
IIEC Exhibit 1.0-C 
 

STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 

 
 

COMMONWEALTH EDISON 
COMPANY 
 
Petition for approval of an 
Alternative Rate Regulation Plan 
pursuant to Section 9-244 of the 
Public Utilities Act 
 

)
)
)
)
)
)
)
)
)

 
 
 

Docket No. 10-0527 

 
 
 
  
 
 

Corrected Direct Testimony and Exhibits of 
 

Robert R. Stephens 
 
 
 
 
 

On behalf of 
 

Illinois Industrial Energy Consumers (“IIEC”) 
 
 
 
 
 
 

Project 9377 
November 9, 2010 

 

CHESTERFIELD, MO 63017 



IIEC Exhibit 1.0-C 
Robert R. Stephens 

Table of Contents 
 

BRUBAKER & ASSOCIATES, INC. 

STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
 

 
COMMONWEALTH EDISON 
COMPANY 
 
Petition for approval of an 
Alternative Rate Regulation Plan 
pursuant to Section 9-244 of the 
Public Utilities Act 
 

)
)
)
)
)
)
)
)
)

 
 
 

Docket No. 10-0527 

 
 

Table of Contents for the Corrected Direct Testimony of Robert R. Stephens 
 

Page 
 

Appropriateness of ComEd’s Alternative Regulation Plan ............................................................ 3 

Satisfaction of Alternative Regulation Requirements .................................................................. 18 

Specific Components of Rate ACEP ........................................................................................... 26 

Allocation of Cost Components Under Rate ACEP .................................................................... 29 

Qualifications of Robert R. Stephens ............................................................................ Appendix A 
 
IIEC Exhibit 1.1:  ComEd's response to IIEC Data Request 1.25 
 
IIEC Exhibit 1.2:  ComEd's response to IIEC Data Request 1.13 
 
IIEC Exhibit 1.3:  Excerpt from Illinois Statewide Smart Grid Collaborative:  Collaborative 

Report, September 30, 2010 
 
 
 
 
 
 
 
 
 
 



IIEC Exhibit 1.0-C 
Robert R. Stephens 

Page 1 
 
 

BRUBAKER & ASSOCIATES, INC. 

STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 

 
COMMONWEALTH EDISON 
COMPANY 
 
Petition for approval of an 
Alternative Rate Regulation Plan 
pursuant to Section 9-244 of the 
Public Utilities Act 
 

)
)
)
)
)
)
)
)
)

 
 
 

Docket No. 10-0527 

 
 

Corrected Direct Testimony of Robert R. Stephens 
 
 
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A Robert R. Stephens.  My business address is 16690 Swingley Ridge Road, 2 

Suite 140, Chesterfield, MO 63017. 3 

 

Q WHAT IS YOUR OCCUPATION?   4 

A I am a consultant in the field of public utility regulation and a principal of Brubaker & 5 

Associates, Inc., energy, economic and regulatory consultants. 6 

 

Q PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 7 

A This information is included in Appendix A to my testimony.   8 

 

Q ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 9 

A I am testifying on behalf of Illinois Industrial Energy Consumers (“IIEC”).  IIEC 10 

members have facilities and operations located in the Commonwealth Edison 11 

Company (“ComEd” or “Company”) service territory. 12 
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Q WHAT IS THE SUBJECT MATTER OF YOUR TESTIMONY? 13 

A In this testimony, I will address  14 

 the appropriateness of ComEd’s proposed alternative rate regulation plan 15 
(“Alternative Regulation Plan”), as set forth in proposed Rate ACEP - Accelerated 16 
Customer Enhancements Pilot;  17 
 

 whether proposed Rate ACEP meets all of the statutory criteria necessary for 18 
approval of ComEd’s Alternative Regulation Plan;  19 

 
 the appropriateness of including each of the program elements proposed by 20 

ComEd in its Alternative Regulation Plan; and  21 
 

 the appropriate allocation of costs for each of the components in Rate ACEP.   22 
 

I have organized my testimony to address issues in the same order as 23 

Dr. Hemphill discusses them in his direct testimony. 24 

The fact that I do not address an issue should not be interpreted as tacit 25 

approval or acceptance by IIEC of any position taken by ComEd, unless I state 26 

otherwise in my testimony.  27 

 

Q PLEASE SUMMARIZE YOUR DIRECT TESTIMONY. 28 

1. The Commission should reject ComEd’s proposed Alternative Regulation Plan, as 29 
filed.  It is unnecessary, inappropriate, and does not meet the necessary criteria 30 
under Section 9-244 of the Illinois Public Utilities Act.  31 
 

2. Certain of ComEd’s proposed plan components are especially objectionable.  32 
Among these are the Smart Grid related components, the approval and recovery 33 
of which would circumvent an established Commission process that seeks to 34 
evaluate, in a deliberate fashion, many aspects of Smart Grid, including the cost 35 
and benefits, and associated cost recovery procedures.  In addition, the low 36 
income assistance assessment would inappropriately charge delivery service 37 
customers to fund energy assistance.   38 

 
3. ComEd’s proposal does not meet items 1, 2 and 8 of the statutory criteria under 39 

Section 9-244.  With respect to item 1, ComEd’s proposal is likely to result in rates 40 
that are higher than otherwise would have been in effect under traditional rate of 41 
return regulation.  With respect to item 2, the program has not been shown to be 42 
likely to result in other substantial and identifiable benefits that would be realized 43 
by customers.  With respect to item 8, the program does not include provisions for 44 
equitable sharing of any net economic benefits between the utility and its 45 
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customers and ComEd does not provide enough information for the Commission 46 
to assess the equity of its proposal. 47 

   
4. Despite my overall recommendation, should the Commission decide to approve 48 

an Alternative Regulation Plan for ComEd, it should exclude the cost items related 49 
to low income assistance and Smart Grid investments. 50 

 
5. Although I do not agree with approval of Rate ACEP, which implements ComEd’s 51 

proposed Alternative Regulation Plan, I find that most of the cost components are 52 
allocated among the customer classes on a reasonable basis.  However, the 53 
allocations of two of the cost components should be refined to be more consistent 54 
with the allocation of related facilities in the current ComEd rate case, Docket No. 55 
10-0467. 56 

 
 
 
Appropriateness of ComEd’s Alternative Regulation Plan 57 

Q WHAT ARE THE KEY FEATURES OF COMED’S PROPOSED ALTERNATIVE 58 

REGULATION PLAN? 59 

A ComEd witness Dr. Ross C. Hemphill identifies five key features of the Alternative 60 

Regulation Plan at pages 5-8 of his direct testimony, ComEd Exhibit 1.0.  Those key 61 

features are summarized briefly below: 62 

1. The plan establishes a mechanism to move forward with ComEd’s deployment of 63 
Smart Grid.   64 
 

2. The proposal includes targeted operational initiatives related to (a) accelerated 65 
reinvestment in urban underground facilities and (b) a $5 million pilot of different 66 
types of utility electric vehicles. 67 

