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I. Witness Identification 1 

Q. State your name and business address. 2 

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

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

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

proceeding before the Illinois Commerce Commission (“Commission”) on 6 

behalf of the Staff of the Commission (“Staff”)? 7 

A. Yes. 8 

Q. Are there any abbreviations or acronyms that you will use in your 9 

testimony? 10 

A. Yes, as shown below: 11 

Auction Revenue Rights (“ARRs”) 

Commonwealth Edison Company (“ComEd” or “the Company”)  

Federal Energy Regulatory Commission (“FERC”) 

Financial Transmission Rights (“FTRs”) 

Grand Prairie Gateway Transmission Line Project (“GPG” or “the Project”) 

Illinois Power Agency (“IPA”) 

Independent System Operator (“ISO”) 

Load Serving Entity (“LSE”) 

Locational marginal prices (“LMPs”) 

PJM Interconnection, L.L.C. (“PJM”)  

Illinois Public Utilities Act (“PUA” or “Act”) 

Regional Transmission Expansion Plan (“RTEP”) 

Regional Transmission Organization (“RTO”) 

Reliability Pricing Model (“RPM”) 
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Q. Do you refer to any exhibits that accompany your testimony? 12 

A. Yes.  I refer to the following exhibits: 13 

Staff Exhibit 4.1 -- ComEd Response to Staff DR RJZ 2.02 14 

Staff Exhibit 4.2 – ComEd Response to Staff DRs RJZ 1.01 through 1.05 15 

II. Purpose and Summary of Testimony 16 

Q. What is the purpose of your rebuttal testimony? 17 

A. The purpose of my rebuttal testimony is to reply to the rebuttal testimony of 18 

ComEd witnesses Steven T. Naumann, Nora Mead Brownell, Roy J. Shanker, 19 

Laurie J. Oppel, Paul F. McGlynn, Thomas W. Leeming, Kevin Garrido, and 20 

Sherman J. Elliott.   21 

Q. Would you please summarize your rebuttal testimony? 22 

A. The above-listed ComEd witnesses raise various legal, policy, and technical 23 

objections to some of the views and recommendations contained in my direct 24 

testimony.  While the legal arguments are listed in my testimony, to the extent to 25 

which Staff addresses those arguments from a legal perspective, it shall do so 26 

within briefs. 27 

 In addition, ComEd witnesses bring forth in their rebuttal testimony new 28 

estimates of PJM-wide production cost savings and ComEd-zone ARR revenue 29 

changes.  While they were not previously made available to Staff, these new 30 

estimates are relevant to measuring the benefits of the Project.  Staff is not in a 31 

good position to evaluate these new estimates, due to a lack of the necessary 32 

data, software, and other resource limitations.  However, I have no specific 33 
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reasons to doubt the reasonableness of these new estimates.  Assuming these 34 

new estimates to be accurate, I included them in a revised benefit-cost analysis.  35 

That analysis leads to the conclusion that the Project is likely to be cost-36 

beneficial to Illinois consumers by a wide margin.  37 

 While I am not offering a legal opinion, I provide my opinion on whether the 38 

Project meets certain requirements of Section 8-406.1(f) of the PUA, from an 39 

economist’s perspective.  With respect to the requirement of Section 8-406.1(f) 40 

that the Project “promote the public convenience and necessity,” as long as the 41 

word “necessity” is not taken literally, then I believe the record supports such a 42 

finding.  In my view, the record now supports such a finding because the project 43 

on net is expected to be beneficial to Illinois customers.  From the perspective of 44 

my testimony, this result is demonstrated primarily by the benefit-cost analysis.   45 

 ComEd argues that the Project promotes “the public convenience and necessity” 46 

because:  (1) the PUA requires ComEd to join an RTO such as PJM, implying the 47 

ICC should defer all transmission planning decisions to PJM; (2) maintaining 48 

ARR feasibility is part of a national energy strategy that will be beneficial to 49 

customers in the long run; (3) adding transmission capacity reduces congestion, 50 

which lowers costs, which is beneficial to customers; and (4) even though 51 

benefit-cost analysis should not be used, if it is used, it shows that the Project is 52 

beneficial to consumers.  To the extent to which Staff addresses the first point 53 

(about the PUA’s requirement that ComEd join an RTO) from a legal perspective, 54 

Staff will do so in its briefs.  With respect to the second point, I remain skeptical 55 

that customers will benefit in the long-run from maintaining ARR feasibility in all 56 
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circumstances.  While I do not totally dismiss this general and far-reaching 57 

theory, for purposes of evaluating this Project I discount it in favor of more direct 58 

evidence that the Project, on net, will be beneficial.  With respect to ComEd’s 59 

third point, I do not dispute that the Project will add transmission capacity, reduce 60 

congestion, and lower production costs as well as the cost to serve ComEd Zone 61 

load.  However, where I would compare such benefits to the costs of the Project, 62 

ComEd witnesses argue that such comparisons are unwise and outside the 63 

jurisdiction of the Commission.  With respect to ComEd’s fourth point, I still 64 

believe that a benefit-cost approach provides useful insights on whether the 65 

Project is expected to be beneficial to customers; and my revised analysis 66 

supports such a finding.  67 

 I also offer a non-legal opinion, as an economist, on whether “the Project will 68 

promote the development of an effectively competitive electricity market that 69 

operates efficiently, is equitable to all customers, and is the least cost means of 70 

satisfying those objectives,” as required by Section 8-406.1(f) of the PUA.  71 

ComEd witnesses argue that the project promotes a competitive electricity 72 

market that operates efficiently, is equitable to all customers, and is the least cost 73 

means of satisfying those objectives because:  (1) the PUA requires ComEd to 74 

join an RTO such as PJM, implying the ICC should defer all transmission 75 

planning decisions to PJM; (2) maintaining ARR feasibility is part of a national 76 

energy strategy that will promote the development of an effectively competitive 77 

electricity market that operates efficiently, is equitable to all customers, and is the 78 

least cost means of satisfying those objectives, in the long run; (3) adding 79 
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transmission capacity reduces congestion, which is inherently pro-competitive 80 

and pro-efficiency; (4) adding transmission capacity improves the degree to 81 

which market participants can hedge, which is pro-competitive and pro-efficiency; 82 

