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I. INTRODUCTION 1 

A. Witness Identification 2 

Q. What is your name and business address? 3 

 My name is Philip Q Hanser.  My business address is 44 Brattle Street, Cambridge, A.4 

Massachusetts 02138. 5 

Q. By whom and in what position are you employed? 6 

 I am a Principal at The Brattle Group.  I am testifying on behalf of Commonwealth A.7 

Edison Company (“ComEd”) in this proceeding. 8 

B. Summary of Rebuttal Testimony 9 

Q. What is the purpose of your rebuttal testimony? 10 

 The purpose of my testimony is to respond to the direct testimony of City of Chicago and A.11 

Citizens Utility Board (“City/CUB”) witness Mr. Edward Bodmer (City/CUB Exhibit 12 

(“Ex.”) 1.0) and Illinois Attorney General (“AG”) witness Mr. Scott Rubin (AG Ex. 1.0) 13 

related to their proposals to change ComEd’s existing residential rate design.  14 

Specifically, I respond to their respective proposals to eliminate ComEd’s current, Illinois 15 

Commerce Commission (“Commission”)-approved Straight Fixed Variable (“SFV”) rate 16 

design for the residential sector.  17 

Q. In brief, what conclusions do you reach? 18 

 The proposals of City/CUB witness Mr. Bodmer and AG witness Mr. Rubin should be A.19 

rejected for two primary reasons.  First, there have been no changes in the past two years 20 

that would support reversing the Commission’s approval of an SFV rate design for 21 

ComEd’s residential customers.  Neither of these witnesses provides a compelling reason 22 

to abandon this recently approved residential rate design.  Second, these proposals run 23 
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contrary to sound regulatory policy, which encourages the recovery of fixed costs 24 

through fixed charges.  For the remainder of this testimony, the term “fixed charge” 25 

refers to the sum of all dollar-per-month charges in ComEd’s residential delivery service 26 

charges.  27 

C. Qualifications and Professional Background 28 

Q. What are your qualifications? 29 

 I have completed my candidacy requirements for a Doctor of Philosophy in Economics A.30 

and have a Masters of Philosophy in Economics and Mathematical Statistics from 31 

Columbia University.  I have authored and co-authored numerous articles, papers and 32 

reports on various aspects of energy policy.  Over the last thirty years, my work has 33 

involved a range of issues from utility industry structure, market power and associated 34 

regulatory questions, to specific operational and strategic issues, such as transmission 35 

pricing, generation planning, and tariff strategies.  I also have expertise in environmental 36 

issues, forecasting, and demand-side management.  Prior to joining The Brattle Group, I 37 

was a Principal at Putnam, Hayes, and Bartlett.  I have also served as the manager of the 38 

Demand-Side Management Program at the Electric Power Research Institute (EPRI).  I 39 

serve as an instructor at the Edison Electric Institute’s Advanced Rates course in the areas 40 

of cost allocation and rate design.  I have held teaching positions at the University of the 41 

Pacific, University of California at Davis, and Columbia University, and guest lectured at 42 

the University of Chicago, the Massachusetts Institute of Technology and Stanford 43 

University.  I am also currently a Senior Associate in the Mossavar-Rahmani Center for 44 

Business and Government at the Harvard Kennedy School.  Additional information about 45 

my qualifications appears in my resume attached to my testimony as ComEd Ex. 10.01. 46 
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II. STRAIGHT FIXED VARIABLE RATE DESIGN 47 

A. Rate Design Principles for Supply and Delivery of Electricity 48 

Q. City/CUB witness Bodmer and AG witness Rubin each recommends elimination of 49 

the Commission-approved SFV rate design for residential customers, as recently 50 

approved in Docket No. 10-0467 and as further clarified in Docket No. 11-0721.  51 

How do you respond? 52 

 I disagree with these proposals.  Despite the fact that most of ComEd’s cost of service A.53 

results from fixed costs, Messrs. Bodmer and Rubin seek to reduce the level of revenues 54 

recovered from the fixed charge and, instead, have revenues recovered mostly through a 55 

variable, volumetric charge.  To place their claims in perspective, we must first discuss 56 

rate design principles for the supply and delivery of electricity.   57 

Q. What are the generally acceptable rate design principles for the supply and delivery 58 

of electricity? 59 

 The principles that guide electric rate design have evolved over time.  Many authorities A.60 

have contributed to their development, beginning with the rate engineers John Hopkinson 61 

and Arthur Wright in the late 1800’s1.  Their thinking on the subject led them to propose 62 

a three-part tariff, consisting of a fixed charge, a demand charge and an energy charge.  63 

The demand charge was based on the maximum level of demand which occurred during 64 

the billing period.  In some versions of the tariff, the energy charge could also feature 65 

                                                 
1 See, for example, D.J. Bolton, Electrical Engineering Economics, Vol. 2: Costs and Tariffs in Electricity 
Supply, (London: Chapman & Hall, Ltd., 1951), at p. 190.  
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seasonal or time-of-use variation that corresponded to the variation in the cost of energy 66 

supply.2 67 

Q. Was a three-part tariff intended for all classes of customers? 68 

 No.  A three-part tariff is typical only for larger customers, such as large commercial and A.69 

industrial customers, where meters would measure both demand and energy.  For 70 

residential and small commercial customers, a two-part tariff was proposed because these 71 

customers did not have a demand meter.  This two-part tariff, consisting of a fixed charge 72 

and an energy charge, is applicable to most of ComEd’s residential customers today. 73 

Q. What modifications, if any, have economists made to the original design which was 74 

proposed by rate engineers? 75 

 By and large, these same ideas have found their way into the vast economics literature on A.76 

welfare economics and public finance.  Among the more significant and original 77 

contributors, the work of these economists is noteworthy:  Maurice Allais, Marcel 78 

Boiteux, Douglas J. Bolton, Ronald Coase, Jules Dupuit, Harold Hotelling, Henrik 79 

Houthakker, W. Arthur Lewis, I. M. D. Little, James Meade, Peter Steiner and Ralph 80 