 
3. It provides support for low income customers in the amount of $10 million per 68 

year.  69 
 
4. The proposal provides for continuing input by stakeholders and two levels of 70 

Commission review. 71 
 

5. The proposal provides incentives for ComEd to spend and invest efficiently.  72 
ComEd defines these incentives separately for operation and maintenance 73 
expense (“O&M”) and the capital costs.  On the O&M side, ComEd will collect its 74 
expenses as it goes, with a 5% discount for customers, capped at $2 million in 75 
total discounts.  On the capital cost side, ComEd will recover the depreciation 76 
expense and return on investments, provided such investments are not over or 77 
under budget by more than 5% and share savings if the actual investment is less 78 
than 95% of the original budget. 79 
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Q DO YOU HAVE ANY COMMENTS WITH RESPECT TO THE FIRST KEY FEATURE 80 

OF COMED’S ALTERNATIVE REGULATION PLAN? 81 

A Yes.  With respect to the first item, I disagree with the establishment of a mechanism 82 

to move forward with Smart Grid at this time.  The Commission has already rejected 83 

implementation of Smart Grid investments by ComEd, other than a relatively modest 84 

pilot program.  ComEd states that its Alternative Regulation Plan in this case is also a 85 

pilot, but it has proposed a tariff that is intended implement an investment policy the 86 

Commission has not approved.  The Commission has established a deliberate 87 

three-step process on a statewide basis for evaluating the efficiency of, the need for, 88 

and a guiding policy for further investment in Smart Grid, as well as the 89 

ComEd-specific AMI pilot program. 90 

  Dr. Hemphill identifies these steps in a Smart Grid timeline, at page 17 of his 91 

direct testimony.  Even under this overly optimistic timeline, there is adequate time 92 

(over 14 months) to address cost recovery through alternative regulation or other 93 

means, in a logical order, as the Commission completes its established process for 94 

defining a Smart Grid policy for Illinois.   95 

  The first step in this process was the AMI and Customer Applications Pilot 96 

authorized to test the effectiveness of core Smart Grid technologies and customer 97 

interfaces.  The operational elements of the Pilot are essentially complete, with 98 

preparation of evaluation reports the major remaining tasks.  The second step was 99 

the Illinois Statewide Smart Grid Collaborative (“ISSGC”) process.  The ISSGC is now 100 

complete.  The ISSGC resulted in a 356 page “Collaborative Report” that addresses 101 

many of the issues related to the appropriateness of various Smart Grid investments, 102 

proper cost recovery methods, cost allocation issues, etc.  These should be 103 
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considered deliberately by the Commission before it commits Illinois ratepayers to 104 

hundreds of millions, or billions, of dollars in Smart Grid technology investments.1 105 

  The final step in the Commission’s comprehensive Smart Grid evaluation 106 

process is a Policy Docket, which has not yet been initiated as of the filing of this 107 

testimony.2  Although the full scope of the Policy Docket is not known with certainty, I 108 

anticipate that the Commission will wish to consider (as the Collaborative Report 109 

recommends) a wide range of issues related to the nature and viability of Smart Grid 110 

investments, proper cost recovery, allocation of costs, etc.  In his response to Data 111 

Request IIEC 1.25, attached as IIEC Exhibit 1.1 to this testimony, Dr. Hemphill 112 

indicated that he had in mind a similarly expansive inquiry, and he presented a 113 

non-exhaustive list of broad policy questions that he anticipated the Commission 114 

would address in the Smart Grid Policy Docket.  As shown on IIEC Exhibit 1.1, he 115 

anticipates at least nine different areas of inquiry may be addressed.  Dr. Hemphill 116 

also acknowledges, as I do, that the scope of the docket will ultimately be determined 117 

by the Commission.  Other parties may contemplate additional areas of inquiry for 118 

Commission consideration, including issues related to the fundamental need, or lack 119 

thereof, for extraordinary investments in Smart Grid and the adequacy of basic 120 

electric delivery service, as currently constituted.   121 

  The Commission indicated that with a foundation from the Smart Grid Policy 122 

Docket in place, utilities would then file specific proposals to implement its defined 123 

policy.  At page 142 of the Commission’s Order in Docket No. 07-0566, the 124 

Commission expressed that expectation about ComEd, the utility directly affected by 125 

its order: 126 
                                                 

1See “Illinois Statewide Smart Grid Collaborative:  Collaborative Report,” September 30, 2010, 
available on the Commission’s website. 

2ComEd’s Smart Grid timeline shown on page 17 of Dr. Hemphill’s testimony suggests the 
beginning of the Policy Docket on October 1, 2010, with a duration of five months. 
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“The Commission finds that the Company may re-file Rider SMP (or 127 
more appropriately Rider SG-Smart Grid) after the completion of 128 
Phase 0 [AMI Pilot] and the Smart Grid Policy Docket.” 129 
 

  Thus, should ComEd choose to pursue a Smart Grid investment program, the 130 

last step in the Commission’s comprehensive approach is a filing for approval of a 131 

cost recovery approach.  Dr. Hemphill labels this an “Implementation Docket” in his 132 

timeline.  Many questions about Smart Grid remain unanswered at this point.3  These 133 

questions render any kind of tariff that includes approval of or cost recovery for Smart 134 

Grid investments beyond those approved in Docket No. 07-0566 on a pilot basis, 135 

premature.4 136 

  The Commission’s three-step process is already over half done.  More 137 

important is the fact that the established process will also allow the Commission to 138 

consider the specifics of various cost recovery or alternative regulation proposals in 139 

the context of a defined policy and actual investments.  Here, the scope, magnitude 140 

and nature of the investments the tariff covers are unknown, as ComEd has declined 141 

to make any actual Smart Grid investment proposal.  Consequently, the Commission 142 

is forced to consider ComEd’s proposal in a vacuum, without facts sufficient for a fully 143 

reasoned determination of the issues defined by Section 9-244 of the Illinois Public 144 

Utilities Act (“the Act”). 145 

 

                                                 
3For example, ComEd’s response to Data Request IIEC 1.13, attached as IIEC Exhibit 1.2, 

illustrates that we still do not have a clear answer to the question “What is the definition of Smart Grid.” 
4I also note that the Commission expressed no time limit on any utility implementation plan 

dockets that may be filed. 
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Q IS COMED PROHIBITED FROM MAKING ANY SMART GRID INVESTMENTS 146 

PRIOR TO COMPLETION OF THE SMART GRID POLICY DOCKET OR 147 

APPROVAL OF ANY SMART GRID IMPLEMENTATION PLAN IT MIGHT WISH TO 148 

FILE? 149 

A No, I do not believe that would be the case.  As with other utility investments, I see no 150 

prohibition against ComEd making investments that it would term “Smart Grid,” 151 

provided that such investments are needed to provide delivery service.  But as with 152 

any investment a utility makes, the recovery of the investments from ratepayers must 153 

await a finding by the Commission that the investments and expenses are prudent 154 

and used and useful in providing least cost delivery service.  Thus, if ComEd is 155 

confident that its Smart Grid investments are prudent and will be used and useful in 156 

providing least cost delivery service to customers like its other investments, then it 157 

can act earlier and should have little concern regarding eventual cost recovery.  158 

Establishment of a special cost recovery mechanism in this case is premature, 159 

unneeded, and unwarranted.   160 

 

Q PLEASE COMMENT ON THE SECOND “KEY FEATURE” MENTIONED BY DR. 161 

HEMPHILL, TARGETED OPERATIONAL INITIATIVES. 162 

A These initiatives are a $45 million program for accelerated reinvestment in urban 163 

underground facilities and a $5 million pilot of different types of utility electric vehicles.  164 