(5) the Project will promote efficient entry and exit, which is pro-competitive and 83 

pro-efficiency; (6) the Project will send efficient price signals, which is pro-84 

competitive and pro-efficiency; and (7) the Project will minimize transaction costs, 85 

which is pro-competitive and pro-efficiency.  To the extent to which Staff 86 

addresses the first point (about the PUA’s requirement that ComEd join an RTO), 87 

Staff will do so in its briefs.  With respect to the second point, I remain skeptical 88 

that maintaining ARR feasibility is as crucial a component of a competitive, 89 

efficient, and fair electricity market as ComEd witnesses insist.  While I do not 90 

totally dismiss this general and far-reaching theory, I would discount it for 91 

purposes of evaluating this Project in favor of more direct evidence that the 92 

Project will enhance competition, efficiency, or fairness.  Unfortunately, ComEd 93 

has not provided any such direct evidence.  For instance, ComEd has not 94 

estimated how the Project will affect the number of generating firms, market 95 

shares or other concentration indices, or the “three pivotal supplier test,” which is 96 

used by the PJM market monitor to identify the existence of market power in local 97 

markets created by transmission constraints.   With respect to ComEd’s third 98 

point, I do not dispute that the Project will add transmission capacity and reduce 99 

congestion and that the absence of congestion is inherently pro-competitive.  100 

Similarly, with respect to ComEd’s fourth point, I also do not dispute that the 101 

Project will improve the degree to which market participants can hedge.  102 
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However, any and all transmission projects would have such favorable effects.  103 

What is lacking, in my view, is evidence showing that the effects would be 104 

anything more than de minimis in this particular case with this particular Project.  105 

With respect to ComEd points (5), (6), and (7), I can agree that efficient entry and 106 

exit, efficient price signals, and low transaction costs are all conducive to 107 

competition or efficiency.  However, ComEd has failed to establish any link 108 

between these features and the Project.  To summarize, the “evidence” of the 109 

Project promoting competition or efficiency is in some instances legal argument, 110 

in other instances broadly theoretical assertions, in other instances not 111 

quantified, and in other instances asserted without any supporting data or 112 

argument.  Therefore, while I have no reason to believe that the Project will work 113 

against the objective of promoting an effectively competitive electricity market 114 

that operates efficiently, and is equitable to all customers, I am not convinced 115 

that the impact of the Project on this PUA objective would be anything more than 116 

de minimis. 117 

III. ComEd arguments why the Commission should defer to PJM and FERC 118 

A. Legal reasons 119 

Q. Do any ComEd witnesses take the position that the Commission cannot or 120 

should not second-guess the decisions of PJM or FERC? 121 

A. Yes.  For example, Mr. Elliot testifies concerning my position that approval of the 122 

Project by PJM and the FERC does not ensure that the Project meets the criteria 123 

set forth in the PUA.  He opines that my “arguments are jurisdictionally 124 

misplaced.” (ComEd Ex. 11.0, 10-11.)  He explains: 125 



 Docket No. 13-0657 
Staff Exhibit 4.0 

7 

Mr. Zuraski’s arguments … suggest that somehow PJM is subject 126 
to ICC approval for its transmission expansion plans, when in fact it 127 
is FERC’s approval that is necessary.  These are not practices and 128 
policies at issue here; they are FERC approved tariffs that have the 129 
force of law.   130 

 Id., 10 131 

The FERC approved RTEP process is designed to promote the 132 
development of an effectively competitive electricity market that 133 
operates efficiently and that is equitable to all customers.  To the 134 
extent that the Staff of the ICC does not agree with whether the 135 
FERC-approved RTEP process promotes an effectively competitive 136 
electricity market that operates efficiently and that is equitable to all 137 
customers, the arguments, both for and against, properly reside 138 
before the FERC, not at the ICC. 139 

 Id., 11 140 

 Mr. Naumann opines that, because Section 16-126 of the PUA requires ComEd 141 

to be a member of an ISO or an RTO, and PJM is an RTO, any decisions by PJM 142 

should be off limits to the Commission or should at least be “presumed to meet 143 

the requirements of Section 8-406.1(f).”  (ComEd Ex. 9.0 CORR., 10-11.)  In 144 

relation to the policy of ensuring the long-run feasibility of Stage 1A ARRs, he 145 

further notes that PJM is just following the dictates of the FERC. 146 

 Dr. Shanker agrees with Mr. Naumann.  He finds “harmony” between the PJM 147 

RTEP criteria and “relevant statements in the Illinois statutes.”  (ComEd Ex. 12.0, 148 

9.)  In particular, Dr. Shanker cites the PUA requirement that ComEd become a 149 

member of an ISO or RTO “to facilitate the development of an open and efficient 150 

marketplace for electric power and energy to the benefit of Illinois consumers.”  151 

Id., 9 (quoting 220 ILCS 5/16-126).  Thus, according to Dr. Shanker, the 152 

Commission must accept all decisions by PJM and should simply determine if 153 
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ComEd is acting in compliance with those PJM decisions.  To do otherwise, 154 

according to Dr. Shanker, would create “a logical Catch 22 with respect to the 155 

direction in the Illinois statutes to join an RTO that engages in transmission 156 

planning functions.”  Id., 19.  157 

Q. How do you respond to the above-summarized view that the Commission 158 

cannot or should not second-guess the decisions of PJM or FERC? 159 

A. As stated above I am not an attorney, and legal arguments will be addressed in 160 

briefs.  However, I cannot help but notice that the ComEd witnesses cited above 161 

are reading language into the PUA that simply does not exist.  It would have 162 

been convenient if Section 8-406.1(f) included a statement along the following 163 

lines:  “If the utility is a member of a Regional Reliability Organization, and the 164 

