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List of Issues and Major Conclusions 
 

Adder to Return on Equity 
 The testimony of Staff witness Dr. David Brightwell continues to overlook 

the central purpose of the proposed 40 basis point adder to the otherwise 
appropriate return on equity, which is to ensure that Illinois’ aggressive 
targets for adoption of energy efficiency and the accompanying reduction in 
overall customer bills are not accomplished at the expense of the financial 
health of ComEd.  The proposed adder is designed to mitigate to some 
extent the financial loss that ComEd might otherwise incur, and should be 
approved by the Commission. 

 Dr. Brightwell’s position advocating rejection of the 40 basis-point adder is 
inconsistent with fundamental ratemaking principles and, if adopted, would 
prevent ComEd’s rates from being just and reasonable because such rates 
would not produce revenues that reflect the reasonable and prudent costs of 
service and those rates would not leave ComEd with a reasonable 
opportunity to earn its allowed return.  

 Contrary to Dr. Brightwell’s assertion, the 40 basis-point adder would not 
undermine support for efficiency programs, and would tend to ameliorate the 
“conflict” between a utility’s customers and shareholders over the pursuit of 
energy efficiency measures. 
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I. Introduction and Qualifications 1 

A. Identification of Witness 2 

Q. What is your name? 3 

A. My name is Susan Tierney. 4 

Q. Are you the same Susan Tierney who testified previously in this proceeding? 5 

A. Yes.  I have previously filed testimony in this proceeding on behalf of Commonwealth 6 

Edison Company (“ComEd”). My prefiled direct testimony is ComEd Exhibit 13.0 and 7 

my rebuttal testimony is ComEd Exhibit 39.0.  8 

B. Purpose and Summary of Surrebuttal Testimony 9 

Q. What is the purpose of your Surrebuttal Testimony? 10 

A. I respond to the rebuttal testimony of Dr. David Brightwell who testified on behalf of the 11 

staff (“Staff”) of the Illinois Commerce Commission (“Commission”).   Dr. Brightwell’s 12 

rebuttal testimony is ICC Staff Exhibit 23.0.  13 

I note that none of the intervenors’ rebuttal witnesses addressed the 14 

documentation that I provided in my rebuttal testimony regarding the fact that the vast 15 

majority of companies included in the analyses of ComEd witnesses Dr. Samuel 16 

Hadaway and Mr. Carl Seligson and Staff witness Mr. Michael McNally differ from 17 

ComEd in that ComEd has a relatively high target for implementation of energy 18 

efficiency measures but no ratemaking adjustment for revenue decoupling, lost revenues 19 

or shareholder incentives.  Specifically, Mr. Christopher Thomas disagrees with the 20 

proposed adder on the basis of one issue (whether it is warranted in light of increased 21 

performance penalty risk), but does not rebut my testimony on the energy-efficiency-22 

related ratemaking elements included in rates of the comparable companies used in the 23 
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analyses of Dr. Hadaway, Mr. Seligson and Mr. McNally, or on the rationale for 24 

including a return-on-equity adder to address this difference in ratemaking elements 25 

related to lost revenues and risk arising from mandates for aggressive implementation of 26 

energy efficiency. 27 

Q. On what issues do you respond to Dr. Brightwell?   28 

A. I respond to Dr. Brightwell’s rebuttal points related to whether the Commission should 29 

approve the proposed 40-basis-point adjustment to ComEd’s return on equity in order to 30 

mitigate lost revenues and risks associated with the implementation of energy efficiency 31 

actions in ComEd’s service territory.    32 

Q. What is your overall reaction to Dr. Brightwell’s rebuttal testimony?  33 

A. Dr. Brightwell continues to overlook the principal point of the proposed return-on-equity 34 

adder:  to ensure that Illinois’ aggressive targets for customer adoption of energy 35 

efficiency and its goals to reduce customers’ overall electricity bills are not accomplished 36 

at the expense of the financial health of ComEd.  Although he comments on performance 37 

penalty risk, Dr. Brightwell does not address the impact of lost revenues and other risks 38 

associated with successful deployment of energy efficiency programs (that is, the 39 

combination of issues I summarized as “the combined effects of increased risks and 40 

diminished sales” (ComEd Exh. 13.0, lines 390-391)).  Consequently, my opinion 41 

remains that the proposed 40-basis-point adder on return on equity is warranted and 42 

should be a component of what the Commission establishes as just and reasonable 43 

delivery rates.   44 
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II. Response to Dr. Brightwell’s Rebuttal Testimony 45 