Turvey.  In 1961, James C. Bonbright coalesced their thinking in his canon, Principles of 81 

Public Utility Rates3, which was reissued in its second edition in 1988, and several of 82 

these ideas were further expanded upon by Alfred Kahn in The Economics of Regulation.  83 

While Mr. Bonbright’s “Principles” have been in place for more than five decades, they 84 

continue to be relevant today and serve as the foundation for reasonable rate design.  Of 85 

                                                 
2 See, for example, Michael Veall, “Industrial Electricity Demand and the Hopkinson Rate: An Application 
of the Extreme Value Distribution,” Bell Journal of Economics, Vol. 14, Issue No.2 (1983). 
3 James C. Bonbright, Principles of Public Utility Rates (New York, Columbia University Press, 1951). 
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course, as I discuss later in this testimony, these principles require refining to account for 86 

marketplace and technological advances. 87 

Q. What are the Bonbright principles? 88 

 Bonbright laid out ten principles of rate design:4 A.89 

1. Effectiveness in yielding total revenue requirements under the fair-return 90 

standard without any socially undesirable expansion of the rate base or 91 

socially undesirable level of product quality and safety 92 

2. Revenue stability and predictability, with a minimum of unexpected changes 93 

that are seriously adverse to utility companies 94 

3. Stability and predictability of the rates themselves, with a minimum of 95 

unexpected changes that are seriously adverse to utility customers and that are 96 

intended to provide historical continuity 97 

4. Static efficiency, i.e., discouraging wasteful use of electricity in the aggregate 98 

as well as by time of use 99 

5. Reflect all present and future private and social costs in the provision of 100 

electricity (i.e., the internalization of all externalities) 101 

6. Fairness in the allocation of costs among customers  102 

                                                 
4 Bonbright,  James, Albert L. Danielsen and David R. Kamerschen, Principles of Public Utility Rates, 2d 
ed., (Arlington, VA: Public Utility Reports, Inc., 1988)  
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7. Avoidance of undue discrimination in rate relationships so as to be, if 103 

possible, compensatory (free of subsidies) 104 

8. Dynamic efficiency in promoting innovation and responding to changing 105 

demand-supply patterns 106 

9. Simplicity, certainty, convenience of payment, economy in collection, 107 

understandability, public acceptability, and feasibility of application 108 

10. Freedom from controversies as to proper interpretation 109 

Q. Did the Bonbright principles need to be updated? 110 

 Yes.  They needed to be updated because so much has changed since his initial A.111 

conception.5  At his time, electric utilities were vertically integrated monopolies that were 112 

regulated by state commissions and there was no customer choice of retail electricity 113 

provider.  Today, many states have restructured their electricity industry and created 114 

delivery companies that are distinct from electric generation and retail entities. 115 

Additionally, distributed generation, demand response, and energy efficiency 116 

opportunities will play a growing role in the electric industry.  As rooftop solar and net 117 

metering become major factors, the discussions of pricing and structuring the appropriate 118 

incentives become increasingly important.  Moreover, since the original principles have a 119 

fair degree of overlap, they can be re-expressed as four summarized principles without 120 

loss of generality.  Adding a new principle dealing with retail customer choice, combined 121 

                                                 
5 The rationale for updating the Bonbright principles is contained in a presentation by one of my fellow 
principals at Brattle.  It was given at an Edison Electric Institute webinar on Alternative Regulation: 
http://www.brattle.com/_documents/UploadLibrary/Upload1155.pdf 

 



Docket No. 13-0387 
ComEd Ex. 10.0 

Page 7 of 28 

these five principles can be considered as defining the criteria that an ideal rate design 122 

would need to satisfy in the modern era.   123 

Q. What are these updated Bonbright principles? 124 

A. The updated Bonbright principles are: economic efficiency, equity, revenue adequacy and 125 

stability, bill stability and customer choice.  The core of these principles continues the 126 

notion that charges should reflect cost causation.  Accordingly, a two-part tariff where the 127 

fixed charge reflects those costs of providing distribution services that do not vary with 128 

usage and the variable charge reflects those costs that vary with usage is the appropriate 129 

design for residential customers who do not have a demand meter.  Such a rate design is 130 

often referred to as a SFV tariff.    131 

Q. What is the ideal tariff for distribution services in a world of retail choice? 132 

 In a world of retail choice, the price of electricity supplied is determined by the A.133 

competitive generation market and is not state-commission regulated.  The only price that 134 

is state-commission-regulated is the price of delivery services.  This delivery services 135 

price, in the absence of demand metering, is best designed to be the two-part tariff 136 

mentioned earlier.  The fixed charges should recover the cost of installing and 137 

maintaining the distribution system (for example, the cost of metering and customer care 138 

and the cost of installing distribution feeders, substations and line drops), and the 139 

volumetric portion should recover those distribution costs which vary with usage (for 140 

example, electricity distribution tax).  If demand metering is feasible (for example, when 141 

advanced metering infrastructure (AMI) has been deployed), a demand charge should be 142 

implemented as a third part of the tariff.  Ideally, with AMI, some of the costs that are 143 
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otherwise collected through the fixed charge would instead be collected through the 144 

demand charge.  145 

B. ComEd’s Tariff and SFV 146 

Q. What type of company is ComEd? 147 

 ComEd’s business has evolved over the years to the point where it is now a delivery A.148 

services company, or wires company, responsible for the delivery of power and energy to 149 

end use customers.  ComEd’s role as a delivery company is likely to evolve as 150 

technological advancements for both the utility (for example, AMI metering) and its 151 

customers (for example, distributed generation) and market changes continue to shape the 152 

utility landscape.  153 

Q. As a wires company, what type of tariff has ComEd implemented for its residential 154 

customers? 155 

 Prior to June 2011, ComEd utilized a two-part rate design for residential delivery services A.156 

charges that did not incorporate an SFV approach.  ComEd moved closer to a more 157 

efficient residential rate design when, starting on June 1, 2011, it used a similar two-part 158 

rate design that incorporated a SFV approach to fixed cost recovery.  This Commission-159 

approved SFV approach is a more reasonable and cost-based rate design for distribution 160 

