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Now comes, the Natural Resources Defense Council (NRDC), through our undersigned 

attorney, and files this pretrial memorandum.  NRDC limits its memorandum to sections 

VIII(C)(1) and VIII(C)(2) of the agreed outline.   

 
VIII.  RATE DESIGN 
 

C.  Potentially Contested Issues 
 

1. SFV (ComEd Proposal) 
 

(NRDC Ex. 2.0 and 3.0 Cavanagh)  NRDC demonstrates that, while ComEd has correctly 

identified a strong existing regulatory disincentive for investment in energy efficiency, the 

Company’s proposed solution to move substantially in the direction of straight fixed variable 

(SFV) rate design would be counterproductive, exacerbating existing market failures that result 

in an underinvestment in energy efficiency. NRDC opposes ComEd’s proposal to recover 80 

percent of its authorized distribution revenue requirement through fixed charges, as this 

constitutes a regressive subsidy for increased electricity consumption. However, NRDC also 

asserts that, “It is not enough in this case for the Commission simply to reject ComEd’s SFV rate 

proposal; it should also address the undisputed barriers to energy efficiency progress that surface 
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repeatedly throughout both NRDC’s and ComEd’s testimony, and NRDC’s revenue decoupling 

solution is far superior to ComEd’s SFV rate design proposal.” 

(NRDC Ex. 2.0 Cavanagh)  Raising fixed charges shifts cost recovery from high-volume 

to low-volume users, and reduces customers’ rewards for reducing energy use.  NRDC provides 

an example in which a ComEd customer chooses to install five compact fluorescent lightbulbs.  

Under the current rate design whereby only 37% of ComEd’s fixed costs are recovered in fixed 

charges, that customer would save $5.54 over the course of a year, and would recover their 

upfront costs within four months.  By contrast, under ComEd’s SFV proposal, that customer 

would save only $1.89 over the course of one year, and the payback period would lengthen to six 

months. 

NRDC’s testimony is supported by testimony submitted by Staff Witness Christopher 

Boggs (ICC Staff Ex 13.0 and 29.0).  Witness Boggs states, “The SFV rate design reduces the 

financial incentive for customers to curtail electricity use.”  Witness Boggs quotes as further 

authority for this view, the National Action Plan for Energy Efficiency, which states that “Rate 

forms like declining block rates and customer charges promote revenue stability for the utility, 

but they create a barrier to customer adoption of energy efficiency because they reduce the 

savings that customers can realize from reducing usage.  In turn, electricity demand is more 

likely to increase, which could lead to long-term higher rates and bills where new supply is more 

costly than energy efficiency.” 

(NRDC Ex. 1.0 McDermott) NRDC points out that pricing distribution usage at zero 

sends the wrong price signal to customer with respect to the cost of using the delivery service, 

and would likely result in customer using more distribution services than is necessary or cost-

effective. 
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(NRDC Ex. 3.0, Cavanagh) NRDC points out that ComEd’s witness was able to cite only 

one example of an electric utility that has moved to SFV rate design.  NRDC agrees with 

AG/CUB witness Scott J. Rubin, ICC Staff witness Christopher Boggs, and City of Chicago 

witness Edward C. Bodmer each of whom concluded that the SFV rate proposal is untenable on 

grounds of economics, equity and state energy-efficiency policy. 

2. Decoupling (NRDC Proposal) 

(NRDC Ex. 2.0 Cavanagh) – NRDC thoroughly describes the throughput incentive 

inherent in the existing ratemaking framework in which ComEd operates.  Under today’s 

ratemaking policies, ComEd is rewarded financially for maintaining sales at or above the levels 

projected in the most recent rate case, while it will fail to recover their authorized fixed cost 

revenue recovery if sales decline below those projections.  In this context, the state’s goals of 

capturing cost-effective energy efficiency potential are severely undermined at great cost to 

Illinois ratepayers.   ComEd’s 2009 potential study identifies 13,617 GWh of cost-effective 

potential for energy efficiency, while the company has only proposed capturing 750,000 MWh 

per year of that potential. 