While these defined, limited initiatives are proposed as alternative regulation projects, 165 

they are relatively modest investments and of less concern than ComEd’s inclusion in 166 

the Rate ACEP tariff of larger, currently unknown, Smart Grid investments.   167 

  To put these items’ total of $50 million investment into perspective, ComEd 168 

proposes in its current rate case a total rate base of $7.7 billion.  Of this, $1.1 billion is 169 
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associated with capital additions made in the eighteen months after the close of the 170 

test year.  These figures suggest that ComEd routinely makes facility investments that 171 

greatly exceed the relatively modest programs described above.  Consequently, a 172 

special cost recovery mechanism for the subject programs is unlikely to produce 173 

substantial economic effects in the context of its other investments and ComEd’s 174 

overall rates.   175 

  With respect to the accelerated reinvestment in urban underground facilities, I 176 

note that ICC Staff witness John Stutsman has filed testimony in the current ComEd 177 

rate case where he recommends that the Commission order ComEd to undertake the 178 

urban underground infrastructure reinvestment project irrespective of whether ComEd 179 

receives approval of, and moves forward with, its Alternative Regulation Plan.5  180 

Should the Commission accept Mr. Stutsman’s recommendation, and if ComEd 181 

proceeds with such investment in a prudent and least cost manner, there seems to be 182 

little doubt that it would be afforded full recovery in its next rate case.  Treatment 183 

through an Alternative Regulation Plan would then be completely unnecessary and 184 

inappropriate.   185 

  With respect to the $5 million investment in utility electric vehicles, I have 186 

related, but lesser concerns.  In the normal course of business, ComEd must procure 187 

utility vehicles to function as a delivery utility.  The pilot aspect would be associated 188 

with any premium in cost associated with the vehicles being electric, as opposed to 189 

conventional technology.  This premium undoubtedly would be less than the full cost 190 

of the vehicles.  Consequently, the premium value that might be subject to 191 

disallowance as imprudent or unreasonable would be considerably less than 192 

$5 million.  Commission approval of the initiative as a pilot would likely remove even 193 

                                                 
5See ICC Staff Exhibit 9.0 at page 6-7, Docket No. 10-0467. 
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that small risk.  In any case, I doubt that in the context of a rate case, the Commission 194 

would disallow the incremental cost of an otherwise worthwhile pilot program or that 195 

any disallowance would have a significant financial impact on ComEd.  In any case, 196 

the economic impact for ratepayers is not likely to be very significant.  This program is 197 

similarly not appropriate for special treatment through alternative regulation.   198 

 

Q PLEASE COMMENT ON DR. HEMPHILL’S THIRD ‘KEY FEATURE” OF THE 199 

ALTERNATIVE REGULATION PROPOSAL, SUPPORT FOR LOW INCOME 200 

CUSTOMERS. 201 

A This $10 million annual expense item is not a large sum of money in comparison to 202 

ComEd’s overall revenue requirement.  However, as laudable as the cause may be, 203 

the proposal appears problematic on its face, in that it would require non-delivery 204 

service collections from certain customers.  As Dr. Hemphill acknowledges, certain 205 

existing funding assistance programs, which are provided for under Illinois law, are 206 

scheduled to expire.  I am advised that the original legislative mandate imposed the 207 

obligation on ComEd to contribute to these programs and specifically prohibited 208 

ComEd from recovering these costs from its customers.  I do not believe it is 209 

appropriate for ComEd to now impose an equivalent obligation on its delivery service 210 

customers.  Should ComEd wish to make the $10 million contributions from its own 211 

funds, obviously I would have no objection to same.     212 
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 Q PLEASE ADDRESS COMED’S FOURTH “KEY FEATURE,” WHICH RELATES TO 213 

PROVIDING FOR CONTINUING INPUT BY STAKEHOLDERS AND TWO LEVELS 214 

OF COMMISSION REVIEW.   215 

A My comments in this regard are very focused.  My main concern is that the provision 216 

for continuing input by stakeholders, multiple levels of Commission review and 217 

biannual review proceedings (along with any other rate filings that may occur) 218 

unavoidably imposes a significant burden on the time and financial resources of staff 219 

and intervenors, especially in comparison to periodic comprehensive rate case 220 

proceedings.  The addition of another layer of proceedings associated with a pilot 221 

Alternative Regulation Plan is unwarranted and burdensome.  The burden is 222 

especially unwelcome in the wake of the considerable time and resources required of 223 

ratepayers to participate in the recently completed ISSGC process.   224 

 

Q PLEASE COMMENT ON THE FIFTH “KEY FEATURE” OF THE ALTERNATIVE 225 

REGULATION PLAN, TO IMPLEMENT STRONG OBJECTIVE INCENTIVES FOR 226 

COMED TO SPEND AND INVEST MOST EFFICIENTLY. 227 

A I perceive that ComEd would have less incentive to spend and invest efficiently under 228 

an Alternative Regulation Plan, such as the one proposed, than it have would under 229 

traditional cost of service regulation.  Under traditional regulation, the utility is allowed 230 

to recover its prudent expenses and to recover and earn a return on its prudent and 231 

used and useful investments associated with providing delivery service.  The potential 232 

for disallowance of imprudent expenses creates a strong incentive for ComEd to 233 

spend and invest wisely and efficiently.  Furthermore, the concept of regulatory lag, 234 
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that is the ability of the utility to accrue and keep savings during periods between rate 235 

cases, provides a strong incentive to operate efficiently.6   236 

  In addition, I find ComEd’s proposal regarding cost discipline unpersuasive.  237 

As indicated, ComEd proposes to recover O&M expenses up to the budgeted 238 

amounts, but will credit customers with 5% of the O&M expenses, capped at 239 

$2 million.  This approach provides ComEd with a very strong incentive to inflate the 240 

budget, in order to ensure that it recovers as much O&M expense as possible through 241 

the proposed rate.  Also, with a cap at $2 million, ComEd has absolutely no incentive 242 

to contain costs, up to the budgeted amount, once the cap has been exceeded.  243 

Moreover, if ComEd’s proposed tariff is exercised for larger investments, the 244 

$2 million cap is not likely to impose meaningful economic or management discipline.   245 

  Similarly, on the capital side, ComEd proposes to collect a return of, and on, 246 

the investments it made within 5% of budgetary limits.  As with the expense side, 247 

ComEd would have an economic incentive to inflate the budget to ensure that it 248 

maximizes its recovery.7  Furthermore, ComEd would have a natural incentive to 249 

budget and invest as much as possible under the program, in order to maximize the 250 

pace and magnitude of its return.  Economists sometimes refer to this tendency 251 

toward over-capitalizing as the “Averch-Johnson effect.”  Although this concept is 252 

                                                 
6See, for example, the National Association of Regulatory Utility Commissioners publication 

Glossary International (available at the following website 
http://www.naruc.org/Publications/Glossary_International.pdf), at page 66, where it states, 
“[u]ncertainty about the exact length of the lag can serve as an incentive for cost containment.” 