services for customers who do not have demand meters.  To address the varying electric 161 

demands of residential customers who live in single-family homes versus multi-family 162 

homes, the current tariff continues to feature different fixed charges for these dwelling 163 

types.  It also differentiates the fixed charge based on whether customers use electricity 164 
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for space heating.  Thus, a total of four sets of delivery service charges are offered to 165 

residential customers.   166 

Q. Does a SFV tariff enhance the potential to achieve the economic objectives 167 

underlying customer choice? 168 

 Yes.  It lets customers and retail electric providers focus on the best way to provide A.169 

electric supply service by allowing the structure of the distribution service tariff to be 170 

neutral with respect to those choices.  In essence, under SFV, the volumetric charge 171 

represents only the costs of energy consumption, so the customer’s energy market price 172 

signal is clear and undistorted by charges unrelated to it.  As well, the utility will be 173 

indifferent as to choice of supplier, that is, the utility will be competitively neutral.  174 

Q. Does a SFV tariff incentivize a utility to support energy efficiency efforts? 175 

 Yes, it does.  Acceptance and support for services and products that serve to reduce A.176 

kilowatt-hour consumption, such as energy efficiency services and distributed generation, 177 

are more likely to be provided by a distribution utility if its revenues do not depend on 178 

the extent of customer usage.  If the distribution revenue was entirely recovered through a 179 

volumetric charge, then the distribution utility may be averse to offering energy 180 

efficiency programs because they would impede its revenue recovery.  SFV pricing 181 

removes this disincentive.  Similarly, to the extent that future state policy is designed to 182 

encourage the adoption of clean sources of behind-the-meter distributed generation like 183 

rooftop solar, SFV pricing addresses concerns about the utility’s ability to recover the 184 

costs of its investments in the distribution grid by making it financially indifferent to such 185 

proposals. 186 
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Additionally, it should be noted that the focus of my testimony is on SFV pricing 187 

for residential delivery service, not for electricity supply that is generation.  Energy 188 

efficiency programs are designed to promote reductions in energy consumption for both 189 

the cost savings benefits as well as the potential environmental benefits of burning less 190 

fossil fuel.  Therefore, when discussing the effectiveness of a price signal in promoting 191 

energy efficiency, it is the supply charge that is of primary importance.  Further, 192 

allocating a larger proportion of fixed costs to the volumetric charge over-incentivizes 193 

energy efficiency.  This can induce customers to invest more than can be economically 194 

justified if they had been provided with proper price signals, but also can potentially lead 195 

to efforts to ”game the system.”  Since the capability to make capital investments is 196 

generally proportional to customer income, it can result in the undesirable situation of 197 

high-use customers having trivial bills compared to lower income customers with similar 198 

usage but placing a similar burden on the distribution system. 199 

Q. Does the SFV tariff promote fairness and equity? 200 

 Yes.  Each customer imposes costs on the system that are essentially fixed.  Under purely A.201 

volumetric tariffs, customers with lower usage would not be paying their fair share of the 202 

cost of creating and operating the distribution system.  Instead, higher use customers 203 

would be covering the deficit and paying more than their fair share.  An SFV tariff that 204 

more closely matches fixed and variable costs with fixed and variable charges reduces 205 

this inequity so that all customers will pay their fair share of the costs associated with the 206 

delivery of electricity through the distribution system. 207 

 Does a SFV tariff promote the Bonbright ratemaking objective of customer bill A.208 

stability? 209 
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 Yes.  Rates that are not based on an SFV pricing structure recover fixed costs through A.210 

volumetric charges.  The result is an overstated volumetric charge.  This subjects a 211 

disproportionate amount of a customer’s bill to month-to-month fluctuations in usage, 212 

and as a result, bills are more variable and unpredictable than they would be if the rates 213 

were designed appropriately.  ComEd’s SFV rate structure addresses this. 214 

It is also necessary to consider the consequences of abruptly canceling the SFV 215 

rate, which would cause sudden and unexpected bill increases for many customers.  The 216 

Commission approved the SFV structure of ComEd’s residential rates a little more than 217 

two years ago.  Nothing has changed since that time that would merit a wholesale 218 

revisiting of the structure of ComEd’s charges to residential customers.  From a 219 

regulatory policy perspective, such changes should be made infrequently and only after 220 

careful consideration of the implications of the change. 221 

Q. Is the current SFV design consistent with the Commission’s direction? 222 

 Yes.It is derived from the Commission’s Order in Docket No. 10-0467, as further A.223 

clarified in Docket No. 11-0721.  It is worth recalling that, in that 2010 proceeding, 224 

ComEd requested that 80 percent of the residential distribution revenues (as well as the 225 

distribution revenues of ComEd’s nonresidential Watt-Hour Delivery Class) be recovered 226 

through the fixed portion of the tariff and had proposed a three-year program to achieve 227 

that.  Prior to that proposal, ComEd’s residential fixed charge represented 37 percent of 228 

residential distribution service costs.  ComEd proposed that in the first year of the 229 

transition, it be set at 60 percent, in the second year at 70 percent and in the third year at 230 

80 percent.  Ultimately, the Commission’s Order only allowed for 50 percent without 231 

prescribing future changes.   232 
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I also would observe that the Commission has authorized SFV rate design for 233 

other Illinois distribution companies.  In particular, Nicor Gas Company (“Nicor Gas”) 234 

and the Ameren Illinois gas utilities (“Ameren”) each have Commission-approved SFV 235 

rate designs that have been in place since 2009 and 2008, respectively.  See the 236 

Commission Orders in Docket Nos. 08-0363 and 07-0585, respectively.  In both 237 

instances, the Commission has authorized these utilities to recover approximately 80 238 

percent of their fixed costs through the fixed customer charge. 239 

Q. Is Illinois alone in having approved an SFV rate design for an electric distribution 240 

utility? 241 

 No.  There are others.  For example, Rochester Gas and Electric (“RG&E”) has a fixed A.242 

charge of $21.38/month in addition to a bill issuance charge of $0.95/month.6 The New 243 

