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INTRODUCATION 

The Natural Resources Defense Council (“NRDC”) is a nonprofit environmental 

advocacy organization with an office in Chicago, some 25,000 Illinois members, and a 

long-standing interest in securing the environmental and economic benefits of energy 

efficiency across all sectors of the economy.  NRDC knows from long experience that 

linkages between utilities’ financial health and their retail electricity sales are an 

important factor in determining the level of utility involvement in energy efficiency.  As 

set forth below, NRDC believes that the current regulatory model discourages utilities 

from both investing in energy efficiency and becoming in involved in activities that could 

lead to more energy efficiency, such as advocacy for appropriate building standards and 

effective public education.  Thus, NRDC has proposed to “decouple” Commonwealth 

Edison Company’s (“ComEd’s”) recovery of its authorized fixed costs from its electricity 

sales, without in the process reducing customers’ incentives to use less.  As set forth 

below, decoupling is a common practice in this country and has been adopted by the 

Commission in the recent Peoples Gas Light and Coke Company and North Shore Gas 

Company rate cases.   
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In support of its decoupling proposal, NRDC sponsored the testimony of two 

witnesses.  Dr. Karl A. McDermott, the Ameren Distinguished Professor of Business and 

Government at the University of Illinois Springfield and a Special Consultant to National 

Economic Research Associates, Inc. (“NERA”) provided the background for NRDC’s 

decoupling proposal.  He testified that breaking the link between revenues and sales has 

been discussed and debated in the U.S. regulatory arena for over thirty years.  

Alternatives that have been proposed or implemented range from compensating utilities 

for “lost revenues” or “lost margins” associated with those activities that reduce 

consumption, to full decoupling which provides a utility with the opportunity to recover 

exactly its authorized fixed costs irrespective of increases or decreases in sales relative to 

levels projected in the rate case.  The purpose of these mechanisms is to remove the 

disincentive resulting from recovering a large portion of fixed costs through volumetric 

rates and therefore allow them to “embrace a conservation ethic.”  Elaborating on this 

concept, he stated: 

By conservation ethic, I am referring the marrying of the utility’s efforts at 
customer service with the one key elements consumer likely want most: 
lower bills. By removing the financial disincentive, utilities are more 
likely to embrace, and perhaps even advocate for, actions to enable 
consumers to reduce consumption. 
 
NRDC Ex. 1.0, p. 3-4.     

 
Ralph Cavanagh, the Energy Program Co-Director for the Natural Resources 

Defense Council, provided the public policy rationale for NRDC’s proposal to remove 

disincentives for public utility support for energy efficiency measures by decoupling its 

rates from its electric sales.   Mr. Cavanagh has been a Visiting Professor of Law at 

Stanford and UC Berkeley and a Lecturer on Law at Harvard.  From 1993-2003, he 
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served as a member of the U.S. Secretary of Energy’s Advisory Board, and in March of 

2008 he was appointed to the U.S. Department of Energy’s Electricity Advisory 

Committee.     

Mr. Cavanagh demonstrated that traditional rate of return ratemaking inhibits 

efficient use of electricity by penalizing ComEd for any successful measures it takes to 

reduce its customers’ energy consumption.  This impact is adverse to both customer and 

shareholder interests, particularly at a time when Illinois is trying to achieve ambitious 

energy efficiency goals.  NRDC therefore proposes that the Commission approve a 

“decoupling” rate structure that eliminates this perverse incentive in a manner that gives 

ComEd the opportunity to earn its allowed return while at the same time retaining 

ComEd customers’ own incentive for helping the state meet its energy efficiency targets. 

 
VIII.  Rate Design 

C. Potentially Contested Issues 
1. Rider SFV (ComEd Proposal) 

 
In one respect, NRDC’s decoupling proposal is similar to ComEd’s Rider SFV.  

Both proposals recognize the fact that ComEd recovers a significant amount of its fixed 

distribution costs through the rates it charges per kilowatt-hour.  This fact ties ComEd’s 

ability to earn its allowed return to its sales. If sales lag below the assumptions underlying 

the rates approved by the Commission in its last rate case, then the company will not 

recover its approved revenue requirement for the fixed costs of distribution service.  By 

contrast, if the company is successful in promoting consumption increases above 

regulators’ expectations, then its shareholders earn a windfall in the form of cost recovery 

that exceeds the approved revenue requirement. 
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ComEd has proposed to moderate this effect through its proposed Rider SFV, 

which reduces per kilowatt-hour charges and increases monthly fixed charges.  While this 

rate design protects ComEd’s earnings from a reduction in electric consumption, it does 

so at a significant social cost.  Mr. Cavanagh noted that increasing fixed charges will 

discourage ComEd’s customers from taking measures to use electricity efficiently, 

because they will see longer payback periods for any energy efficiency investments they 

make.  NRDC Ex. 2.0, p. 11-12.  Commission Staff witness Boggs agrees with this 

assessment, stating that Rider SFV “would discourage ratepayers from conserving 

electricity which conflicts with ComEd’s stated policy and its own efforts to promote 

ratepayer conservation.”  He added:  “Furthermore, by lowering the costs for large 

customers, the SFV would signal these customers to increase their use of electricity.”  