(NRDC Ex 2.0 Cavanagh) – NRDC demonstrates that every unsold kilowatt-hour reduces 

shareholder welfare, and puts shareholders at direct odds with the customers’ interest in lowering 

their bills through energy efficiency, whether that efficiency would be realized as a result of 

utility programs or through building codes, appliance standards or other state and local 

initiatives.  In fact, NRDC points out that every one percent reduction in residential electricity 

use on ComEd’s system would reduce annual fixed cost recovery totals by about $6.35 million 

using the 2009 Test Year, and that for a measure with a ten year useful life, that revenue impact 

would be multiplied at least tenfold.  A multi-year program to capture energy efficiency savings 



4 
 

at a rate of one percent of sales each year, such as the program ComEd currently manages, could 

result in a five-year loss to shareholders of in excess of $95 million.   

(NRDC Ex. 2.0 Cavanagh) NRDC provides evidence that market failures have precluded 

the optimal cost-effective investment in energy efficiency.  NRDC cites research conducted by 

the National Research Council of the National Academy of Sciences as well as the U.S. 

Congress’s Office of Technology Assessment and the National Association of Regulatory Utility 

Commissioners, which have concluded that, for a variety of reasons, customers typically require 

rates of return on an energy efficiency investment that are much greater than the typical rate of 

return for an investment in electric generation.  NRDC concludes that electricity prices alone are, 

“grossly insufficient incentive to exploit even the most inexpensive savings.” 

(NRDC Ex. 2.0 Cavanagh) – NRDC proposes to eliminate the throughput incentive 

through the adoption of a revenue decoupling mechanism which would break the link between 

ComEd’s sales and its ability to recover its authorized fixed cost revenues.  Specifically, NRDC 

proposes using modest, regular true-ups in rates to ensure that ComEd recovers no more and no 

less than its authorized fixed cost revenue requirement.  Specifically, NRDC urges the 

Commission to adopt a four-year decoupling pilot program for the residential customer class 

with the following key elements:   

(1)  For single-family and multi-family residential electricity customers, 

respectively, the Commission would establish in this rate case an authorized per-customer 

fixed-cost revenue requirement based on the company’s authorized fixed costs of 

distribution service to these two delivery subclasses, averaged across all households in 

each subclass;   
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(2)  The commission would annually compare the company’s actual recovery of 

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

in total customer count) with its authorized level of recovery.  Excess balances would be 

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

the company through a rate increase.  To minimize complexity and rate volatility, the 

annual rate adjustments would be averaged across and uniform for the entire residential 

class.   

(3)  Rate increases or decreases under the mechanism would be capped at 3%, 

with any unrecovered balances carried forward. 

(NRDC Ex. 2.0 Cavanagh) NRDC demonstrates that decoupling is symmetrical, often 

resulting in refunds to customers, including in the case of the sole decoupling mechanism 

authorized in Illinois, whereby customers of People’s Gas and North Shore Gas were refunded 

more than $12 million under decoupling adjustments.  Moreover, NRDC shows that historical 

decoupling adjustments have not introduced volatility in rates, having been uniformly modest, 

amounting to less than $2.00 per month in higher or lower charges for residential electric 

customers, according to a survey of adjustments published in the Electricity Journal.  Moreover, 

NRDC’s proposal includes a cap on adjustments of 3%, to preclude even the unlikely event that 

higher adjustments would otherwise occur.   

(NRDC Ex. 1.0 McDermott)    NRDC offers testimony to demonstrate that decoupling is 

a pragmatic approach to a persistent problem that has been effectively used in many jurisdictions 

and is consistent with the tenets of traditional ratemaking policies as well as Illinois regulatory 

precedent.  Three exhibits summarize the widespread use of decoupling for both gas and electric 
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utilities across the nation, and provide evidence that the impact of decoupling on customer rates 

have been modest. 

