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I. INTRODUCTION 1 

Q. Would you please state your name? 2 

A. My name is Karl A. McDermott. 3 

Q. Have you previously submitted testimony in this proceeding? 4 

A. Yes, I have previously submitted prepared direct testimony and an exhibit 5 

identified as Rock Island Exhibits 4.0 and 4.1, respectively. 6 

Q. What is the purpose of your rebuttal testimony? 7 

A. My primary purpose is to respond to the policy conclusions of Commonwealth 8 

Edison Company witness Mr. Steven T. Naumann. (ComEd Ex. 1.0 REV.) My 9 

response to Mr. Naumann also addresses the contention by Illinois Landowners 10 

Alliance, NFP (“ILA”) witness Dr. Gray that Rock Island has not met its burden 11 

to show that the Project would promote an effectively competitive market. (ILA 12 

Ex. 7.0) I will highlight those areas that address Dr. Gray after my response to 13 

Mr. Naumann.  A secondary purpose is to reiterate my contention that the proper 14 

method of evaluating the implications for a competitive market is to directly 15 

model the impact of the project on the market, not to compare the Rock Island 16 

Project to a hypothetical alternative. This secondary purpose is a general response 17 

to Staff witness Mr. Richard J. Zuraski. (Staff Exhibit 3.0.)   18 

Q. What have you concluded?  19 

A. I conclude that Mr. Naumann’s proposal that the Commission should only 20 

approve those projects with fully subscribed transmission capacity is inconsistent 21 

with the approach that was added to Sections 8-406 and 8-503 of the Illinois 22 
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Public Utilities Act (“PUA”) in 2007.  Despite Mr. Naumann’s contention that 23 

ComEd is not opposed to new transmission projects, ComEd’s approach, if 24 

accepted by the Commission, adds additional requirements to the PUA that 25 

currently do not exist and would undoubtedly add additional regulatory delay to 26 

potential transmission projects and potentially discourage some projects from 27 

being pursued.  I conclude that the Commission should decline Mr. Naumann’s 28 

invitation to place additional hurdles to new transmission investment in Illinois.   29 

I also conclude that my approach to addressing the issue of whether or not a 30 

transmission project will promote effective competition that I presented in my 31 

direct testimony is appropriate and should be relied on by the Commission for its 32 

determination in this case.          33 

II. COMED’S APPROACH TO THIS PROCEEDING IS UNWARRANTED 34 
AND UNNECESSARILY ADDS HURDLES TO NEW TRANSMISSION 35 

INVESTMENT IN ILLINOIS    36 
 37 

Q. What are you characterizing as “ComEd’s Approach” to this proceeding?  38 

A. My characterization stems from a complete reading of Mr. Naumann’s testimony 39 

in which he lists a litany of issues purportedly significant enough to warrant a 40 

delay or denial of the certificate of public convenience and necessity (“CPCN”) 41 

and other approvals Rock Island is requesting in this proceeding.  While other 42 

Rock Island witnesses address the details of the issues raised by Mr. Naumann, I 43 

read ComEd’s position as requiring that merchant transmission developers have to 44 

resolve nearly every possible uncertainty, undertake and complete every 45 
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necessary study, and even resolve future litigation prior to receiving a CPCN (and 46 

other approvals) from the ICC.  47 

Q. Is the ComEd approach a reasonable position? 48 

A. In my view it is not. What ComEd is basically asking the Commission to do is to 49 

delay (or deny) certificate approval for the Project (and therefore, presumably, 50 

any future similar project) so that the Commission can be assured that other 51 

regulatory bodies, including the regional transmission organizations and 52 

reliability organizations will do their jobs.  In my view the Commission can 53 

reasonably assume that the organizations charged with maintaining reliable 54 

transmission grids, in this case PJM and MISO, will continue to do their jobs and 55 

that any future litigation over cost recovery will result in just and reasonable 56 

transmission rates.  Additionally, the Commission should not require that the 57 

Project be fully subscribed before approval, since such a requirement is not 58 

needed to protect consumers and would be impossible to meet, anyway, as Mr. 59 

Berry discusses.   60 

Q. Do you have specific issues with ComEd’s approach? 61 

A. Yes. Mr. Naumann seems to be suggesting that a Section 8-503 order can only be 62 

granted if the Petitioner uniformly describes and demonstrates the project is 63 

necessary in the Commission proceeding. That is, Mr. Naumann criticizes Rock 64 

Island for stating the obvious fact that if it cannot sell space on the line sufficient 65 

to justify building the line, it will not build the line. (ComEd Ex. 1.0 REV, 66 

17:906-18:916)   67 
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Q. How do you respond to Mr. Naumann’s contention that because the line may 68 

not be built, therefore it cannot be necessary? 69 

A. Mr. Naumann seems to be contending that contracts sufficient to guarantee that a 70 

project is built must be in place prior to granting a request under Section 8-503.  71 