York Public Service Commission (“NYPSC”) approved RG&E’s SFV rate design in a 244 

1996 order.7 245 

Q. Did the NYPSC’s order comment on the likely impact of the new rate design on 246 

customer bills? 247 

 Yes.  In its order, the NYPSC noted that, “the rate design features of the Settlement A.248 

(which generally involve increases in fixed charges and reductions in energy charges), 249 

‘will result in real bill decreases for most ratepayers over the life of the [Settlement].’ 250 

Staff adds that the rate design modifications ‘are supported by relevant cost studies, offer 251 

                                                 
6 Electric Rates Summary. Service Classification No. 1: Residential Service. RG & E. October 2012. 
<http://www.rge.com/MediaLibrary/2/5/Content%20Management/RGE/SuppliersPartners/PDFs%20and%
20Docs/120489RGEElectricRatesSummary.pdf>. 
7 Proceeding on Motion of the Commission as to the Rates, Charges, Rules and Regulations of Rochester 
Gas and Electric Corporation for Electric Service. Case 95-E-0673. Opinion No. 86-27. State of New York 
Public Service Commission. September 26, 1996.  
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real bill decreases for the vast majority of RG&E’s customers, and produce acceptable 252 

levels of bill increases for all other customers.’ "8  253 

Further, in a 2003 order approving a $1.50 increase in RG&E’s fixed charge from 254 

$17.50 to $19.00, the NYPSC noted, “the increase of $1.50 per month will move this rate 255 

closer to marginal costs, which is in accordance with sound ratemaking principles and 256 

the 2002 New York State Energy Plan's goal of reflecting the true cost of service in the 257 

rates….”9 258 

In moving in the direction of SFV rate design, the NY PSC set the rates it 259 

believed were best for RG&E and its customers.  Over a decade of experience with 260 

relatively high fixed charges has not caused the NY PSC to reverse its sentiment.  The 261 

NYPSC has also approved Con Edison’s $15.76 fixed charge.10 262 

Q. Mr. Bodmer argues that fixed costs should be limited to recovering the cost of 263 

meters and sending out bills.  Do you agree?  264 

 No, I do not.  Suppose a new housing development is being built in ComEd’s service A.265 

territory.  Before the homes can be inhabited, ComEd must extend its distribution system 266 

out to the development, including a network of sub-stations, transformers, feeders, and 267 

circuits, connect each home to the grid through service drops, and install a meter at each 268 

home, among many other activities.  All of this constitutes investments that must be made 269 

                                                 
8 Proceeding on Motion of the Commission as to the Rates, Charges, Rules and Regulations of Rochester 
Gas and Electric Corporation for Electric Service. Case 95-E-0673. Opinion No. 86-27. State of New York 
Public Service Commission. September 26, 1996. 
9Proceeding on Motion of the Commission as to the Rates, Charges, Rules and Regulations of Rochester 
Gas and Electric Corporation for Electric Service. Order- Case 02-E-0198. State of New York Public 
Service Commission. March 5, 2003. Pg. 77-78. 
10 Service Classification No. 1: Superseding Revision: 2:  PSC NO: 10 – Electricity. Consolidated Edison 
Company of New York, Inc. Effective: 04/01/2013.  
<http://www.coned.com/documents/elecPSC10/SCs.pdf>. 
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before a single kilowatt-hour of electricity is consumed by any resident - an investment 270 

that certainly goes beyond a meter and postage stamps as Mr. Bodmer claims.  271 

(City/CUB Ex. 1.0, 4:37-39).  So, it is unreasonable to subject the recovery of these fixed 272 

costs to the uncertainty associated with energy consumption patterns.  It is also 273 

unreasonable for customers to pay for these costs through volumetric rates, when the 274 

costs themselves are not driven by energy consumption.  That is the basic rationale for 275 

recovering fixed costs through fixed charges.  Mr. Bodmer provides the “house being 276 

spilt into duplexes” example City/CUB Ex. 1.0, 68:1036-69:1038) to counter this 277 

reasoning.  However, Mr Bodmer’s example is specious and overlooks that such splits 278 

are the exception and not the rule when it comes to adding new customers and accounts.  279 

The installation of roof top solar panels provides another example of the rationale 280 

for recovering fixed costs through fixed charges.  Consider a customer who installs 281 

rooftop solar panels that completely offsets her total energy consumption over the course 282 

of the month.  Under a rate design with no fixed charge component, this customer will 283 

pay nothing for delivery service on her electricity bill while still benefiting from using 284 

ComEd’s distribution system as backup when the sun is not shining and the solar panels 285 

are generating no electricity.  In this circumstance, ComEd essentially acts as a free 286 

battery for the customer, a cost that will be borne by other ratepayers under Mr. 287 

Bodmer’s suggested rate design.  A fixed charge that represents the fixed costs associated 288 

with this customer continuing to connect to the ComEd’s distribution system would 289 

address this inequity.  To the extent that there is a policy goal of subsidizing investments 290 

in technologies like rooftop solar panels, this should be done outside of the rate design. 291 
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C. Response to City/CUB witness Bodmer 292 

Q. How does your view of SFV pricing compare to that of City/CUB witness Bodmer? 293 

 My view of the appropriate tariff for a distribution company is very different from the A.294 

concept espoused by Mr. Bodmer.  He takes too narrow a definition of fixed costs and, as 295 

a result, arrives at the $1.00/month fixed charge in his alternative rate proposal.  That 296 

number is so low as to not even have a trace of reasonableness.  He believes the only 297 

relevant per-account costs are those associated with installing the meter and sending out 298 

bills (City/CUB Ex. 1.0 58:821-2).  He excludes all other distribution costs as not being 299 

specific to accounts and recommends that they be viewed as a public goods charge 300 

(City/CUB Ex. 1.0 64:943-954) and collected through charges that are proportional to 301 

customer usage and/or bills (City/CUB Ex. 1.0 83:1351-1353).  Mr. Bodmer’s design 302 

would promote inefficient investment by residential customers’ in their energy use and 303 

would increase cross-subsidies between small and large consumers of electricity within a 304 

given delivery class.  Also, Mr. Bodmer has failed to consider the issue of bill stability 305 

for customers, which I address above in my discussion of customer bill stability (a 306 

