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I. Witness Qualifications 1 

Q. State your name and business address. 2 

A.  My name is Richard J. Zuraski.  My business address is:  Illinois 3 

Commerce Commission, 527 East Capitol Avenue, Springfield, Illinois, 62701. 4 

Q. Are you the same Richard J. Zuraski who provided direct testimony in this 5 

proceeding? 6 

A.  Yes. 7 

II. Purpose and Summary of Testimony 8 

Q. What is the purpose of your rebuttal testimony? 9 

A.  The purpose of my rebuttal testimony is to respond to parts of the rebuttal 10 

testimony of Rock Island Clean Line (“RICL”) witnesses Karl A. McDermott and 11 

David Berry. 12 

III. Response to RICL witness Karl A. McDermott 13 

Q. What is your reaction to the following statement found on page 9, lines 190-14 

196, of Dr. McDermott’s rebuttal testimony? 15 

 First, a competitive market analysis should look at the 16 
difference between market outcomes (or equilbria) under various 17 
assumptions such as with the line and without the line which is the 18 
approach I used in my Direct Testimony.  That is a proper market 19 
analysis of the value of the line.  Comparing outcomes to 20 
hypotheticals, as Mr. Zuraski does, is a less theoretically sound 21 
approach, since the competitive market, not a theoretical model, 22 
will decide which alternatives actually proceed.  (RICL Ex. 4.2, 23 
9:190-096.) 24 

A.  It is not clear what Dr. McDermott means by “competitive market analysis.”  25 

There are many forms of economic analysis concerning competitive markets.  26 

Some concentrate on “market outcomes (or equilibria),” while others concentrate 27 
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of the behavior of economic actors or the structure of the market.  Which type of 28 

analysis should be performed depends on what questions are being asked and 29 

the purpose of the analysis.  In the case of Dr. McDermott’s analysis, the 30 

apparent purpose was to identify the likely difference in electric energy prices 31 

between a world with the Project and a world without the Project.  He was not 32 

attempting to address the likelihood of a world with the Project coming into 33 

existence, and he was not attempting to identify the factors that would impinge 34 

on such likelihood, as was I.   35 

  Dr. McDermott’s focus seems to be due to his contention that “the 36 

competitive market … will decide which alternatives actually proceed.”  (RICL Ex. 37 

4.2, 9:190-196.)  However, this contention is only partially true.  Presently, in this 38 

country, decisions to construct electric transmission lines and power plants are 39 

not the products of unfettered unregulated undisturbed competitive markets.  For 40 

instance, decisions to construct electric transmission lines and power plants are 41 

heavily influenced by government intervention.  In part, the success or failure of 42 

projects is determined by government subsidies and involuntary ratepayer 43 

subsidies.  Thus, it is not unreasonable to pick apart these factors and determine 44 

the extent to which a project is bound to succeed, versus the extent to which it is 45 

bound to fail without additional largesse.  46 

Q. What is your reaction to the following statement found on pages 9-10, lines 47 

197-202, of Dr. McDermott’s rebuttal testimony? 48 

 Second, the costs associated with the Project are paid 49 
through market-based rates not through a regulated cost of service 50 
approach.  A revenue requirements analysis, like Mr. Zuraski’s, is 51 
appropriate for a cost of service project that a traditional utility 52 
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builds.  It may not be relevant to a merchant transmission line like 53 
the Rock Island Project.  Mr. Berry discusses this issue further in 54 
his rebuttal testimony.  (RICL Ex. 4.2, 9-10:197-202.) 55 

A.  First, I do indeed understand that the stated intent of RICL is that “the 56 

costs associated with the Project are paid through market-based rates not 57 

through a regulated cost of service approach.”  Id. I do not question that this is 58 