 
See also, Principles of Public Utility Rates, Bonbright, James C., et al, Second Edition, 

at 198: 
“Quite aside from the recognized undesirability of too frequent rate revisions, 
commissions recognize the regulatory lag as a practical means of reducing the 
tendency of a fixed-profit standard to discourage efficient management.” 
 
7Indeed, Rate ACEP provides a financial reward to ComEd for costs below 95 percent of the 

budget, no matter how inflated the budget may be.  (See ComEd Exhibit 1.2 at Original Sheet No. 
X+15.) 
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sometimes leveled as a criticism of rate of return regulation, the criticized concept 253 

would also be applicable in ComEd’s proposed Alternative Regulation Plan.  Here, 254 

that effect is magnified because the utility would recover more quickly and at the 255 

return approved in its last rate case – a return that was determined without regard to 256 

the risk-reducing effect of special cost recovery for the amounts invested under the 257 

special recovery tariff. 258 

 

Q WHY DOES COMED SAY IT IS PROPOSING AN ALTERNATIVE REGULATION 259 

PROGRAM FOR THE PROJECTS THAT ARE THE SUBJECT OF ITS PLAN? 260 

A Dr. Hemphill addresses this question at pages 8-9 of his testimony.  He identifies four 261 

regulatory concepts that he believes make these projects more suitable for alternative 262 

regulation than test year regulation.  His four concepts are summarized below: 263 

1. Test year ratemaking focuses on cost snapshots, rather than the entire life cycle 264 
of a project.  265 
  

2. Rate cases are focused on costs already spent. 266 
 

3. General rate cases typically address many or all aspects of utilities’ operations, 267 
investments and revenues -- individual programs can get “lost.” 268 

 
4. ComEd’s proposal is geared to involve stakeholders collaboratively in an up-front 269 

process to guide what should be done rather than litigating adversarially over 270 
what a utility did.   271 

 
  I do not find any of these reasons persuasive for justifying ComEd’s 272 

Alternative Regulation Plan.   273 
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Q PLEASE ADDRESS DR. HEMPHILL’S FIRST STATED CONCEPT THAT TEST 274 

YEAR RATEMAKING FOCUSES ON COST SNAPSHOTS, RATHER THAN THE 275 

ENTIRE LIFE CYCLE OF A PROJECT. 276 

A Strictly speaking, Dr. Hemphill is correct.  However, what he fails to mention is that 277 

this has always been true, because it is necessary.  In the absence of constant 278 

tracking of every cost and revenue item, a representative set of data (not special 279 

treatment of selected costs) is needed to set just and reasonable rates.  Over the 280 

decades, under traditional cost of service regulation, ComEd and other utilities in 281 

Illinois have been able to successfully implement many multi-year projects involving 282 

facilities with very long life cycles.  For example, ComEd designed and built many 283 

large base load coal and nuclear power plants, each of which took several years to 284 

complete and many of which remain in operation after decades.  Using Dr. Hemphill’s 285 

example of Smart Grid, I would submit that Smart Grid types of investments are likely 286 

to be much more granular than construction of nuclear power plants and, accordingly, 287 

can be much more readily put into base rates over time, as build-out progresses, than 288 

a large base load generating unit, which essentially had to be completed and in 289 

service before it could be fully reflected in rates.  Thus, Dr. Hemphill’s concept is not 290 

compelling.   291 

 

Q PLEASE COMMENT ON DR. HEMPHILL’S SECOND CONCEPT, THAT RATE 292 

CASES ARE FOCUSED ON COSTS ALREADY SPENT. 293 

A This is true, but only in the very limited instance of a rate case with a historical test 294 

year without pro forma adjustments for future costs like post-test year plant additions.  295 

As the Commission is well aware, for the last several rate cases, ComEd has 296 

proposed to reflect post test year plant addition investments that were not only made 297 
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subsequent to the end of the test year but also had not been made at the time of the 298 

utility rate case filing.  Hence, Dr. Hemphill’s comment is not applicable in such 299 

cases.8 300 

  In addition, by definition, Dr. Hemphill’s statement is simply incorrect as 301 

relates to rate cases involving future test years.  The Commission’s rules provide for 302 

utilities to use future test years, which allow for periods as long as 24 months after the 303 

date of the utility filing.  Thus, ComEd has ample opportunity to include future costs 304 

like those described in Dr. Hemphill’s testimony in base rates.   305 

  Further, the ISSGC discussed and presented several alternative recovery 306 

approaches to address this issue, for the Commission’s consideration, as shown 307 

below. 308 

“However, the ISSGC considered a variety of approaches to smart grid 309 
cost recovery … The alternatives discussed by the Collaborative 310 
included (in no particular order): 311 
 

 Use of future test year rate cases;  312 
 

 Use of a deferral account to accrue smart grid costs for future   313 
recovery; 314 

 
 Multiple test year ratemaking period;  315 

 
 Modification of rate case rules to amortize lumpy smart grid 316 

investments over long periods;  317 
 

 Split cost recovery between rider and base rates; 318 
 

 Costs recovered through a rider offset by projected savings; and  319 
 

 Performance-based recovery of smart grid costs, with utility 320 
penalties and rewards associated with certain benchmarks such as 321 
cost savings and other benefits achievement.” (ISSGC 322 
Collaborative Report, at pages 168-169) 323 

 
                                                 

8I note that the recent Appellate Court Order in the appeal of the last ComEd rate case found 
that when post test year plant additions are approved by the Commission, corresponding adjustments 
to accumulated depreciation should be recognized.  I have been advised that the ruling did not find in 
any way that post test year plant additions are, in and of themselves, illegal. 
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Q AS A SIDE NOTE, HAS COMED EVER FILED A RATE CASE WITH A FUTURE 324 

TEST YEAR? 325 

A Yes.  One in particular comes readily to mind, ComEd Docket No. 90-0169.  In that 326 

case, ComEd used a fully forecasted 1991 test year.  This particular docket is 327 

noteworthy because it involved rate basing of large long-term investments in nuclear 328 

power plants.  As mentioned previously, these multi-year significant cost items can be 329 

reasonably accommodated under traditional ratemaking approaches.  330 

 

Q PLEASE COMMENT ON DR. HEMPHILL’S THIRD CONCEPT, THAT GENERAL 331 

RATE CASES TYPICALLY ADDRESS MANY OR ALL ASPECTS OF UTILITIES’ 332 

OPERATIONS, INVESTMENTS, REVENUES, AND INDIVIDUAL PROGRAMS CAN 333 

GET “LOST.” 334 

A This claim is neither correct nor compelling.  In its preparation of evidence for a rate 335 

case, a utility may provide as much detail about its operations, investments, 336 

revenues, and individual programs as it chooses, to ensure that a particular item does 337 

not get lost.  While Commission rules provide for minimum filing requirements when 338 

utilities seek to change their rates, to my knowledge, the rules do not limit what or 339 

how much information the utilities can present in support of its case.  Indeed, the 340 

discovery process in utility rate cases generally seeks to elicit more, not less, 341 

information from the utilities, to better evaluate their operations, investments, 342 

revenues and programs. 343 
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Q PLEASE COMMENT ON DR. HEMPHILL’S FINAL CONCEPT, THAT COMED’S 344 