Staff Ex. 13, p. 18.  Mr. Boggs also cited the National Action Plan for Energy Efficiency, 

which stated: 

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.  
 
Id.  p. 19, citing  (National Action Plan for Energy Efficiency, page 5-2.) 

City of Chicago witness Mr. Bodmer agreed that ComEd’s Rider SFV will 

encourage the inefficient use of energy, stating: “The largest utility in the State would 

have a rate structure that is less favorable to energy conservation than any other utility 

company in the country.”  City of Chicago Ex. 1.0, p. 35. 

This Commission itself has recognized that raising fixed charges and lowering 

energy charges results in the incentive to use excessive energy.  In its Final Order in 
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Docket 07-0566, the Commission stated “The Commission agrees … that imposing costs 

on customers who use less energy is, at best, inconsistent with the General Assembly’s 

mandate that reducing energy use is a vital policy objective of the State.”1  

Dr. McDermott testified that proposals such as Rider SFV are not as cost based as 

they appear at first glance.  Short-run marginal cost is not the appropriate price standard 

because utilities invest in long-term assets and are expected to invest on a continual basis.  

Therefore, pricing distribution usage at zero sends the wrong signal to customers 

concerning the opportunity cost of utilizing the delivery system over time.  Mr. Bodmer 

also provided extensive testimony showing why the use of short run marginal costs is not 

an appropriate measure of setting ComEd’s rates.  City Ex. 1.0, p. 15-28.  AG-CUB 

witness Mr. Rubin agreed, stating:  

[T]here is no support among reputable public utility economists or among 
public utility commissions for setting utility rates based on short-run marginal 
costs. This notion was floated by a few economists during the 1940s and 
1950s and quickly was discredited by those who understood the public utility 
industry. The essential flaw in pricing electricity distribution service based on 
short-run marginal cost is that the industry exhibits economies of scale (as 
one would expect from a natural monopoly). This means that the marginal 
cost declines as more of the product is supplied (at least up to some point). 
We see this in the price of nearly every component of the distribution system: 
installing and maintaining a transformer or distribution wire with twice the 
capacity of a smaller facility does not result in doubling the cost; indeed, the 
cost increment often is relatively small compared to the increase in capacity. 
In an industry that exhibits economies of scale (that is, declining marginal 
costs for at least a portion of the supply curve), setting prices equal to short-
run marginal cost results in the firm being unable to recover its costs. In an 
industry providing an essential public service like electricity distribution, this 
is simply untenable, as it would force the utility to go out of business, or at 
least to stop replacing and maintaining its facilities. 
 
AG-CUB Ex. 6.0, p. 16-17. 

                                                 
1   In re Commonwealth Edison Company, I.C.C. Docket 07-0566, Order at 690 

211 (Sep. 10, 2008). 
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Dr. McDermott testified that reducing distribution usage prices to zero will cause 

consumers to overuse distribution services, thereby overusing energy services. This in 

turn incurs external costs of the production of electric energy such as emissions costs that 

are not captured in ComEd’s cost of service study.  NRDC Ex. 1.0, p. 5.  Commission 

Staff witness Boggs agreed with this assessment, stating: 

The SFV rate design also does not take into account a significant set of costs 
associated with the provision of electricity which would include, but would 
not be limited to emissions from coal plants, climate change and resource 
depletion. Those are the environmental costs of producing power. The higher 
fixed charges under the SFV would not send ratepayers appropriate signals 
about the cause of this set of costs. 
 
Staff Ex. 13, p. 20. 
 
Mr. Boggs noted that ComEd agrees that ComEd can and should take steps to reduce 

its impact on the environment and that “we all must use energy more efficiently.”  (Id. at 21, 

citing ComEd CEO Frank Clark).  That goal is not merely one that ComEd would like to 

achieve.  It must do so under Illinois law.  Section 5/8-103 (b) of the Public Utilities Act 

requires Illinois utilities to reduce overall electric usage by 0.2% in 2008 escalating to 2.0% 

by 2015.  It is inconsistent for ComEd to propose energy efficiency and demand response 

programs aimed to help customers reduce their energy consumption while at the same time it 

requests a rate structure that gives customers incentive to increase their energy consumption. 

 

2. Decoupling (NRDC Proposal) 
a. Decoupling Provides the Benefits of Rider SFV Without the Adverse 

Impact On Customers’ Efficient Use of Energy. 
 

NRDC’s decoupling proposal provides the exact same protection of ComEd’s 

ability to earn its return, while at the same time avoiding the negative influence on 

efficient energy use that in inherent in Rider SFV.  As described below, this mechanism 

decouples ComEd’s fixed-cost revenue recovery from changes in the average usage of its 
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customers, thus making the company neutral to energy efficiency measures that reduce 

electric sales.  Although ComEd would prefer the adoption of its own Rider SFV 

proposal, Dr. Lowry found that NRDC’s proposal is consistent with successful 

decoupling mechanisms being used across the country.  In the introduction to his 

testimony, Dr. Lowry made the following recommendation: 

The approaches proposed by both ComEd and NRDC are conservative, 
already used in Illinois, and unlikely to lead to overearning. Each 
approach has its pluses and minuses, as well as options for possible 
refinement. As a matter of policy and economics, the Commission should 
feel comfortable approving one of these approaches for immediate 
implementation.  
 