RICL’s intent, hope, and expectation.  However, even the best-laid plans can go 59 

awry.  In such an instance, RICL might very well beseech the FERC, the 60 

Commission, and/or Illinois and Iowa state legislatures to help get the Project 61 

back on track.  Such assistance could end up costing ratepayers more than what 62 

it would cost if all projects were based solely on the interaction of entrepreneurs 63 

vying against one another in a “competitive market.”  On the other hand, such an 64 

outcome would be less likely if RICL were to make the type of assurances 65 

discussed in the rebuttal testimony of RICL witness Berry.  (RICL Ex. 10.14, 29-66 

30: 695-722.)   67 

  Second, RICL is more likely to seek such non-market assistance if it finds 68 

that it is unable to cover its costs (which in regulatory parlance, we usually call 69 

“revenue requirements”).  This is why I relied on a revenue requirement model in 70 

my analysis.  An axiom in competitive market analysis is that, in the long run, 71 

firms break even (i.e., they cover their costs, including a normal rate of return).  I 72 

fear that this point was not made clear in my direct testimony, but I will make it 73 

now:  I am not suggesting that RICL’s services should or will be priced using a 74 

set of revenue requirement calculations.  Rather, I was using those calculations 75 

in a sensitivity analysis to judge the likelihood that the Project would fail to 76 
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succeed with market-based rates, and hence the likelihood that RICL would seek 77 

a different means of cost-recovery. 78 

Q. What is your reaction to the following statement found on page 10, lines 79 

203-207, of Dr. McDermott’s rebuttal testimony? 80 

 Third, while this may be an obvious point, it bears stating 81 
that a market-based transmission line must be the least-cost 82 
approach or the line will not obtain sufficient contracts to justify 83 
building it.  If, for example, shippers could reach their desired 84 
markets using an alternative lower-cost resource they will not sign 85 
contracts.  (RICL Ex. 4.2, 10: 203-207.) 86 

A.  I agree that the Project must appear to RICL’s potential customers (to the 87 

extent they are profit-seeking enterprises) to be part of profit-maximizing 88 

business plans, in order for RICL to obtain commitments from those potential 89 

customers.  However, what RICL considers “sufficient contracts to justify 90 

building” the Project depends on the risk-taking appetite of RICL’s managers and 91 

investors and RICL’s hopes and expectations for obtaining a bailout if plan A 92 

goes awry.   93 

Q. What is your reaction to the following statement found on page 10, lines 94 

208-212, of Dr. McDermott’s rebuttal testimony? 95 

 Fourth, my analysis directly addresses the question raised 96 
by Sections 8-208 406 and 8-503 of the PUA concerning a 97 
proposed project’s ability to promote competitive markets by 98 
looking at the net direct economic benefits (lower energy prices) 99 
and the effect on creating a larger regional generation market (by 100 
increasing import capacity).  (RICL Ex. 4.2, 10:208-212.) 101 

A.  I take no issue with Dr. McDermott’s conclusion that the Project would 102 

promote competitive markets and, in the short run, may lower energy prices.  The 103 

Project certainty will not weaken competitive markets.  However, the infusion of 104 
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any other set of new generators with or without any other new transmission 105 

projects coming on-line would have similar impacts.   106 

Q. What is your reaction to the following statement found on page 10, lines 107 

213-218, of Dr. McDermott’s rebuttal testimony? 108 

 Fifth, while there is uncertainty in projecting any future 109 
benefits, especially long-term benefits, my analysis focuses on the 110 
shorter-term and, therefore, more certain benefits.  Further, 111 
because the Project is not recovering its costs through rates, there 112 
is no risk to ratepayers that the benefits to ratepayers are lower 113 
than the costs they must pay.  The investors who back Rock Island 114 
bear that risk.  (RICL Ex. 4.2, 10:213-218.) 115 

A.  RICL’s investors may face the brunt of the risk.  However, due to the 116 

potential, discussed above, for RICL to seek government assistance to 117 

resuscitate the Project if it begins to financially falter, it is an overstatement to say 118 