Q. What does Dr. Brightwell focus on in his rebuttal testimony?  46 

A. Dr. Brightwell’s rebuttal testimony reiterates the points that he previously made in his 47 

direct testimony.  In both, he focused almost entirely on the issues of whether the 48 

proposed adder removes a potential conflict between the interests of customers and 49 

shareholders (Staff Exh. 8.0, lines 43-67, 134-141; Staff Exh. 23.0, lines 22-35, 44-48), 50 

whether the adder will increase support for energy efficiency among ComEd’s customers 51 

(Staff Exh. 8.0, lines 68-83, 142-150; Staff Exh. 23.0, lines 36-43), and whether ComEd 52 

faces performance penalty risks that warrant the proposed adder (Staff Exh. 8.0, lines 84-53 

133, 152-166; Staff Exh. 23.0, lines 49-64).  His rebuttal testimony makes these same 54 

points.  Nowhere in either his direct or rebuttal testimony, however, does he comment on 55 

the key issue: the impact on ComEd’s opportunity to earn its allowed return and the 56 

potential deterioration of its financial health that result from lost revenues as customers 57 

adopt the level of energy efficiency measures that is consistent with the State’s goals.  58 

Nor does he address the several other kinds of risk (i.e., load-related risk and other 59 

intangible risks) that I address in my original and rebuttal testimony. 60 

Q. Please explain what you mean when you say that Dr. Brightwell misses the point 61 

that the proposed adder is designed to ensure that the customer benefits of 62 

aggressive adoption of energy efficiency do not occur at the expense of ComEd’s 63 

financial health. 64 

A. The fundamental problem with Dr. Brightwell’s testimony is that it overlooks a critical 65 

element of the ratemaking bargain:  regulators must assure not only that electricity is 66 

provided at just and reasonable rates for the benefit of customers, but also that these rates 67 
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leave the utility company with a reasonable opportunity to recover its cost of providing 68 

utility service.  He argues in effect that the proposed adder is not necessary to induce 69 

customers to adopt energy efficiency or to help assist suppliers to deploy energy 70 

efficiency services, since other ratemaking and programmatic elements in place 71 

accomplish those outcomes. (Staff Exh. 23.0, lines 127-151.)  As I suggested in my 72 

rebuttal, the logical extension of his argument would be that if customers are already 73 

getting what they need (e.g., the ability to tap into energy efficiency programs, or the 74 

ability to plug into the socket and obtain electricity), then it makes no sense to allow for 75 

any increase in the utility’s revenue requirements (for example, in order to replace 76 

infrastructure, to pay property tax increases charged by localities, to make sure that 77 

management complies with worker safety rules, or to accomplish other legitimate 78 

purposes) because customers are already getting what they need and paying higher rates 79 

would not afford them anything additional.  But this position is inconsistent with the core 80 

premise of ratemaking:  that rates are designed to compensate for the prudent and 81 

reasonable cost of providing service, whether or not the incremental costs are incurred to 82 

“improve” the service.  83 

Dr. Brightwell entirely misses the point that the adder is designed to assure that 84 

energy efficiency does not occur so directly at the expense of shareholders.  The purpose 85 

of the adder is not to create enhancements to consumers’ interest in energy efficiency or 86 

to recoup costs already recovered through another ratemaking mechanism.  Indeed, 87 

significant programmatic and expense-recovery mechanisms already support customers’ 88 

adoption of energy efficiency facilitated by ComEd programs.  I did not assert that the 89 

adder makes it more likely that customers or providers will do anything different to 90 
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deepen their adoption/deployment of energy efficiency, or that the adder is proposed in 91 

order to recover the costs of ComEd’s energy efficiency programs.  Rather, the point of 92 

the adder is to assure that all of the hoped-for outcomes associated with successful 93 

deployment of energy efficiency do not come at the expense of the financial health of the 94 

utility, in light of the additional risks and lost revenues that arise with new energy 95 

efficiency requirements. 96 

Dr. Brightwell’s testimony also misses the point that the adder is being proposed 97 

in combination with ComEd’s proposed rate redesign, so that the net effect of the adder 98 

plus the redesign is to provide sufficient revenue streams for adequate delivery-related 99 

cost recovery (rates that will support collection of the delivery-related cost of service 100 

taking into account lower sales as a result of energy efficiency in the rate years) while 101 

also sending economically efficient price signals to consumers (i.e., the rate design) and 102 

opportunities for customers to reduce the overall size of their electricity bill (that is, by 103 

adopting energy efficiency and avoiding payment of commodity charges and variable 104 

delivery charges as a result of lower electricity usage).   105 

Q. What is your response to Dr. Brightwell’s position that the proposed adder would 106 

exacerbate a conflict between the interests of shareholders and customers (Staff 107 