ComEd Ex. 47, p. i. 
 
Although he places the two mechanisms on the same footing, Dr. Lowry’s review 

of alternative rate mechanisms such as decoupling and Rider SFV type mechanisms 

shows that only the State of Mississippi has adopted a Rider SFV type of ratemaking 

whereas ten states or utility regions have adopted decoupling.  ComEd Ex. 47.2, Table 

5a.   

Mr. Hemphill indicated that Dr. Lowry had found that the terms of NRDC’s 

proposal “are generally reasonable.”  ComEd Ex. 46, p. 25.  In fact, ComEd provided a 

sample tariff of the decoupling proposal in its rebuttal testimony.  ComEd Ex. 46.2 

(“Rider DA: Decoupling Adjustment”).2  NRDC has reviewed Rider DA and finds that 

with the exception of the absence of a 3% cap on adjustments and the rider’s return of 

under- or over-collection on a per-customer basis, it is consistent with its proposal and it 

would support the adoption of that rider.  NRDC believes that the 3% cap (with any 
                                                 

2   The sponsor of Rider DA, Mr. Hemphill, stated: “As of yet, ComEd has no 
opinion on the 3% soft cap. Should the Commission decide that NRDC’s approach is 
preferable, this sample tariff would be an appropriate vehicle.  ComEd Ex. 46, p. 25. 
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unrecovered balances carried forward) is an important component of the proposal and 

would strongly urge its inclusion in the final tariff, to eliminate any possibility of 

unanticipated rate volatility.  Perhaps after ComEd has had experience with Rider DA the 

issue of changing or eliminating the cap could be investigated, but at this time, it would 

be prudent to include one in the decoupling mechanism in order to preclude extreme 

impact on either customers or the company. As stated in Mr. Cavanagh’s rebuttal 

testimony, ComEd should return or collect adjustments to customers based on a kWh 

basis, rather than an amount per-customer.  NRDC Ex. 3.0, p. 5. 

The Commission should not assume that ComEd’s obligations under Section 5/8-

103 (b) of the Public Utilities Act to meet prescribed energy efficiency goals eliminates 

the need to take additional measures to encourage energy efficiency.  While that law 

mandates that ComEd undertake energy efficiency measures, traditional rate of return 

regulation puts the company at odds with the public policy goals of meeting and 

exceeding the statutory minimum targets.  Removing ComEd’s incentive to maintain its 

electric sales level would encourage ComEd to devise innovative ways to meet or exceed 

its statutory targets.  These could include kilowatt-hours saved cost-effectively through 

innovative programs administered by ComEd and well-designed efficiency standards and 

other initiatives that ComEd could support through advocacy and implementation 

funding.  ComEd is unlikely, however, to take any of these measures if the net result 

would be a reduction in its net earnings.  Moreover, the potential for lost sales provides 

an incentive for ComEd to discourage customers from switching from electric service to 

energy efficient gas operations or investing in distributed generation on the customer’s 

premises.  NRDC Ex. 2.0, p. 6-7. 
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There is no question about the magnitude of opportunities for cost-effective 

energy efficiency throughout the ComEd service territory.  ComEd’s own savings targets 

in its just completed planning docket are less than 750,000 MWh per year.  Yet, an 

assessment prepared for ComEd in 2009 shows an untapped economic potential 

equivalent almost 20 times that figure.  The Cadmus Group study showed that ComEd 

could achieve 13,617 GWh (or 2,750 MW of demand) in reductions by 2016, available at 

an average cost of four cents per kWh.3  The societal and customer benefits of exceeding 

the statutory goals would be significant, including avoided pollution and savings in both 

generation purchases and grid infrastructure investment.  

There is also no question that ComEd’s current rate structure provides it with a 

disincentive to promote energy efficiency.  For the 2009 Test Year, ComEd’s fixed cost 

revenue requirement for serving residential customers was about $1.248 billion, of which 

less than a third ($393.9) million are recovered from fixed charges.  Volumetric energy 

charges in the 2009 test year recovered about $635 million of these fixed costs.  NRDC 

Ex. 2.0, p. 7.  Mr. Cavanagh calculated that every one percent reduction in residential 

electricity use on the Company’s system would cut annual fixed cost recovery totals by 

about $6.35 million, while every one percent increase would have the opposite effect.  He 

also noted that because efficiency measures last ten years or more, these one-year impacts 

must be multiplied by the life of the measures in order to determine total shareholder 

losses.  Id. p. 7-8.   In just the first five years, the automatic loss to shareholders from a 

                                                 
3 NRDC Ex. 2.0, p. 4, citing Cadmus Group, Assessment of Energy Efficiency and Load 
Management Potential (2011-2016) (prepared for Commonwealth Edison, Feb. 17, 
2009), Executive Summary, p. 2, Table 1. 
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steady-state utility investment program of this magnitude would exceed $95 million.  Id. 

p. 8. 

