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COMES NOW AARP, and pursuant to 83 Ill.Admin.Code Part 200.830, hereby 

submits the following proposed exceptions, relating to Return on Equity and Straight 

Fixed Variable  rate design, explaining concerns and objection to the Administrative Law 

Judges’ (“ALJs”) April 1, 2011 Proposed Order (“Proposed Order”) issued in this 

Commonwealth Edison Company (“ComEd”) electric delivery rate case. 

 

EXCEPTION: RETURN ON EQUITY 

The Proposed Order’s “Commission Analysis and Conclusion” section regarding 

the cost of common equity, or return on equity (“ROE”) criticizes the evidence presented 

by Commission Staff (“Staff”) witness McNally.1  The Proposed Order also does not 

make any finding of support for Commonwealth Edison Company’s (“ComEd’s”) witness 

Hadaway ROE proposal.  However, the Proposed Order proceeds to adopt an ROE that 
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is a hybrid of Staff witness McNally’s proposal and the ComEd proposal, simply stating: 

“A reasonable average between Mr. McNally’ CAPM with adjustments and Dr. 

Hadaway’s average is 10.50 %”.2  This hybrid position is not based on any particular 

analysis contained in the record of this rate case, and thus is not supportable based on 

the competent and substantial evidence contained in the record.  Under Illinois law, it is 

the utility petitioning for a rate increase which bears the burden of proof for this issue 

and for every other revenue requirement issue, but the Proposed Order does not 

contain sufficient findings of fact to explain specifically how ComEd’s evidence justifies 

a conclusion authorizing a hybrid position of 10.5% ROE.    

 The Proposed Order also errs in failing to recognize that the ComEd’s analyses 

are based upon flawed models that have previously been rejected by the Commission 

(a risk premium and a comparable earnings test), and that the growth rates presented 

by ComEd ROE witnesses are not sustainable when compared to its historic growth nor 

when compared to the overall U.S. Gross Domestic Product.3  The Proposed Order fails 

to note that ComEd’s ROE recommendations are more than 100 basis points above any 

recently approved ROEs in Illinois.4  If the Proposed Order is approved, it will represent 

a dramatic increase in Commission authorizations for utility profit, at the very same time 

when current market conditions are leading investors to perceive public utilities as less 

risky investments than other investments.5   

The Proposed Order also errs by approving an ROE of 10.5% without adopting 

any downward adjustment to reflect the various risk-reducing aspects of ComEd’s rate 

                                                                                                                                                             
1
 Ibid., pp. 144-145. 

2
 Ibid., pp. 145. 

3
 AG/CUB Ex. 4.0, pp. 33-34.   

4
 AG/CUB Ex. 4.0, pp. 10-11. 
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structure.6  In the discussion of its refusal to adjust this authorized ROE, the Proposed 

Order further errs by not recognizes the impact of allowing ComEd to continue to 

impose upon consumers cost recovery mechanisms (such as an uncollectibles rider, 

and power prices that are passed through to consumers on a separate rider) which 

reduce the company’s risk.7   

The Proposed Order further errs by rejecting any adjustment to compensate for 

increased movement down the path of Straight Fixed Variable (“SFV”) rate design that 

is announced in this same order.8  AARP strongly disagrees that there are any 

“asymmetrical risks” faced by ComEd that cancel out the financial advantages of 

revenue stability arising from the adopted 50% movement toward a SFV rate design, 

which would unfairly shift significant risk of revenue variation onto consumers9 (and 

severely disadvantage small energy users, as discussed below). 

AARP urges the Commission to reject the Proposed Order on this issue and 

adopt Citizen Utility Board (“CUB”) witness Thomas’ analysis supporting a return on 

common equity (“ROE”) for ComEd of 8.94%.10 

 

EXCEPTION: RATE DESIGN 

AARP takes exception to the Proposed Order’s adoption of rate design 

adjustments that would further inflate current fixed changes which consumers must pay 

regardless of usage, specifically increased movement toward a so-called Straight-Fixed 