“there is no risk to ratepayers.”   119 

IV. Response to RICL witness David Berry 120 

Q. What is your reaction to the following statement found on page 50, lines 121 

1213-1215 of Mr. Berry’s rebuttal testimony? 122 

Since Mr. Zuraski’s analysis includes the full, lifetime cost of the 123 
Project, it is also appropriate to consider LMP savings and other 124 
benefits over the full useful life of the project.  (RICL Ex. 10.14, 125 
50:1213-1215.) 126 

A.  I do not disagree with the statement.  However, for reasons already 127 

discussed in my direct testimony, I do not believe it is reasonable to assume that 128 

LMP savings will persist over the full useful life of the project.  Lower LMPs 129 

reduce the incentive for investment in new generation.  Less new investment in 130 

new generation places upward pressure on LMPs and capacity prices.  While the 131 

Project’s capacity to deliver an additional 3,500 MW of power to PJM would be 132 
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significant, it is still a fraction of the average annual increase in capacity offered 133 

and accepted in PJM’s capacity auctions over the last 10 years.1 134 

Q. What is your reaction to the following statement found on pages 50-51, 135 

lines 1217-1222 of Mr. Berry’s rebuttal testimony? 136 

Mr. Zuraski’s model assumes Rock Island’s transmission charge is 137 
paid for by ratepayers.  Though this treatment is appropriate for 138 
most transmission lines before the Commission, Rock Island 139 
presents a different circumstance due its participant funding.  Mr. 140 
Zuraski’s model should instead treat Rock Island’s transmission 141 
charge as paid by wind generators because they, not ratepayers in 142 
general, are likely to be Rock Island’s transmission customers.  143 
(RICL Ex. 10.14, 50-51:1217-1222.) 144 

A.  To be a financial success, the costs of the Project and the costs of those 145 

wind farms utilizing the Project must be recovered.  Whether selling directly to 146 

retail customers (who I called “ratepayers”) or indirectly to retail customers 147 

through an intermediaries (such as a utility companies, alternative retail electric 148 

suppliers, or other load serving entities), this condition implies that the costs are 149 

ultimately recovered by retail customers.  Since the analysis is used to determine 150 

what it would take in terms of annual revenues to make the Project -- and the 151 

wind farms tied to the Project – financially viable, I believe this was a reasonable 152 

way of examining the issue. 153 

Q. What is your reaction to the following statement found on page 51, lines 154 

1222-1228 of Mr. Berry’s rebuttal testimony? 155 

There are two important consequences to the model results from 156 
making this change [(i.e., treating RICL’s transmission charges as 157 
paid by wind generators rather than ratepayers)].  First, consumers 158 

                                            
1
 RPM Offers and Commitments by Fuel Type (XLS), posted to PJM web site on 06.25.2013. 

http://www.pjm.com/.../rpm-auction-info/rpm-commitments-by-fuel-type-by-dy.ashx   

http://www.pjm.com/.../rpm-auction-info/rpm-commitments-by-fuel-type-by-dy.ashx
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may have a lower discount rate than wind generators.  Wind 159 
generators’ higher cost of capital reflects the risks involved in 160 
generating energy and purchasing transmission service.  Using the 161 
generators’ higher cost of capital is appropriate since they, not the 162 
ratepayers, take the risks of service on the Project.  Second, wind 163 
generators who buy transmission service can deduct the charge as 164 
an expense on their income taxes. (RICL Ex. 10.14, 51:1222-1228.) 165 

A.  Mr. Berry’s second point (“wind generators who buy transmission service 166 

can deduct the charge as an expense on their income taxes”) is true.  This would 167 

reduce the transmission costs ultimately passed through to retail customers.  168 

However, the annual costs that are ultimately passed through to retail customers 169 

should still be summed using a retail consumer discount rate. 170 

Q. Does this question complete your rebuttal testimony? 171 

A.  Yes. 172 