Exh. 8.0, lines 137-141; Staff Exh. 23.0, lines 31-35)? 108 

A. Dr. Brightwell correctly notes that the adder would increase – although very slightly – the 109 

variable delivery charge per kilowatt-hour ("kWh") of customer usage, and therefore that 110 

customers’ adoption of energy efficiency would lower the utility’s revenue per kWh by a 111 

greater amount compared to a situation without the adder, all else equal.  But his focus is 112 

extremely narrow in making this point.  He looks at only a small aspect of the ratemaking 113 
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picture to conclude that the adder would make the conflict of interests worse and 114 

therefore that it should not be allowed.  What I have said in my direct and rebuttal 115 

testimony is that it is important to look at the overall ratemaking package to determine 116 

whether it supports both energy efficiency outcomes and the utility’s financial health, and 117 

thus whether the overall ratemaking package reduces the conflict of interests.1  In my 118 

opinion, the package proposed by ComEd accomplishes that, and the outcome of Dr. 119 

Brightwell’s position would not.   120 

Q. Can you please elaborate on that point? 121 

A. Yes.  Let me illustrate the point with a simple example – which I describe here and 122 

summarize in the table below.  Let us assume that: (a) a utility has 10,000,000 kWh in 123 

sales at 10 cents per kWh in a test year, producing $1 million in revenue for the utility in 124 

that same year; (b) the utility has a mandate to implement energy efficiency programs to 125 

produce a 1.0 percent reduction in electricity sales (that is, lowering sales by 100,000 126 

kWh a year in a future year), with increasing amounts of savings over time; (c) the 127 

utility’s direct expenses for implementing the energy efficiency programs are recovered 128 

through another ratemaking mechanism; (d)  after the test year, the utility’s approved 129 

revenue requirement has increased by 5 percent (+$50,000), so that new rates will need to 130 

produce $1.05 million, with a new rate of 10.5 cents per kWh; and (e) this new revenue 131 

requirement includes a proposed return-on-equity adder to reflect increased risk and 132 

recovery of lost revenues from customers’ adoption of energy efficiency programs. With 133 

                                                 
1 As I said previously, “Many states use different options, reflecting a combination of approaches, designed 

to reduce regulatory lag, ensure revenue adequacy, align risk and reward, and so forth.  In my view, there is not a 
single right way to construct a ratemaking package to accomplish this. Whatever package is adopted, it needs to be a 
combination of strong regulatory and ratemaking policies that produce benefits for customers directly (e.g., through 
support for cost-effective energy efficiency programs) and indirectly (e.g., through policies that support financially 
healthy utilities).”  ComEd Exh. 13.0, lines 397-404. 
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these assumptions, then, what are the implications of successful implementation of 134 

energy efficiency for the utility’s revenues once new rates go into effect? The table below 135 

illustrates the impact for the utility’s revenue stream and its ability to earn its allowed 136 

return.  137 

 138 

As shown, even with the adder, the utility’s successful implementation of 139 

mandated energy efficiency targets leads to negative effects on the utility’s revenue 140 

stream after new rates go into effect.  (Compare row “viii” against “row ix,” and note the 141 

relationship between row “xi” and row “iv.”  Row “x,” the “revenue gap,” shows the 142 

impact on the utility’s revenues associated with customers’ energy savings.)  Including 143 

Illustrative Example: 
Utility Revenues With and Without Energy Efficiency 

Under Old Rates 

(i) Test year sales 10,000,000 kWh 

(ii) Test year rate 10.0 cents / kWh 

(iii) Test year revenues $1,000,000 

Under New Rates 

(iv) Revenue requirement $1,050,000 

(v) New rate (including the adder) 10.5 cents / kWh 

(vi) KWh sales assuming no energy efficiency  10,000,000 kWh 

(vii) KWh Sales assuming energy efficiency (1% reduction in 
KWh sales) 

9,900,000 kWh 

(viii) New revenues (based on new rates and the hypothetical 
assumption that energy efficiency savings do not occur) 

$1,050,000 

(ix) New revenues (based on new rate and the hypothetical 
assumption that energy efficiency savings targets are 
met)  

$1,039,500 

(x) Revenue gap, comparing new revenues to new revenue 
requirement, assuming that energy efficiency targets are 
met 

$10,500 

(xi) Revenue gap as a percentage of allowed revenues, 
assuming energy efficiency targets are met and even 
including the adder 

1 percent 
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the adder in rates has buffered that impact to a certain extent, even though as Dr. 144 