While there is no doubt about the need to remove ComEd’s perverse incentive to 

discourage efficient energy consumption, the company’s proposed Rider SFV would only 

address one side of the issue.  Like NRDC’s proposal, ComEd’s Rider SFV would protect 

the company from variations in energy consumption.  By raising customers’ fixed 

charges and lowering their energy charges, however, ComEd’s proposal would 

discourage its customers from using energy efficiently.  Adoption of Rider SFV would 

reduce customers’ rewards for conserving at the very time when Illinois state policy and 

the public interest call urgently for more efficient use of electricity.  Mr. Cavanagh stated: 

“Shifting costs from high-volume to low-volume residential customers is the equivalent 

of a regressive subsidy for increased electricity consumption.”  Id., p. 9.   

NRDC’s decoupling proposal provides ComEd with the same revenue stability as 

Rider SFV, while at the same time minimizing disincentives for the utility’s customers to 

use energy efficiently.  Rider SFV, on the other hand, would reduce customers’ rewards 

for conserving by reducing the variability of their monthly electricity bill.   For example, 

Mr. Cavanagh estimated that adoption of Rider SFV would lengthen the payback period 

for an investment in 5 CFLs by 20%, from around four months to around 6 months. A 

customer that chooses to install these CFLs would only save $1.89 over the year, 

compared to $5.54 if the rate design continued to collect 37% of fixed costs in fixed 

charges and the rest in variable charges.  Id., p. 10. 

Unfortunately, energy consumers are already reluctant to make investments in 

efficiency that would have long term benefits.  Mr. Cavanagh showed that increasing the 
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payback periods for investment in energy efficiency would make a bad situation worse.  

Studies have shown that customers expect a payback period of only six months to three 

years and are demanding rates of return of 40-100%.  Id., p. 11-12.  The reluctance of 

customers to invest in cost effective efficiency measures is so great that Mr. Cavanagh 

estimated that average energy rates would have to rise eightfold in order to overcome the 

impact of the market barriers that block cost-effective energy efficiency investments. .  

Id., p. 13.  He emphasized, however, that he was not recommending punitively high 

electricity rates as the solution to inefficient energy consumption.  Id., p. 13.  Rather, he 

recommended providing the utility with the incentive to help customers and government 

exploit cost-effective energy efficiency opportunities without further discouraging those 

same customers from reducing their electricity use.  NRDC’s decoupling proposal is such 

a solution. 

NRDC proposes that ComEd annually compare actual sales to authorized fixed 

cost recovery during the period under review.  The difference is then either refunded to 

customers or restored to the company.  Note that the true-up can go in either direction, 

depending on whether actual retail sales are above or below that allowed by the 

Commission.  This latter aspect is a key difference between decoupling and asymmetrical 

lost revenue mechanisms that always result in customer charges even when the utility 

already has fully recovered or over-recovered its fixed-cost revenue requirement.  

Moreover, because lost revenue mechanisms leave intact the linkage between utilities’ 

financial health and their retail sales, they provide the same disincentive to encouraging 

efficient energy use as ComEd’s regulatory status quo.  .   
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NRDC proposes a four-year revenue 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.  

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 the 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, I recommend that the annual rate 

adjustments 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.  

Id., p. 15-16. 

Because decoupling is symmetrical, each year customers could see either a 

positive or negative adjustment to their charges.  Those charges will not, however, be 

significant enough to cause rate instability.  First, NRDC recommends a cap of 3% for 

any adjustment.  That alone will prevent large changes in customers’ bills in either 

direction.  Second, the history of decoupling mechanisms around the country shows that 

changes tend to be modest.  NRDC Ex. 1.1 is a comprehensive assessment of rate impacts 
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of revenue decoupling, for which Mr. Cavanagh was a reviewer.  Examining decoupling 

mechanisms over a decade for 28 natural gas and 17 electric utilities, the author found as 

that rate adjustments moved both up and down and were uniformly modest, typically 

amounting to “less than $1.50 per month in higher or lower charges for residential gas 

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

electric customers.” (NRDC Ex. 1.1 p. 67)   Such results are consistent with the Peoples 

Gas Light and Coke Co. decoupling pilot program, which resulted in $10.8 million in 

refunds to customers in 2008 and 2009 and the North Shore Gas decoupling program, 

which resulted in $2.07 million in refunds.  NRDC Ex. 2.0, p. 16.  

An additional moderating effect of NRDC’s decoupling proposal is that it would 

result in refunds in years when customers’ usage rises due to extreme weather.  Because 

NRDC’s proposal is based on an analysis of usage per customer, customers would see 

refunds in those years when they spend the most for electricity.  Similarly, ComEd would 

avoid the risk of under-collecting fixed costs when weather is unusually mild.  Thus, both 

ComEd and its customers will enjoy reductions in weather-related economic risks.4 

Importantly, if the result of the program is that ComEd becomes more engaged in 

encouraging energy efficiency by its customers, reductions in their overall bills will far 

exceed any increases that may occur from decoupling.  Mr. Cavanagh noted that the 

potential customer benefits from accelerated energy efficiency would be “at least ten-fold 

                                                 
4 Although Mr. Hemphill appears to suggest that NRDC had proposed the possibility of a 
weather adjustment, (ComEd Ex. 46.0, p. 22-23), Mr. Cavanagh testified that NRDC 
proposes no such adjustment.  (NRDC Ex. 3.0, p. 2).  NRDC therefore agrees with the 
statement of Mr. Hemphill that “If a decoupling mechanism is set up to provide for an 
approved revenue per customer based upon the 2009 test year, then that approved amount 
already includes a normalization feature, and no further alteration of the decoupling 
adjustment would be needed to account for weather abnormalities going forward.”  
ComEd Ex. 46, p. 23. 
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greater than the highest possible rate increase that could occur under the NRDC 

decoupling proposal.”  Id., p. 17. 