Bonbright ratemaking principle).  307 

Q. Mr. Bodmer discusses the “silly” notion of a grocery store that charges a fee at the 308 

door, and uses this example to discuss why ComEd’s fixed charge is unreasonable.  309 

(City/CUB 1.0, 59:848-60:875) Do you agree with this statement? 310 

 I do not.  Grocery stores and services do not provide good analogies for electric A.311 

distribution services, which are very capital intensive.  Even in retailing, though, we find 312 
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examples that contradict Mr. Bodmer’s theory.  Big box retailers such as Costco11 and 313 

Sam’s Club utilize the exact type of pricing structure that he has characterized as “silly.”  314 

A combination of fixed and per-unit charges are prevalent in many other industries as 315 

well.  Examples include parking garages (higher price in first hour with lower price in 316 

each subsequent hour), gym memberships (up-front cost to join plus monthly 317 

membership fee), taxi charges (minimum fee plus charge per mile), cable TV packages 318 

(basic cable package plus additional premium/on-demand options) and even ice cream 319 

cones (scoop of ice cream plus optional cost of additional toppings).  To imply that a 320 

combination of fixed and variable charges is an unreasonable pricing structure because it 321 

does not apply in other industries is as unconvincing as it is inaccurate. 322 

Q. Do you find any problems with the way Mr. Bodmer has characterized ComEd’s 323 

fixed charges in his testimony?   324 

 Yes.  There are four specific problems with the way Mr. Bodmer characterizes ComEd’s A.325 

fixed charges in his testimony.  First, Mr. Bodmer is wrong in stating that “Chicago has 326 

the highest account charge in the U.S.A.”  (City/CUB Ex. 1.0, 20:321-323).  Second, he 327 

compares ComEd’s proposed fixed charge to the currently applicable fixed charge at 328 

other utilities, thereby ignoring a trend of proposals for higher fixed charges that can be 329 

observed among many utilities around the country.  (Table 2 at City/CUB Ex. 1.0, 27:406 330 

and Figure 5 at 29:429, hereby referred to as Bodmer Table 2 and Bodmer Figure 5, 331 

                                                 
11 The importance of membership fees is brought out in this report. Costco Shares Rise on Improved 
Earnings. from The AP. The New York Times. October 10, 2012. 
<http://www.nytimes.com/2012/10/11/business/costco-earns-609-million-beating-expectations.html?_r=0>. 
 http://www.nytimes.com/2012/10/11/business/costco-earns-609-million-beating-
expectations.html?_r=0 
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respectively).  Third, he compares tariffs for distribution services with tariffs for all-in 332 

electricity supply services, which is not a reasonable comparison.  (Bodmer Table 2 and 333 

Bodmer Figure 5).  Fourth, he excludes the tariffs of two large transmission and 334 

distribution utilities in Texas from his assessment.  (Bodmer Table 2 and Bodmer Figure 335 

5).  For all of these reasons, the table and figure present unreasonable comparisons and 336 

cannot be used to benchmark ComEd’s charges, which is Mr. Bodmer’s objective. 337 

Q. What is wrong with Mr. Bodmer’s statement that “Chicago has the highest account 338 

charge in the U.S.A.”?  (City/CUB Ex. 1.0, 20:321-323)? 339 

 This statement is simply not true.  Here are some counter examples.  RG&E, as noted A.340 

earlier, is an investor-owned utility with a total fixed charge of over $22 per month.12  341 

There are also many municipal utilities and cooperatives in the U.S. with fixed charges 342 

that are as high as, or higher than, ComEd’s, including:  Nebraska Public Power District 343 

($19/month with a flat volumetric rate in the summer and a declining block rate in the 344 

winter),13 Great Lakes Energy Cooperative ($18.28/month with an additional charge for 345 

customers in certain geographic locations),14 and Oregon Trail Electric Cooperative 346 

($18/month).15  Indeed, The National Rural Electric Cooperative Association manual Rate 347 

                                                 
12 Electric Rates Summary. Service Classification No. 1: Residential Service. RG & E. October 2012. 
<http://www.rge.com/MediaLibrary/2/5/Content%20Management/RGE/SuppliersPartners/PDFs%20and%
20Docs/120489RGEElectricRatesSummary.pdf>. 
13Residential Service Rate Schedule.  Issued: November 15, 2012. 
<http://www.nppd.com/assets/residentialservice.pdf>. 

 
14 Residential Retail Rate Schedule: Residential Service Rate A. Great Lakes Energy Coop. Effective: 
November 11, 2011. <http://www.gtlakes.com/wp-content/uploads/2011/11/resrateschedule11-11.pdf>. 
15 Rate Schedule: Farm and Residential (R1). Accessed: August 9, 2013. Oregon Trail Electric 
Cooperative. 
<http://otecc.coopwebbuilder.com/sites/otecc.coopwebbuilder.com/files/2013_rate_schedule.pdf>. 
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Strategies for 21st Century Challenges states, “[c]ooperatives should consider moving, to 348 

the extent practicable, toward recovering costs in the way they are incurred.  Under such 349 

an approach, fixed costs and margins would be recovered through fixed charges and 350 

variable costs through variable charges.” 16 351 

Q. What is wrong with Mr. Bodmer’s comparison of ComEd’s proposed fixed charge 352 

to the currently applicable fixed charge at other utilities?  (Bodmer Table 2 and 353 

Bodmer Figure 5). 354 

 A fair comparison would be to compare all proposed fixed charges, or, alternatively, all A.355 

currently applicable fixed charges.  This is an important point, because many utilities 356 

across the country are proposing to recover a larger (and more reasonable) share of fixed 357 

costs through a fixed charge for their residential customers.  For example, Sacramento 358 

Municipal Utility District (SMUD) has proposed to increase its fixed charge from $12 to 359 

$20 by 2017.17  In California, all three investor-owned utilities have developed 360 

illustrative proposals for introducing fixed charges in proceedings currently underway at 361 

the California PUC.  Pacific Gas and Electric Company has proposed an illustrative $10 362 

fixed charge (relative to a current rate with no fixed charge but a minimum bill).18  363 

                                                 
16  Rate Strategies for 21st Century Challenges: A Guide to Rate Innovation for Cooperatives  
(Washington, D.C: The National Rural Electric Cooperative Association, 2010)  at  p. i. 
 