Brightwell says, each kWh “lost” to energy efficiency “costs” the utility more with the 145 

adder than without.  If the adder had not been allowed, then the utility’s per-kWh rate 146 

would have been lower, and assuming that the energy efficiency targets had been met, the 147 

revenue gap would have been higher – equivalent to the sum of the marginal effect of the 148 

adder on the per-kWh rate times the actual kWh sold.   149 

Thus, the adder provides some support in rates for the lost revenues and increased 150 

risk the utility experiences as a result of the mandated energy efficiency requirements 151 

imposed on the utility.  While Dr. Brightwell is technically correct that with the adder, 152 

each kWh not sold as a result of energy efficiency would have a higher marginal effect on 153 

the utility’s revenues (relative to rates without the adder), he neglects to point out that the 154 

inclusion of the adder in the first instance serves to counteract the lost revenues to a large 155 

degree.  Whatever the relationship between the amount “lost” through efficiency and the 156 

amount recouped through the adder, it is unquestionable that the utility is better off with 157 

the adder and consumers are better off with successful implementation of the mandated 158 

energy efficiency targets since it will lead to lower energy bills (even when distribution 159 

rates are higher than they might otherwise be in the absence of the adder).  In this way, 160 

the overall conflict between the utility and the ratepayer is lessened. 161 

Q. Do you have other concerns with Dr. Brightwell’s testimony? 162 

A. Yes.  Dr. Brightwell states that the performance risk penalty is insignificant for a number 163 

of reasons, that there is no relationship between the inclusion of the proposed adder and 164 

ComEd’s performance in implementing energy efficiency programs, and that the 165 

proposed adder would be a windfall associated with something that the utility is required 166 
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to do (i.e., implement energy efficiency programs) under state law (Staff Exh. 23.0, lines 167 

49-49, 156-175).  Fundamentally, the preservation of revenues threatened by 168 

implementing State-mandated efficiency programs can scarcely be considered what we 169 

usually think of as a “windfall.”  Moreover, in focusing narrowly on the performance 170 

penalty risk, the implicit effect is to divert the Commission’s attention from the 171 

fundamental ratemaking issue:  whether, in the context of this rate case, the establishment 172 

of rates including the proposed adder will provide ComEd with a reasonable opportunity 173 

to earn its allowed return while also ensuring that its customers get the benefit of the 174 

energy efficiency outcomes established by the State of Illinois.  Without the proposed 175 

adder, customers will get the benefit of energy efficiency outcomes, but ComEd will be 176 

fundamentally disadvantaged in its ability to earn its allowed return. 177 

Q. What is your response to Dr. Brightwell’s testimony that you should have provided 178 

a different ratemaking mechanism?  179 

A. This position overlooks the fact that my testimony was prepared in the context of a 180 

proposal by ComEd to ask for a 40-basis-point adder; as such, I was addressing the 181 

justness and reasonableness of that specific proposal, and not some other hypothetical 182 

one that could have been offered.   I was commenting on whether it was a reasonable 183 

ratemaking response to the issues of incremental risk and lost revenues associated with 184 

Illinois’ goals for aggressive energy efficiency, and whether it addressed the tension that 185 

exists between shareholder and customer interests with respect to adoption of such energy 186 

efficiency measures.  My position remains that it is, and that Dr. Brightwell’s testimony 187 

insufficiently attends to the fundamental ratemaking challenge which the proposed adder 188 
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is designed to address:  to ensure that rates established by the Commission provide the 189 

utility with a reasonable opportunity to earn its allowed return. 190 

On a related point, Dr. Brightwell says that it is ironic that I would include a 191 

revenue requirement expense (i.e., the proposed adder) in order to benefit shareholders 192 

but that I would not support exclusion of an expense (presumably the same proposed 193 

adder) when it sends a negative signal to ratepayers (Staff Exh. 23.0, lines 152-156).  194 

Actually, what I support is having the Commission adopt just and reasonable rates that 195 

reflect the cost of providing service to customers, including ratemaking elements that 196 

provide ComEd with a reasonable opportunity to earn its allowed return as the company 197 

carries out its service obligations to customers (which include deployment of aggressive 198 

energy efficiency programs).  In my opinion, the proposed adder is a reasonable way to 199 

satisfy that goal; without it (or some other appropriate mechanism to address lost 200 

revenues and increased risk), rates charged to customers would not produce that outcome. 201 

Q. Can you comment on Dr. Brightwell’s testimony concerning how the adder would 202 

be viewed by the investment community? 203 

A. Yes. Dr. Brightwell says that he does not understand what point I was rebutting when I 204 

talked about the positive signal that would be sent to the investment community (Staff 205 

Exh. 23.0, line 111).   The point I was making in my rebuttal, which I reiterate here, is 206 

that he acknowledges the tension between shareholder and ratepayer interests, but is quite 207 

content to live with an outcome in which no ratemaking response addresses that 208 

tension.  As I explained above, the adder proposal mitigates that tension, to the benefit of 209 

both customers and shareholders, and such a mutually beneficial outcome can only help 210 
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strengthen ComEd’s (and the Commission’s) standing in the eyes of the investment 211 

community. 212 

Q. Does this conclude your testimony? 213 

A. Yes it does. 214 