This latter fact should address any concerns that decoupling will raise rates in 

times of economic downturn.  Whether or not a region is in recession, decoupling will 

only raise rates at a time when bills are declining as consumption per customer drops.  

Because it is the total bill that matters, rather than the rate per kWh, the best way to 

protect customers from unaffordable bills is to maximize cost-effective energy efficiency 

investment, which decoupling promotes and its absence discourages.  The potential 

economic benefits to customers from cost-effective energy efficiency measures dwarf the 

very modest maximum annual rate increases that the NRDC proposal could produce.  Id.  

p. 18-19. 

b. Response to Parties’ Arguments Against Decoupling 

1. Commonwealth Edison Company 

ComEd witness Mr. Hemphill testified that decoupling could result in 

encouraging customers to use too much electricity in order to take advantage of the 

credits that would flow from the proposal.  (ComEd Ex. 46.0, p. 26)  Mr. Cavanagh noted 

that the NRDC decoupling proposed has trivial rate impacts and that decoupling 

mechanisms typically result in rate impacts of less than $1.50 per month for residential 

gas customers and less than $2.00 per month for residential electric customers.  Mr. 

Cavanagh testified: “It is simply not plausible that bill impacts on the order of a dime (or 

less) a day would motivate customers to use more energy, and witness Hemphill cites no 

evidence that this has ever occurred for any of the dozens of utilities with revenue 

decoupling (some for more than thirty years).”  NRDC Ex. 3.0, p. 4.  Mr. Cavanagh also 
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notes that ComEd’s proposed Rider SFV would have a far greater impact on customer 

usage patterns.  Id. 

Mr. Hemphill also testified that it is not appropriate to use distribution cost 

pricing as a mechanism to encourage customers to conserve energy.  Mr. Hemphill 

instead believes that if customers see price signals that reflect actual distribution costs, 

that “the most efficient power supply and consumption choices will emerge.”  Thus, 

ComEd prefers its proposed Rider SFV over decoupling.  ComEd Ex. 46.0, p. 23. 

As noted above, however, there are already barriers that have kept customers from 

making energy efficiency investments under ComEd’s existing rate structure.  Mr. 

Cavanagh notes that ComEd’s Rider SFV will aggravate the problem and lead to even 

less optimal energy efficiency choices. 

Nor is it accurate to say that NRDC’s decoupling proposal is using rate design to 

encourage customers to conserve energy.  The decoupling proposal would leave intact 

ComEd’s current rate design and thus the impact on customer actions should be minimal.  

As explained above, however, it is to ComEd’s incentives that the NRDC proposal is 

directed.  Decoupling and Rider SFV will both take away the disincentives ComEd has to 

reduce its overall sales.  The difference between Rider SFV and decoupling is that 

decoupling does so without also providing customers with an incentive against investing 

in energy efficiency.   

Dr. Lowry testified that compared to Rider SFV, decoupling may discourage 

customers from purchasing electric vehicles.  ComEd Ex. 47, p. 22.  Mr. Cavanagh noted 

that instead of reducing volumetric rates for all residential customers, a better approach to 

encouraging electric vehicles would be to encourage ComEd to design a demand side 



   

16 
 

management program that would help maximize cost-effective improvements in vehicle 

efficiency and avoid on-peak charging.   He added that Rider SFV pricing “simply 

rewards decisions to purchase less efficient EV’s and places more efficient competitors at 

a disadvantage.”  NRDC Ex. 3.0, p. 7. 

2. Commission Staff 

While Commission Staff witness Boggs did not object to any particular aspects of 

the NRDC decoupling plan, he indicated a concern that NRDC had not provided a tariff 

implementing the plan.  Staff Ex. 29 p.18.  As noted above, NRDC agrees that, with the 

addition of a 3 percent cap on refunds or charges and the return or collection of 

decoupling adjustments on a kWh basis, it would accept the tariff offered by ComEd in 

its rebuttal testimony. 

Mr. Boggs stated that the Commission may want to wait until it is able to review 

experience with the Peoples decoupling plan before considering one for ComEd.  Id.   

Mr. Boggs also expressed concern that the decoupling plan is not consistent with the 

Illinois Appellate Court decision in ComEd.  Id. p. 19.  Mr. Boggs concluded that ComEd 

should either open a separate docket to investigate decoupling or address the issue in its 

next rate case.  Id. p. 20. 