Commission finds that the Project is endorsed by that Regional Reliability 165 

Organization, the Commission shall find that the Project:  will promote the public 166 

convenience and necessity; is necessary to provide adequate, reliable, and 167 

efficient service to the public utility's customers, and is the least-cost means of 168 

satisfying the service needs of the public utility's customers; and will promote the 169 

development of an effectively competitive electricity market that operates 170 

efficiently, is equitable to all customers, and is the least cost means of satisfying 171 

those objectives.”  However, given the absence of such statutory guidance, I find 172 

it difficult to accept that the requirements of Section 8-406.1(f) can be satisfied by 173 

relying solely on PJM’s endorsement of a Project.  Indeed, Section 16-126.1 itself 174 

states explicitly that other than the requirement to not prohibit membership in an 175 
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RTO, “[n]othing in this Section limits any authority the Commission otherwise has 176 

to regulate that electric utility.” 220 ILCS 5/16-127.   177 

B. Other ComEd reasons  178 

Q. Do ComEd witnesses provide any other reasons why the Commission 179 

should regard PJM’s decision to approve the Project -- in order to eliminate 180 

Stage 1A ARR infeasibilities -- as sufficient to establish that the Project will 181 

promote an effectively competitive electricity market that operates 182 

efficiently, is equitable to all customers, and is the least cost means of 183 

satisfying those objectives?  184 

A. Yes.  Several ComEd witnesses explain how, in their view, PJM’s approach to 185 

dealing with Stage 1A ARR infeasibilities is consistent with promoting an 186 

effectively competitive electricity market that operates efficiently, is equitable to 187 

all customers, and is the least cost means of satisfying those objectives.  188 

 Dr. Shanker acknowledges that State regulators have an important role in siting 189 

transmission facilities.  (ComEd Ex. 12.0, 4.)  However, he opines, to function 190 

reliably and support an efficient and effective competitive electric power market, 191 

the transmission system cannot be effectively planned on a state-by-state basis.  192 

Id.  Dr. Shanker recounts the five “high level” criteria employed in the RTEP 193 

process:  reliability; market efficiency; operational performance; meeting public 194 

policy requirements; and addressing congestion physically and financially.  Id., 5.  195 

He testifies that, while “market efficiency” is one of these five criteria, this fact 196 

does not mean that the other four criteria are unrelated to market efficiency.  197 
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According to Dr. Shanker, the five criteria both singularly and collectively fit 198 

together into an overall transmission expansion plan that supports the goals of 199 

reliability, competitive markets, and efficient development.  Id., 6.  200 

 Dr. Shanker also implies that the very existence of PJM as an RTO (and 201 

therefore any and all benefits that can be attributed to PJM), is due to a founding 202 

“bedrock principle” that the RTO would maintain “a tight, directed, relationship 203 

between preserving access from traditional generation resources to zonal load 204 

via financial transmission rights (FTRs) as the system moved from a physical 205 

rights model to one based on financial rights.”  Id., 8.  He says he would call this 206 

“bedrock principle” a “deal breaker” in the establishment of PJM.  Id.  Throughout 207 

the evolution of the system of FTRs and ARRs, in Dr. Shanker’s view, “was the 208 

explicit intent to maintain the essence of the basic bargain, that a party could (to 209 

the extent the physical rights had been simultaneously feasible) rely on receiving 210 

an allocation of ARRs such that they could always replicate their ‘going in’ 211 

position with respect to congestion.”  Id., 20. 212 

 Along similar lines, Ms. Brownell recounts that during the evolution of RTOs, 213 

market participants began asserting that the lack of long-term financial 214 

transmission rights created uncertainty for those who wanted to procure supplies 215 

on a long-term basis, made it more difficult to finance long-term power supply 216 

contracts, made it difficult for forward energy markets to form and could act as a 217 

barrier to investment of new generation.  (ComEd Ex. 10.0, 7-8.)  She notes that 218 

the Energy Policy Act of 2005 directed FERC to facilitate the planning and 219 

expansion of transmission facilities to meet the needs of load-serving entities and 220 
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enable load-serving entities to secure financial or otherwise tradable 221 

transmission rights on a long-term basis.  Id., 8.  Ms. Brownell asserts that in 222 

FERC’s rulemaking to implement that law, FERC wanted the long-term 223 

transmission right process to be compatible with the market designs being used 224 

in the RTOs and in particular, identified the need to retain the advantages of 225 

market-driven congestion management.  Id., 8.  She implies that she and her 226 

FERC colleagues “also sought to balance the needs of all users in the region and 227 

in response to fears of some commenters that the new rule would result in a 228 

drastic redistribution of transmission rights.”  Id., 9.   229 

Q. How do you respond to the above-summarized arguments why PJM’s 230 

approach to dealing with Stage 1A ARR infeasibilities are consistent with 231 

promoting an effectively competitive electricity market that operates 232 

efficiently, is equitable to all customers, and is the least cost means of 233 

satisfying those objectives? 234 

A. I agree that the efficiency of the electric grid is liable to be greater when it is 235 

planned and operated on a multi-state scale as opposed to a state-by-state 236 

scale.  I also agree that reducing constraints within the grid is conducive to 237 

competition and increasing gains from trade.  I can neither affirm nor refute the 238 

apparent belief by Dr. Shanker and Ms. Brownell that granting and preserving 239 

access from traditional generation resources to zonal load via long-term financial 240 

transmission rights is the glue that has held PJM together (or at least a very 241 

important component of that glue).  242 
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 Beyond that, the ComEd witnesses present little more than an assertion or a 243 

heuristic theory that preserving Stage 1A ARR feasibility -- in the manner 244 

described in PJM’s operating agreement -- is a crucial element of a national 245 

energy policy that will have the long-run effect of ensuring the existence of a 246 

competitive, efficient, and equitable electricity market.  It is probably impossible 247 

to test such a theory.  Instead, these witnesses urge the Commission to trust 248 

their judgment and believe that the theory is sound and the national energy policy 249 

is compatible with the PUA, including but not limited to Sections 8-406.1 and 8-250 

503.   251 

Q. In principle, is the least-cost means of serving load assured by maintaining 252 

“the essence of the basic bargain, that a party could … rely on receiving an 253 

allocation of ARRs such that they could always replicate their ‘going in’ 254 

[historical] position with respect to congestion,” regardless of the costs 255 

and benefits of maintaining that basic bargain? 256 

A. No.  Underlying cost structures can change over time, altering the comparative 257 

advantage of suppliers.  Thus, even if we assume that the initial “going in” 258 

positions were optimal, there is no guarantee that they remain so.  Furthermore, 259 

while maintaining or increasing transmission capacity certainly has benefits, they 260 

are not infinite in value.  Surely, even ComEd’s witnesses would agree that there 261 

must be a hypothetical point at which the costs of such upgrades are so 262 

obviously in excess of the benefits that maintaining or increasing transmission 263 

capacity becomes irrational.  Whether, on a practical level, such a point has been 264 

reached in this instance, is another question.  At least to some extent, it is a 265 
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question that can be assessed through a careful examination of benefits and 266 

costs. 267 

Q. Does ComEd present any evidence demonstrating the degree to which this 268 

specific Project will promote an effectively competitive electricity market? 269 

A. No.  ComEd has not presented any evidence demonstrating the degree to which 270 

the Project will promote an effectively competitive electricity market.  For 271 

instance, in terms of market structure, they appear to have made no effort to 272 

estimate the impact of the Project on the number of generating firms, market 273 

shares or other concentration indices, or the “three pivotal supplier test,” which is 274 

used by the PJM market monitor to identify the existence of market power in local 275 

markets created by transmission constraints.  Instead, Dr. Shanker maintains:  276 