17 2013 Rate Proposal. SMUD. Accessed: August 9, 2013. 
<https://www.smud.org/en/residential/customer-service/rate-information/2013-residential-rate-
proposal/index.htm>.  This proposal has been unanimously approved by the Board of SMUD. 
18 Bill Impact Calculator Results of Pacifica Gas and Electric Company: Attachment 1. Before the Public 
Utilities Commission of the State of California. Rulemaking 12-06-013. July 1, 2013. 
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Southern California Edison Company (“SCE”) has proposed a $5.00 fixed charge.19  364 

Significantly, San Diego Gas and Electric Company (“SDG&E”) has proposed a demand-365 

differentiated basic service fee by utilizing their newly installed AMI meter network.  366 

This fee would be $15.00/month for a customer with less than 3 kW of demand, $30.00 367 

for a customer with between 3 and 7 kW of demand, and $65.17 for a customer with 368 

greater than 7 kW of demand.20  Arizona Public Service is also proposing to revise its 369 

tariffs to customers who install rooftop solar by imposing additional charges on them to 370 

recover the fixed cost of investing and maintaining the grid.21  If Mr. Bodmer had 371 

presented ComEd’s currently applicable fixed charge of $15.22 for single family 372 

customers with no electric space heating, then ComEd’s rate would not even be the 373 

highest in Bodmer Table 2.  In webinars and conferences of industry groups, there is a 374 

strong undercurrent of utilities wanting to move to an SFV type rate design.   375 

Q. What is wrong with the sample of utilities that Mr. Bodmer has chosen in order to 376 

make the tariff comparisons in Bodmer Table 2 and Bodmer Figure 5? 377 

 Bodmer Table 2 and Bodmer Figure 5 lump together tariffs for distribution services with A.378 

tariffs for all-in electricity supply services.  In particular, his column indicating whether 379 

the utility is providing inclining block rates is seriously misplaced because for most, if 380 

                                                 
19 Residential Rate Design Proposal of Southern California Edison Company (U 388-E): Attachment A and 
Attachment B. Before the Public Utilities Commission of the State of California. Rulemaking 12-06-013.  
July 1, 2013. 
20 Response of San Diego Gas & Electric Company (U902M) to Administrative Law Judge’s Ruling 
Ordering Parties to Submit Additional Information for Rate Design Proposals, Confirming Workshop 
Data, and Setting Forth Format for Comments: Attachment A. Before the Public Utilities Commission of 
the State of California. Rulemaking 12-06-013. July 1, 2013. 
21 http://www.azcentral.com/business/consumer/articles/20130712aps-seeks-higher-bills-new-solar-
customers.html 
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not all, of the utilities cited that rate design applies to the supply of electricity and not to 381 

its delivery.   382 

Q. How does Mr. Bodmer’s proposed fixed charge of $1.00/month compare to those of 383 

the utilities presented in Bodmer Table 2 and Bodmer Figure 5? 384 

 I find it noteworthy that 20 of the 23 fixed charges presented in Bodmer Figure 5 are A.385 

higher than the $1.00/month fixed charge that Mr. Bodmer has proposed in his preferred 386 

alternative rate design.  Of the three that are lower, two (SCE and SDG&E) have 387 

proposed higher fixed charges as described above.  The third - Reliant Energy – is a retail 388 

electricity provider in Texas’ restructured market.  It is completely unreasonable to 389 

include a retail electricity provider as an example of a utility without a fixed delivery 390 

service charge. 391 

Q. What is wrong with Mr. Bodmer’s consideration of retail electricity providers when 392 

assessing fixed delivery service charges? 393 

  In Texas, retail electricity providers compete to sell energy to customers and do not offer A.394 

distribution services, so it is certainly surprising that Mr. Bodmer would look to Reliant 395 

Energy’s tariff for a fixed delivery service charge.22  CenterPoint Energy, the 396 

transmission and distribution utility that serves customers in the Houston area, has a 397 

residential fixed charge of $9.45.23  Similarly, Mr. Bodmer was unable to find a tariff for 398 

                                                 
22 Regardless, Mr. Bodmer’s testimony failed to point out that Reliant Energy’s Clear Flex plan includes a 
fixed charge of $9.95 in any month when a customer’s consumption is less than 800 kWh. 
23 Wires Rates Comparison: Residential. TDU Tariffs for Retail Delivery Service, effective March 1, 
2013.Oncor. 
<http://www.oncor.com/EN/Documents/About%20Oncor/Billing%20Rate%20Schedules/Residential%20C
omparison%20March%201%202013.pdf>. 
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TXU, which he assumed was the utility serving the Dallas/Fort Worth market.  However, 399 

TXU is also a retail electricity provider and Oncor is the distribution company that serves 400 

the Dallas/Fort Worth market.  Their fixed charge is $6.48.24  Both CenterPoint’s and 401 

Oncor’s fixed charges were omitted from his testimony.     402 

Q. Did you find any other errors in Bodmer Table 2? 403 

 Yes.  In Table 2 (City/CUB Ex. 1.0, 27:406), Mr. Bodmer lists Con Edison’s low income A.404 

fixed charge as $15.76, and Con Edison’s non low income fixed charge as $7.26.  These 405 

numbers should almost certainly be reversed.25 406 

Q. Are you opposed to benchmarking the rates of one electric utility against other 407 

utilities or just opposed to the specific manner in which Mr Bodmer has carried out 408 

his benchmarking exercise? 409 

 Benchmarking can provide an appropriate way of placing a utility’s rate in perspective, A.410 

but the comparisons must be done carefully.  This requires studying the appropriate rate 411 

filings of each utility and understanding whether the utility is a distribution-only utility or 412 

a fully integrated utility.  It is also important to understand not only a utility’s current 413 

rates, but also its future plans for changing the rates.  Unless care is exercised in making 414 

the comparisons, they can become misleading and meaningless.  Such comparisons 415 

cannot be made by simply checking the websites of the utilities, which seems to be the 416 