(NRDC Ex. 1.0 McDermott)  NRDC distinguishes decoupling from the riders that were 

addressed in the Illinois Appellate Court Second District’s review of ComEd’s previous rate case 

(Docket 07-0566), in that the court was addressing riders that were created for the purpose of 

passing through a set of costs, rather than a decoupling adjustment that would simply allow 

recovery of revenues that the Commission had previously approved for recovery.  Moreover, 

NRDC points out that even if the Commission did consider a decoupling adjustment to be an 

additional cost, it is one that clearly meets the tests set out by the Appellate Court, since the 

adjustment would allow the recovery of the difference in allowed revenue and recovered 

revenue, which difference was created by factors that are clearly outside the utility’s control. 

(NRDC Ex. 1.0 McDermott) NRDC distinguishes this case from Docket 07-0585, in 

which the Commission rejected Ameren Illinois Utilities’s proposed rider VBA (decoupling) for 

its gas operations on the basis that it had already approved a decoupling pilot and was unwilling 

to extend the pilot to another utility.  There has been no pilot of decoupling for an electric utility 

in Illinois.  That gas and electric utilities have significant differences that would warrant 

conducting separate pilot programs is supported by Staff Witness Chirstopher Boggs’s testimony 

in which he points out that “there are clear differences in customer usage patterns of the two 

energy sources.”  (ICC Staff Exhibit 29.0).  While Witness Boggs calls upon the Commission to 

“Order ComEd to review revenue decoupling alternatives in a separate proceeding or provide the 

results of its review in its next rate case,” he basis that recommendation on a mistaken assertion 

that there is not a sufficient proposed tariff in this case to implement NRDC’s decoupling 
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proposal.  In fact, ComEd witness Hemphill has proposed a tariff that would implement the 

NRDC decoupling proposal. (ComEd Ex. 46.0, 25:564-66).   

(NRDC Ex. 3.0) NRDC rejects ComEd Witness Hemphill’s contention that decoupling 

could encourage customers to use more electricity, by offering customers the opportunity to 

receive modest (on the order of a dime or less per day) refunds when the Company had 

overrecovered its revenue requirement.  There is no evidence that this had ever occurred for the 

dozens of utilities with decoupling, or that such a small bill impact would motivate customer 

behavior toward higher consumption.  Further, NRDC clarifies that the aim of its decoupling 

proposal is not to “artificially raise” volumetric rates, as suggested by Witness Hemphill, but 

rather to leave intact ComEd’s current rate structure. 

(NRDC Ex. 3.0)  NRDC describes a new decoupling precedent set in a December 15 

final Draft Policy Statement issued by the Arizona Corporation Commission (available at 

http://images.edocket.azcc.gov/docketpdf/0000121666.pdf), which concluded that “properly 

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

the utilization of demand-side measures.”  In inviting the Arizona utilities to file decoupling 

proposals in their next rate cases, the Commission encouraged proposals that omitted weather 

normalizing, and postponed consideration of “decoupling-specific adjustments to cost of 

capital,” until a review after having gained three years of experience with the mechanism. 
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Dated:  January 7, 2011  

     Respectfully submitted, 
     Natural Resources Defense Council 
 
     /s/_Stephen J. Moore______________ 
     By: Stephen J. Moore 
 

Stephen J. Moore 
Thomas H. Rowland 
Kevin D. Rhoda      
 
Rowland & Moore LLP 
200 West Superior Street 
Suite 400 
Chicago, Illinois 60654 
(312) 803-1000 (voice) 
(312) 803-0953 (fax) 
steve@telecomreg.com 
tom@telecomreg.com 
krhoda@telecomreg.com 
 
      
ATTORNEYS FOR Natural Resources Defense Council 
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CERTIFICATE OF SERVICE 
 
I HEREBY CERTIFY that a copy of Natural Resources Defense Council’s Pretrial 
Memorandum has been served upon the parties reported by the Clerk of the Commission as 
being on the service list of this docket, on the 7th day of January, 2011, by electronic mail. 
 
 
     /s/_Stephen J. Moore______________ 
     Stephen J. Moore 
     Rowland & Moore LLP 
     200 West Superior Street 
     Suite 400 
     Chicago, Illinois 60654 
     (312) 803-1000 
     steve@telecomreg.com 
      

ATTORNEY FOR Natural Resources Defense Council 
  

 

 