“While ComEd has not conducted a[ny] market share analyses, it would seem 277 

true by inspection that any metrics related to market concentration would have to 278 

improve.”  (ComEd Ex. 12.0, 15)  It was due to the lack of any such evidence that 279 

I said in my direct testimony:  “I see no evidence in this case to suggest that that 280 

the Project will have a noticeable impact on competition.”  (Staff Ex. 1.0, 6:152-281 

154.) 282 

IV. Benefit-cost analysis in the context of the Stage 1A ARR  283 

A. ComEd legal reasons to reject all benefit-cost analyses 284 

Q. Do any ComEd witnesses criticize your use of a benefit-cost analysis on 285 

the basis that neither FERC nor PJM require a benefit-cost analysis for 286 

evaluating transmission expansion projects that address Stage 1A ARR 287 

infeasibility?   288 
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A. Yes.  Mr. Naumann and Ms. Brownell note that, in FERC Docket RM06-8-000, 289 

FERC specifically rejected arguments raised by the MISO that RTOs should 290 

apply a benefit-cost test to new transmission projects that ensured the feasibility 291 

of long- term transmission rights (called Stage 1A ARRs in PJM).  (ComEd Ex. 292 

9.0 CORR., 11; ComEd Ex. 10.0, 10.)   293 

 Mr. Elliot states:  294 

Mr. Zuraski’s comment that he does not believe that the Project 295 
should be considered part of a least cost strategy for promoting an 296 
effectively competitive electricity market because the costs of the 297 
Project exceed its benefits should more properly have been raised 298 
at the FERC, before the tariffs were approved, [footnote omitted] 299 
as an objection to either PJM’s RTEP process in general or PJM’s 300 
2012 RTEP specifically.  The objection is not properly made here at 301 
the ICC once the project has been accepted and included in the 302 
plan. 303 

 (ComEd Ex. 11.0, 10, (emphasis original).) 304 

 Mr. Elliot also testifies that, to the best of his knowledge, the Commission did not 305 

propose any benefit-cost tests in comments to the FERC in FERC Docket RM06-306 

8-000.  Id., 12 307 

Q. Is FERC’s rejection of benefit-cost analysis in the context of long- term 308 

transmission rights a valid reason for rejecting the use of a benefit-cost 309 

analysis in this proceeding? 310 

A. Since I am not an attorney, I will not opine on whether FERC’s conclusions about 311 

benefit-cost analysis in one context are legally binding on the Commission in this 312 

proceeding.  Similarly, I will not opine on whether the Commission, by not taking 313 

a particular position in FERC Docket RM06-8-000, forever gave up its right to 314 
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compare the benefits and costs of specific transmission projects in the context of 315 

ICC transmission siting proceedings.  To the extent to which Staff addresses 316 

these legal issues, it shall do so within briefs.   317 

B. Other ComEd reasons to reject all benefit-cost analyses  318 

Q. Do ComEd witnesses provide any other reasons why the Commission 319 

should reject using any benefit-cost approach to evaluate the Project? 320 

A. Yes.  For instance, Dr. Shanker opines that the benefit-cost approach focuses on 321 

only one dimension of market efficiency “outside of the broader context of the 322 

RTEP and the RTEP process” and the “much broader context and set of planning 323 

objectives and constraints that the RTEP process is designed to address.”  324 

(ComEd Ex. 12.0, 11.)  He also testifies that, by improving the ability of suppliers 325 

to hedge against exposure to transmission congestion between traditional 326 

resources and their loads, the Project “vindicates established market parameters 327 

and tariff mandates and is pro-competitive without regard to a cost-benefit test 328 

like Mr. Zuraski‘s.”  Id., 14-15   329 

Q. How do you respond to the above-summarized reasons why the 330 

Commission should reject using any benefit-cost approach to evaluate the 331 

Project? 332 

A. Essentially, Dr. Shanker argues that any attempt to consider specific benefits or 333 

costs of a Project would blind the Commission to the big picture, as envisioned 334 

by the RTEP.  Instead, Dr. Shanker urges the Commission to trust the judgment 335 

of FERC and PJM and to simply assume that the RTEP is entirely compatible 336 



 Docket No. 13-0657 
Staff Exhibit 4.0 

16 

with the Illinois PUA, including but not limited to Sections 8-406.1 and 8-503.  337 

However, Dr. Shanker’s big picture policy perspective does not specifically 338 

address the impact of the GPG Project.  For instance, it does not show that the 339 

Project’s impact on competition will be anything other than de minimis.  340 

Q. Do any ComEd witnesses misinterpret your testimony concerning the role 341 

of benefit-cost analysis in this case? 342 

A. Yes.  For example, Mr. Naumann states: 343 

Mr. Zuraski opines that, under Illinois law, a project like GPG can 344 
only be found to promote the development of an effectively 345 
competitive electricity market that operates efficiently if it passes a 346 
particular benefit-cost test, that is only if the specific set of benefits 347 
of the Project that Mr. Zuraski considers exceed the costs of the 348 
Project as he  defines them. (Staff Ex. 1.0 at 8:187-190, 11:269-349 
275).  Based on the benefit and cost data Mr. Zuraski used, he 350 
concluded that the Project was not cost-beneficial and, therefore, in 351 
his view was not shown to promote the development of an 352 
effectively competitive electricity market.  353 