If the Commission accepted this proposed requirement it would have a negative 72 

effect on transmission investment in Illinois.  Merchant transmission owners are 73 

quite different than traditional public utility transmission owners, as Mr. 74 

Naumann recognizes.  Merchant transmission owners operate on competitive 75 

principles not solely public utility principles and Sections 8-406 and 8-503 of the 76 

PUA seem to recognize that market factors can induce transmission investment. 77 

Indeed, through the “promotes the development of an effectively competitive 78 

electricity market” criterion, the PUA contemplates that when such investment 79 

works to support and promote a more competitive market—benefiting the state’s 80 

consumers—Illinois should be open to that investment.  As I note in my direct 81 

testimony, the new PUA criterion is a major change from the past in which a 82 

traditional public utility showing of need was required. (Rock Island Exhibit 4.0, 83 

4:89-5:106)   Allowing investment that opens markets and creates a larger 84 

generation pool will promote the development of a competitive electric market; in 85 

contrast, tying the hands of developers with additional regulatory requirements, 86 

such as Mr. Naumann proposes, only serves to create unnecessary delay and add 87 

unnecessary uncertainty.  Further, as discussed in the rebuttal testimony of Rock 88 

Island witness David Berry, it may not even be possible for a merchant 89 
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transmission developer to satisfy the additional requirements Naumann suggests 90 

prior to receiving a CPCN from the ICC. 91 

Perhaps more importantly, Mr. Naumann’s “wait and see” approach is 92 

unnecessary since it does not provide consumers with any additional protections.  93 

On the one hand Mr. Naumann worries that the Project will not be built, yet on 94 

the other he wants the Commission to impose additional uncertainty on Rock 95 

Island’s regulatory process that may well guarantee that it never gets built.  (See 96 

e.g., ComEd Ex. 3.0 REV., 10:192-197; 12:237-240)   If the Project is not built 97 

because it is not financially viable then customers are shielded from paying for 98 

any costs associated with it.  Mr. Naumann’s proposal provides no additional 99 

protection for consumers under this outcome.  If the Project is built then one can 100 

reasonably assume it is built because it is financially viable; if it is not financially 101 

viable in the judgment of investors and lenders asked to provide the necessary 102 

capital, the capital needed to build the Project will not be forthcoming.  Again, 103 

Mr. Naumann’s approach provides no additional protections under this outcome.  104 

Suppose, however, that the Project is built, and further suppose that, however 105 

unlikely, its owners request rate of return (cost allocation) treatment; such 106 

treatment will only be granted if the asset is deemed necessary or beneficial for 107 

the system. Setting aside the highly speculative nature of this outcome, again Mr. 108 

Naumann’s proposal adds no additional protections for consumers.  109 

Mr. Naumann provides a summary of the planning process and the 110 

requirements needed to show that a line should be included in a regional plan. 111 
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(ComEd Ex. 1.0 REV., 13:257-16:312) This is a detailed and rigorous process 112 

that is overseen by the Federal Energy Regulatory Commission (“FERC”).  That 113 

is, in any hypothetical future scenario in which the Project is proposed to become 114 

part of the regional transmission plan that decision—no matter the reason for the 115 

request—does not lie in the hands of the ICC (though the ICC could be part of the 116 

broader stakeholder review process, as could ComEd).  FERC must make a 117 

decision that is consistent with the public interest and its authority and, if it 118 

allowed conversion of the line to rate regulation, the rates would be just and 119 

reasonable. Once again, Mr. Naumann’s proposal adds no additional protections 120 

for consumers under any outcome in which the Project becomes a candidate for 121 

inclusion in any RTO regional plan.   122 

Under any possible future scenario in which the line is built or not built 123 

the ComEd position would not add any additional protections for consumers that 124 

are not already in place. What ComEd’s proposal does is add additional costs and 125 

uncertainty that, in all likelihood, would result either in higher project costs or 126 

potentially in lost opportunities if future projects cannot be built due to these new 127 

regulatory hurdles ComEd is proposing.  128 

In sum, the ICC should be able to rely on the entities that regulate regional 129 

transmission reliability and the process and procedures that are part of that 130 

regulation in granting the request in this case.  Further, merchant transmission 131 

lines like the Rock Island Project are premised on investors recognizing and 132 

capitalizing on market opportunities, and the ICC is well aware that when private 133 
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investors put up their own money they have a strong incentive not to squander 134 

those resources. In approving Rock Island’s Petition, the Commission can 135 

appropriately take those incentives into account.  Finally, as discussed in the 136 

rebuttal testimony of Mr. Berry, Rock Island has agreed to conditions to the 137 

certificate that protect consumers and the state of Illinois if certain events occur: 138 

Rock Island will not proceed with development until the necessary funding is 139 

obtained and will not seek cost recovery through regional cost allocation without 140 

obtaining further Commission approval.   141 

Q. Do these comments apply to Dr. Gray’s testimony as well?  142 

A. Yes. Dr. Gray claims that need has not been shown and that the project is a “bet 143 

on future demand for wind energy…”. (ILA Ex. 7.0, 5:102-8:162 and 9:181-185) 144 

As with Mr. Naumann’s proposal, Dr. Gray’s concerns, or more accurately the 145 

implications of his concerns—i.e., deny a certificate and other approvals—would 146 

not provide any additional protections for consumers.  As I indicated above, if 147 

sufficient demand does not materialize for the Project it will not be built. That is 148 

not a bet, but rather that is simply how a competitive market operates.  Illinois 149 

consumers are not taking on additional risk, rather as shown in the analysis in my 150 

direct testimony, Illinois consumers will reap additional rewards as a result of this 151 