PROPOSAL IS GEARED TO INVOLVE STAKEHOLDER’S COLLABORATIVELY 345 

IN A UP-FRONT PROCESS TO GUIDE WHAT SHOULD BE DONE, RATHER 346 

THAN REQUIRING STAKEHOLDERS TO LITIGATE ADVERSARIALLY OVER 347 

WHAT A UTILITY DID. 348 

A I have two concerns with this concept.  First, it would naive to think that proposals 349 

such as wide implementation of Smart Grid investment, which could increase 350 

customer bills by tens or hundreds of millions of dollars, would not be presented or 351 

discussed without adversarial content.  Furthermore, the upfront process assumes 352 

that all parties agree that any or all Smart Grid investment is desirable, but provides 353 

no means for customers to test that assumption. 354 

  Second, I do not believe it is necessarily an effective use of the Commission’s 355 

and stakeholders’ resources to “create an on-going process to keep [them] involved.”  356 

Dr. Hemphill’s supposed benefit may, on balance, prove to be the opposite for the 357 

Commission and ratepayers.  In my experience, the Commission has been loath to 358 

seek (and utilities have vigorously opposed in other contexts) micro-management of 359 

utility operations.   360 

  Furthermore, as mentioned previously, such a process would likely be a 361 

significant drain on Commission Staff, and intervenor resources.  The potential drain 362 

on ratepayer and Commission resources could be exacerbated under ComEd’s 363 

Alternative Regulation Plan because, under Rate ACEP, the utility can simply decline 364 

to propose any product of such a stakeholder process, no matter how non-adversarial 365 

or reasonable the process.  Similarly, the utility appears to have an option to reject 366 

any Commission modification of whatever it chooses to propose, no matter how 367 

reasonable or appropriate the change.  Unlike rate cases, where participating 368 
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ratepayers are assured that the Commission’s determination of what is just and 369 

reasonable will become effective, ComEd’s proposal offers no assurance of anything, 370 

notwithstanding the expenditure of time, energy, and money in its on-going process.   371 

 

Q IN THE SAME SECTION OF HIS TESTIMONY, DR. HEMPHILL CLAIMS THAT 372 

ALTERNATIVE REGULATION PROVIDES A WAY FOR COMED TO ACT WITH 373 

GUIDANCE, AT LOWER REGULATORY RISK, WHICH BENEFITS ALL 374 

CUSTOMERS.  HOW DO YOU RESPOND? 375 

A I can certainly understand ComEd’s desire for guidance prior to making significant 376 

utility investment, and its concomitant lowered regulatory risk.  However, I have not 377 

seen an offer by ComEd to seek a lower return on equity to reflect the lower 378 

regulatory risk it apparently believes it will achieve.  In fact, in the current rate case, 379 

ComEd has proposed a 40 basis-point increase on its allowed return on equity 380 

associated with the state’s requirements to implement energy efficiency and demand 381 

response measures, the very kinds of programs which many Smart Grid advocates 382 

claim will be facilitated through the deployment of Smart Grid investments.  Thus, 383 

despite the lower regulatory risk, Smart Grid investment could actually lead ComEd to 384 

seek to establish a higher cost of equity than otherwise would be the case.  385 

  If, however, ComEd is correct that its regulatory risk will decrease, should its 386 

Alternative Regulation Plan be approved, the associated allowed return should reflect 387 

the lower regulatory risk claimed by Dr. Hemphill.9   388 

  ComEd should estimate the reduced risk associated with the proposed 389 

program and provide an estimate of the impact on its cost of equity, especially for 390 

                                                 
9Such an adjustment to the allowed return on alternative regulation investments could be 

implemented through a modification to the Pre-Tax Return (“PTR”) factor defined on Sheet X+13 of 
Rate ACEP, ComEd Exhibit 12.1 to Dr. Hemphill’s testimony. 
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investments to be made under Rate ACEP, in its rebuttal testimony in this case, to 391 

provide information the Commission will need to assess the fairness of its proposal. 392 

 

Satisfaction of Alternative Regulation Requirements 393 

Q IN ITS VERIFIED PETITION, COMED CLAIMS THAT THE PROPOSED PILOT 394 

MEETS ALL OF THE REQUIREMENTS OF SECTION 9-244 OF THE ACT.  HAVE 395 

YOU REVIEWED THE REQUIREMENTS OF THAT SECTION OF THE ACT? 396 

A Yes, I have.  Paragraph b of Section 9-244 lists the following criteria: 397 

“b) The Commission shall approve the program if it finds, based on the 398 
record, that: 399 

 
(1) the program is likely to result in rates lower than otherwise 400 

would have been in effect under traditional rate of return 401 
regulation for the services covered by the program and that are 402 
consistent with the provisions of Section 9-241 of the Act; and 403 

 
(2) the program is likely to result in other substantial and 404 

identifiable benefits that would be realized by customers served 405 
under the program and that would not be realized in the 406 
absence of the program; and 407 
 

(3) the utility is in compliance with applicable Commission 408 
standards for reliability and implementation of the program is 409 
not likely to adversely affect service reliability; and 410 
 

(4) implementation of the program is not likely to result in 411 
deterioration of the utility’s financial condition; and 412 
 

(5) implementation of the program is not likely to adversely affect 413 
the development of competitive markets; and  414 
 

(6) the electric utility is in compliance with its obligation to offer 415 
delivery services pursuant to Article XVI; and 416 
 

(7) the program includes annual reporting requirements and other 417 
provisions that will enable the Commission to adequately 418 
monitor its implementation of the program; and 419 

 
(8) the program includes provisions for an equitable sharing of any 420 

net economic benefits between the utility and its customers to 421 
the extent the program is likely to result in such benefits.” 422 
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  ComEd witness Dr. Hemphill addresses these criteria on pages 29-32 of his 423 

direct testimony.   424 

 

Q DO YOU BELIEVE COMED HAS ADEQUATELY ESTABLISHED THAT ITS 425 

PROPOSAL MEETS ALL EIGHT OF THE CRITERIA? 426 

A No, I do not.  In some cases, I think the program simply does not satisfy the criteria.  427 

However, in other cases, I believe ComEd has failed to demonstrate adequately one 428 

way or the other whether the program meets the criteria.   429 

  Specifically, I am most concerned with criteria 1, 2 and 8, listed above.  My 430 

failure to address other criteria does not necessarily mean I agree those criteria have 431 

been met.   432 

 

Q WHAT IS YOUR CONCERN WITH CRITERION 1, THAT THE PROGRAM IS 433 

LIKELY TO RESULT IN RATES LOWER THAN OTHERWISE WOULD HAVE 434 

BEEN IN EFFECT UNDER TRADITIONAL RATE OF RETURN REGULATION FOR 435 

THE SERVICES COVERED BY THE PROGRAM AND THAT ARE CONSISTENT 436 

WITH THE PROVISIONS WITH SECTION 9-241 OF THE ACT? 437 

A To begin, I would assume that the phrase “services covered by the program” refers to 438 

regulated delivery services, which are the services under the purview of the 439 

Commission.  If fully implemented, ComEd’s program will almost certainly increase 440 

customers’ rates as compared to the absence of such a program.  Dr. Hemphill’s 441 

basis for suggesting that the program will lower customers’ rates hinges entirely on 442 

the credit of 5% of the O&M expenses of the projects, which is capped at $2 million.  443 