 (ComEd Ex. 9.0 CORR., 12-13: 260-267.) 354 

 To clarify my position, although I am not an attorney and I am not attempting to 355 

offer a legal opinion, I do not think that a project like GPG can only be found to 356 

promote the development of an effectively competitive electricity market that 357 

operates efficiently if it passes a particular benefit-cost test.  As an economist, 358 

my reliance on benefit-cost analysis was directed more toward examining 359 

whether the project would promote the “public convenience and necessity,” as I 360 

understand those terms.  However, even for that purpose, I would not consider 361 

an explicit benefit-cost analysis to be definitive, if there are sufficient other 362 

difficult-to-quantify but nevertheless credible reasons supporting the project.   363 
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 The primary reason why I did not agree with the Company’s contention that the 364 

project would promote the development of an effectively competitive electricity 365 

market was the relative lack of supporting evidence from ComEd in its direct 366 

testimony.  There were no studies showing how the Project would change the 367 

market.  There were no claims that it would reduce market concentration, 368 

increase the number of suppliers, reduce price mark-ups, reduce the degree to 369 

which offer capping would have to be employed to offset market power.  Instead, 370 

the Company’s entire position was based on the assertion that Stage 1A ARR 371 

feasibility is the “linchpin” in a mechanism that not only protects native load 372 

customers from the consequences of congestion and provides a price hedge, but 373 

that is also necessary to keep the competitive market functioning efficiently and 374 

fairly. (ComEd Ex. 1.0, 13.)  ComEd has attempted to bolster the above position 375 

in its rebuttal testimony, where, still in lieu of any direct evidence addressing the 376 

impact of the Project on competition and efficiency, ComEd witnesses present 377 

the theory that PJM’s approach toward Stage 1A ARR is a crucial aspect of the 378 

RTEP and a national policy that ultimately will have the long-run effect of 379 

ensuring a competitive, efficient, and equitable electricity market.  However, as 380 

noted above, such a big picture policy perspective does not specifically address 381 

the impact of the GPG Project.  It does not show that the Project’s impact on 382 

competition will be anything other than de minimis.   383 

C. ComEd reasons to reject Staff’ benefit-cost analysis 384 

Q. Do ComEd witnesses provide any reasons why the Commission should 385 

reject using the specific benefit-cost approach described in your direct 386 
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testimony?  387 

A. Yes.  Several witnesses testify that, even if the Commission were to rely on a 388 

benefit-cost approach, the analysis and results that I presented in my direct 389 

testimony contain various flaws.   390 

Q. ComEd witnesses Naumann, Shanker, and McGlynn object to your use of 391 

Illinois production cost savings rather than PJM-wide production cost 392 

savings.  (ComEd Ex. 9.0 CORR., 16-20; ComEd Ex. 12.0, 26; and ComEd 393 

Ex. 14.0, 4.)  How do you respond to that objection?  394 

A. I agree with the objection.  Indeed, I think it is a red herring largely of ComEd’s 395 

own making.  I only used Illinois production cost savings because ComEd 396 

informed the Staff that it did not have any estimates of PJM-wide production cost 397 

savings (ComEd Response to Staff DR RJZ 2.02, attached as Staff Exhibit 4.1), 398 

and Staff lacks the resources to create its own estimates.  In its rebuttal 399 

testimony, I see that ComEd finally has provided its own estimates of PJM-wide 400 

production cost savings.  I will return to those estimates later.  401 

Q. ComEd witnesses Naumann and Shanker, while clearly rejecting the need 402 

to estimate the benefits of the Project, seem to prefer using a “Net Load 403 

Savings metric” instead of system-wide production cost savings.  Do you 404 

agree?  405 

A. I see value in examining the cost effectiveness of the Project from both an 406 

Illinois-centric perspective, as well as a broader, PJM-wide perspective.   407 
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PJM-wide production cost savings represent benefits from a broad perspective of 408 

cost minimization, while ComEd Zone LMP savings can be considered a good 409 

starting place for measuring the benefits of the Project to Illinois consumers.  410 

However, an Illinois-centric measure should also take in into account the change 411 

in ARR revenues that is expected to accompany the reduction in congestion due 412 

to the Project.  Indeed, it was my intention to measure the Illinois-centric benefits 413 

of the Project by subtracting from the ComEd Zone LMP savings the expected 414 

reduction in ARR revenues to ComEd Zone LSEs, and to present the results in 415 

my direct testimony.  To that end, Staff asked ComEd for an estimate of the 416 

change in ARR revenue due to the Project, but was told the information did not 417 

exist.  (For example, see ComEd Responses to ICC Staff DRs RJZ 1.01 through 418 

1.05, attached as Staff Exhibit 4.2.)  Therefore, I was forced to limit my analysis 419 

to the Illinois production cost data that ComEd provided.  While estimates of ARR 420 

revenue reductions were unavailable when Staff requested them, ComEd 421 

produces such estimates in the rebuttal testimony of Mr. Naumann and Ms. 422 

Oppel. 423 

 Mr. Naumann clearly eschews any attempt to measure the benefits of the 424 

Project.  (ComEd Ex. 9.0 CORR., 22: 470-471)  Nevertheless, if compelled to 425 

provide a measure of the Illinois-centric benefits of the Project, it appears that he 426 

would endorse the method noted above:  subtract from ComEd Zone LMP 427 

savings the expected reduction in ARR revenues to ComEd Zone LSEs.  This is 428 

what he refers to as the “Net Load Savings metric.”  Id., 30: 636-642.  429 
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 Dr. Shanker also opposes any attempt to measure the benefits of the Project, but 430 

“for the sake of argument” states:  “If one were in a position of justifying the best 431 

overall allocation of societal resources, use of a production cost metric is a 432 

reasonable (though incomplete as proposed) benefits function.”  (ComEd Ex. 433 

12.0, 26: 519-521.)  However, he continues, “that is not the case here,” 434 

explaining:   435 

Mr. Zuraski is standing in the shoes of the Illinois PJM customers, 436 
and should be representing their interests in any determination 437 
made by the ICC. Wearing that hat, the right benefit metric would 438 
be the expected reduction in payments by PJM Illinois load (i.e., 439 
load in the ComEd zone) for energy and capacity over time. 440 
Presumably PJM, FERC, or the federal government in aggregate 441 
would be the more appropriate entity to take on a societal 442 
perspective, if necessary. 443 

 Id., 26: 522-527. 444 

 As an economist, I see value in examining the cost effectiveness of the Project 445 

from both an Illinois-centric perspective, as well as a broader PJM-wide 446 

perspective.  447 

Q. Mr. Naumann points out that production costs represent costs incurred by 448 

generators, including “infra-marginal” generators, which do not set energy 449 

market prices (LMPs).  How do you respond? 450 

A. Mr. Naumann is correct, and it makes good economic sense to pay each 451 

generator market-clearing marginal prices rather than its own production costs, 452 

as a means of incentivizing firms to invest in new generating facilities.  On the 453 

other hand, in this docket, the Commission is not deciding what type of pricing 454 

mechanism should be used within PJM.  The Commission is deciding whether a 455 
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transmission project should be built.  From the perspective of cost minimization 456 

within PJM, the relevant benefits metric is the change in production costs.   457 