Project.  In addition, as Mr. Berry discusses, there is a major problem with Dr. 152 

Gray’s (and ComEd’s) position here. How does a merchant sign contracts without 153 

all the necessary regulatory approvals? Dr. Gray calls this a “chicken and egg” 154 

problem, but it is a serious flaw in his analysis.     155 
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III. ROCK ISLAND’S ECONOMIC BENEFITS CALCULATION IS 156 
APPROPRIATE AND SHOULD BE RELIED ON BY THE COMMISSION 157 
 158 

Q. What issues are you addressing in this section?  159 

A. First, I address Mr. Naumann’s attempts to cast doubt on the economic benefit 160 

calculations I presented in my Direct Testimony by claiming that something less 161 

than 100 percent wind should be assumed for the new line. Second, while I do not 162 

take specific issue with Mr. Zuraski’s calculations, which are addressed by Rock 163 

Island witness David Berry in his rebuttal testimony, I believe that my approach 164 

to calculating the economic benefit of the Project is the appropriate method for 165 

the Commission to use.       166 

Q. How do you respond to Mr. Naumann’s discussion of the uncertainties in the 167 

economic benefit calculations? (ComEd Ex. 1.0 REV., 40:767-41:787) 168 

A. What is interesting about his discussion is what Mr. Naumann does not say. Mr. 169 

Naumann does not contend that net economic benefits would not materialize even 170 

if some unspecified amount of non-wind resources—or more accurately, 171 

resources with positive marginal costs—were included in the modeling. He 172 

cannot make such a contention because the modeling assumes rational economic 173 

behavior, that is, only if remote generation resources can bid into PJM at a lower 174 

cost than existing resources would such resources take transport service from the 175 

Project. While Mr. Naumann is correct that one cannot predict with 100% 176 

accuracy what resources will use the line—though, as Mr. Berry discusses, it is 177 

hard to imagine that there would be sufficient non-wind resources in the Project’s 178 

Resource Area seeking to transport their output to Northern Illinois to justify 179 
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building the Project—whatever resources use the line will be lower cost resources 180 

than current or future resources in PJM or those resources will not use the line.  181 

The competitive market demands as much.  Mr. Naumann’s contention does not 182 

change my conclusion that the Project will create positive benefits in Illinois.            183 

Q. How do you respond to the economic benefits analysis presented in Mr. 184 

Zuraski’s testimony? 185 

A. While I offer no opinion on its merits or quantitative results, I have concluded that 186 

the Commission should rely primarily on the analysis I provided in my Direct 187 

Testimony. In addition to the support I provide for that analysis in my Direct 188 

Testimony, several other points need to be addressed. 189 

First, a competitive market analysis should look at the difference between 190 

market outcomes (or equilbria) under various assumptions such as with the line 191 

and without the line which is the approach I used in my Direct Testimony.  That is 192 

a proper market analysis of the value of the line.  Comparing outcomes to 193 

hypotheticals, as Mr. Zuraski does, is a less theoretically sound approach, since 194 

the competitive market, not a theoretical model, will decide which alternatives 195 

actually proceed.   196 

Second, the costs associated with the Project are paid through market-197 

based rates not through a regulated cost of service approach. A revenue 198 

requirements analysis, like Mr. Zuraski’s, is appropriate for a cost of service 199 

project that a traditional utility builds.  It may not be relevant to a merchant 200 
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transmission line like the Rock Island Project.  Mr. Berry discusses this issue 201 

further in his rebuttal testimony.   202 

Third, while this may be an obvious point, it bears stating that a market-203 

based transmission line must be the least-cost approach or the line will not obtain 204 

sufficient contracts to justify building it.  If, for example, shippers could reach 205 

their desired markets using an alternative lower-cost resource they will not sign 206 

contracts.   207 

Fourth, my analysis directly addresses the question raised by Sections 8-208 

406 and 8-503 of the PUA concerning a proposed project’s ability to promote 209 

competitive markets by looking at the net direct economic benefits (lower energy 210 

prices) and the effect on creating a larger regional generation market (by 211 

increasing import capacity).  212 

Fifth, while there is uncertainty in projecting any future benefits, 213 

especially long-term benefits, my analysis focuses on the shorter-term and, 214 

therefore, more certain benefits.  Further, because the Project is not recovering its 215 

costs through rates, there is no risk to ratepayers that the benefits to ratepayers are 216 

lower than the costs they must pay.  The investors who back Rock Island bear that 217 

risk. 218 

Q. Does this complete your prepared rebuttal testimony? 219 

A. Yes. 220 
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