As discussed below, the decoupling plan is consistent with the Appellate Court 

decision and is permitted under Illinois law.  There also is no reason to delay 

implementation of a decoupling plan.  The parties have had an opportunity to review and 

challenge the plan proposed by NRDC, which is based on decoupling mechanisms used 

throughout the country.  ComEd has indicated that the decoupling plan is acceptable to it 

as an alternative to its favored Rider SFV.  Nor is there any benefit to be gained by 
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waiting to evaluate the results of the Peoples Gas pilot program.  There are numerous 

differences between gas and electric utilities that will make it difficult to obtain any 

useful information from the Peoples Gas pilot that would be transferrable to ComEd.  

Even Mr. Boggs recognized this fact when he stated:  “There are clear differences in 

customer usage patterns of the two energy sources, because, natural gas is more of a 

wintertime source of energy for heating while electricity is the more prevalent source of 

energy in the summertime for cooling purposes.”  (Staff Ex. 29.0, p. 10).  In addition to 

this seasonal difference, customers use electricity and gas for completely different 

purposes using equipment with varying potential for energy efficiency gains.  It is for that 

reason that NRDC has proposed a separate pilot to assess the merits of decoupling for 

ComEd, an Illinois electric utility.  In summary, nothing would be gained by opening a 

new docket or waiting until ComEd’s next rate case. 

3. Attorney General / CUB witness Scott Rubin 

Mr. Rubin first argued that decoupling is not consistent with the regulatory 

principal of mimicking competitive market.  Thus, ComEd would be insulated from 

market pressures and have no incentive to provide efficient service.  AG-CUB Ex. 11. p. 

16 

Decoupling will not insulate ComEd against the risk that internal inefficiencies 

could prevent management from achieving profitability objectives.  Due to regulatory 

lag, with or without decoupling, the Company keeps any operating savings that it 

achieves between rate cases and absorbs any cost overruns.  Mr. Cavanagh stated that 

decoupling merely assures that ComEd’s opportunity to recover the overall fixed cost 

revenue requirement previously authorized by the Commission will not be affected by 
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fluctuations in electricity use that the Commission did not anticipate when it set the 

Company’s rates. NRDC Ex. 2.0, p. 18. 

Nor would decoupling insulate ComEd from changes in economic conditions.  

Decoupling that is tied to fixed-cost revenue requirements per customer leaves utilities 

fully exposed to reductions in customer growth associated with economic downturns.  As 

the Washington Commission found:  “[T]he revenue per customer mechanism does not 

insulate the company from fluctuations in economic conditions, because a robust 

economy would create additional customers and hence, additional revenue.”5   

Mr. Rubin also argues that decoupling will not work because it will not give 

customers an incentive to invest in energy efficiency, (AG-CUB Ex. 11, p. 19), will not 

increase ComEd’s investment in energy efficiency (Id. p. 26) and has not been proven to 

work anywhere in the country (Id. p. 21). 

The NRDC decoupling proposal is not intended to provide customers with the 

incentive to invest in energy efficiency.  Indeed, the proposal explicitly maintains the 

current rate structure, with minor refunds or charges after ComEd’s revenues per 

customer are known.  Rather, it is intended to provide ComEd with the incentive to 

encourage energy efficiency throughout its service territory, without discouraging 

customers from becoming more energy efficient like ComEd’s Rider SFV would do by 

raising fixed charges and lowering energy charges. 

The question of whether the proposal encourages utilities to invest in energy 

efficiency is an important one.  With or without revenue decoupling, there are no absolute 

guarantees that ComEd will meet or exceed the energy efficiency targets of the Public 

                                                 
5 NRDC Ex. 2.0, p. 18., citing Washington Utilities and Transportation Commission, 
Docket No. UE-901183-T, Third Supplemental Order (April 10, 1991), p. 10. 
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Utilities Act.  Decoupling is intended to change the mindset and priorities of a utility by 

removing an inherent conflict of interest between shareholders and customers when it 

comes to maximizing cost-effective energy efficiency results.  

Many utilities in this country have responded positively to decoupling proposals 

and have gone on to become leaders in energy efficiency.  Indeed, decoupling 

mechanisms that result in modest rate increases may reflect much larger customer 

benefits delivered by utility-sponsored energy efficiency improvements, which reduce 

bills by much larger amounts..  Mr. Cavanagh provided two examples of this during his 

cross examination.  According to a draft of the paper that was introduced into evidence as 

NRDC Ex. 2.1, Pacific Gas and Electric has regularly charged customers under its 

decoupling proposal.  Mr. Cavanagh provided the following analysis of its programs: 

PG&E is widely viewed as the leader in energy efficiency. It has the larger 
annual budget. It has the largest verified savings achieved over the last 
quarter century. And in assessments of net benefits to PG&E's customers, 
all of the ones that I've reviewed, reductions in bills associated with those 
efficiency programs absolutely swamp by orders of magnitude the 1 
percent or less upward adjustments in rates covered in the years that I was 
asked about. 

 
TR. 1512 
 

Similarly, that same report showed that Southwest Gas Corporation has had rate 

adjustments under its decoupling mechanism that consistently result in charges to its 

customers.  Mr. Cavanagh explained that this is also a company with a successful energy 

efficiency program: 

Southwest Gas and Northwest Natural Gas, the other utility that I believe 
was on the list with showing sustained rates adjustments would be on most 
lists of the two industry leaders on the natural gas side for energy 
efficiency. Northwest Natural had the first decoupling mechanism in the 
industry and kept it because of an independent assessment commissioned 
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by the Oregon Public Utilities Commission indicating that the benefits to 
customers far outweighed the rate adjustments.  
 