                                                 
24 Wires Rates Comparison: Residential. TDU Tariffs for Retail Delivery Service, effective March 1, 
2013.Oncor. 
<http://www.oncor.com/EN/Documents/About%20Oncor/Billing%20Rate%20Schedules/Residential%20C
omparison%20March%201%202013.pdf>. 
25 Service Classification No. 1: Superseding Revision: 2:  PSC NO: 10 – Electricity. Consolidated Edison 
Company of New York, Inc. Effective: April 1, 2013.  
<http://www.coned.com/documents/elecPSC10/SCs.pdf>. 
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procedure used by Mr. Bodmer.  On lines 395-397 (City/CUB Ex. 1.0 at 26), he states: “I 417 

gathered the data by going to the website of each of the utility company and making a 418 

screen shot of the tariff book or a section of the website where the residential bill was 419 

explained.”  An example of an appropriate rate benchmarking is found in a recent paper 420 

that appears in the Public Utilities Fortnightly and which is co-authored by two of my 421 

Brattle colleagues.26  422 

Q. How does a SFV tariff address the special needs of low income consumers? 423 

 The needs of low income customers are best met with non-tariff measures, such as energy A.424 

efficiency programs and income credits through the tax code.  ComEd’s Residential 425 

Special Hardship program and the Low Income Home Energy Assistance Program 426 

(LIHEAP) are two examples of how low income assistance can be provided outside of 427 

the rate itself.  ComEd also offers the Percentage of Income Payment Plan (PIPP), which 428 

allows LIHEAP customers to pay a percentage of their income, receive a monthly benefit 429 

towards their bill, and reduce the amount of their overdue bills.27  ComEd also provided 430 

funding for the Chicago Housing Authority All Clear program to help Chicago Housing 431 

Authority residents and Housing Choice Voucher participants pay their electric bills, the 432 

Fresh Start program to help customers pay overdue balances, educational classes on 433 

energy management, CNT Energy and Illinois Association of Community Action 434 

Agency’s (LIHEAP) programs, and other education and outreach programs.  435 

                                                 
26 http://www.fortnightly.com/fortnightly/2013/07/benchmarking-your-rate-case 
27 Seeking More Assistance: State & Local Resources. ComEd. Accessed: August 9, 2013. 
<https://www.comed.com/customer-service/assistance-programs/additional-resources/Pages/state-local-
resources.aspx>. 
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Q. Do you agree with Mr. Bodmer’s statement that “[t]he data provided by ComEd 436 

should put the issue of income and usage to bed once and for all”? (City/CUB Ex. 437 

1.0, 39:577-78) 438 

 No.  Mr. Bodmer uses zip code level data provided by ComEd to quantify the correlation A.439 

between income and consumption.  He finds that the relationship between these two 440 

variables is positive and statistically significant.  However, there are two problems with 441 

the way he has characterized his analysis.  First, his Figure 10 (Id. at 40:580) shows that 442 

the r-squared value of his regression is 0.61.  This means that only 61 percent of the 443 

variation in average consumption by zip code can be explained by the income variable, 444 

and 39 percent is unexplained and attributable to other factors that influence usage.  445 

Therefore, the relationship is not as strong as his statements in his testimony would 446 

suggest.  Second, his analysis is limited to average consumption and income by zip code.  447 

This masks much of the customer-specific variation in usage that should be considered 448 

for the purposes of analyzing customer bills.  I would suggest that he work with a load 449 

research sample and combine that with customer-specific income data before making 450 

such strong statements. 451 

In fact, the correlation between income and usage was explored recently by 452 

PG&E.  I find it noteworthy that, using data on individual customers (as opposed to data 453 

at the zip code level), PG&E found only a very weak correlation between these two 454 

variables.28  In PG&E’s analysis, the income-to-usage correlation measure was found to 455 

                                                 
28 Rate Design Reform Proposal of Pacific Gas and Electric Company (U 39 E). Before the Public Utilities 
Commission of the State of California. Rulemaking 12-06-013. Filed June 21, 2012. Pg. 38 and 40. 
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be only 0.33, where 0 means that there is no correlation between the two variables, and 456 

1.0 means that the two variables are perfectly correlated.  Given the weaknesses in Mr. 457 

Bodmer’s approach and contrary evidence from one of the larger utilities cited in his 458 

testimony, his conclusion that an increase in bills for low users of electricity will mean an 459 

increase in bills for low income customers seems unfounded.   460 

Q. Do you agree with Mr. Bodmer’s proposal to implement inclining block charges for 461 

distribution services?  (City/CUB Ex. 1.0, 9:136-146;44:633-36)  462 

 No.  It is based on the mistaken assumption that there are diminishing returns to scale in A.463 

the distribution business.  In fact, distribution is one of those businesses where there are 464 

increasing returns to scale.  Once the distribution grid is in place, the cost of serving a 465 

unit of electricity declines as usage goes up until capacity is reached.  To the best of my 466 

knowledge, inclining block structures are not being used in most places for pricing 467 

distribution services.  Furthermore, Mr. Bodmer makes an indirect reference to such rates 468 

helping to promote energy efficiency.  But as discussed earlier in my testimony, that 469 

objective of energy service is best served through demand-side management programs 470 

like the ones that ComEd offers to all customers.  Alternatively, those rates can be 471 

imposed on the sale of electricity.  However, since the electric market in Illinois has been 472 

restructured, such rates must be offered by competitive retail electricity providers.  473 
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Further, inclining block rates can be difficult for consumers to understand, as Dr. 474 