Thus, even if one assumes, for the sake of argument, that without the requested 444 

special treatment these ComEd expenses were perfectly synchronized in a rate case 445 
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to flow directly to customers, and there were no offsetting cost or revenue 446 

considerations, the best case scenario would be that customers would save a 447 

maximum of $2 million.  (More likely, the savings would be less, or negative.)  448 

However, another component of the program is to charge customers $10 million to 449 

subsidize the total electric bill (commodity plus delivery) of low income customers.  450 

The Commission has previously determined that delivery service customers should 451 

not pay the electricity costs of other customers.10  As mentioned previously, this 452 

constitutes a subsidy and, presumably, would not be forced on customers’ absent 453 

approval of this Alternative Regulation Plan.  Thus, the vast majority of customers, 454 

i.e., those not recipients of the aid, will pay at least $8 million more in rates than 455 

would otherwise be the case under traditional rate of return regulation.   456 

  More important, however, is the reality that the proposed Rate ACEP, while 457 

not characterized as a rider, has the practical effect of a rider.  Rate ACEP 458 

incorporates only a calculated and capped surrogate for O&M savings associated 459 

with these relatively minor current projects (and much larger future Smart Grid 460 

projects).  The tariff (like a single-issue rider) ignores potentially greater actual 461 

savings, as well as all the other components of ComEd’s cost of service, i.e., 462 

expenses, depreciation, revenue growth, etc., that would be considered in a rate case 463 

                                                 
10See, Order, ICC Docket No. 07-0166, October 11, 2007, at page 277. 
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and may affect charges to ratepayers.11  Thus, Rate ACEP is likely to increase 464 

customer costs over time.  (This artificial separation of other costs and revenues also 465 

makes it impossible to determine whether there will be an equitable sharing of the 466 

economic benefits of the investments.)   467 

  Also, if ComEd accelerates investment, and the cost of the investment is 468 

reflected sooner, or to a larger degree, in rates, then rates will be higher than under 469 

traditional rate of return regulation.   470 

  Given these concerns, I would consider it highly unlikely that ComEd’s 471 

Alternative Regulation Plan would result in rates lower than otherwise would have 472 

been in effect.   473 

 

Q REGARDING THE SECOND CRITERION, WHAT DOES COMED CLAIM WOULD 474 

MAKE THE PROGRAM LIKELY TO RESULT IN OTHER OR SUBSTANTIAL 475 

IDENTIFIABLE BENEFITS THAT WOULD BE REALIZED BY CUSTOMERS 476 

UNDER THE PROGRAM THAT WOULD NOT BE REALIZED IN THE ABSENCE 477 

OF THE PROGRAM? 478 

A Dr. Hemphill identifies four “benefits” that he attributes to ComEd’s proposal, at 479 

page 30 of his testimony.  His first claim is related to accelerated deployment of 480 

discretionary Smart Grid technologies to provide customers with the benefits of such 481 

                                                 
11The issue of single issue ratemaking was one of the subjects of a recent Illinois Appellate 

Court decision involving Rider SMP-System Modernization Projects.  The Appellate Court concluded, 
 

 “Rider SMP is a classic example of improper single-issue ratemaking 
because AMI is the type of cost that should be addressed through normal 
ratemaking procedures. … [I]f rates are increased based solely on one factor, 
the ratemaking structure becomes distorted because there is no consideration 
of the changes to the other elements of the revenue formula, such as the 
operational savings from the improvements.” (Opinion of the Court, Appellate 
Court of Illinois, Second District, on Petition for Administrative Review from 
the Illinois Commerce Commission, Docket No. 07-0566, September 30, 
2010) 
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technologies “far earlier” than otherwise would occur under the traditional regulation.  482 

To begin, the Commission has not yet determined that the deployment of these 483 

discretionary technologies is either appropriate or beneficial.  In addition, ComEd 484 

does not attempt to quantify any benefits associated with its deployment of Smart 485 

Grid investments.  Thus, deployment “far earlier” is anything but certain to produce 486 

benefits for customers, particularly when considering the associated costs of the 487 

technologies.  The ISSGC collaborative report sets forth extensive and stringent 488 

criteria for determining the costs and benefits of potential Smart Grid programs, for 489 

the Commission’s consideration.  Until the completion of the Smart Grid Policy Docket 490 

and the presentation of specific programs and costs in an implementation docket, as 491 

discussed earlier, there is no basis for determining that the “far earlier” deployment 492 

that ComEd cites will be cost beneficial.  Second, I would point out the seemingly 493 

obvious fact that even assuming, arguendo, that Smart Grid investments are cost 494 

beneficial, there is nothing prohibiting ComEd from deploying such discretionary 495 

technologies under traditional regulation.   496 

  Dr. Hemphill’s second claim is that the proposal will result in “real safety and 497 

quantifiable reliability benefits to customers served through underground facilities.”  I 498 

do not doubt that ComEd’s aging infrastructure will need to be replaced.  While I have 499 

not researched the reliability issue extensively, I note that ComEd reported to the 500 

Commission in 2009 that its delivery service was 99.9% reliable.  Since perfect 501 

reliability is 100%, one has to question exactly how much investment and expense or 502 

what special cost recovery provisions should be made chasing any achievable portion 503 

of the final 0.1% increase in reliability.  504 

  Dr. Hemphill’s third basis for concluding that there would be substantial, 505 

uniquely available benefits for ratepayers is the $5 million ComEd would commit for 506 
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an electric vehicle pilot program within the utility fleet.  ComEd certainly has not 507 

proven that the additional $5 million will result in any quantified benefit.  Indeed, as 508 

Dr. Hemphill points out, the $5 million is simply for the “examination of the operational 509 

economic and environmental benefits.”  It could be that there is no identifiable net 510 

economic benefit associated with the premium that must be paid for electric vehicles 511 

at this time. 512 

  Dr. Hemphill’s fourth and final basis is the $10 million per year in assistance to 513 

low income customers.  He claims that absent alternative regulation, customers would 514 

not receive these benefits.  First, I would point out relatively few customers would 515 

receive any benefit from this, with the vast majority of customers paying the cost.  516 

Second, I disagree that customers could not receive these benefits absent alternative 517 

regulation.  To my knowledge, there would be nothing prohibiting ComEd, or one of 518 

its affiliates, from providing a $10 million contribution to assist low income customers.  519 

Approval of ComEd’s proposed Alternative Regulation Plan would only ensure that 520 

the funding comes from customers, not from ComEd or its affiliate.  521 

 

Q HOW DOES COMED CLAIM TO MEET THE EIGHTH CRITERION THAT THE 522 

PROGRAM INCLUDES PROVISIONS FOR AN EQUITABLE SHARING OF ANY 523 

NET ECONOMIC BENEFITS BETWEEN THE UTILITY AND ITS CUSTOMERS, TO 524 

THE EXTENT THE PROGRAM IS LIKELY TO RESULT IN SUCH BENEFITS? 525 

A Dr. Hemphill addresses this on page 32.  He claims that the 5% discount of O&M 526 

expenses offers an immediate benefit compared to traditional base rates and, 527 

apparently, he equates this with an equitable sharing.  Similarly, he claims that 528 

capping the investment on which ComEd recovers carrying charges, based on a 529 

budget, constitutes an equitable sharing.  Third, he points to the $10 million per year 530 
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in low income assistance as an equitable sharing.  Finally, he points to greater 531 

flexibility and competitive opportunities that he believes will ultimately result from the 532 

installation of Smart Grid technologies.   533 

 

