean “lower direct bill impacts from reducing consumption 102 

with SFV rates” (ComEd Ex. 46.0, 24: 544-45); Dr. Hemphill implausibly “ha[s] faith that, if 103 

given accurate price signals, the competitive market will ultimately find superior ways to 104 

                                                 
2 See, e.g., NRDC Ex. 2.0, 10: 189-96 (ComEd proposal would lengthen residential customers’ payback period for 
compact fluorescent lights by 20 percent). 
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improve efficiency and reduce consumption” (24: 544-48); the obvious response is that no action 105 

influenced by competitive markets is aided by the prospect of reduced rewards. 106 

Q. HOW DO YOU RESPOND TO WITNESS HEMPHILL’S CONCERN THAT 107 

“THE RECENT APPELLATE COURT DECISION INVALIDATING RIDER SMP 108 

RAISES SERIOUS QUESTIONS AS TO WHETHER A DECOUPLING RIDER WOULD 109 

SURVIVE COURT CHALLENGE” (Ex. 46.0, 24: 554-55)? 110 

A.  Professor Karl McDermott, the other NRDC witness in this proceeding (and a former ICC 111 

Commissioner), rebuts these concerns at length in his direct testimony (NRDC Ex. 1.0, 6-8).  I 112 

would add only that the company’s SFV proposal and NRDC’s revenue decoupling proposal are 113 

identical in impact and intent (making recovery of authorized per-customer distribution costs 114 

independent of sales), while the NRDC proposal leaves undisturbed the company’s current rate 115 

design and the company’s SFV proposal radically changes it.   It is hard to see how the NRDC 116 

proposal could possibly raise greater legal risks. 117 

V. RESPONSE TO COMED WITNESS LOWRY 118 

Q. WHAT IS YOUR OVERALL RESPONSE TO WITNESS LOWRY’S 119 

TESTIMONY? 120 

A.  In numerous ways, Dr. Lowry reinforces NRDC’s case for breaking the powerful 121 

unintended linkages between ComEd’s financial health and sales.  He acknowledges that NRDC 122 

is proposing an approach that is “conservative, already used in Illinois, and unlikely to lead to 123 

overearning” (ComEd Ex. 47.0, i).   He observes that “[v]ery few states have achieved large 124 

DSM programs without some form of decoupling as I define it” (id. at 18: 378), and that 125 

NRDC’s recommended true-up approach represents “the most widely used approach to 126 
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decoupling in the United States” (id. at 19: 407).   His comprehensive overview of state-by-state 127 

regulatory trends shows that the only electric utility precedent for SFV pricing involves a single 128 

company in Mississippi (ComEd Ex. 47.2, Table 5a, 45).  He worries at one point that “some 129 

decoupling true up plans can destabilize rates” (ComEd Ex. 47.0 at 15: 300), but of course 130 

NRDC’s proposal includes a 3% annual rate impact cap (NRDC Ex. 2.0, 15: 311-12). 131 

 Q. WHAT ABOUT WITNESS LOWRY’S CONCERN THAT YOUR PROPOSAL 132 

MIGHT DISCOURAGE CUSTOMERS FROM PURCHASING ELECTRIC VEHICLES, 133 

COMPARED TO COMED’S SFV RATE DESIGN PROPOSAL? 134 

A. If the Commission wants to intervene to enhance EV prospects, the best strategy is not to 135 

reduce ComEd’s volumetric rates, but rather to encourage ComEd to design a DSM program that 136 

would help maximize cost-effective improvements in vehicle efficiency and avoid on-peak 137 

charging.   With or without SFV pricing, of course, fuel costs for electric vehicles will be far 138 

below those of their gasoline competitors on a cents per mile basis.3  I agree with witness 139 

Lowery on the potential benefits of “an ambitious effort by Com Ed to promote EV’s” (id. at 22: 140 

478-81), but SFV pricing simply rewards decisions to purchase less efficient EV’s and places 141 

more efficient competitors at a disadvantage.  This is hardly consistent with the statewide energy 142 

efficiency objectives that Dr. Lowry himself cites (id. at 22: 474). 143 

VI. AN IMPORTANT NEW REGULATORY PRECEDENT 144 

                                                 
3 See, for example, U.S. Department of Energy, “Comparing Energy Costs Per Mile for Electric and Gasoline 
Vehicles,”http://www1.eere.energy.gov/vehiclesandfuels/avta/light_duty/fsev/printable_versions/fsev_gas_elec2.html . Also,. 
see Lemoine, Kammen, and Farrell, An Innovation and Policy Agenda for Commercially Competitive Plug-in Hybrid Electric 
Vehicles, Environmental Research Letters 3, February 25, 2008 (At electricity rates of $.114/kWh, the cost of driving with 
electricity is equivalent to driving with gasoline at $1.50 per gallon.) 
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Q. HAVE THERE BEEN ANY IMPORTANT ADDITIONS TO THE DECOUPLING 145 

PRECEDENTS SUMMARIZED IN YOUR DIRECT TESTIMONY (NRDC Ex. 2.0, 23-24: 146 

478-83)? 147 

A.  Yes.  On December 15, the Arizona Commission finalized the Draft Policy Statement 148 

referenced in my testimony (NRDC Ex. 2, 24:482).  The Commission concluded that “properly 149 

structured, decoupling offers significant advantages over alternative mechanisms” and “furthers 150 

the utilization of demand-side measures.”4  On the merits of SFV ratemaking as an alternative 151 

to decoupling, the Commission found that “[f]ixed variable pricing would result in larger 152 

customer charges which impact low-income customers, and reduced variable charges, which 153 

discourage efficient energy use.”5  Also, in accord with my direct testimony in this proceeding, 154 

the Commission found that “normalizing” decoupling adjustments to remove weather-related 155 

impacts on consumption should be “discouraged because such normalization would reduce the 156 

size of decoupling surcredits of customers following an extreme weather event;”6 and the 157 

Commission postponed any consideration of  “decoupling-specific adjustments to cost of 158 

capital” until after a review of utilities’ initial three-year experience with the mechanism. 7  The 159 

Commission invited utilities to file decoupling proposals in their next general rate cases and 160 

directed them to “use this policy statement as a guideline.”8    161 

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 162 

A. Yes. 163 

                                                 
4 Arizona Corporation Commission, Policy Statement Regarding Utility Disincentives to Energy Efficiency and 
Decoupled Rate Structures, Docket No. 08-0314 (adopted at the ACC Open Meeting of Dec. 15, 2010). 
5 Id. at p. 28 
6 Id. at p. 31, Policy Statement #9. 
7 Id. at p. 31, Policy Statement #6. 
8 Id. at p. 32. 