Koichiro Ito’s analysis of the detailed California data indicates.29  Moreover, such rates 475 

end up creating gross inequities among customers, with large users subsidizing small 476 

users within a given rate class. 477 

Q. Mr. Bodmer argues that low use is correlated with a high load factor.  (City/CUB 478 

Ex. 1.0, 45:670-71)  Do you agree? 479 

 No, I do not.  Mr. Bodmer, in his own words, has not been able to demonstrate that this is A.480 

the case. Id. at 45:670-72.  It remains his personal belief, not an objective fact.  This 481 

subject is addressed further in the rebuttal testimony of ComEd witness Tenorio.  482 

(ComEd Ex. 6.0).   483 

Q. Mr. Bodmer argues that rate designs that the Commission has approved for gas 484 

distribution utilities do not provide an appropriate analog for electric distribution 485 

utilities.  (City/CUB Ex. 1.0, 73:1131-74:1166).  Do you agree? 486 

 No, I do not.  Both are capital intensive industries that provide important services which A.487 

are affected by the public interest, are subject to state regulation, and whose volumes are 488 

subject to conditions that are out of their control.  In the case of natural gas, weather is a 489 

key driver.  For ComEd, in addition to weather, the competitively determined price of 490 

power on the wholesale electricity market can affect its delivery volumes.  In addition, 491 

both are involved in the delivery of energy to the same consumers, regardless of income 492 

                                                 
29 Koichiro Ito. How Do Consumers Respond to Nonlinear Pricing? Evidence from Household Electricity 
Demand. . March 2010. University of California, Berkeley.  See also,  Severin Borenstein. The 
Redistribution Impact of Non-linear Electricity Pricing. University of California, Berkeley. January 2009.  
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status, location and dwelling type.  Thus, I see no reason why pricing principles for one 493 

cannot be used as a precedent for the other. 494 

D. Response to AG witness Rubin 495 

Q. Do you agree with Mr. Rubin’s assertion that demand-related charges should be 496 

recovered through a volumetric charge?  (AG Ex. 1.0, 21:457-58)  497 

 No, I disagree entirely with this notion.  To reiterate the same points that I made A.498 

regarding Mr. Bodmer’s testimony, in the absence of demand metering, demand-related 499 

costs should be recovered through fixed charges.  Demand-related costs are often up-500 

front investments in equipment that are not a function of monthly kWh consumption 501 

levels, and therefore their recovery should not be subject to the uncertainty that is 502 

associated with energy consumption.  Distribution lines and substations are not like fuel 503 

costs - the cost of their installment cannot be avoided if customers decide to consume less 504 

energy in a given month. 505 

While Mr. Rubin and Mr. Bodmer both claim that usage is a reasonable proxy for 506 

demand in the absence of demand metering, neither has conclusively proven this 507 

empirically.  Even if energy and peak demand were found to be correlated, it still would 508 

not be appropriate to allocate all demand-driven costs into a volumetric charge.  This 509 

would result in a volumetric rate increase that applies 24 hours a day, seven days a week.  510 

Such a price signal would encourage energy reductions in off-peak hours as much as it 511 

would encourage reductions during peak hours.  As a result, customers might respond by 512 

reducing consumption in off-peak hours, but this would not result in a reduction in 513 

ComEd’s peak-driven distribution costs.  In this situation, either ComEd under-recovers 514 

its costs or other ratepayers must pick up the slack.  This is the type of inefficient and 515 
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inequitable outcome that would occur if economically distorted rates - like the ones Mr. 516 

Bodmer and Mr. Rubin are proposing – were to be put in place. 517 

Q. Do you agree with Mr. Rubin’s criticism that ComEd’s SFV rate structure puts an 518 

undue burden on low usage customers?  (AG Ex. 1.0, 18:374-75)  519 

 I do not.  ComEd’s residential rate recovers a significant share of their fixed costs A.520 

through a fixed charge.  The SFV pricing structure is in fact correcting a historical 521 

inequity, not creating a new one.  Absent demand metering and a more appropriate 522 

demand-based pricing structure, all residential customers have the same call on the 523 

delivery system, whether at times of system peak demand or other times, constrained 524 

only in aggregate by physical limitations of the infrastructure that is in place.  A three-525 

part tariff as described above or one which accounts explicitly for the level of customer 526 

demand would mitigate any potential cross-customer subsidy.  It is much more consistent 527 

with the Bonbright principles for delivery service:  equity, customer bill stability, utility 528 

revenue adequacy and stability, and economic efficiency. 529 

Q.   Do you agree with Mr. Rubin’s criticism that ComEd’s SFV rate structure reduces 530 

the incentive for customers to conserve energy?  (AG Ex. 1.0, 18:385-87)  531 

 No.  Mr. Rubin makes the same point that Mr. Bodmer makes, that a lower volumetric A.532 

rate reduces the incentive for energy efficiency.  The bottom line is that rates should be 533 

designed – to the extent feasible – to reflect the underlying cost structure.  A rate with a 534 

high volumetric charge that is not cost-based will certainly encourage energy efficiency, 535 

but it will also encourage investments that are not cost-effective and will lead to 536 

substantial cross-subsidies between customer segments.  If the Commission has a public 537 
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policy goal of increasing energy conservation by encouraging customers to make energy 538 

efficiency investments, then the best way to encourage efficiency in restructured states 539 

like Illinois is through ratepayer-funded demand-side management programs, not through 540 

inefficient rate design.  ComEd, as noted earlier, is already doing that.   541 

III. CONCLUSION 542 

Q. Please summarize the key points in your testimony. 543 

 It is important for delivery service rates to balance the ratemaking objectives of economic A.544 

efficiency, equity, revenue adequacy and stability, bill stability and customer choice.  By 545 

reflecting its underlying delivery service cost structure, ComEd’s SFV rate accomplishes 546 

these objectives and sends the right price signal to customers. 547 

I disagree with Mr. Bodmer’s and Mr. Rubin’s alternative rate proposals, which 548 

would reverse the Commission’s decision to implement SFV pricing by forcing ComEd 549 

to recover a larger share of its fixed costs through a volumetric charge.  These alternative 550 

rate proposals are unfair to customers and would encourage sub-optimal energy 551 

consumption behavior and investments. 552 

Q. Does this complete your rebuttal testimony? 553 

 Yes. A.554 