Tr. 1512-13. 
 
Dr. Lowry’s study of decoupling mechanisms around the country also supports 

the proposition that utilities with decoupling do indeed invest more in energy efficiency 

than utilities operating under traditional rate of return regulation.  Table 5a of ComEd Ex. 

47.2 shows that of the eleven states or regions in the United States with the greatest 

investment in energy efficiency, eight have decoupling mechanisms.   

In summary, utilities that end up raising rates modestly under decoupling 

mechanisms are likely to be aggressively promoting energy efficiency and thus reducing 

their sales per customer.  Again, it is not the rates per kWh (including decoupling 

adjustments) that are most important to customers.  The most important factor is their 

total bills, and if decoupling has helped utilities lower those bills by contributing to more 

efficient energy use, then it has been successful.   

 
4. Attorney General – CUB witness Michel Brosch 

 
Mr. Brosch argued that NRDC has not presented any studies supporting its 

decoupling proposal or demonstrating the impact of decoupling on customers.  AG-CUB 

Ex.12, p. 3 and 4.  On the contrary, the testimony of Dr. McDermott, Mr. Cavanagh and 

Dr. Lowry, along with the studies attached to their testimony, provides studies showing 

various forms of decoupling used in the gas and electric industries.  Of course, the 

individual customer impact will depend not only on the rate adjustment under the 

proposal (which is limited to 3%), but also the customer’s usage.  Thus, to the extent that 

total bills are reduced due to energy efficiency measures spurred by the decoupling 



   

21 
 

mechanism, even customers that have kWh upward adjustments in a given year may see 

lower overall bills.  

Next he argued that there is no evidence that ComEd has been unable to recover 

its fixed cost under traditional regulation.  AG-CUB Ex. 12, p.5.  Mr. Brosch is 

misunderstanding the purpose of the decoupling proposal.  It is not relevant whether 

ComEd has or has not been able to recover its fixed costs under traditional regulation.  

What is important is that given the current rate structure with a large percentage of fixed 

costs being recovered in energy charges, ComEd has an incentive to increase its sales to 

each customer rather than encourage efficient energy use.  In fact, if ComEd has been 

able to regularly recover its fixed costs under traditional regulation, then that is evidence 

itself of the incentive the company has to increase its sales per customer.  Decoupling 

removes that perverse incentive, which is self-evidently at odds with Illinois strong 

statutory emphasis on improving energy efficiency.  

Next Mr. Brosch argues that NRDC has provided insufficient information to 

evaluate its proposal – there was no tariff, administrative rules or illustrative calculations.  

AG-CUB Ex. 12, p. 6.  Although NRDC believes its direct testimony provided sufficient 

detail, the subsequent filing by ComEd of an illustrative tariff (ComEd Ex. 46.2) provides 

sufficient detail showing exactly how the decoupling mechanism would work, including 

ComEd administrative rules and calculations. 

Next Mr. Brosch argues that there is no evidence that ComEd has failed to invest 

in energy efficiency or evidence that ComEd would invest more if it got decoupling, any 

requirement that ComEd actually invest more in energy efficiency.  AG-CUB Ex. 12, p. 

6.  On the contrary, Mr. Cavanagh demonstrated that there is a vast amount of untapped 
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energy efficiency in ComEd service territory.  As noted above, the Cadmus Group found 

that amount of potential energy efficiency in ComEd service territory is twenty times 

larger than ComEd’s current energy efficiency plan.  NRDC Ex. 2.0, p. 4.  While there 

can be no guarantees that ComEd will take advantage of this untapped potential, there 

can be no doubt that without decoupling, it has the incentive to do the exact opposite and 

encourage consumption in its territory. 

Finally, Mr. Brosch argues that if decoupling is approved, then it reduces 

ComEd’s risk and therefore its required return on equity.  AG-CUB Ex. 12, p. 7.  NRDC 

disagrees.  NRDC is proposing a pilot test of a decoupling mechanism that has both 

positive and negative potential consequences, all relatively modest, in terms of 

shareholder welfare due to both the fact that it only applies to residential customers and 

the fact that there is a 3% cap on any adjustment.  As noted by Mr. Cavanagh,  “ComEd 

will be giving up some ability to gain from rising electricity sales as economic recovery 

accelerates across the state and nation, and avoiding some future losses associated with 

unanticipated downward fluctuations.”  NRDC Ex. 2, p. 21.  Indeed, “[h]istorically, 

electric utilities have been better off linking fixed-cost recovery to kilowatt-hour 

consumption than population or net household additions, and ComEd is no exception.”  