Q. ComEd witness Naumann objects that you did not take into account the 458 

reduction in energy losses due to the Project.  How do you respond? 459 

A. If measuring benefits using LMP savings, the marginal cost of energy losses is 460 

included in LMPs.  Hence, it would be double-counting to add the cost of energy 461 

losses a second time.  If measuring benefits using production costs, reductions in 462 

energy losses are already accounted for as reductions in generation quantities, 463 

so again it would be double-counting to add the cost of energy losses a second 464 

time.  465 

 On the other hand, as pointed out by Mr, Naumann, a reduction in energy losses 466 

may have an indirect impact on costs to the extent to which the reduction in 467 

losses enables PJM to reduce its purchases of “capacity” services through PJM’s 468 

Reliability Pricing Model auctions.  Mr. Naumann provides an estimate of such 469 

capacity savings in his rebuttal testimony.  (ComEd Ex. 9.0 CORR., 32)  These 470 

capacity cost savings estimates amount to approximately 1% of ComEd’s PJM-471 

wide production cost savings.  I have no objection to including these estimates in 472 

the benefit cost analysis; and the revised benefit-cost results presented further 473 

below include these savings.  474 

Q. ComEd witness Naumann (ComEd Ex. 9.0 CORR., 24), objects because you 475 

counted 100% of the Project’s costs instead of the fraction of those costs 476 

that would be recovered from ComEd Zone LSEs.  How do you respond to 477 
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that objection?  478 

A. If using PJM-wide production cost savings as a measure of benefits, it is 479 

appropriate to compare them to 100% of the Project costs.  If, instead, one wants 480 

to focus on the impact of the Project on Illinois retail customers, then it is more 481 

appropriate to use the portion of costs that is likely to be recovered from those 482 

customers.  As I noted further above, I see value in examining both perspectives.  483 

As such, I will show both sets of benefit-cost numbers, further below. 484 

Q. What is the fraction of Project costs that would be recovered from ComEd 485 

Zone LSEs? 486 

A. According to Mr. McGlynn, 92.99% of the cost of the GPG Project will be 487 

allocated to customers in the ComEd zone.  Mr. Naumann suggests reducing 488 

that by 3.31% to account for wholesale municipal customers, apparently because 489 

they are not subject to ICC jurisdiction.  (ComEd Ex. 9.0 CORR., 24.)  Mr. 490 

Garrido takes both of these adjustments into account in his restatement of 491 

Project costs.  (ComEd Ex. 17.0, 5-7.)  As for the additional reduction of 3.31%, 492 

that would not only apply to Project costs but also to benefits received by LSEs in 493 

the ComEd Zone.  Hence, it does not affect the benefit-to-cost ratio.   494 

Q. ComEd witnesses Naumann (ComEd Ex. 9.0 CORR, 25: 527-540) and 495 

Garrido (ComEd Ex. 17.0, 4-5) object that you included the recovery of 496 

income taxes in your computation of how the costs of the Project would be 497 

recovered by ComEd.  How do you respond to that objection? 498 
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A. This is similar to the issue of whether 100% of Project costs should be counted or 499 

just the level that is to be recovered from ComEd Zone customers.  If attempting 500 

to compute net benefits of the Project from a broad perspective of the public, I 501 

agree with the ComEd witnesses who say that income taxes should be left out of 502 

the equation.  At least in principle, any additional income taxes will be used to 503 

provide government services or a reduction in other taxes of equal value to the 504 

public.   505 

 On the other hand, if we are focusing on the Illinois-centric perspective of the 506 

public, then arguably, one should examine the degree to which the additional tax 507 

revenues increase the provision of government services or reduce other taxes to 508 

Illinois electricity consumers.  At the extremes, that could be anywhere from zero 509 

to 100% of the tax revenues.  I believe it is reasonable to separately present both 510 

extremes, with the understanding that the truth is probably somewhere in 511 

between.   512 

Q. Mr. Garrido objects to one of the three discount rates that you employed 513 

for purposes of your benefit cost computations.  In particular, he testifies 514 

that “one should not use a discount rate of zero.” (ComEd Ex. 17.0, 7: 122-515 

127.)  Why did you present your benefit-cost results with an assumed 516 

discount rate of zero?  517 

A. I presented my results using discount rates of 0%, 3.53%, and 7.73% primarily 518 

because ComEd witness Oppel, in her direct testimony, presented all of her 519 

present value computations using these three discount rates.  While she did not 520 
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explicitly refer to a discount rate of 0%, she did present the simple sum of her 521 

benefit computations, and a simple sum over time is identical to a present value 522 

with a 0% discount rate.  In essence, using a 0% discount rate is like assuming 523 

policy makers have no time preference for obtaining net benefits sooner rather 524 

than later and whoever obtains those net benefits does not reinvest them.  The 525 

higher the discount rate, the greater the preference to obtain net benefits sooner 526 

rather than later and/or the greater the opportunity cost of the funds invested.  527 

The opportunity cost of the funds invested is the alternative return on investment 528 

that can be obtained.  In general, I believe policy makers should have access to 529 

a broad range of information, including discounted value calculations based on a 530 

broad range of discount rates. 531 

V. Unquantified Benefits 532 

Q. Mr. Naumann testifies that your benefit-cost test ignores factors affecting 533 

market efficiency, “including promoting efficient entry and exit, sending 534 

efficient price signals, permitting efficient hedging, and minimizing 535 

transaction costs.”  How do you respond? 536 

A. My benefit-cost test was intended to examine whether the Project is expected to 537 

be a cost effective use of resources and whether, in that sense, it will promote 538 

the public convenience and necessity.  It was not intended to address these 539 

other issues.  However, I have acknowledged that the Project will add 540 

transmission capacity, which will increase the degree to which market 541 

participants can hedge against price difference between nodes.  It is perfectly 542 

reasonable for the Commission to factor that into its evaluation of the Project.  I 543 
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would also agree that promoting efficient entry and exit, sending efficient price 544 

signals, and minimizing transaction costs are all things that are conducive to 545 