Q DO YOU DISAGREE WITH ANY OF THESE BASES AS PROOF OF EQUITABLE 534 

SHARING? 535 

A Yes, I disagree with them all.  First, with respect to the 5% discount on O&M 536 

expenses, I would point out that these are additional expenses over and above what 537 

is currently in base rates.  Therefore, by definition, unless they occur in a test year or 538 

constitute bases for a pro forma adjustment to a test year, they would not be reflected 539 

in customer rates at all.  Therefore, ComEd gives up 5% in O&M expenses (up to the 540 

$2 million cap), in return for customers bearing an additional 95% of O&M expense 541 

that they might otherwise not be required to bear.  This is not an equitable sharing in 542 

my view.  Similarly, capping recovery of carrying charges is of virtually no benefit to 543 

customers.  As mentioned earlier in this testimony, if the investments are measured 544 

against an inflated budget, such that the capital investment does not exceed budget, 545 

there is no “sharing” whatsoever.12  In addition, as Dr. Hemphill explains at page 7 of 546 

his testimony, even investments above the amount budgeted would be eligible for full 547 

return in the next general rate case.13  Finally, as with O&M expenses, the recovery 548 

on expenditures within the capital budget is over and above what ratepayers would 549 

otherwise have to pay.  Thus, if ComEd responds to the economic incentive to budget 550 

very conservatively high, ComEd can be no worse off than it would be under 551 

traditional regulation and would likely be only better off, since absent special cost 552 

                                                 
12In fact, ComEd proposes to collect a partial return on investments not even made, i.e., on 

amounts below 95% of budget. 
13Page 7, lines 149-153. 
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recovery (or synchronized rate cases) utility investments traditionally are not 553 

immediately recognized in base rates.  In any case, it appears ratepayers will pay 554 

more.   555 

  With respect to the $10 million per year in new low income customer 556 

assistance, I see no evidence that ComEd is willing to contribute any kind of matching 557 

or otherwise share in this cost.  Donating ratepayers’ money does not constitute an 558 

equitable sharing between the utility and its customers.  559 

  With regard to the final claimed sharing associated with alleged Smart Grid 560 

benefits, I would repeat my earlier claim that the Commission has not yet found, 561 

through its deliberation and evaluation of Smart Grid technologies, that any such 562 

benefits exist.  Smart Grid investment may simply mean higher delivery service bills 563 

for many customers.  In the context of this case, where ComEd does not identify or 564 

provide any specifics for the Smart Grid projects that the tariff would cover, the 565 

Commission lacks any basis on which to conclude that the economic benefits of 566 

unknown future investments will be either substantial or equitably shared.   567 

  Finally, the Commission must determine whether the alternative regulation 568 

utility performance standards for Smart Grid investments (presumably made to 569 

achieve identified benefits) should be simply a question of whether construction costs 570 

are “on-budget.”  This is wholly unrelated to the claimed benefits of the Smart Grid 571 

investment and may actually preclude an equitable sharing of the benefits of rate 572 

ACEP programs. 573 
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Specific Components of Rate ACEP 574 

Q HAVE YOU REVIEWED THE PROPOSED RATE ACEP TARIFF? 575 

A Yes, I have, it was attached to Dr. Hemphill’s testimony as ComEd Exhibit 1.2.  576 

Although the tariff is long and complex, the component costs can be best understood 577 

by reviewing original Sheet No. X+5 and the formula for ACEPADC contained therein.  578 

The ACEPADC term represents the monthly charge that would be applicable to 579 

customers in each of the ComEd delivery classes.  Thus, each customer in each 580 

class would pay the same dollar charge each month, which would not vary with that 581 

customer’s usage.  However, this monthly charge for a customer in one class typically 582 

would be different from the charge for a customer in another class.  In the simplest 583 

terms, the formula sums for each class eight cost components that ComEd proposes 584 

to collect under the tariff, as they are allocated to each of the delivery classes, then 585 

divides the total dollars by the number of customers in the delivery class.  This 586 

per-customer amount is then multiplied by a class-specific Uncollectible Cost Factor 587 

to determine the applicable unit charge for each customer class. 588 

  The eight cost components that are allocated to each of the classes are 589 

shown in Table 1 below. 590 

 
Table 1 

 
COST COMPONENTS IN RATE ACEP 

 
Component                             Description                             

 
LIAADC Low Income Assistance Assessment 
EVADC Electric Vehicle Assessment 
UFADC Underground Facilities Assessment 
SMADC Smart Meter Assessment 
SMCAADC Smart Meter Customer Application Assessment 
DAADC Distribution Automation Assessment 
APADC Approved Program Assessment 
BADC Balancing Amount 
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  The first six items shown in Table 1 above are related to the low income 591 

assistance proposal, the electric vehicle pilot program, the accelerated underground 592 

facilities replacement program and proposed Smart Grid programs (final three items), 593 

respectively.   594 

 

Q IF THE COMMISSION WERE TO APPROVE AN ALTERNATIVE REGULATION 595 

PLAN FOR COMED, WOULD YOU RECOMMEND THE RATE ACEP TARIFF BE 596 

MODIFIED? 597 

A Yes.  I would recommend that certain cost components be excluded from the formula 598 

and that some of the allocation methods for individual cost components be modified.   599 

 

Q IF THE COMMISSION WERE TO APPROVE AN ALTERNATIVE REGULATION 600 

PLAN FOR COMED, WHICH ITEMS WOULD YOU RECOMMEND BE EXCLUDED 601 

FROM THE COST RECOVERY FORMULA? 602 

A As indicated in this testimony, I recommend that none of the cost items be 603 

recoverable through Rate ACEP and that the entire proposal be denied.  However, 604 

not all of the cost components are equally objectionable.  Most problematic among 605 

the cost components are the ones associated with the low income assistance 606 

assessment, LIAADC, and the Smart Grid related components, SMADC, SMAADC and 607 

DAADC.   608 
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Q WHY DO YOU RECOMMEND REMOVAL OF THE LIAADC COMPONENT FROM 609 

THE FORMULA? 610 

A As indicated previously, I do not believe the Commission should authorize ComEd to 611 

collect delivery service funds from some customers in order to assist in paying the 612 

utility bills of other customers.   613 

 

Q WHY DO YOU RECOMMEND THAT THE SMART GRID RELATED 614 

COMPONENTS, SMADC, SMAADC AND DAADC, BE ELIMINATED? 615 

A As discussed at length in my testimony, establishing collection mechanisms for Smart 616 

Grid investment and O&M costs is grossly premature at this time.  Many unanswered 617 

questions remain as to the appropriateness and significance of Smart Grid 618 

investment and expense, the cost recovery approach, and the allocation methods.  In 619 

the ISSGC Collaborative Report, at pages 169-174, the participants agreed on a list 620 

of key questions that should be considered by the Commission in a thorough 621 

examination of relevant issues related to cost recovery and cost allocation issues.  622 