Id., p. 22 (see also id. p. 20 n. 21, showing that from 1990-2009 ComEd  reported a rate 

of growth in residential kilowatt-hour use that was more than double that for the number 

of households in its service territory).  Given what from customers’ perspective are at 

worst symmetrical shifts in risks and rewards, the Commission should not reduce 

ComEd’s authorized rate of return if NRDC’s proposal is adopted.  Id. pp. 20-21. 
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NRDC recognizes that in ComEd’s next rate case, the experience of ComEd and 

other utilities with decoupling may demonstrate that the allowed cost of capital has been 

affected by decoupling.  Mr. Cavanagh noted this point when, after reviewing the reasons 

why he believed decoupling should not result in a lower allowed cost of capital, he stated:  

“I think we need more evidence. I agree that when we've got it, the Commission should 

act on the evidence. But I don't think there's adequate basis for a reduction in advance of 

evidence.” (Tr. 15-8-9).  He agreed that such evidence would include an assessment of 

the actual investor-required returns of ComEd with decoupling and similarly situated 

utilities with decoupling mechanisms.  Id. 

c. Decoupling is Legal Under Illinois Law 

Dr. McDermott testified that “Decoupling, like cost trackers and other regulatory 

instruments, are simply regulatory tools applied in a pragmatic fashion to address specific 

issues, in the case of decoupling a rate design and policy question.”  NRDC Ex. 1.0, p. 

11-12.  Nothing in the recent Illinois Appellate Court decision reviewing ComEd’s 

previous rate case (Docket 07-0566) challenges the legitimacy of NRDC’s decoupling 

proposal.6  In that case, the Court found that previous reviews of special utility riders had 

articulated a two-part test in which “a rider mechanism to recover a particular cost” can 

be proper if: “(1) the cost is imposed upon the utility by an external circumstance over 

which the utility has no control and (2) the cost does not affect the utility's revenue 

requirement.”7  These tests in no way implicate NRDC’s proposed decoupling 

mechanism as a violation of the rule against single issue ratemaking because the tests are 

                                                 
6   Commonwealth Edison Co. v. ICC (2nd Dist., 2010) 937 N.E.2d 685; 344 Ill. Dec. 662. 
7   Id. 937 N.E.2d at 710; 344 Ill. Dec. 687. 
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applicable to riders that are designed to “recover a particular cost,” and decoupling 

adjustments are not designed for that purpose.  

 The Court defined the rule against single issue ratemaking as follows:  “The rule 

against single issue ratemaking makes it improper to consider in isolation changes in a 

particular portion of a utility’s revenue requirement.”8  The purpose of decoupling is to 

ensure that the revenue requirement determined through the most recent rate case, during 

which a comprehensive review of all factors impacting the utility’s costs were weighed, 

is ultimately recovered by the utility.  Decoupling, therefore, does not change any portion 

of a utility’s revenue requirement in isolation, and decoupling adjustments do not amount 

to single issue ratemaking under the court’s definition. 

The Court went on to cite an Illinois Supreme Court decision which defined a 

rider as “a mechanism [that] merely facilitates direct recovery of a particular cost…” and 

concluded that “a rider is a method of single-issue ratemaking.”9  The Court then 

proceeded to analyze five cases in each of which the riders proposed were, in fact, 

designed to recover a particular cost in isolation, and did amount to single-issue 

ratemaking.10 

The Court’s two-part test was, therefore, intended to apply to all riders that are 

designed to “facilitate direct recovery of a particular cost,” and adjust a particular part of 

the utility’s revenue requirement in isolation from consideration of changes in other parts 

                                                 
8   Id. 937 N.E.2d at 707; 344 Ill. Dec. 684. 
9  Id. 937 N.E.2d at 708; 344 Ill. Dec. 685. 
10 City of Chicago I, in which the rider reflected changes in wholesale gas prices in 
isolation;  Finkl, in which the rider reflected new costs associated with DSM programs in 
isolation;  CILCO, in which the rider reflected coal tar remediation costs in isolation;  
City of Chicago II, in which the rider passed through new city franchise fees in isolation;  
and Citizens Utility Board, in which the rider treated new environmental clean up costs in 
isolation.   
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of the revenue requirement.  Again, decoupling does not alter the revenue requirement 

determined in a full rate case.  Changes in costs play no role in the calculation of how 

much should be refunded or charged during the period being reviewed during a 

decoupling true-up.  Thus, not only are costs outside of the control of ComEd, they are 

irrelevant.   

If one wished to consider revenues to be the equivalent of costs, which they are 

not, then the decoupling mechanism still meets the Appellate Court’s test because it 

allows ComEd to recover revenues per customer that the Commission has previously 

approved.  No matter what actions ComEd takes during the decoupling period being 

examined, that figure will not change.    The decoupling mechanism also meets the 

second prong of the test because it will not affect ComEd’s revenue requirement.  Under 

NRDC’s proposal, the Commission would establish a baseline of authorized fixed-cost 

revenues per customer.  By definition, ComEd cannot change this determination of 

appropriate fixed-cost revenue per customer.  In fact, the impact of the decoupling 

mechanism is to ensure that ComEd cannot recover a penny more than its authorized 

fixed-cost revenue requirement on a per customer basis.  Thus, instead of changing the 

revenue requirement, the decoupling proposal protects it. 
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CONCLUSION 

For the reasons stated above, the Commission should reject ComEd’s proposed 

Rider SFV and instead approve Rider DA: Decoupling Adjustment (ComEd Ex. 46.2) 

with the modification of adding a 3% cap on refunds or charges, with any unrecovered 

balances carried forward and refunds or charges based on a per kWh basis. 

Dated:  February 10, 2011  
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