efficiency.  On the other hand, Mr. Naumann has not shown, and I do not see, 546 

that the Project:  will promote efficient entry and exit; will send efficient price 547 

signals; or will minimize transactions costs.   548 

Q. ComEd is planning to erect double-circuit capable and triple-circuit capable 549 

poles rather than poles that can only accommodate single circuits.  Mr. 550 

Naumann and Mr. Leeming testify that your benefit-cost analysis does not 551 

account for the additional benefits associated with building in the 552 

additional capability in the form of lower long-term costs, flexibility and 553 

optionality.  How do you respond? 554 

A. It is true that my benefit-cost analysis does not account for such benefits, but 555 

ComEd presented no analysis attempting to quantify them.  556 

Q. Mr. Naumann and Mr. Leeming testify that your benefit-cost analysis does 557 

not account for reliability, operational and resiliency benefits.  How do you 558 

respond? 559 

A. It is true that my benefit-cost analysis does not account for such benefits, but 560 

ComEd presented no analysis attempting to quantify them.  561 

Q. Mr. Naumann, Mr. Garrido, and Mr. Leeming testify that you improperly 562 

assumed that the additional transmission assets would entail additional 563 

maintenance costs because Mr. Leeming had earlier testified to just the 564 

opposite.  How do you respond? 565 
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A. It is true that I included an allowance for increased maintenance costs in my 566 

benefit-cost analysis, despite Mr. Leeming’s direct testimony.  I did so for the 567 

following reason.  Mr. Leeming originally said that when one of two existing 568 

transmission lines are out of service, it “hinders and limits ComEd’s ability to 569 

perform maintenance work, and increases maintenance costs.”  (ComEd Ex. 2.0, 570 

13.)  To me, that does not imply that, with a new transmission line, the net 571 

change in maintenance costs would be negative.  To see why, assume that the 572 

maintenance cost of the old assets was $X, but adding the new assets reduces 573 

maintenance costs on those old assets by $Y, while the new assets also require 574 

maintenance at a cost of $Z.  Thus, with the addition of the new assets, 575 

maintenance costs change from $X to $X minus $Y plus $Z.  That is a change of 576 

$Z minus $Y.  Mr. Leeming never said how significant the savings on the old 577 

assets would be ($Y), let alone that they would be significant relative to 578 

maintenance costs on the new assets ($Z).  In his rebuttal testimony, Mr. 579 

Leeming still does not report on the relative significance of these two factors, and 580 

he presents no estimates of the change in maintenance costs.  He merely 581 

asserts that “there is no basis here for assuming that the GPG Project will 582 

increase overall maintenance expenses and certainly no basis for assuming that 583 

it will increase maintenance costs by an average amount.”  (ComEd Ex. 15.0, 8.)  584 

Under these circumstances, I decided to present (further below) benefit-cost 585 

results both with and without my original estimate of the increase in maintenance 586 

costs associated with the Project. 587 
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VI. Other Issues 588 

Q. Mr. McGlynn testifies that you are incorrect in your assessment that 589 

hedging benefits are not directly relevant to ComEd and its eligible retail 590 

customers.  (ComEd Ex. 14.0, 5.)  How do you respond? 591 

A. I assume Mr. McGlynn is referring to lines 91 through 103 of my direct testimony.  592 

If that assumption is correct, then Mr. McGlynn completely misses the point.  I 593 

was describing how a market participant with generating resources in one 594 

location and load to serve in another location can utilize FTRs to hedge, in the 595 

sense of reducing exposure to unexpected and unfavorable LMP changes.  596 

However, as I pointed out, that is not how ComEd hedges for its eligible retail 597 

customers.  For one thing, ComEd has no generating resources.  Therefore, 598 

ComEd rightly does not acquire any FTRs.  Instead, ComEd’s energy costs are 599 

hedged through the IPA procurement process in a manner that does not employ 600 

FTRs.  The Commission is well aware of this and will recall that there are no IPA 601 

procurement plans that discuss ComEd’s acquisition of FTRs.  That is why I said 602 

the hedging benefits of FTRs are not directly relevant to ComEd, but I clearly 603 

implied that they are indirectly relevant, as I described how FTRs can be used 604 

by ComEd’s suppliers to offer ComEd fixed price energy contracts at lower risk to 605 

themselves.  I also noted that, to the extent to which ComEd or other ComEd 606 

Zone LSEs hold ARRs, those LSEs would receive income derived from PJM’s 607 

sale of FTRs to other market participants.   608 

 Mr. McGlynn seems to believe that the above assessment relies on an 609 

assumption “that congestion in the PJM market is fully hedged.”  Id.  It does not.  610 
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While I used a hypothetical example where one of ComEd’s suppliers is able to 611 

create a perfect hedge and eliminate all risk, it should have been obvious that 612 

this was merely a simplified example to illustrate the principle.  The principle is 613 

valid regardless of the degree to which market participants are able to take 614 

advantage of FTRs to hedge.  615 

VII. Revised Benefit-Cost Computations 616 

Q. With the additional information that has been provided with ComEd’s 617 

rebuttal testimony, have you revised your benefit-cost analysis? 618 

A. Yes.  I present both Illinois-centric and PJM-wide measures.  With respect to 619 

Project costs, I rely on the model that was provided by ComEd in work papers 620 

supporting Mr. Garrido’s rebuttal testimony, with two very minor adjustments.  I 621 

remove one-half a year of discounting, to be consistent with the present value 622 

methodology adopted by Mr. Naumann and Ms. Oppel.  I replace 93.00% with 623 

92.99% as the percentage of costs allocated to the ComEd Zone.  Due to 624 

ambiguity in Mr. Leeming’s testimony concerning maintenance costs, I also 625 

present an alternative version of the cost computation in which I add back my 626 

previous estimate of maintenance cost increases associated with the Project.  627 

When computing PJM-wide costs, 100% of the costs are included and ComEd’s 628 

incremental income taxes are excluded.  When computing the ComEd-centric 629 

costs, 89.91% of the costs are included, which excludes both the costs to be 630 

recovered from municipal utilities within the ComEd Zone (3.31%) and the costs 631 

to be recovered completely outside the ComEd Zone (7.01%).  In one version, 632 
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ComEd’s recovery of incremental income taxes is excluded while in an 633 

alternative version, ComEd’s recovery of incremental income taxes is included.   634 