                                                                                                                                                             
5
 AG/CUB Ex. 4.0, pp. 7-16.   

6
 Ibid., p. 155. 

7
 AG/CUB Ex. 4.0, pp. 14-15. 

8
 Ibid., p. 155. 

9
 AG/CUB Ex. 4.0, pp. 14-15. 

10
 AG/CUB Ex. 4.0, pp. 5-6.   
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Variable (“SFV”) approach.  Although the Proposed Order rejected ComEd’s proposal to 

radically increase the fixed portion of residential electric bills to 80% of that class’ cost of 

service over three years, it does propose to immediately raise the fixed portion of costs 

that are recovered through the fixed monthly customer charge from 37% to 50% of 

costs.  While not as extreme as the ComEd proposal, the Proposed Order still suggests 

that the Commission adopt a rate design that will disproportionately harm small users of 

electricity, and it does so by accepting the underlying (and flawed) theory of ComEd’s 

proposal—that unless residential cost recovery is significantly transferred to fixed 

charges, ComEd will be unable to recover its cost of serving the residential class.11 

This statement on page 214 of the Proposed Order is confusing: “It is undisputed 

that ComEd recovers 37% of its fixed charges.”   It leaves the impression that ComEd is 

not permitted an opportunity for full recovery of its fixed costs; in fact, all of ComEd’s 

fixed costs are recovered, either through volumetric charges or through fixed charges.  

Perhaps what is intended to be said is that 37% of certain fixed costs are currently 

recovered through fixed charges to residential customers (although it is disputable that 

certain fixed costs are needed to serve all residential customers).  This point needs 

clarification, because AARP and other intervening parties do dispute any contention that 

ComEd’s current residential rate design is inadequate to allow recovery of its costs. 

The idea that customer charges or other fixed charges need to be increased 

bears no relationship to the principles of cost causation and the reasons why various 

facilities are sized and installed on ComEd’s system.  Certain fixed costs are only 

necessary in order to account for a high level of demand, and thus small users and 

large users should not be equally responsible for recovering those costs.  Staff witness 

                                                 
11

 Proposed Order, pp. 217-218. 
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Boggs appropriately rejected the notion that any significant increase in residential fixed 

charges is appropriate or needed, pointing out that forcing the customer with the lowest 

usage and the customer with the highest usage to pay an equal share of fixed costs is 

contrary to cost causation principles.12 

ComEd’s own cost study allocates its facilities by both customer class and by 

demand-related data, but ComEd’s pricing proposal (and the Proposed Order) treat 

these costs as being related solely to the number of customers, and not at all related to 

the demand for electricity from each of those customers.  ComEd witness McMahan 

confirmed that ComEd engineers consider the usage of the customers serviced by 

distribution investments (i.e., transformers and substations) when determining whether 

these facilities need to be expanded or replaced based on forecasted peak load.13   

AG/CUB witness Rubin examined the peak load characteristics of residential 

customers using ComEd’s actual billing data for the SF subclass and found that the 

lowest 10% of those customers use less than an average of 300 KWH/month, while on 

the high end, another 10% of customers use an average 1,300 KWH/month.  When 

examining the peak summer month’s demand, Mr. Rubin found that 9% of these 

customers used more than 3,600 KWH during that peak summer month (more electricity 

in one month than 200,000 customers on low end use all year long).14  These facts 

about the disparate level of electricity usage on ComEd’s system underscore the 

importance of preventing too many demand-related costs from being shifted into fixed 

charges.  AARP supports the current rate design which keeps more demand-related 

                                                 
12

 Staff Ex. 13.0, p.25. 
13

 Tr. 505-516. 
14

 AG/CUB Ex. 11.0, pp. 4-5. 
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costs in ComEd’s per-KWH charges, thus requiring those who are most likely to cause 

costs to pay appropriately.   

The Proposed Order would shift a significant portion of demand-related costs to 

low usage customers in a manner that is contrary to the weight of the evidence in this 

rate case, and would inappropriately require low-usage customers to subsidize high 

usage customers.15  Customers should be sent the price signal that their increases in 

energy demand will result in increases to the cost of the electric distribution system.  

Increasing fixed charges, and correspondingly reducing the variable portion of the 

residential customer bill, would send the opposite signal.  The percentage impact of the 

Proposed Order’s movement toward SFV will be felt keenly by small users, such as a 

senior citizen living alone in a small apartment, struggling to get by on a fixed income, 

and striving to reduce her electric bill by reducing air conditioning usage and making 

other lifestyle changes.  Therefore, the rate design suggested by the Proposed Order 

would unreasonably reduce the incentive for energy conservation.   