Twenty-seven different questions, many with subparts, were categorized into seven 623 

different categories in the “Recovery of Smart Grid Costs” section of the report.  This 624 

section is excerpted from the report and attached to this testimony as IIEC 625 

Exhibit 1.3.  As shown on this exhibit, much work is left to be done before decisions 626 

about Smart Grid cost recovery should be made.   627 

  With the current level of uncertainty about possible future investments and so 628 

many questions yet to be answered by the Commission, plus others that are likely to 629 

arise, it is simply inappropriate to authorize cost recovery associated with any of 630 

these unknown investments at this time.  Accordingly, the Rate ACEP should be 631 

modified to eliminate these three Smart Grid cost items.   632 
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Allocation of Cost Components Under Rate ACEP 633 

Q YOU MENTIONED THAT YOU HAD A DISAGREEMENT WITH THE WAY SOME 634 

OF THE COST COMPONENTS ARE ALLOCATED.  CAN YOU PLEASE 635 

ELABORATE ON THAT POINT? 636 

A Yes.  Although I do not agree with approval of Rate ACEP, or with all of the individual 637 

cost components that are proposed, I find that most of them are allocated among the 638 

customer classes on a reasonable basis.  However, some refinement would be 639 

appropriate to two of the items, should the Commission approve any or all of the 640 

items.  Specifically, I recommend modification to the allocation approaches 641 

associated with components UFADC and DAADC.  642 

 

Q WHAT IS YOUR RECOMMENDATION WITH RESPECT TO THE ALLOCATION OF 643 

FACTOR UFADC? 644 

A This cost component relates to the accelerated replacement of underground facilities, 645 

which is described in the direct testimony of ComEd witness Michelle Blaise, ComEd 646 

Exhibit 4.0.  As explained in her testimony, the facilities subject to replacement are 647 

“generally high-capacity 12 kV cables.”  As shown on original Sheet No. X+8 in 648 

ComEd Exhibit 1.2, ComEd proposes to allocate the UFADC costs using a coincident 649 

peak (“CP”) allocator.  The proper allocator for these costs should be whatever 650 

allocator is approved by the Commission in the pending delivery service rate case for 651 

these types of underground primary voltage facilities.  In the rate case, no party other 652 

than ComEd has yet provided testimony as to the appropriate allocation of these 653 

types of facilities.  I anticipate that this will be a point of contention in the rate case.  654 

One or more parties may recommend allocation methods other than CP for this cost 655 

element.  Accordingly, the Commission should approve an allocation factor consistent 656 
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with whatever is ultimately approved in the cost of service study in ComEd’s current 657 

rate case for this category of costs.14 658 

 

Q WHAT DO YOU RECOMMEND WITH RESPECT TO THE ALLOCATION OF COST 659 

COMPONENT DAADC? 660 

A The Distribution Automation investments covered in this component are described at 661 

pages 7-14 of the direct testimony of ComEd witness Michael B. McMahan, ComEd 662 

Exhibit 2.0.  Based on his description, it is clear that these facilities will be 663 

implemented on both the primary and secondary parts of the distribution system.  As 664 

with the previous item, the distribution automation equipment installed on the primary 665 

and secondary delivery systems should be allocated in the same manner as the 666 

portions of the delivery system on which it is installed.  The allocation of these costs 667 

will be a significant issue in the delivery service rate case.15  Accordingly, the proper 668 

allocation factor would be one that reflects the overall allocation of these types of 669 

costs.  I recommend development of a composite allocation factor that looks to the 670 

Commission’s decision on ComEd’s cost of service study in its current rate case, as 671 

to how costs in Accounts 364 through 36716 are allocated.  The composite allocator 672 

should be determined by summing the costs in each of these accounts, by class, and 673 

comparing them to the system total for these accounts.  These resulting allocation 674 

factors should be used to allocate the distribution automation costs in Rate ACEP.   675 

                                                 
14I note that using an allocation factor resulting from the rate case is the same treatment 

ComEd proposes for cost element EVADC shown on original Sheet No. X+7 of ComEd Exhibit 1.2.  
That cost element uses an EDMCDC allocation factor that refers expressly to the embedded distribution 
and meter cost allocation attributable to each delivery class in the embedded cost of service study 
approved by the ICC in ComEd’s most recent rate case, presumably Docket No. 10-0467.  My 
proposal here would be analogous. 

15Indeed, the allocation of primary and secondary delivery system components was a major 
subject of the Commission’s rate investigation Docket No. 08-0532 as well. 

16Account 364 refers to poles, towers and fixtures; 365 is overhead conductors and devices; 
366 is underground conduit; and 367 is underground conductors and devices. 
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Q DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 676 

A Yes, it does. 677 
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Qualifications of Robert R. Stephens 

 
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A Robert R. Stephens. My business address is 16690 Swingley Ridge Road, Suite 140, 2 

 Chesterfield, MO 63017. 3 

 

Q PLEASE STATE YOUR OCCUPATION. 4 

A I am a consultant in the field of public utility regulation and a principal in the firm of 5 

Brubaker & Associates, Inc., energy, economic and regulatory consultants. 6 

 

Q PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 7 

A I graduated from Southern Illinois University at Carbondale in 1984 with a Bachelor of 8 

Science degree in Engineering.  During college, I was employed by Central Illinois 9 

Public Service Company in the Gas Department.  Upon graduation, I accepted a 10 

position as a Mechanical Engineer at the Illinois Department of Energy and Natural 11 

Resources.  In the summer of 1986, I accepted a position as Energy Planner with City 12 

Water, Light and Power, a municipal electric and water utility in Springfield, Illinois.  13 

My duties centered on integrated resource planning and the design and 14 

administration of load management programs. 15 

  From July 1989 to June 1994, I was employed as a Senior Economic Analyst 16 

in the Planning and Operations Department of the Staff of the Illinois Commerce 17 

Commission.  In this position, I reviewed utility filings and prepared various reports 18 

and testimony for use by the Commission.  From June 1994 to August 1997, I worked 19 

directly with a Commissioner as an Executive Assistant.  In this role, I provided 20 
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technical and policy analyses on a broad spectrum of issues related to the electric, 1 

gas, telecommunications and water utility industries. 2 

In May 1996, I graduated from the University of Illinois at Springfield with a 3 

Master of Business Administration degree.   4 

  In August 1997, I joined Brubaker & Associates, Inc. as a Consultant.  Since 5 

that time, I have participated in the analysis of various utility rate and restructuring 6 

matters in several states and the evaluation of power supply proposals for clients.  I 7 

am currently a Principal in the firm. 8 

  The firm of Brubaker & Associates, Inc. provides consulting services in the 9 

field of energy procurement and public utility regulation to many clients, including 10 

large industrial and institutional customers, some utilities, and on occasion, state 11 

regulatory agencies.  More specifically, we provide analysis of energy procurement 12 

options based on consideration of prices and reliability as related to the needs of the 13 

client; prepare rate, feasibility, economic and cost of service studies relating to energy 14 

and utility services; prepare depreciation and feasibility studies relating to utility 15 

service; assist in contract negotiations for utility services; and provide technical 16 

support to legislative activities. 17 

In addition to our main office in St. Louis, the firm also has branch offices in 18 

Phoenix, Arizona and Corpus Christi, Texas. 19 
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