 With respect to benefits, for the PJM-wide perspective, I use the PJM-wide 635 

production cost savings estimates that were provided by ComEd in the rebuttal 636 

testimony of Ms. Oppel.  I also add the capacity cost savings estimates that were 637 

presented in the rebuttal testimony of Mr. Naumann.  For the Illinois-centric 638 

perspective, the benefits are equal to what Mr, Naumann calls the “Net Load 639 

Savings metric,” which is equal to ComEd Zone LMP savings minus the 640 

reduction in ARR revenues received by ComEd Zone LSEs.  However, in 641 

keeping with the cost adjustment recommended by Mr. Naumann and Mr, 642 

Garrido, I exclude the portion of these ComEd Zone Net Load Savings that would 643 

accrue to the ComEd Zone municipalities.  A portion, 16.4%, of the capacity cost 644 

savings estimates mentioned above are also included.  This is roughly the 645 

ComEd Zone’s capacity requirements as a percentage of the entire RTO’s 646 

capacity requirements (17%) adjusted to exclude the ComEd Zone municipalities’ 647 

share.  648 

 The results of the revised benefit-cost calculations are shown in the tables below.  649 

All dollar figures are 15-year present values, expressed in millions of nominal 650 

dollars. 651 
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 652 

 653 

 654 

Project Costs 

Excluding 

Taxes

Maint. 

Exp

Capacity 

Cost 

Savings

0.00% $369.3 $37.7 $406.9 $5.6 $393.4 -$13.5 0.97

3.53% $295.4 $29.4 $324.8 $4.2 $299.8 -$25.0 0.92

7.73% $234.7 $22.7 $257.4 $3.1 $225.0 -$32.4 0.87

0.00% $369.3 $0.0 $369.3 $5.6 $393.4 $24.1 1.07

3.53% $295.4 $0.0 $295.4 $4.2 $299.8 $4.4 1.01

7.73% $234.7 $0.0 $234.7 $3.1 $225.0 -$9.7 0.96

$295.6

$221.9

100% of

$387.8

$295.6

$221.9

$387.8

PJM-wide perspective, excluding ComEd recovery of incremental income taxes

Production Cost 

Savings

Benefit-

to-cost 

ratio

Disc 

Rate

Costs ($millions) Benefits ($millions) Comparison

Total 

Costs

Total 

Benefits

Net 

Benefits

100% of

13% of

Project Costs 

Including 

Taxes

Maint. 

Exp

LMP 

Savings

ARR 

Revenue 

Change

Capacity 

Cost 

Savings

0.00% $373.2 $33.9 $407.0 $1,188.1 -$491.3 $0.9 $697.7 $290.7 1.71

3.53% $299.6 $26.4 $326.0 $890.0 -$370.4 $0.7 $520.3 $194.2 1.60

7.73% $239.0 $20.4 $259.4 $654.5 -$274.6 $0.5 $380.5 $121.1 1.47

0.00% $373.2 $0.0 $373.2 $1,188.1 -$491.3 $0.9 $697.7 $324.6 1.87

3.53% $299.6 $0.0 $299.6 $890.0 -$370.4 $0.7 $520.3 $220.6 1.74

7.73% $239.0 $0.0 $239.0 $654.5 -$274.6 $0.5 $380.5 $141.5 1.59

Disc 

Rate

Benefits ($millions) Comparison

Net 

Benefits

Benefit-

to-cost 

ratio

89.91% of

Total 

Benefits

Total 

Costs

Illinois-centric perspective, including ComEd recovery of incremental income taxes

96.69% of ComEd Zone 

Net Load Savings

Costs ($millions)

13% of

Project Costs 

Excluding 

Taxes

Maint. 

Exp

ComEd 

Zone LMP 

Savings

ARR 

Revenue 

Change

Capacity 

Cost 

Savings

0.00% $332.0 $33.9 $365.9 $1,188.1 -$491.3 $0.9 $697.7 $331.8 1.91

3.53% $265.6 $26.4 $292.0 $890.0 -$370.4 $0.7 $520.3 $228.3 1.78

7.73% $211.0 $20.4 $231.4 $654.5 -$274.6 $0.5 $380.5 $149.0 1.64

0.00% $332.0 $0.0 $332.0 $1,188.1 -$491.3 $0.9 $697.7 $365.7 2.10

3.53% $265.6 $0.0 $265.6 $890.0 -$370.4 $0.7 $520.3 $254.7 1.96

7.73% $211.0 $0.0 $211.0 $654.5 -$274.6 $0.5 $380.5 $169.4 1.80

Disc 

Rate

Total 

Costs

Total 

Benefits

Net 

Benefits

Benefit-

to-cost 

ratio

89.91% of

Illinois-centric perspective, excluding ComEd recovery of incremental income taxes

Costs ($millions) Benefits ($millions) Comparison

96.69% of ComEd Zone 

Net Load Savings
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 The above 15-year present value results are displayed in order of increasing 655 

benefit-to-cost ratios.  The bottom two tables, where benefits and costs are 656 

measured from an Illinois-centric perspective, show the Program to be cost 657 

effective by wide margins.  The upper table, where benefits and costs are 658 

measured from a PJM-wide perspective, shows less definitive results.  In 659 

particular, there are some benefit-to-cost ratios that are slightly less than one, 660 

where maintenance costs are not assumed to be zero and/or the discount rate is 661 

assumed to be relative high.  However, taking into account the various difficult-to-662 

quantify benefits of the Project and the expectation that the benefits of the 663 

Project will probably increase in the future, as nominal production and capacity 664 

costs are more likely to increase than to decrease over time, I believe it is 665 

reasonable to expect he Project to be cost effective from the PJM-wide 666 

perspective, as well as the Illinois-centric perspective. 667 

 As previously noted, all of the above dollar values are expressed in millions of 668 

nominal dollars, and they are 15-year present values.  In my direct testimony, I 669 

also presented 40-year present value computations, while in Mr. Garrido’s 670 

rebuttal testimony, in addition to 15-year present value computations, he also 671 

presents 46-year present value computations.  Since, ComEd did not provide 672 

benefit estimates (such as production cost savings or LMP savings) beyond 15 673 

years, and since the above 15-year results adequately establish an expectation 674 

that the Project will provide net benefits over that period, I believe it is 675 

unnecessary to go further.   676 

Q. Do you have anything else to add to your rebuttal testimony? 677 
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A. No. 678 