The Environmental Law & Policy Center produced compelling evidence of the 

adverse impact that a movement towards a SFV rate design would have on customers 

who have invested in energy conservation equipment and practices.16  The Proposed 

Order’s embrace of a rate design that significantly increases the amount of costs 

recovered through fixed charges not only sends the wrong price signal to customers, it 

is also at odds with Illinois law regarding energy conservation, where it states that 

“investment in cost-effective energy efficiency and demand-response measures will 

reduce direct and indirect costs to consumers by decreasing environmental impacts and 

                                                 
15

 AG/CUB Ex. 11.0. 
16

 ELPC Brief, pp. 17-18. 
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by avoiding or delaying the need for new generation, transmission, and distribution 

infrastructure.”17   As ELPC rightly pointed out in its brief, customers are already being 

assessed a separate charge each month for the utility-sponsored energy efficiency 

programs because the Illinois General Assembly believed that doing so would lead to 

increase efficiency investment, and a movement toward SFV will undermine the law. 

 Whether or not the Commission chooses revise the proposed determination on 

this issue, it should reconsider adopting the ALJ’s proposed language on rate design. 

AARP strongly objects to retaining within the Proposed Order these highly disputable 

claims regarding the impact of a SFV rate design upon the incentive for consumers to 

conserve electricity and pursue energy efficiency measures: 

“The Commission is not convinced that an SFV rate design reduces the incentive 
to conserve electricity. First, the Commission notes that the rate design in this 
proceeding relates to delivery services associated with electric power and 
energy.  The actual commodity costs associated with the electric power and 
energy, which is the majority of the total electric bill in addition to the delivery 
costs and vary directly with usage.  The customers under ComEd's proposal 
would have an incentive to conserve because they can avoid commodity costs 
associated through conservation.  In addition, these costs at issue here are in 
fact fixed costs, cannot be conserved and result in an under-recovery of fixed 
costs for the utility.”18 

 

These statements ignore the fact, discussed above, that certain costs that are “fixed” to 

the utility are added based upon energy demand.  These statements also argue that the 

impact of the Proposed Order’s shifting of costs to small users through a SFV rate 

design would essentially be minimal, and thus would not noticeably change behaviors.  

It does not convincingly address how the weakening of the incentive for energy 

conservation would indeed being minimal. The reality is that volumetric charges must be 

                                                 
17

 220 ILCS 5/8-103. 
18

 Ibid., p. 217. 
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reduced in order to increase fixed residential charges, and this will, no matter how 

small, discourage conservation and increase the rate burden of small users. AARP 

urges the Commission to delete this broad statement, because it is not supported by the 

weight of the evidence and is contrary to the purposes of Illinois law. 

The Proposed Order conclusion section on rate design also contains the 

following language: “the record does not demonstrate that low-income customers are 

necessarily low-usage customers, or vice versa” and that “there are other means in 

place that more precisely target the policy issue that the AG and the City seeks to 

address here.”19  AARP has not asserted that low-usage customers should be equated 

with low-income customers.  Although there may be some connection between the two 

categories, AARP’s concerns are not solely based on income levels, and those 

concerns cover all low-use customers who, regardless of income, will be unfairly 

impacted by a rate design that significantly increases the fixed portion of the bill.  

It is unclear to AARP what is meant by the statement that there are “other means 

in place that more precisely target” assisting low-income customers.  In ComEd’s 

alternative regulation filing, Docket No. 10-0527, the utility has stated that its parent 

company Exelon has no intention of continuing funding of low income programs 

currently mandated by the Public Utilities Act.  Nothing in this record suggests that 

ComEd plans to assist customers in the future who stand to lose under a rate design 

that would significantly increase the fixed portion of future electric bills, and thus such 

statements of reassurance ring hollow. 

  

                                                 
19

 Proposed Order, p. 217.  
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 WHEREFORE, for all of the reasons discussed above, AARP urges the 

Commission to modify the proposed order in accordance with the arguments set forth 

above. 

 

 

Respectfully submitted, 

 
 
 
    /s/ John B. Coffman 
    ________________________________ 

      John B. Coffman   MBE #36591 
      John B. Coffman, LLC 
      871 Tuxedo Blvd. 
      St. Louis, MO  63119-2044 
      Ph: (573) 424-6779 
      E-mail: john@johncoffman.net 
 
      Attorney for AARP 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Dated: this 11th day of April, 2011.  
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CERTIFICATE OF SERVICE 
 
I, John Coffman, attorney for AARP, hereby certify that copies of the foregoing have 
been mailed first class postage prepaid, e-mailed or hand-delivered upon all parties of 
record on this 11th day of April 2011. 
 
 
 
 
 

    /s/ John B. Coffman 
 
             
      John B. Coffman 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


